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ended appearing in this Current Report on Form 8-K/A of Castlight Health, Inc. dated April 3, 2017.
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San Jose
May 19, 2017

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Jiff, Inc.
Mountain View, California
Report on the Financial Statements
We have audited the accompanying financial statements of Jiff, Inc. (a
Delaware corporation), which comprise the balance sheets as of December 31,
2016 and 2015, and the related statements of operations, stockholders’ equity,
and cash flows for the years then ended, and the related notes to the financial
statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these
financial statements in accordance with accounting principles generally
accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those standards require
that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditors’ judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting
policies used the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of Jiff, Inc. as of December 31, 2016
and 2015, and the results of its operations and its cash flows for the years then
ended in accordance with accounting principles generally accepted in the
United States of America.
Emphasis of Matter – Going Concern
The accompanying financial statements have been prepared assuming that Jiff
will continue as a going concern. As discussed in Note 1 to the financial
statements, certain conditions indicate Jiff may be unable to continue as a
going concern. The financial statements do not include any adjustments that
might be necessary should Jiff be unable to continue as a going concern. Our
conclusion is not modified with respect to that matter.

As discussed in Note 10 to the financial statements, Jiff entered into a plan of
merger agreement on January 4, 2017 to sell all of its outstanding shares of
capital stock.
/s/ Frank, Rimerman + Co. LLP
Palo Alto, California
March 27, 2017

Jiff, Inc.
Balance Sheets
December 31,
2016

2015

Assets
Current assets
Cash and cash equivalents

$

Accounts receivable, net allowance for doubtful accounts of $6,712 (none in 2015)
Prepaid expenses and other current assets
Total current assets
Property and Equipment, net
Deposits
Other assets
Total assets

13,506,856

$

15,720,624

2,715,462

853,226

896,305

703,872

17,118,623

17,277,722

677,127

428,611

1,676,443

1,661,443

19,164

19,164

$

19,491,357

$

19,386,940

$

961,609

$

578,811

Liabilities and stockholders' equity
Current liabilities
Accounts payable
Accrued expenses and other current liabilities

6,276,256

1,467,766

Deferred revenue, current portion

5,478,874

1,463,811

973,310

853,478

13,690,049

4,363,866

4,471,461

4,049,441

Preferred stock warrant liability

106,683

112,604

Deferred rent

323,808

202,442

45,000

164,080

18,637,001

8,892,433

Series C convertible preferred stock, $0.0001 par value; (aggregate liquidation preference of $43,163,000)

2,219

1,204

Series B convertible preferred stock, $0.0001 par value; (aggregate liquidation preference of $18,502,000)

1,850

1,850

Current maturities of long-term debt
Total current liabilities
Long-term debt, net of current maturities

Other liabilities
Total liabilities
Commitments and contingencies (Notes 1, 5, 8 and 10)
Stockholders’ equity

Series A convertible preferred stock, $0.0001 par value; (aggregate liquidation preference of $8,246,000)
Common stock and starter stock, $0.0001 par value
Additional paid-in capital
Stockholder note receivable
Accumulated deficit
Total stockholders’ equity

23

23

363

347

72,090,723

51,585,017

(111,134)

(110,779)

(71,129,688)

(40,983,155)

854,356
$

Total liabilities and stockholders’ equity

See Independent Auditors' Report and Notes to Financial Statements
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19,491,357

10,494,507
$

19,386,940

Jiff, Inc.
Statements of Operations
Years Ended December 31,
2016
Revenue, net

$

Cost of Revenue

7,278,218

2015
$

6,124,142

Gross profit (loss)

2,831,910
3,450,735

1,154,076

(618,825)

Operating expenses
Research and development

13,662,549

11,052,772

Sales and marketing

12,031,965

6,688,032

4,930,037

4,077,679

General and administrative
Total operating expenses
Loss from operations

30,624,551

21,818,483

(29,470,475)

(22,437,308)

Other income (expense)
Other income (expense), net
Interest expense
Income tax expense

(88,879)

3,742

(559,914)

(66,304)

(27,265)
$

Net Loss

See Independent Auditors' Report and Notes to Financial Statements
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(30,146,533)

(850)
$

(22,500,720)

Jiff, Inc.
Statement of Stockholders' Equity
Years Ended December 31, 2016 and 2015

Convertible Preferred Stock
Shares
Balances, December 31, 2014
Issuance of Series C convertible preferred stock
in exchange for cash, net of issuance costs

Amount
$

Shares

1,873

3,127,598

12,044,787

1,204

—

Issuance of common stock for services

—

—

64,285

Issuance of common stock warrants for services

—

—

—

Vesting of early exercised stock options

—

—

—

Exercise of common stock options
Accrued interest income on stockholder note
receivable

—

—

—

Stock-based compensation
Net loss
Balances, December 31, 2015
Issuance of Series C convertible preferred stock
in exchange for cash, net of issuance costs
Issuance of common stock warrants in
connection with long-term debt

18,734,061

Common Stock and Starter
Stock
Amount
$

Additional
Paid-In
Capital

Stockholder
Note
Receivable
$

(110,426)

Accumulated
Deficit

Total
Stockholders'
Equity

$ (18,482,435)

$ 8,570,197

313

$ 27,160,872

—

23,294,989

—

—

6

22,494

—

—

22,500

—

175,359

—

—

175,359

—

27,500

—

—

27,500

281,294

28

98,425

—

—

98,453

—

—

—

—

(353)

—

—

—

—

—

805,378

—

—

—

—

—

—

—

30,778,848

3,077

3,473,177

347

51,585,017

10,152,092

1,015

—

—

19,697,629

—

—

19,698,644

(110,779)

23,296,193

(353)

—

805,378

(22,500,720)

(22,500,720)

(40,983,155)

10,494,507

—

—

—

—

55,229

—

—

55,229

Vesting of early exercised stock options

—

—

—

—

20,625

—

—

20,625

Exercise of common stock options
Accrued interest income on stockholder note
receivable

—

—

159,000

16

84,634

—

—

84,650

—

—

—

—

—

(355)

—

Stock-based compensation

—

—

—

—

647,589

—

Net loss

—

—

—

—

—

—

4,092

3,632,177

363

$ 72,090,723

Balances, December 31, 2016

40,930,940

$

$

See Independent Auditors' Report and Notes to Financial Statements
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$

(111,134)

(355)

—

647,589

(30,146,533)
$ (71,129,688)

(30,146,533)
$

854,356

Jiff, Inc.
Statements of Cash Flows
Years Ended December 31,
2016

2015

Cash flows from operating activities
Net loss

$

(30,146,533)

$

(22,500,720)

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

193,912

74,366

Stock-based compensation

647,589

805,378

Accrued interest income on stockholder note receivable

(355)

(353)

Revaluation of preferred stock warrant liability

(5,921)

(3,389)

Amortization of debt discount for long-term debt

97,081

18,912

Allowance for doubtful accounts

24,415

—

Compensation expense in connection to issuance of common stock warrant

—

175,359

Compensation expense in connection to issuance of common stock

—

22,500

Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Other assets

(1,886,651)

(781,701)

(192,433)

(637,418)

—

Accounts payable
Accrued expenses and other current liabilities
Deferred rent
Deferred revenue
Other liabilities

(19,164)

382,798

395,009

4,829,115

1,324,157

121,366

202,442

4,015,063

1,199,305

(119,080)

Net cash used in operating activities

164,080

(22,039,634)

(19,561,237)

(442,428)

(436,682)

(15,000)

(1,549,030)

(457,428)

(1,985,712)

Cash flows from investing activities
Purchase of property and equipment
Deposits
Net cash used in investing activities
Cash flows from financing activities
Proceeds from issuance of convertible preferred stock, net

19,698,644

23,296,193

Proceeds from long-term debt

803,030

5,000,000

Repayments of long-term debt

(303,030)

Proceeds from the issuance of common stock upon the exercise of stock options
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

—

84,650

98,453

20,283,294

28,394,646

(2,213,768)

6,847,697

15,720,624
$

Cash and cash equivalents, end of year

See Independent Auditors' Report and Notes to Financial Statements
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13,506,856

8,872,927
$

15,720,624

Jiff, Inc.
Statements of Cash Flows
(Continued)
Years Ended December 31,
2016

2015

Supplemental disclosure of cash flow information
Cash paid for income taxes

$

1,360

$

850

Cash paid for interest

$

128,452

$

47,392

Issuance of warrant in connection with long-term debt

$

55,229

$

115,993

Vesting of early exercised stock options

$

20,625

$

27,500

Accrual for termination payment fee in connection with long-term debt

$

302,500

$

275,000

Supplemental schedule of non-cash financing activity

See Independent Auditors' Report and Notes to Financial Statements
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1.

Nature of Business and Management’s Plans Regarding the Financing of Future Operations
Nature of the Business
Jiff, Inc. ("Jiff") was incorporated in the state of Delaware on December 22, 2010. Jiff redefined the wellbeing industry with an exceptional, mobile-first
user experience and a large ecosystem of health partnerships available in the market. Jiff serves as a central hub for wellbeing and other benefit programs,
with a single point of access for employees. Jiff’s app-store approach integrates more than 50 health solutions that seamlessly synchronies with its backend system. In addition, an employer can allow virtually any vendor to connect to its platform, whether or not Jiff has integrated with the vendor in the
past. Jiff then personalizes recommendations for each employee based on the most relevant tools for their health needs and preferences. This is all
delivered through a user experience that brings together the latest advancements in incentive design, social theory, and game mechanics-optimizing
engagement.
Management’s Plans Regarding the Financing of Future Operations
Jiff has experienced recurring operating losses and negative cash flows losses since inception, and has an accumulated deficit of $71,129,688 at December
31, 2016. Since inception, Jiff has devoted substantial efforts to develop its technology, products and markets, and recruiting personnel. Management
closely monitors expenditures and is focused on obtaining new customers and continuing to develop its services.
Management expects losses and negative cash flows to continue for the foreseeable future, primarily as a result of continued development and marketing
efforts. As discussed in Note 10 to the financial statements, Jiff entered into an agreement to sell all of its outstanding capital stock. Upon the closing of
the Agreement, Jiff will become a wholly owned subsidiary of the acquiring Entity.
However, the inability to obtain additional equity or debt financing could adversely affect Jiff’s ability to achieve its intended business objectives. These
uncertainties raise substantial doubt as to Jiff’s ability to continue as a going concern. The financial statements do not include any adjustments that might
be necessary if Jiff was unable to continue as a going concern.

2.

Significant Accounting Policies
Revenue Recognition:
Jiff earns revenue from committed subscription fees from customers accessing Jiff’s enterprise software, as well as from sales of products and services
through the online marketplace. In addition, Jiff provides customer support. As part of the services provided to customers, Jiff will offer an online
marketplace for end users to purchase services and devices to aid in the benefit programs. Jiff begins recognizing revenue when there is evidence of an
arrangement, fees are fixed or determinable, the contractual service term has started, and collection is probable.
Jiff has applied the provisions of Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) Topic 605, Revenue
Recognition to its multiple-element arrangements . Jiff enters into arrangements with customers that purchase both hosted application software services
and professional services at the same time, or within close proximity of one another (referred to as non-software multiple-element arrangements). Further,
Jiff’s revenue arrangements generally do not include a general right of return relative to the delivered services.
Certain revenue arrangements include performance guarantees which are contingent on the successful completion of contractual milestones (contingent
revenue). Jiff does not recognize contingent revenue until the contingency is resolved. At December 31, 2016, Jiff recorded $151,256 of contingent
revenue within deferred revenue in the accompanying balance sheet (none at December 31, 2015). In 2016, Jiff recorded $200,147 of contingent revenue
within revenue as a result of the resolution of certain contingencies, as defined in the revenue arrangements, in the accompanying statement of operations
(none in 2015).
Where the aforementioned criteria for a separate unit of accounting are not met, the deliverable is combined with the undelivered element(s) and treated
as a single unit of accounting for the purposes of allocation of the arrangement consideration and revenue recognition. For those units of accounting that
include more than one deliverable but are treated as a single unit of accounting, Jiff generally recognizes revenue over the contractual service term. Jiff’s
professional services do not meet the
-8-

criteria for separate accounting and are, therefore, combined with the committed subscription fees for revenue recognition purposes.
Jiff recognizes subscription revenue ratably over the term of the subscription. Jiff does not sell technology or the components of the customer support that
are included in the subscription on a standalone basis. Jiff’s subscription agreements are primarily based upon annual contractual terms for the services
involved, for which revenue is recognized on a ratable basis over the term of the contract beginning with the month in which the contractual service term
starts. Amounts billed or received in advance of service delivery are initially deferred and recognized on a ratable basis over the contractual service term.
Jiff recognizes products sold through Jiff’s online market place on a net basis principally because Jiff is not the primary obligor to the end-customers.
Cost of Revenue:
Cost of revenue includes employee direct labor and indirect costs related to generation of revenue, such as customer implementation services, customer
support, hosting of Jiff’s cloud based service and other overhead costs.
Cash and Cash Equivalents:
Jiff considers all highly liquid investments purchased with a maturity of three months or less at the date of purchase to be cash equivalents. Cash and cash
equivalents are carried at cost, which approximates fair value.
Concentration of Credit Risk:
Financial instruments that potentially subject Jiff to concentration of credit risk consist of accounts receivable and cash and cash equivalents. Jiff sells its
services primarily to large organizations in diversified industries worldwide. Jiff does not require collateral or other security for accounts receivable.
However, credit risk is mitigated by Jiff’s ongoing evaluation of receivables and the reasonably short collection terms. Jiff maintains reserves for credit
losses, and such losses have been within management’s expectations. Management has recorded a reserve of $6,712 against its accounts receivable at
December 31, 2016 (none at December 31, 2015). If the financial condition of Jiff’s customers were to deteriorate, resulting in an impairment of their
ability to make payments, additional reserves may be required. Jiff maintains its cash and cash equivalents at one financial institution. Jiff is exposed to
credit risk in the event of default by a financial institution to the extent that cash and cash equivalents balances are in excess of the amount that is insured
by the Federal Deposit Insurance Corporation. Jiff has not experienced any losses on its deposits since inception.
Major Customers:
In 2016 and 2015, Jiff had two major customers, defined as a customer generating revenue in excess of 10% of Jiff’s annual revenue. Revenue from the
major customers accounted for 41% of revenue in 2016 (28% in 2015). Jiff had $100,000 of accounts receivable due from the major customers at
December 31, 2016 ($160,000 at December 31, 2015). Jiff does not believe it is reliant on any one customer in the long-term.
Property and Equipment:
Property and equipment are stated at cost, net of accumulated depreciation and amortization. Jiff depreciates property and equipment using the straightline method over their estimated useful lives, generally three years. Leasehold improvements are amortized over the shorter of the useful life of the asset
or the remaining lease term.
Accounting for Impairment of Long-Lived Assets:
Jiff reviews its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets held and used is measured by comparison of the carrying amount of an asset to future net cash flows expected to be
generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying
amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of their carrying cost amount or fair value less
cost to sell. Jiff has not recorded any expense related to asset impairment to date.
-9-

Preferred Stock Warrants:
Jiff accounts for its outstanding warrant exercisable into shares of Jiff’s convertible preferred stock in accordance with FASB ASC Topic 480,
Distinguishing Liabilities from Equity . Under Topic 480, Jiff classifies warrants to purchase shares of convertible preferred stock that are puttable,
redeemable, or include an anti-dilution feature as liabilities. Such warrants are measured and recognized at fair value, and subject to re-measurement at
each balance sheet date. At the end of each reporting period, changes in fair value during the period are recognized as a component of other income
(expense). Jiff will continue to adjust the warrant liability for changes in the fair value until the earlier of the exercise or expiration of the warrant or the
completion of a liquidation event, including completion of an initial public offering, at which time the warrant will be converted into a warrant to
purchase shares of common stock, and the liability will be reclassified to additional paid-in capital.
Fair Value Measurements:
Jiff uses a three-level hierarchy, which prioritizes, within the measurement of fair value, the use of market-based information over entity-specific
information for fair value measurements based on the nature of inputs used in the valuation of an asset or liability as of the measurement date. Fair value
focuses on an exit price and is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date. The inputs or methodology used for valuing financial instruments are not necessarily an indication of the risk
associated with investing in those financial instruments.
The three-level hierarchy for fair value measurements is defined as follows:
Level 1:

Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets.

Level 2:

Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and inputs that are
observable for the asset or liability, either directly or indirectly, for substantially the full term of the financial instrument.

Level 3:

Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

An asset or liability’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value
measurement.
Jiff’s preferred stock warrant liability is classified within Level 3 of the fair value hierarchy at December 31, 2016 and 2015.
The change in value of the preferred stock warrant liability is summarized below:
Balance, December 31, 2015

$

Warrant issued

—
115,993

Change in fair value recorded as other income

(3,389)

Balance, December 31, 2015

112,604

Change in fair value recorded as other income

(5,921)
$

Balance, December 31, 2016

106,683

Income Taxes:
Jiff accounts for income taxes using the asset and liability method. Under this method, deferred income tax assets and liabilities are recorded based on the
estimated future tax effects of differences between the financial statement and income tax basis of existing assets and liabilities. A valuation allowance is
provided against Jiff’s deferred income tax assets when their realization is not reasonably assured.
In November 2015, the FASB issued Accounting Standards Update (ASU) No. 2015-17 (ASU 2015-17), Income Taxes: Balance Sheet Classification of
Deferred Taxes . ASU 2015-17 simplifies the presentation of deferred income taxes by
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eliminating the separate classification of deferred income tax assets and liabilities into current and noncurrent amounts in the balance sheet. The standard
requires all deferred tax assets and liabilities be classified as noncurrent in the balance sheet. The standard is effective for Jiff as of January 1, 2018, and
permits the use of either a retrospective or cumulative effect transition method. Jiff early adopted the standard in 2015 on a retrospective basis, which had
no impact on the balance sheets at December 31, 2016 and 2015.
Development Costs:
Development costs related to preliminary project implementation are expensed as incurred and consist primarily of personnel costs and facility-related
expenses. Development costs incurred during the application development stage are eligible to be capitalized and amortized over their estimated useful
lives. Because Jiff did not incur significant qualifying costs during the application development stage, development costs have been charged to research
and development expense in 2016 and 2015.
Use of Estimates:
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the amounts reported in the financial statements and the accompanying notes. Actual results could differ
from those estimates. Key estimates in the financial statements include assumptions used in determining Jiff’s revenue recognition, allowance for doubtful
accounts, certain accrued expenses, the valuation allowance related to the deferred income tax assets and the valuation of warrants issued and of stock
awards granted under Jiff’s stock option plan.
Stock-Based Compensation:
Jiff generally grants stock options to its employees for a fixed number of shares with an exercise price equal to the fair value of the shares at date of grant.
Jiff accounts for all stock option grants using the fair value method and stock-based compensation is recognized as the underlying options vest.
Stock-based compensation for options or warrants granted to non-employees is measured on the date of performance at the fair value of the consideration
received or the fair value of the equity instruments issued, whichever is more reliably measured. Stock-based compensation for options granted to nonemployees is periodically re-measured as the underlying options vest.
Risks and Uncertainties:
Jiff is subject to a number of risks inherent in a business with a limited operating history, including, but not limited to: new and evolving markets;
advances and trends in the development of new technology and services and regulations thereon; unfavorable economic and market conditions;
competition from other companies with longer operating histories and greater financial resources; the ability to obtain adequate funding; dependence on
key employees and the ability to attract and retain qualified employees.
Recent Accounting Pronouncements Not Yet Effective:
Stock-Based Compensation:
In March 2016, the FASB issued ASU No. 2016-09, Compensation-Stock Compensation (Topic 718): Improvements to Employee Share-Based
Payment Accounting . ASU 2016-09 requires recognition of the income tax effects of vested or settled awards in the income statement and
involves several other aspects of the accounting for share- based payment transactions, including the income tax consequences, classification of
awards as either equity or liabilities and classification on the statement of cash flows. The standard is effective for Jiff as of January 1, 2018, and
permits the use of either a retrospective or cumulative effect transition method. Jiff has not selected a transition method and is currently
evaluating the effect ASU 2016-09 will have on its financial statements and related disclosures.
Revenue:
In May 2014, the FASB issued ASU No. 2014-09 regarding ASC Topic 606, Revenue from Contracts with Customers . This standard outlines a
single comprehensive model for entities to use in accounting for revenue arising from contracts with customers that reflects the consideration to
which the entity expects to be entitled to in exchange for
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those goods and services. The standard will replace most existing revenue recognition guidance generally accepted in the United States of
America. The standard is effective for Jiff as of January 1, 2019, and permits the use of either a retrospective or cumulative effect transition
method. Jiff has not selected a transition method and is currently evaluating the effect Topic 606 will have on its financial statements and related
disclosures.
Leases:
In February 2016, the FASB issued ASU 2016-02, Leases . ASU 2016- 02 requires lessees to put most leases on their balance sheet while
recognizing expense in a manner similar to existing accounting. The standard is effective for Jiff as of January 1, 2020, and permits the use of
either a retrospective or cumulative effect transition method. Jiff has not selected a transition method and is currently evaluating the effect ASU
2016-02 will have on its financial statements and related disclosures.
3.

Property and Equipment
Property and equipment consists of the following at December 31:
2016
Computer hardware

$

525,638

2015
$

Furniture and fixtures

195,320

117,435

Software

178,201

168,767

Leasehold improvements

84,800

—

983,959
Less accumulated depreciation and amortization

541,531

(306,832)
$

Property and equipment, net
4.

255,329

677,127

(112,920)
$

428,611

Income Taxes
Jiff utilizes the provisions set forth in FASB ASC Topic 740 to account for the uncertainty in income taxes. In the preparation of income tax returns in
federal and state jurisdictions, Jiff asserts certain income tax positions based on its understanding and interpretation of income tax laws. The taxing
authorities may challenge such positions, judgments and conclusions in the preparation of its income tax returns.
Deferred income taxes result from the tax effect of transactions that are recognized in different periods for financial statement and income tax reporting
purposes. At December 31, 2016, Jiff had deferred income tax assets of approximately $26,323,000 ($15,100,000 at December 31, 2015). Due to the
uncertainties surrounding the realization of deferred income tax assets through future taxable income, Jiff has provided a full valuation allowance and,
therefore, no benefit has been recognized in the financial statements for the net operating loss and income tax carryforwards and other deferred income
tax assets.
At December 31, 2016, Jiff has federal and state net operating loss carryforwards of approximately $61,920,000 and $43,183,000, respectively, available
to reduce future taxable income which will begin to expire in 2030 for federal and 2027 for state income tax purposes ($7,749,000 and $26,507,000 at
December 31, 2015, respectively). Additionally, Jiff has federal and state research and development income tax credits totaling $1,350,000 and $994,000,
respectively,($581,000 and $423,000 at December 31, 2015, respectively). The federal income tax credits may be carried forward until 2030. The state tax
credits may be carried forward indefinitely.
Section 382 of the Internal Revenue Code limits the use of tax carryforwards in certain situations where changes occur in the stock ownership of a
company. In the event Jiff has such a change in ownership, utilization of the tax carryforwards could be restricted. Jiff is currently evaluating its ability to
utilize its tax carryforwards in the future.
Jiff operates in various tax jurisdictions and is subject to audit by various tax authorities. Jiff uses the “more likely than not” criterion for recognizing the
tax benefit of uncertain income tax positions and establishing measurement criteria for income tax benefits. Jiff has determined it has uncertain income
tax positions as of December 31, 2016 and 2015 related to research and development income tax credits. At December 31, 2016, the reserve for uncertain
income tax positions was $821,000
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($351,000 at December 31, 2015). Jiff does not anticipate any significant changes in such uncertainties and judgment during the next twelve months. In
the event Jiff should need to recognize interest and penalties related to unrecognized tax liabilities, this amount will be recorded as an accrued liability.
Jiff files income tax returns in the U.S. federal jurisdictions and various states. The tax return years 2010 through 2016 remain open to examination by the
taxing jurisdictions to which Jiff is subject. Jiff is not currently under examination in any major jurisdictions.
Deferred income taxes result primarily from allowances and reserves recorded for financial reporting purposes, differences in depreciation methods used
for financial statement and income tax reporting, federal and state net operating loss carryforwards, and federal and state research and development tax
credit carryforwards. Jiff has deferred income tax assets of $26,323,000 at December 31, 2016.
Jiff has established a full valuation allowance related to deferred tax assets at December 31, 2016. Jiff believes the realization of its federal and state net
operating loss carryforwards and federal and state credit carryforwards is uncertain.
Deferred tax assets (liabilities) consist of the following at December 31:
2016
Property and equipment

$

Accrued expenses

(5,000) $
1,450,000

Stock-based compensation
Net operating losses and tax credit carryforwards
Less valuation allowance
$

Deferred income tax assets, net

5.

2015
(5,000)
119,000

147,000

108,000

24,731,000

14,877,000

26,323,000

15,099,000

(26,323,000)

(15,099,000)

—

$

—

Long-Term Debt
In May 2015, Jiff entered into a Loan and Security Agreement (the Agreement) with a commercial bank for borrowings up to $5,000,000. In May and
July 2015, Jiff borrowed $1,500,000 and $3,500,000, respectively, under the Agreement in the form of promissory notes. The notes bore interest at a rate
equal to The Wall Street Journal Prime Rate minus 1.00% with interest-only payments until June 2016, followed by 33 equal monthly payments of
principal and interest. All borrowings under the Agreement were secured by substantially all of Jiff’s assets. The Agreement included a termination
payment of 5.5% of the facility or $275,000, which was recorded as both an increase to the note principal balance, as well as a discount to the note on the
date of issuance under the Agreement. The debt discount is being amortized to interest expense using the effective interest method over the term of the
borrowings.
In connection with the Agreement, Jiff issued a warrant to purchase 103,335 shares of Series C convertible preferred stock (Series C) at an exercise price
of $1.9469 per share (Note 6). The fair value of the warrant was deemed to be $115,993 on the date of grant using the Black-Scholes option pricing
model. The fair value of the warrant was recorded as a preferred stock warrant liability and as a corresponding debt discount to the carrying value of the
borrowings. The debt discount is being amortized to interest expense over the term of the borrowings. Jiff amortized the remaining $97,081 of the debt
discount to interest expense in 2016 ($18,912 in 2015).
In August 2016, Jiff received cash proceeds totaling $5,500,000 from a term note under a new loan and security agreement (the 2016 Agreement) of
which $4,971,970 was used to repay the outstanding principal and accrued interest of the Agreement, including the termination payment. The note bears
interest at a rate equal to The Wall Street Journal prime rate minus 1.00% (2.50% at December 31, 2016). Interest only payments are required until June
2017, followed by 30 equal monthly payments of principal and interest. If Jiff achieves trailing three months recurring revenue of at least $3,500,000 by
June 2017 the interest-only payments will be extended until December 2017, followed by 24 equal monthly payments of principal and interest. Under the
terms of the 2016 Agreement, Jiff may borrow and additional $2,000,000 before September 30, 2017, if Jiff has achieved trailing three months recurring
revenue of at least $5,000,000. All borrowings under the 2016 Agreement are secured by substantially all of Jiff’s assets. The 2016 Agreement includes a
termination payment of 5.5% of the facility or $302,500 which
- 13 -

was recorded as both an increase to the note principal balance, as well as a discount to the note on the date of issuance under the 2016 Agreement. The
debt discount will be amortized to interest expense using the effective interest method over the term of the borrowings.
Under the 2016 Agreement, Jiff has the ability to draw down up to $5,000,000 under a revolving line of credit so long as the combined term note balance
and outstanding revolving line of credit balance does not exceed three times monthly recurring revenue of the previous month, as adjusted for annualized
revenue retention rate, as defined. Outstanding principal accrued interest at The Wall Street Journal prime rate plus 0.75%. The revolving line of credit
matures in August 2018. Jiff has not drawn down on the revolving line of credit at the date of the independent auditors’ report.
The 2016 Agreement includes certain financial and non-financial covenants, which management believes Jiff was in compliance with at December 31,
2016.
In connection with the 2016 Agreement, Jiff issued a warrant for 144,457 shares of common stock with an exercise price of $0.67 per share (Note 6). The
fair value of the warrant was deemed to be $55,229 on the date of grant using the Black-Scholes option pricing model. The fair value of the warrant was
recorded as additional paid-in capital and as a corresponding debt discount to the carrying value of the borrowings. The debt discount will be amortized to
interest expense over the term of the borrowings.
Future minimum payments required under the 2016 Agreement are as follows as of December 31, 2016:
Years ending December 31:
2017

$

1,253,404

2018

2,301,859

2019

2,241,351

2020

302,500
6,099,114

Less amounts attributed to interest

(296,614)

Less unamortized discounts related to warrant and termination payments

(357,729)
5,444,771

Less current maturities

(973,310)
$

Long-term debt, net of current maturities
6.

4,471,461

Capital Stock
Convertible Preferred Stock:
Jiff is authorized to issue 40,903,940 shares of convertible preferred stock at a par value of $0.0001 per share. Convertible preferred stock consists of the
following at December 31, 2016:

Shares
Designated

Shares
Outstanding

Aggregated
Liquidation
Preference

Net
Proceeds

Series C

22,169,879

22,169,879 $

Series B

18,502,086

18,502,086

18,365,000

18,502,000

Series A

231,975

231,975

7,500,000

8,246,000

40,903,940

40,903,940 $

42,995,000

68,860,000

$

$

43,163,000

69,911,000

The rights, preferences, privileges and restrictions for the holders of Series C, Series B convertible preferred stock (Series B) and Series A convertible
preferred stock (Series A) (collectively, Preferred Stock) are as follows:
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Dividends:
Holders of Preferred Stock are entitled to receive non-cumulative dividends prior to and in preference to any declaration or payment of any dividends
on common stock or starter stock at the rate of $0.1558 per share for Series C, $0.08 for Series B and $ 0.535 for Series A, as adjusted for stock
dividends, combinations, splits, recapitalizations or the like, respectively, per annum, when and if declared by the Board of Directors.
No dividends may be paid on any common stock or starter stock until all such dividends to holders of Preferred Stock as described above have been
paid. No dividends have been declared or paid by the Board of Directors through December 31, 2016.
Liquidation:
In the event of any liquidation, dissolution or winding up of Jiff, whether voluntary or involuntary, holders of Series C, Series B and Series A are
entitled to receive, prior to and in preference to holders of common stock or starter stock, an amount equal to $1.9469, $1.00 and $35.545 per share,
respectively, plus any declared but unpaid dividends, prior to any distribution to common stock and starter stock. After the distribution to Series C,
Series B and Series A, all remaining available assets of Jiff are distributable ratably to the holders of common stock and starter stock.
Should Jiff’s legally available assets be insufficient to satisfy the liquidation preferences, the funds will be distributed ratably first among the holders
of Series C, followed by Series B and then Series A in proportion to their liquidation preference.
Conversion:
At the option of the holder, each share of Preferred Stock is convertible into the number of fully paid and non-assessable shares of common stock on
a one-to-one basis, subject to adjustment for stock splits, stock dividends and dilution. Preferred Stock automatically converts into the number of
shares of common stock into which such shares are convertible at the then applicable conversion ratio upon the closing of the sale of Jiff’s common
stock in a public offering with aggregate gross proceeds of at least $50,000,000.
Voting:
Each holder of Preferred Stock is entitled to the number of votes equal to the number of shares of common stock into which each such shares of
Preferred Stock could be converted on the record date for the vote or consent of the stockholders, except as otherwise required by law, and have
voting rights and powers equal to the voting rights and powers of the common stockholders. As long as at least 3,300,000 shares of Series C are
outstanding the holders of Series C, voting as a separate class, are entitled to elect two directors at any election of the Board of Directors. As long as
at least 100,000 shares of Series B are outstanding the holders of Series B, voting as a separate class, are entitled to elect one director at any election
of the Board of Directors. As long as at least 25,000 shares of Series A are outstanding the holders of Series A, voting as a separate class, are entitled
to elect one director at any election of the Board of Directors. The holders of common stock and starter stock, voting as a single class, are entitled to
elect three directors at any election of the Board of Directors. The holders of Preferred Stock, common stock and starter stock, voting together as a
single class on an as-converted basis, are entitled to elect one director at any election of the Board of Directors.
Protection Provisions:
As long as 100,000 shares of Preferred Stock are outstanding (as adjusted for stock splits, stock dividends, combinations, recapitalizations or the
like), Jiff requires two-thirds approval from the holders of the then outstanding shares of Preferred Stock and starter stock, voting as a single class on
an as converted basis, to: (a) effect a liquidation transaction or a liquidation, dissolution or winding up of Jiff; (b) alter or change the rights,
preferences or privileges of the Preferred Stock or any series thereof; (c) create, authorize or issue any debt security if the aggregate indebtedness of
Jiff for borrowed money following such action would exceed $500,000 individually or $1,000,000 in the aggregate; (d) redeem, purchase or
otherwise acquire (or pay into or set aside funds for a sinking fund for such purpose) any share or shares of Preferred Stock, starter stock or common
stock; provided, however, that this restriction will not apply to the repurchase of shares of common stock (i) from employees, officers, directors,
consultants or other persons performing services for Jiff or any subsidiary at no greater than cost upon termination of service or (ii) pursuant to
agreements under which Jiff has the option to repurchase such shares at
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no greater than cost upon the occurrence of certain events, such as the termination of employment, or through the exercise of any right of first refusal;
(e) change the number of authorized directors; (f) pay or declare any dividend or make any distribution on any shares of capital stock of Jiff or set
aside any funds for any such distribution; (g) amend, alter, repeal or waive any provision of the Certificate of Incorporation or Bylaws of Jiff; (h)
increase or decrease (other than by conversion) the number of authorized shares of Preferred Stock, starter stock or common stock or any series
thereof; (i) encumber all or substantially all of the assets of Jiff; or (j) authorize or issue, or obligate itself to issue, any other equity security,
including any security convertible into or exercisable for any equity security, by reclassification or otherwise, having a rights, preferences or
privileges senior to, or on parity with, the Series C, including with respect to voting, dividends, redemption, conversion or distributions upon
liquidation.
So long as 4,300,000 shares of Series C remain outstanding, Jiff cannot, without the approval, by vote or written consent of the holders of a majority
of the Series C then outstanding, voting as a separate class on an as-converted basis, disproportionately and adversely alter or change the rights,
preferences, or privileges of the holders of Series C.
Common Stock:
Jiff is authorized to issue 66,000,000 shares of common stock at a par value of $0.0001 per share. At December 31, 2016, Jiff had 721,161 shares of
common stock issued and outstanding.
Starter Stock:
Jiff is authorized to issue 2,911,016 shares of starter stock at a par value of $0.0001 per share. At December 31, 2016, Jiff had 2,911,016 shares of starter
stock issued and outstanding. The holders of starter stock have essentially the same rights, preferences, privileges and restrictions as the holders of
common stock. At the option of the holder, each share of starter stock is convertible into the number of fully paid and non-cancelable shares of common
stock on a one-to one basis, subject to the adjustments to the applicable conversion price. At December 31, 2016, the conversion price was $1.00 per share
of starter stock.
Warrants:
In October 2014, Jiff issued warrants to purchase 4,392,851 shares of common stock at an exercise price of $10.00 per share. The warrants were valued at
$31,189 on the date of grant using the Black-Scholes option pricing model, assuming a risk-free interest rate of 2.42%, an expected life of ten years,
expected volatility of 43% and no dividends. The warrants were immediately exercisable and expire in October 2024. At December 31, 2016, the warrants
remain outstanding.
In May 2015, Jiff issued warrants to purchase 872,000 shares of common stock at an exercise price of $0.64 per share. The warrants were valued at
$175,359 on the date of grant using the Black-Scholes option pricing model, assuming a risk-free interest rate of 2.25%, an expected life of ten years,
expected volatility of 45% and no dividends. The warrants were immediately exercisable and expire in May 2025. At December 31, 2016, the warrants
remain outstanding.
In May 2015, in connection with the Agreement, Jiff issued a warrant to purchase 103,335 shares of Series C at an exercise price of $1.9469 per share.
The warrant was valued at $115,993 on the date of grant using the Black-Scholes option pricing model, assuming a risk-free interest rate of 2.27%, an
expected life of 10 years, expected volatility of 45% and no dividends. The warrant was re-measured at December 31, 2016 with the following
assumptions: risk-free rate of 2.45%, an expected life of 8.37 years, expected volatility of 45% and no dividends (risk-free rate of 2.24%, an expected life
of 9.37 years, expected volatility of 45% and no dividends at December 31, 2015). At December 31, 2016, the warrant remains outstanding.
In August 2016, in connection with the 2016 Agreement, Jiff issued a warrant to purchase 144,457 shares of common stock at an exercise price of $0.67
per share. The warrant was valued at $55,229 on the date of grant using the Black-Scholes option pricing model, assuming a risk-free interest rate of
2.27%, an expected life of ten years, expected volatility of 45% and no dividends. The warrant was immediately exercisable and expires in August 2026.
At December 31, 2016, the warrant remains outstanding.
7.

Equity Incentive Plan
In 2010, Jiff approved the 2010 Equity Incentive Plan (the Plan) under which it may issue stock options to purchase shares of common stock and award
restricted common stock to employees, directors and consultants. Jiff has reserved 13,588,076 shares of common stock for issuance under the Plan.
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Under the Plan, the Board of Directors may grant incentive stock options or nonqualified stock options. Incentive stock options may only be granted to
Company employees. The exercise price of incentive stock options and nonqualified stock options cannot be less than 100% of the fair value per share of
Jiff’s common stock on the grant date. If an individual owns stock representing more than 10% of Jiff’s outstanding capital stock, the price of each share
will be at least 110% of the fair value. Fair value is determined by the Board of Directors. Options generally vest over a four year period with a one year
cliff. The option term is no longer than five years for incentive stock options for which the grantee owns greater than 10% of Jiff’s capital stock and no
longer than 10 years for all other options. Jiff has a repurchase option on unvested restricted stock exercisable upon the voluntary or involuntary
termination of the purchaser’s employment with Jiff for any reason. Jiff’s repurchase right lapses in accordance with the vesting terms.
In 2016, Jiff recognized $596,844 of employee stock-based compensation, net of estimated forfeitures, in 2016 ($773,938 in 2015). No income tax
benefits have been recognized in the statements of operations for stock-based compensation arrangements and no stock-based compensation costs have
been capitalized as of December 31, 2016 and 2015.
Future stock-based compensation for unvested employee options granted and outstanding as of December 31, 2016 is $1,332,148, to be recognized over a
weighted-average remaining requisite service period of 1.45 years.
The fair value of each award to employees in 2016 has been estimated by Jiff on the date of grant using the Black-Scholes option pricing model with the
following assumptions: expected terms of 5.73-6.10 years; risk-free interest rates of 1.21%-1.60%; expected volatility of 47.63%-48.34%; and no
dividends during the expected term (5.70 years, 1.12%, 49.82% and no dividends during the expected term in 2015). Expected volatility is based on
historical volatilities of public companies operating in Jiff’s industry. The expected term of the options represents the period of time options are expected
to be outstanding and is estimated considering vesting terms and employees’ historical exercise and post-vesting employment termination behavior. The
risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant.
Stock option activity under the Plan is as follows:
Options Outstanding
Options
Available
Balances, December 31, 2014

8,785,850

Granted

WeightedAverage
Exercise Price

Numbers
of Shares

(9,667,325)

105,770

11.01

9,667,325

0.46

Exercised

—

(281,294)

0.35

Cancelled

1,335,884

(1,335,884)

1.46

Balances, December 31, 2015
Authorized
Granted

454,409

8,155,917

4,677,874

—

—

4,222,159

0.67

(4,222,159)

$

0.47

Exercised

—

(159,000)

0.58

Cancelled

1,020,605

(1,020,605)

0.54

1,930,729

11,198,471

Balances, December 31, 2016

$

0.61
8.69

Weighted-Average Remaining Contractual Life (in years)

At December 31, 2016, there were 4,689,298 shares vested. The weighted-average grant date fair value of options granted was $0.67 in 2016. The total
intrinsic value of options exercised in 2016 was $84,650.
Jiff also uses the fair value method to value options granted to non-employees. In connection with its grant of options to non-employees, Jiff recognized
$50,745 of stock based compensation in 2016 ($31,440 in 2015). The fair value of each award in 2016 was estimated on the date of grant using BlackScholes option pricing model with the following assumptions: expected life of 8.21-9.81 years; risk-free interest rate of 1.41%-2.41%; expected volatility
of 53.31%-54.17% and no dividends during the expected term (9.60 years, 2.19%, 54% and no dividends during the expected term in 2015). The change
in fair value from period to period of non-employee awards has been immaterial to date.
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8.

Commitments
Lease Commitments:
Jiff leases its office space under non-cancelable operating leases in California, which expire at various dates through June 2022.
In June 2015 and August 2015, Jiff entered into subleases for two of its facilities to unrelated parties that expire at various dates through March 2020. For
one of the subleases, Jiff is receiving payments less than Jiff’s lease obligations. Based upon the current real estate market conditions, Jiff believes that
this lease has been impaired and recognized a lease impairment liability of $21,799 in 2015 (none in 2016). The impairment charge was calculated based
on future lease commitments, net of estimated future sublease income. This lease expires in March 2020.
Aggregate future minimum payments under these leases are as follows:
Years ending December 31,
2017

$

2,153,667

2018

2,221,383

2019

2,288,619

2020

1,941,918

2021

1,598,433

Thereafter

809,498
$

11,013,517

$

497,310

The future expected payments due to Jiff under the subleases are as follows:
Years ending December 31,
2017
2018

513,235

2019

531,200

2020

135,474
$

1,677,219

Rent expense was $1,285,311, net of $1,183,191 in sublease income in 2016 ($900,379 and $704,839, respectively, in 2015).
9.

Related Party Transactions
In connection with a stock option exercise, Jiff received a promissory note from a related party of Jiff. At December 31, 2016 and 2015, the principal of
the note outstanding totaled $110,000. The notes are 50% recourse, with the remaining balance collateralized by the shares of common stock. The note
bears interest at 0.32% per annum and is payable at various triggering dates but no later than through October 2018. Interest receivable of $1,134 on the
note is included within stockholders’ equity in the accompanying balance sheet at December 31, 2016 ($779 at December 31, 2015). Jiff has recorded a
repurchase liability for the unvested shares from the stock option exercise of $27,500 at December 31, 2015 (none at December 31, 2016).
During 2016, Jiff paid $100,402 to a consulting firm which Jiff’s Chief Executive Officer is the managing director ($401,000 in 2015). At December 31,
2016, Jiff had outstanding accounts payable to the consulting firm totaling $5,400 ($48,100 at December 31, 2015).
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10.

Subsequent Events
Merger Agreement:
In January 2017, Jiff entered into a plan of merger agreement to sell all of its outstanding shares of capital stock to Castlight Health, Inc. Upon closing,
Jiff will become a wholly-owned subsidiary of Castlight Health, Inc. The transaction is expected to close prior to April 2017.
Subsequent events have been evaluated through the date of the independent auditors’ report, which is the date the financial statements were approved by
Jiff and available to be issued.
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UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
The following sets forth certain unaudited pro forma condensed combined financial information giving effect to the acquisition of Jiff, Inc. (“Jiff”) by
Castlight Health, Inc. (the “Company”) (such acquisition is referred to as the “merger”). The unaudited pro forma condensed combined financial information set
forth below has been presented for informational purposes only. The pro forma information is not necessarily indicative of what the combined company’s financial
position or results of operations actually would have been had the merger been completed as of the dates indicated. In addition, the unaudited pro forma condensed
combined financial information does not purport to project the future financial position or operating results of the combined company.
The unaudited pro forma condensed combined balance sheet assumes that the merger took place on December 31, 2016 and combines the Company’s
December 31, 2016 consolidated balance sheet with Jiff’s December 31, 2016 balance sheet.
The unaudited pro forma condensed combined statement of operations for the year ended December 31, 2016 assumes that the merger took place on
January 1, 2016. The Company’s audited consolidated statement of operations for the year ended December 31, 2016 has been combined with Jiff’s audited
statement of operations for the year ended December 31, 2016 .
The historical consolidated financial information has been adjusted in the unaudited pro forma condensed combined financial statements to give effect to
pro forma events that are (1) directly attributable to the merger; (2) factually supportable; and (3) with respect to the statements of operations, expected to have a
continuing impact on the combined results. The unaudited pro forma condensed combined financial information should be read in conjunction with the
accompanying notes to the unaudited pro forma condensed combined financial statements. In addition, the unaudited pro forma condensed combined financial
information was based on and should be read in conjunction with the Company and Jiff’s historical audited financial statements for the year ended December 31,
2016 .
The unaudited pro forma condensed combined financial information has been prepared using the acquisition method of accounting under existing U.S.
generally accepted accounting principles (“GAAP”) standards, which are subject to change and interpretation. The Company has been treated as the acquiror in the
merger for accounting purposes. Accordingly, the pro forma adjustments are preliminary and have been made solely for the purpose of providing unaudited pro
forma condensed combined financial information. Differences between these preliminary estimates and the final acquisition accounting will occur and these
differences could have a material impact on the accompanying unaudited pro forma condensed combined financial statements and the combined company’s future
results of operations and financial position.
The unaudited pro forma combined financial information does not reflect any cost savings, operating synergies or revenue enhancements that the
combined company may achieve as a result of the merger, the costs to combine the operations of the Company and Jiff or the costs necessary to achieve any of the
foregoing cost savings, operating synergies and revenue enhancements.
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Unaudited Pro Forma Condensed Combined Balance Sheet
As of December 31, 2016
(in thousands)
Historical
Castlight

Pro Forma
Adjustments

Jiff

Pro Forma
Combined

Assets
Current assets:
Cash and cash equivalents

$

48,722

$

13,507

$

(9,651) A

$

52,578

Marketable securities

65,882

—

Accounts receivable, net

14,806

2,715

Other current assets

11,600

896

141,010

17,118

5,285

677

(447) C

5,515

—

—

23,900 D

23,900

—

—

84,341 E

84,341

10,871

1,696

166 F

12,733

Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Other assets
Total assets

—

65,882

—

17,521

111 B

12,607

(9,540)

$

157,166

$

19,491

$

$

18,100

$

7,238

$

98,420

148,588

$

275,077

$

25,331

Liabilities and stockholders’ equity
Current liabilities:
Accounts payable and accrued expenses
Current maturities of long-term debt

(7) G

—

973

Deferred revenue

30,623

5,479

Total current liabilities

48,723

13,690

5,245

—

Long-term debt, net of current maturities

—

4,471

Preferred stock warrant liability

—

107

Contingent consideration liability

—

—

671 K

671

1,236

369

5,375 L

6,980

55,204

18,637

Deferred revenue, noncurrent

Other liabilities, noncurrent
Total liabilities

(973) H

—

(3,683) I

32,419

(4,663)

57,750

—

5,245

1,106 H

5,577

(107) J

—

2,382

76,223

Stockholders’ equity:
Preferred stock

—

Stockholder note receivable

—

(111)

Common stock

10

Additional paid-in capital

(4) M

—

111 B

—

—

3 M

13

457,596

72,091

26,842 M

556,529

—

—

Accumulated other comprehensive income (loss)
Accumulated deficit

(355,644)

Total stockholders’ equity
Total liabilities and stockholders’ equity

4

(71,130)

101,962
$

157,166
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—
69,086 N

854
$

19,491

—
(357,688)

96,038
$

98,420

198,854
$

275,077

Unaudited Pro Forma Condensed Combined Statement of Operations
For the Year Ended December 31, 2016
(in thousands, except per share data)
Historical
Castlight

Pro Forma
Adjustments

Jiff

Pro Forma
Combined

Revenue:
Subscription

$

Professional services and other

95,016

$

—

$

6,208 A

$

101,224

6,684

—

1,070 A

7,754

—

7,278

(7,278) A

—

101,700

7,278

—

Cost of subscription

16,463

—

4,838 A, B, C

21,301

Cost of professional services and other

18,098

—

3,137 A, B, C

21,235

Cost of revenue

—

6,124

Total cost of revenue

34,561

6,124

1,851

42,536

Gross profit (loss)

67,139

1,154

(1,851)

66,442

Sales and marketing

58,800

12,032

Research and development

40,460

13,663

636 C, E, G

54,759

General and administrative

26,859

4,930

(2,117) B, C, F, G

29,672

Revenue, net
Total revenue

108,978

Cost of revenue:

(6,124) A

—

Operating expenses:

Total operating expenses
Operating loss
Other income (expense), net

126,119

30,625

(58,980)

(29,471)

432

Net loss

$

(58,548)

Net loss per share, basic and diluted

$

(0.58)

Weighted-average shares used to compute basic and
diluted net loss per share

1,432 A, B, C, D, G

(49)

100,798
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(30,147)

156,695

(1,802)

(676)
$

72,264

(90,253)

158 H
$

(86)

(1,644)

$

(90,339)

I$

(0.72)

I

125,852

1.

Description of Transaction

On April 3, 2017, the Company acquired Jiff, Inc. for approximately 27,000,000 in shares and options. Additional contingent consideration of up to an
aggregate of 4,000,000 shares and options of the Company’s Class B Common Stock may become due based on achievement of net new bookings and/or revenue
targets attributable to Jiff’s business during the year ending December 31, 2017. Jiff is an enterprise health benefits platform provider that serves as a central hub
for wellbeing and other benefit programs, with a single point of access for employees. The acquisition enables the Company to provide the full spectrum of
wellbeing, healthcare decision support and benefits hub all in one complete package.
At the closing on April 3, 2017, Venrock, a holder of more than 5% of the Company’s capital stock, acquired a total of 3,965,979 shares of the
Company’s Class B common stock in exchange for its shares of Jiff capital stock, a portion of which shares are currently being held in escrow for 12 months
following the closing to serve as partial security for certain indemnification obligations of Jiff stockholders. Venrock will also receive its pro rata share of any
additional contingent consideration described above. Bryan Roberts, the Company’s former Chairman and current Lead Independent Director of the Company’s
Board of Directors (the “Company Board”) is a Partner at Venrock. Accordingly, this is a related party transaction.
The Company’s Board appointed a Special Committee (comprised solely of disinterested directors) to which it delegated the full and exclusive power,
authority and discretion of the Castlight Board to evaluate, assess, and approve the Jiff transaction on its behalf, including retaining a financial advisor for an
opinion on the fairness of the financial conditions of the transaction. As the transaction was approved solely by a Special Committee (comprised solely of
disinterested directors), the terms of the transaction, including consideration transferred, is indicative of an arm’s length transaction.
2. Basis of Presentation
The unaudited pro forma condensed combined financial information was prepared using the acquisition method of accounting and was based on the
historical financial statements of the Company and Jiff.
The acquisition method of accounting is based on Accounting Standards Codification (ASC) Topic 805, Business Combinations, which uses the fair value
concepts defined in ASC Topic 820, Fair Value Measurements and Disclosures. ASC Topic 805 requires, among other things, that assets acquired and liabilities
assumed be recognized at their fair values as of the acquisition date. Financial statements of the Company issued after completion of the merger will reflect such
fair values, measured as of the acquisition date, which may be different than the estimated fair values included in these unaudited pro forma condensed combined
financial statements.
The financial statements of the Company issued after the completion of the merger will not be retroactively restated to reflect the historical financial
position or results of operations of Jiff. In addition, ASC Topic 805 establishes that the consideration transferred be measured at the closing date of the merger at
the then-current market price which was estimated by the Company management based on preliminary assessment of consideration transferred.
ASC Topic 820, defines the term “fair value” and sets forth the valuation requirements for any asset or liability measured at fair value, expands related
disclosure requirements and specifies a hierarchy of valuation techniques based on the nature of the inputs used to develop the fair value measures. Fair value is
defined as “the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement
date.” This is an exit price concept for the valuation of the asset or liability. In addition, market participants are assumed to be buyers and sellers unrelated to the
Company in the principal (or the most advantageous) market for the asset or liability. Fair value measurements for an asset assume the highest and best use by
these market participants. As a result of these standards, the Company may be required to record assets which are not intended to be used or sold and/or to value
assets at fair value measures that do not reflect the Company’s intended use of those assets. Many of these fair value measurements can be highly subjective and it
is also possible that other professionals, applying reasonable judgment to the same facts and circumstances, could develop and support a range of alternative
estimated amounts.
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Under ASC Topic 805, acquisition-related transaction costs incurred by the Company (such as advisory, legal, valuation, and other professional fees) are
not included as a component of consideration transferred and are excluded from the unaudited pro forma condensed combined statements of operations.
3. Accounting Policies
As part of preparing the unaudited pro forma condensed combined financial statements, the Company conducted an initial review of the accounting
policies of Jiff to determine if differences in accounting policies require adjustments or reclassification to conform to the Company’s accounting policies and
classifications. During the preparation of these unaudited pro forma condensed combined financial statements, the Company did not become aware of any material
differences between accounting policies of the Company and Jiff except for accounting policies related to deferred commissions and certain reclassifications
necessary to conform to the Company’s financial statement presentation. The adjustments and reclassifications made in the preparation of the unaudited pro forma
condensed combined financial statements are presented in Notes 6 and 7.
Following the acquisition, the Company is conducting a more comprehensive review of the accounting policies of Jiff which may identify other
differences among the accounting policies of the Company and Jiff that, when conformed, could have an impact on the unaudited pro forma condensed combined
financial statements.
4. Estimate of Consideration Expected to be Transferred
The following is a preliminary estimate of consideration expected to be transferred to effect the acquisition of Jiff:
Conversion
Calculation

(in thousands, except per share amounts)

Jiff outstanding Series A preferred stock
Exchange ratio - Series A preferred stock

7.98

Company Class B common stock to be issued - Jiff Series A preferred stock

1,850,854

Jiff outstanding common and preferred stock (1)

46,660,933

Equity Exchange Ratio - Jiff common stock and preferred stock (2)

0.50

Company Class B common stock to be issued

23,203,195

Total Company Class B common stock to be issued (3)

25,054,049

Per share price of Company Class B common stock on the closing date

$3.65

Estimated fair value of Company Class B common stock to be issued
Fair value of contingent consideration

Estimated fair value

231,975

$

(4)

91,447
671

Fair value of assumed Jiff options attributable to precombination services

8,220

Estimated transaction costs to be paid on behalf of Jiff

4,498
$

Estimated purchase price consideration

104,836

_____________________
(1)

Includes the aggregate number of shares of Jiff Series B preferred stock, Jiff Series C preferred stock, Jiff starter stock and Jiff common stock.

(2)

Equity Exchange Ratio (“Equity Exchange Ratio”) reflects the exchange ratio of Jiff Series B preferred stock, Jiff Series C preferred stock, Jiff starter stock
and Jiff common stock into the Company’s Class B Common Stock.

(3)

This represents the portion of the approximately 27,000,000 shares, in the aggregate, issued at closing to holders of Jiff Series A preferred stock, Series B
preferred stock and Series C preferred stock, Jiff starter stock and Jiff common stock, and excludes options to be issued upon the assumption of vested Jiff
options.
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(4)

The fair value of contingent consideration to be settled in the Company’s Class B common shares related to the acquisition is estimated based on the Monte
Carlo Simulation Model for the revenue and booking earnouts. The fair value of the contingent consideration is calculated with numerous projected
outcomes, the results of which are averaged and then discounted to estimate the present value. Some of the more significant assumptions inherent in the
development of Monte Carlo Simulation from the perspective of a market participant, include asset-level volatility, stock price volatility, correlation
between stock price and revenue, risk-free rate, weighted average cost of capital (“WACC”), and stock price.

5. Preliminary Purchase Price
An allocation of the total preliminary estimated purchase price, as shown above, to the acquired assets and assumed liabilities of Jiff based on the
estimated fair values as of April 3, 2017 is as follows:
(in thousands)

Current assets

$

Other assets

7,181
1,971

Acquired intangible assets
Customer relationships

10,900

Developed technology

10,600

Backlog

1,500

Other acquired intangible assets

900

Goodwill

90,667

Deferred revenue

(1,796)

Other current liabilities

(5,765)

Debt

(5,578)

Noncurrent liabilities

(5,744)

Total net assets acquired
Estimated total purchase price allocation

$

104,836

$

104,836

The allocation of the estimated purchase price is preliminary because the Company is currently in the process of completing the fair value assessment.
The purchase price allocation will remain preliminary until the Company management determines the fair values of assets acquired and liabilities assumed. The
final determination of the purchase price allocation is anticipated to be completed as soon as practicable and will be based on the fair values of the assets acquired
and liabilities assumed as of the date of the completion of the merger. The final amounts allocated to assets acquired and liabilities assumed could differ
significantly from the amounts presented above.
The following is a discussion of Jiff’s assets and liabilities in connection with the preparation of these unaudited pro forma condensed combined financial
statements:
Intangible assets: As of the effective time of the merger, identifiable intangible assets are required to be measured at fair value and these acquired assets
could include assets that are not intended to be used or sold or that are intended to be used in a manner other than their highest and best use. For purposes of these
unaudited pro forma condensed combined financial statements, it is assumed that all assets will be used in a manner that represents their highest and best use.
Based on internal assessments as well as discussions with Jiff, the Company identified the following significant intangible assets: customer relationships,
developed technology, backlog, and other acquired intangible assets.
For purposes of these unaudited pro forma condensed combined financial statements, the fair value of these intangible assets has been determined
primarily through the use of the “income approach,” which requires an estimate or forecast of all
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the expected future cash flows through the use of either the multi-period excess earnings method or the relief-from-royalty method, which was used to determine
the fair value of the developed technology intangible asset.
These preliminary estimates of fair value and weighted-average useful life could differ from the final purchase price allocation. For each 10% change in
the fair value of identifiable intangible assets, there could be an annual change in amortization expense—increase or decrease—of approximately $340 thousand or
$85 thousand per quarter, assuming a weighted-average useful life of 7.0 years
Deferred revenue : Deferred revenue in the context of a business combination represents an obligation to provide future products or services to a
customer when payment for such products or services has been made prior to the products being delivered or services being rendered. A certain portion of Jiff’s
deferred revenue relates to implementation services that have been paid by the customer but have not been delivered to the customer and have related future costs.
In addition, a certain portion of deferred revenue relates to subscription contracts that have not been fully delivered and have related future costs. The fair value
was determined based on the estimated costs to fulfill the remaining obligations plus a normal profit margin.
Deferred income taxes: As of the effective time of the merger, the Company will provide deferred taxes and other tax adjustments as part of the
accounting for the acquisition, primarily related to the estimated fair value adjustments for acquired intangibles and assumed Jiff options. The $5.7 million net
increase to deferred tax liabilities included in the preliminary purchase price allocation and unaudited pro forma condensed combined balance sheet reflects the
summation of those adjustments.
Other Assets/Liabilities: Adjustments to Jiff’s remaining assets and liabilities may also be necessary, however, at this time the Company has only made
preliminary adjustments to fair value of certain assets and liabilities, such as property and equipment. However, since the majority of the remaining assets and
liabilities are current assets and liabilities, the Company believes that the current Jiff book values for majority of these assets and liabilities represent reasonable
estimates of fair value or net realizable value, as applicable.
Goodwill: Goodwill is calculated as the difference between the acquisition date fair value of the consideration expected to be transferred and the values
assigned to the assets acquired and liabilities assumed. Goodwill is not amortized but rather subject to an annual fair value impairment test.
Debt: In connection with the Company’s acquisition of Jiff, on April 3, 2017, the Company assumed and agreed to refinance the existing term loan
facility owed by Jiff to Silicon Valley Bank (the “Loan Agreement”) for an approximately $5.6 million term loan. Also, the Loan Agreement provides for up to
a $25 million revolving credit facility (the “Revolving Line”). The Company may request borrowings under the Revolving Line prior to April 3, 2019, on which
date the Revolving Line terminates.
6. Adjustments to Unaudited Pro Forma Condensed Combined Statements of Operations
Pro forma adjustments are necessary to reflect the acquisition consideration exchanged and to adjust amounts related to the tangible assets and liabilities
of Jiff to reflect the preliminary estimate of their fair values, and to reflect the impact on the statements of operations of the merger as if the companies had been
combined during the periods presented therein. The pro forma adjustments included in the unaudited pro forma condensed combined financial statements are as
follows:
(A)
presentation:

The following reclassifications have been made in the presentation of the historical consolidated financial statements to conform to the combined

On its historical statements of operations, the Company presented revenues and cost of revenues disaggregated into two categories, whereas Jiff presented
one category of revenues and cost of revenues on its historical statement of operations. Due to the significance of the Company’s subscription and professional
services revenues and costs, Jiff has reclassified revenues and cost of revenues in the unaudited pro forma condensed combined income statements into two
categories: Subscription; and Professional services and other.
On its historical statements of operations, the Company classifies third-party commissions for sales of certain products in sales and marketing. In the
statement of operations for the year ended December 31, 2016, Jiff had classified third-party commission
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s as part of cost of revenue. In order to conform with the Company’s accounting policy for presentation of third-party commission costs in sales and marketing in
the statement of operations, approximately $1.1 million was reclassified from cost of revenues to sales and marketing in statement of operations for the year ended
December 31, 2016.
(B)
Intangible amortization—To reflect amortization of acquired intangible assets based on the preliminary estimated fair values and useful lives
expected to be recorded as a result of the merger. For estimated intangible asset values and the estimated associated useful lives, see footnote (D) in Note 7.
Year Ended December 31, 2016
(in thousands)

Cost of subscription

2,751

Cost of professional services

33

Sales and marketing

1,790

General and administrative

67

(C) Stock-based compensation expense—To eliminate the historical stock-based compensation expense related to Jiff’s existing equity awards and
reflect new stock-based compensation expense based on the preliminary estimated fair values. As the exercise price of the assumed options is subject to certain
adjustments based upon achieving certain Jiff business milestones in 2017, the fair value of the options reflects the Company’s estimate of the probable outcome.
The expense reflected in the pro forma statement of operations only includes amounts attributable to continuing post-combination services.
(D) Commission expense—To eliminate Jiff’s historical sales commission expense and reflect amortization of direct and incremental deferred
commissions to conform with the Company’s accounting policies.
(E) Retention bonuses—To record retention bonus expense of $0.2 million. In addition, the combined entity expects to incur additional $2.0 million in
retention and severance costs in the first twelve months following the merger. These have been excluded from the unaudited pro forma condensed combined
income statement as these items will not have a continuing impact.
(F) Transaction costs—Reflects elimination of the Company's and Jiff's historical transaction expenses directly attributable to the acquisition of
approximately $2.4 million
(G) Depreciation—Reflects elimination of Jiff's historical depreciation expense of $0.2 million and to record depreciation of $0.1 million based on the
preliminary assessment of fair value of acquired property and equipment.
( H) Interest expense— To eliminate Jiff's historical interest expense and to record interest expense for the combined entity based upon the amended
terms of the assumed debt.
(I) The unaudited pro forma condensed combined basic and diluted earnings per share calculations are based on the combined basic and diluted
weighted-average shares, after giving effect to the equity exchange ratio. The historical basic and diluted weighted average shares of Jiff are assumed to be
replaced by the shares expected to be issued by the Company to effect the merger as follows:
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Year Ended December 31, 2016
(in thousands, except per share data)

Pro Forma Weighted Average Shares (Basic)
Historical Weighted Average Shares (Basic and Diluted)

100,798

Issued ordinary shares as consideration

25,054

Pro Forma Weighted Average Shares (Basic and Diluted)

125,852

Pro Forma Net Loss per share, Basic and Diluted
Pro Forma Net Loss

$

(90,339)

Basic and Diluted Weighted Average Shares Outstanding

125,852

Pro Forma Net Loss per share, Basic and Diluted

$

(0.72)

7. Adjustments to Unaudited Pro Forma Condensed Combined Balance Sheet
(A)
Cash and cash equivalents—To reflect reduction in cash due to transaction expenses paid by both companies of which $4.5 million of Jiff's
transaction expenses were paid by the Company on behalf of Jiff and were included as part of purchase consideration.
(B)

Jiff stockholder note receivable—To reclassify stockholder note receivable into other current assets as the Company will inherit the note.

(C)

Property and equipment, net—To record an adjustment to acquired property and equipment based on preliminary fair value assessment.

(D) Intangible assets—To record preliminary fair values of Jiff intangible assets acquired. These estimated fair values and useful lives are considered
preliminary and are subject to change upon completion of the fair value assessment. Changes in fair value or useful lives of the acquired intangible assets may be
material. Determination of the estimated remaining useful lives of the individual categories of intangible assets was based on the nature of the applicable intangible
asset and the expected future cash flows to be derived from the intangible asset. The acquired finite-lived intangible assets are being amortized over the estimated
useful life in proportion to the economic benefits consumed using the straight-line method, except for acquired backlog which is amortized based upon fulfillment
of contracts.
Estimated
Average
Useful Lives
(years)

Estimated
Fair Value
December 31,
2016

(in thousands, except years)

Customer relationships

10

Developed technology

5

$

10,600

Backlog

2-3

1,500

Other acquired intangible assets

1-3

900
$

Total

10,900

23,900

(E) Goodwill—To record the preliminary estimate of goodwill for the acquisition of Jiff. This amount is different from the goodwill amount shown in
Note 5 above, since it is based on the assumption that the Jiff acquisition occurred on December 31, 2016 for purposes of the pro forma presentation.
(F) Other assets— To record deferred financing costs relating to the amended debt agreement for the combined entity which will be amortized as an
interest expense over the term of credit facility.
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(G) Accrued expenses and other current liabilities—To reclassify $1.8 million of certain deferred revenue balances for prepaid subsidy allowances from
deferred revenue to other current liabilities, to eliminate transaction costs of $2.4 million accrued as of December 31, 2016 as the pro forma balance sheet is
presented based on the assumption that Jiff acquisition occurred on December 31, 2016 and to record certain other adjustments.
(H) Long-term debt, including current maturities— To eliminate debt discount related to the preferred stock warrants and to record assumed debt based
on preliminary assessment of fair value, including reclassification of current portion of debt into non-current based on the amended terms of the debt.
(I)
Deferred revenue—To record the difference between the historical book value and preliminary estimated fair values of Jiff deferred revenue
following the adjustment described in footnote (G) in Note 7. The pro forma statements of operations do not reflect this as a reduction in revenue as it does not
have a continuing effect on the combined entity.
(J)
the merger.

Preferred stock warrant liability—To eliminate historical preferred stock warrant liability of Jiff that was extinguished prior to the closing date of

(K) Contingent consideration liability—As part of the merger, certain shareholders have the right to receive shares of the Company Class B common
stock upon the achievement of certain Jiff business milestones in 2017. The Company determined that the contingent consideration shares associated with the
milestones are one unit of account. The Company classified the contingent consideration as a liability as the arrangement can be settled in a variable number of
shares and is not considered fixed-for-fixed. The contingent consideration liability will be subsequently remeasured to fair value each reporting date.
(L) Other liabilities, noncurrent—The acquisition of Jiff resulted in the recognition of a net deferred tax liability related primarily to acquired intangible
assets which are not amortizable for tax purposes. The entities will join in the filing of a consolidated tax return following the acquisition, and as such, the deferred
tax liabilities arising from the transaction will provide sufficient taxable income to realize a portion of the Company's pre-existing deferred tax assets. As these
deferred tax assets were previously subject to a full valuation allowance, the reversal of the valuation allowance will create an income tax benefit in the period the
combination is finalized. The combined entity would recognize an income tax benefit of $5.7 million at a statutory federal and state rate of 36.3% in the period of
the acquisition. A pro forma adjustment is not reflected as the income tax benefit will not have a continuing or recurring effect.
(in thousands)

$

Record deferred tax asset relating to assumed Jiff options
Record deferred tax liabilities relating to acquired intangibles

2,987
(8,686)

$

Estimated tax benefit

(5,699)

In addition to the adjustment relating to the deferred tax liabilities, the adjustment includes elimination of Jiff's historical deferred rent balance of $0.3
million.
(M)
Jiff common stock and Jiff starter stock, additional paid-in capital, Jiff preferred stock—To eliminate Jiff’s common stock, preferred stock and
related additional paid-in capital, and to record the common shares and options issued as a portion of the merger consideration, at fair value, as follows:
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(in thousands)

$

Eliminate Jiff’s additional paid-in capital
Eliminate Jiff preferred stock

(72,091)
(4)

Issuance of Castlight Class B common stock, par value

3

91,444
8,220
(731)

Issuance of Castlight Class B common stock, additional paid-in capital
Replaced stock options attributable to pre-combination service
Equity issuance costs for registration of shares included in merger consideration
$

Total

26,841

(N)
Accumulated deficit—To eliminate Jiff’s historical accumulated deficit of $71.1 million and to reflect the Company’s transaction costs of
approximately $2.0 million not reflected in the historical financial statements.
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