EDGAROnline

BENEFITFOCUS,INC.

FORM 10-K

(Annual Report)

Filed 03/21/14 for the Period Ending 12/31/13

Address

Telephone
CIK
Symbol
SIC Code
Fiscal Year

100 BENEFITFOCUS WAY
CHARLESTON, SC 29492
843-849-7476

0001576169

BNFT

7372 - Prepackaged Software
12/31

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2014, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF TH E SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2013

or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number: 001-36061

Benefitfocus, Inc.

(Exact name of registrant as specified in its charter)

Delaware 46-2346314
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

100 Benefitfocus Way
Charleston, South Carolina 29492
(Address of principal executive offices and zip code)

(843) 849-7476
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange of which
Title of each class registered
Common Stock, $0.001 Par Value NASDAQ Global Market

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes O No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes 0O No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files). Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of
registrant’'s knowledge, in definitive proxy or information statements incorporated by reference in Part Ill of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer O Accelerated filer O Non-accelerated filer Smaller reporting company O
(Do not check if a smaller reporting
company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes O No

As of June 30, 2013, the last business day of the registrant’s most recently completed second fiscal quarter, there was no established public market for the
registrant’'s common stock and, therefore, the registrant cannot calculate the aggregate market value of its common stock held by non-affiliates as of such date. The
aggregate market value of the registrant's common stock held by non-affiliates of the registrant on December 31, 2013 (based on the closing sale price of $57.74 on that
date), was approximately $353,872,000. Common stock held by each officer and director and by each person known to the registrant who owned 10% or more of the
outstanding common stock have been excluded in that such persons may be deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive
determination for other purposes.

The number of shares of the registrant's common stock outstanding as of February 28, 2014 was 24,531,166.
DOCUMENTS INCORPORATED BY REFERENCE
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PART |
SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forward-looking statements” that involve risks and uncertainties, as well as
assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially from those expressed or
implied by such forward-looking statements. The statements contained in this Annual Report on Form 10-K that are not purely
historical are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended, or
Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or Exchange Act. Such forward-looking
statements include any expectation of earnings, revenue or other financial items; any statements of the plans, strategies and
objectives of management for future operations; factors that may affect our operating results; statements about our ability to
establish and maintain intellectual property rights; statements about our ability to retain and hire necessary associates and
appropriately staff our operations; statements related to future capital expenditures; statements related to future economic
conditions or performance; statements as to industry trends; and other matters that do not relate strictly to historical facts or
statements of assumptions underlying any of the foregoing. Forward-looking statements are often identified by the use of words
such as, but not limited to, “anticipate,” “believe,” “can,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “might,” “will,”
“plan,” “project,” “seek,” “should,” “target,” “would,” and similar expressions or variations intended to identify forward-looking
statements. These statements are based on the beliefs and assumptions of our management based on information currently
available to management. Such forward-looking statements are subject to risks, uncertainties and other important factors that could
cause actual results and the timing of certain events to differ materially from future results expressed or implied by such forward-
looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in the
section titled “Risk Factors” included in Item 1A of Part | of this Annual Report on Form 10-K, and the risks discussed in our other
SEC filings. Furthermore, such forward-looking statements speak only as of the date of this report. Except as required by law, we
undertake no obligation to update any forward-looking statements to reflect events or circumstances after the date of such
statements.

” o ” o« LT ” o« LT ” o,

As used in this report, the terms “Benefitfocus, Inc.,” “Benefitfocus,” “Company,” “company,” “we,” “us,” and “our” mean
Benefitfocus, Inc. and its subsidiaries unless the context indicates otherwise.

Item 1. Business
Overview

Benefitfocus is a leading provider of cloud-based benefits software solutions for consumers, employers, insurance carriers,
and brokers. The Benefitfocus platform provides an integrated suite of solutions that enables our employer and insurance carrier
customers to more efficiently shop, enroll, manage, and exchange benefits information. Our web-based platform has a user-friendly
interface designed to enable the insured consumers to access all of their benefits in one place. Our comprehensive solutions
support core benefits plans, including healthcare, dental, life, and disability insurance, and voluntary benefits plans, such as critical
illness, supplemental income, and wellness programs. As the number of employer benefits plans has increased, with each plan
subject to many different business rules and requirements, demand for the Benefitfocus platform has grown.

The Benefitfocus platform enables our customers to simplify the management of complex benefits processes, from sales
through enrollment and implementation to ongoing administration. It provides consumers with an engaging, highly intuitive, and
personalized user interface for selecting and managing all of their benefits via the web or mobile devices. Employers use our
solutions to streamline benefits processes, keep up with complex regulatory requirements, control costs, and offer a greater
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variety of plans to attract, retain, and motivate their employees. Insurance carriers use our solutions to more effectively market
offerings, manage billing, and improve the enrollment process. We also provide a network of over 900 benefit provider data
exchange connections, which facilitates the otherwise highly fragmented interaction among employees, employers, and carriers.

We serve two separate but related market segments. Our fastest growing market segment, the employer market, consists of
employers offering benefits to their employees. Within this segment, we mainly target large employers with more than 1,000
employees, of which we believe there are approximately 18,000 in the United States. In our other market segment, we sell our
solutions to insurance carriers, enabling us to expand our overall footprint in the benefits marketplace by aggregating many key
constituents, including consumers, employers, and brokers. We believe our presence in both the employer and insurance carrier
markets gives us a strong position at the center of the benefits ecosystem. As of December 31, 2013, we served over 20 million
consumers on the Benefitfocus platform. As of December 31, 2013, we served 393 large employer customers, an increase from
121 in 2009, and 40 carrier customers, an increase from 28 in 2009.

We sell the Benefitfocus platform on a subscription basis, typically through annual contracts with our employer customers
and multi-year contracts with our insurance carrier customers, with subscription fees paid monthly. The multi-year contracts with our
carrier customers are generally only cancellable by the carrier in an instance of our uncured breach, although some of our carrier
customers are able to terminate their respective contracts without cause or for convenience. Our software-as-a-service (“SaaS”)
model provides us visibility into our future operating results through increased revenue predictability, which enhances our ability to
manage our business. Historically, our annual software services revenue retention rate has been in excess of 95%. Our total
revenue increased from $81.7 million in 2012 to $104.8 million in 2013, representing a 28.2% year-over-year increase. Our
employer revenue increased from $23.8 million in 2012 to $40.7 million in 2013, representing a 71.1% year-over-year increase. Our
carrier revenue increased from $58.0 million in 2012 to $64.1 million in 2013, representing a 10.6% year-over-year increase. We
had net losses of $14.9 million in 2012 and $30.4 million in 2013. Our company was founded in 2000, and we currently employ
approximately 981 associates.

Industry Background

The administration and distribution of benefits to employees is a mainstay of the U.S. economy. Providing these benefits is
costly and complex and requires the exchange of information, application of rules, and transfer of funds among a wide variety of
constituents, including consumers, employers, insurance carriers, brokers, benefits outsourcers, payroll processors, and financial
institutions. According to IBISWorld calculations, in 2012, the market for HR benefits administration in the United States was over
$59 billion. In addition, Gartner estimates that in 2012, the U.S. insurance industry spent over $55 billion on software and related
services. !

The variety and complexity of core benefits plans, including healthcare, dental, life, and disability insurance continues to
grow. In addition, employers are increasingly offering a range of voluntary benefits plans, such as critical iliness, supplemental
income, and wellness programs. The current system for providing benefits is changing rapidly and suffers from significant
inefficiency as a result of complexity, regulation, and the involvement of multiple parties, leaving room for substantial improvement
along the entire benefits value chain.

1 Gartner, Forecast: Enterprise IT Spending by Vertical Industry Market, Worldwide, 1Q13 Update , United States Insurance Market Spending on Software, IT Services,

and Internal Services.
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Employer Market

As of 2010, according to the United States Census Bureau, there were approximately 5.7 million employers in the United
States. Currently, we believe there are over 18,000 entities that employ more than 1,000 individuals. A significant and growing
portion of employers’ costs is non-salary benefits, such as the health insurance that they provide to their employees. With
healthcare and other premiums increasing, senior executives are prioritizing benefits administration in their organizations, searching
for ways to contain costs without sacrificing benefits. In addition, the expense burden continues to shift to employees. Employees’
contributions to premiums for health insurance have grown from approximately $318 in 1999 to approximately $951 per employee
in 2012. Employers recognize the importance of offering a greater variety of core and voluntary benefits as a means to attract,
motivate, and retain employees. They must maintain relationships with multiple insurance carriers and many other benefits
providers, placing a substantial administrative burden on their organizations.

Employers’ distribution, management, and administration of employee benefits has historically consisted of error-prone,
paper-based processes, and a patchwork of customized software tools, which are costly to maintain, often lack necessary
functionality, and fail to address the increasing complexity of the benefits marketplace. As benefits offerings become more complex
and employees bear more of the cost of those benefits, HR software solutions that streamline information, simplify choices, and
engage employees are increasingly in demand. Employees desire tailored, dynamic, and interactive communication of critical
benefits information as they become accustomed to receiving personalized content through various consumer applications on a
range of devices.

Legacy HR systems were generally designed as extensions of enterprise resource planning, or ERP, systems, built for back-
office responsibilities like finance and accounting. As a result, these systems lack functionality and ease-of-use for employees.
Many legacy HR systems were not designed to integrate with the broader benefits ecosystem, including brokers, carriers, and
wellness providers. This results in expensive, error-prone, and frustrating experiences for employers and employees. Benefits
outsourcers have attempted to compensate for the shortcomings of legacy HR systems, but they have generally lacked adequate
technology solutions necessary to keep up with the rapidly evolving benefits landscape. As a result, employees are often not
provided with the appropriate functionality and information required to select and manage their benefits effectively.

Modern technology, changing communication patterns, and a constantly evolving benefits ecosystem have changed the
employee-employer relationship. HR executives continue to search for effective strategies to increase efficiency and contain costs,
while increasing employee engagement and satisfaction. Employers are increasingly interested in SaaS solutions that can help
capture and analyze benefits data and ultimately lead to healthier, happier, and more productive employees. In order to manage
the distribution and administration of benefits effectively, employers need an integrated platform, capable of handling all benefits in
one place and providing a highly personalized experience for employees.

Insurance Carrier Market

The employee benefits market consists of a myriad of insurance carriers and products. According to the U.S. Bureau of
Labor Statistics, the single largest benefit provided to employees in the United States is healthcare insurance, often encompassing
more than 90% of all insurance benefits spending by employers. According to SNL Financial data, the U.S. private healthcare
insurance market consists of approximately 313 carriers covering approximately 176 million individual consumers. Carriers provide
benefits primarily through over 5.7 million U.S. employers.

Large, national insurance carriers also offer numerous individual health plans of different types, including health maintenance
organizations, preferred provider organizations, point-of-service plans, and health savings accounts across the 50 states. Each
carrier offers a complex variety of health



Table of Contents

insurance plans, with each plan requiring multiple decisions to address the specific needs of employers and their individual
employees. Despite widespread carrier consolidation, numerous disparate systems remain in place, with many large carriers
operating on multiple IT systems. Carriers often rely on manual processes and siloed software applications to bridge gaps in legacy
administration systems. Even as carriers attempt to modernize and keep up with evolving industry practices and a changing
regulatory landscape, they have difficulty connecting with the broader healthcare system.

The effective delivery and management of healthcare benefits depends on the timely, continuous exchange of data among
carriers, their employer customers, and individual members. Legacy benefits management systems often lack important
functionality such as web and mobile self-service capabilities and real-time data exchange. Critical carrier processes, including
member enrollment, billing, communications, and retail marketing have often been under-optimized or neglected by legacy
systems, and carriers have devoted significant internal resources to cover technology gaps. In addition, healthcare reform
mandates and the rise of exchanges have increased focus on carriers’ retail distribution capabilities, which require additional
investment.

Governmental oversight, punctuated with the passage of the Patient Protection and Affordable Care Act, or PPACA, has led
to an increasingly intricate regulatory framework under which health benefits are delivered, accessed, and maintained. PPACA
significantly expands insurance coverage through the individual mandate, with the goal of providing healthcare insurance to all U.S.
citizens. To encourage enrollment, PPACA introduces a new distribution model in the form of healthcare exchanges—online
marketplaces that allow insurance carriers to compete directly for new members. PPACA authorized the creation of publicly funded
state exchanges in which individuals and small businesses can purchase health insurance directly from carriers. In addition to these
federally mandated public exchanges, a number of private entities, including benefit outsourcers, carriers, and brokers are
establishing their own private exchanges. We expect private exchanges will be less rigid, promoting both health and non-health
benefits, with substantially fewer rules around the types of benefits offered. As insurance carriers continue to bolster their retail
distribution capabilities, we believe they will require new technology solutions to attract additional members through private
exchanges.

Reportable Segments

Our reportable segments, Employer and Carrier, are based on type of customer. Financial information for Benefitfocus’
reportable segments is included in Note 14 to our consolidated financial statements included in this Annual Report on Form 10-K.

The Benefitfocus Solutions

We provide a multi-tenant cloud-based benefit platform to the employer and carrier markets. The Benefitfocus platform offers
an integrated suite of software solutions that enables our customers to more efficiently shop, enroll, manage, and exchange
benefits information.

We believe our solutions help employers in the following important ways:

Simplify Benefits Enrollment .  Our solutions reduce the complexity of benefits enroliment by integrating all plan information
in one place and presenting it to employees in an organized and easy- to-understand manner. Employees shop and enroll using a
highly intuitive and engaging consumer-oriented interface. Side-by-side comparison tools and real-time quotes enable employees to
understand and compare plans and determine how much each option will cost them every month. Notifications are sent in real-time
when revised plan designs or new legislation affect coverage. We create videos and use avatars to give employees straightforward
explanations of plan details, limitations, changes, and cost-sharing levels.
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Transition to Defined Contribution Benefits Funding Model .  Our solutions help enable employers’ ongoing shift to defined
contribution plans. Defined contribution plans differ from traditional defined benefit plans as they grant employees a stipend with
which to purchase benefits of their choosing. Defined contribution plans also offer more discretion and options compared to defined
benefit plans. Our products support traditional defined benefit plans, allowing employees to select from a list of benefits offered by
their employer, calculating required member contributions, and recording and transmitting elections and other important information
to payroll. Separately, with respect to defined contribution plans, our exchange solutions help facilitate an online shopping
environment with many benefits options that allows employees to select personalized benefit offerings to suit their individual needs.

Reduce Cost and Increase ROl .  Our solutions automate the benefits management process and reduce the cost
associated with clerical errors and covering ineligible employees and dependents. They significantly reduce errors resulting from
manual file creation, data entry, and sending enrollment materials via mail or fax. The Benefitfocus platform ensures plan
information is more accurately captured and submitted in real-time. Automated audits and dependent verification functionality
accurately ensure employers only pay benefits for eligible employees. Our solutions also include advanced analytics that enable
employers and employees to quickly gather, report, and forecast benefit costs.

Attract, Retain, and Motivate Employees . Our solutions help employers attract, retain, and motivate top talent by delivering
benefits information through a highly intuitive and engaging user interface. The Benefitfocus platform supports more than 100 types
of plans and numerous third-party apps. Our solutions enable employees to have better visibility into the value of the plans
available through their employers. Employees have a better understanding of their benefits and are empowered to make informed
decisions. We believe that when employees understand the value of their benefits, they are more likely to be satisfied with and
engaged in their jobs.

Streamline HR Processes . Our solutions eliminate the time-consuming and labor-intensive, often paper-based, processes
associated with managing employee benefits plans, making HR professionals more efficient. Our solutions reduce the need to store
paper forms and new hire enrollment packets, and provide one place to easily manage all benefits and related information.
Employers and HR professionals can efficiently enroll users or update information, and communicate or make changes to plans in
real-time. An intuitive user interface and a library of contextual online content explaining complex concepts and terms promote
manager and employee self-service.

Integrate Seamlessly with other Related Systems . Our solutions can be easily and securely integrated with a variety of
related systems, including carrier membership and billing systems, payroll and HR systems, banks, and other third-party
administrators. We provide a network of over 900 benefit provider data exchange connections. Our solutions ensure accurate
paycheck deductions and real-time enroliment in a variety of benefits plans. The Benefitfocus platform supports multiple data
integration methods, including event-driven transactions, real-time web services, and XML or fixed-width file-based data exchange.
In addition to convenient and flexible data exchange, the Benefitfocus platform also ensures that data is secure and accurate. Our
open architecture further extends our functionality by allowing third parties to develop and offer apps and services on our platform.

We believe our solutions help insurance carriers in the following important ways:

Attract and Maintain Membership .  Our solutions allow carriers to maximize sales capacity and efficiency by
communicating directly with their employer customers and individual members. Carriers can track leads, generate quotes, create
proposals with multiple products, and quickly follow-up with potential customers and members. The Benefitfocus platform also
allows carriers to automate and integrate direct marketing, sales, underwriting, and enrollment to provide a high quality, efficient,
and engaging online consumer shopping experience. Our solutions provide a library of customizable video
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content to deliver customized messages, reflect carrier branding, introduce new products, upsell ancillary consumer benefits, and
enable consumers to navigate through complex healthcare processes to make informed decisions.

Reduce Administrative Costs .  Our solutions improve the efficiency and effectiveness of the relationship between carriers
and members. The Benefitfocus platform allows carriers to automate and simplify various aspects of the benefits administration
process, such as enrollment, plan changes, eligibility updates, and billing, from one centralized location. Carriers can more easily
apply complex business rules that enforce data accuracy and eliminate unnecessary costs such as coverage of ineligible
employees. Members are able to view consolidated online invoices and pay electronically, eliminating the cost and inefficiencies
inherent in paper-based billing and reducing time associated with bill payment and collection.

Bolster Retail Distribution Capabilities Through Private Exchanges . Our solutions help carriers respond to an evolving
marketplace in which retail distribution capabilities are increasingly important to attracting and retaining new members. Our private
exchange platform offers carriers a lower cost direct sales channel to employer groups and individuals. We offer the ability to sell
both healthcare and non-healthcare benefit products in an online shopping environment that serves as an alternative to
government-sponsored public exchanges.

Facilitate Real-Time Data Exchange . Our solutions simplify interactions and data exchange, and foster collaboration
among carriers and their partners, brokers, employer customers, and individual members. This allows carriers to rapidly tailor and
offer new benefits packages.

Our Growth Strategy

We intend to strengthen our position as a leading provider of cloud-based benefits software solutions. Key elements of our
growth strategy include the following:

Expand our Customer Base . We believe that our current customer base represents a small fraction of our targeted
employers and carriers that could benefit from our solutions. While we currently serve approximately 393 large employer
customers, we believe that there are over 18,000 large employers in the United States. We also currently serve approximately 40
carrier customers, but, according to SNL Financial data, the U.S. private healthcare insurance market alone consists of
approximately 313 carriers. In order to reach new customers in our existing employer and carrier markets, we are aggressively
investing in our sales and marketing resources.

Deepen our Relationships with our Existing Customer Base . We are deepening our employer relationships by continuing
to provide a unified platform to manage increasingly complex benefits processes and simplify the distribution and administration of
employee benefits. We are expanding our carrier relationships through both the upsell of additional software products and
increased adoption across our carriers’ member populations. We also believe our customers will use our benefits software solutions
more if they are satisfied with our services. As we extend and strengthen the functionality of products, we plan to continue to invest
in initiatives to increase the depth of adoption of our solutions and maintain our high levels of customer satisfaction.

Extend our Suite of Applications and Continue our Technology Leadership . We are extending the number, range, and
functionality of our benefits applications. For example, we recently launched the new Benefitfocus Plan Shopping app, which allows
employees to use actual claims data when comparing available benefits plans, helping them better understand the relationship
among healthcare usage, available coverages options, and out-of-pocket costs. We have also extended the functionality of our
products with various mobile applications. We intend to continue our collaboration with customers and partners, so we can respond
quickly to evolving market needs with innovative applications and support our leadership position.
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Further Develop our Partner Ecosystem . We have established strong relationships with organizations such as
SuccessFactors, Allstate Insurance Company, the Mayo Clinic, and others in a variety of industries to deliver best-in-class
applications to our customers. Each of these partners brings additional functionality to the Benefitfocus platform, making it more
attractive to customers. This in turn creates a broader audience and makes the Benefitfocus platform more attractive to potential
partners. We believe that providing third-party applications to our network of employers, carriers, and consumers will help
accelerate our growth, create revenue opportunities and deepen our relationships with existing customers. In support of these and
other collaborations, we plan to continue to invest in our integration infrastructure to allow third parties and customers to build
custom applications on the Benefitfocus platform and create deep integrations between their systems and ours.

Leverage our Corporate Culture . We believe our culture benefits our associates and customers and supports our growth.
In 2012, we published “Benefitfocus—Winning With Culture”, which includes associates’ descriptions about our culture of
collaboration, commitment, opportunity, and service, and describes the environment we created to encourage technology
innovation. We plan to continue to invest in our culture to help attract and retain top design and engineering professionals that are
passionate about Benefitfocus and motivated to create superior software technology. With loyal and engaged associates, we
believe we can provide high levels of customer satisfaction, leading to greater sales of our benefits software solutions.

Target New Markets .  We believe substantial demand for our solutions exists in markets and geographies beyond our
current focus. We intend to leverage opportunities we believe will arise from the complexities of changing government regulation
and increased enrollment impacting both Medicare and Medicaid. We also plan to grow our sales capability internationally by
expanding our direct sales force and collaborating with strategic partners in new, international locations.

The Benefitfocus Portfolio of Products

Our portfolio of products, as summarized below, provides a seamless, integrated experience for the entire life cycle of
benefits enrollment and management for insurance carriers and employers. We also provide extensive applications to help carriers
and employers manage their programs more effectively.

Products and Services for Insurance Carriers Products and Services for Employers
eEnroliment HR InTouch

eBilling HR InTouch Marketplace
eExchange Benefit Informatics

eSales Implementation Services
eDirect HR Support Center
Marketplace Media and Animation Services
Benefit Informatics App Development Platform
Implementation Services Software-Enabled Services

Media and Animation Services
App Development Platform
Software-Enabled Services

Products for Insurance Carriers

* eEnrollment is our flagship product for carriers, providing them with online enroliment for all types of benefits. We
designed eEnrollment to enhance our users’ experience by presenting information in a user-friendly format and integrating
educational videos, and plan comparison and decision support tools to help navigate the enrollment process. In addition to
helping customers find suitable plans, eEnrollment supports complex business rules, such as eligibility and rating criteria.
eEnrollment facilitates the following activities:
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¢ Initial Enroliment . Employees and brokers can complete applications and health statements prior to making elections.
Once the selection occurs, eEnroliment automatically calculates group numbers, finalizes benefit elections, and sends the
data to the insurance carriers’ membership systems.

* Open Enrollment . eEnrollment simplifies open enrollment by providing tools to map employees from one plan to
another, such as workflow, to-do lists, e-mail reminders, and a wide range of reports.

* New Hire Enrollment . New hires can enroll in benefits anytime during their initial enrollment period. eEnrollment
calculates wait periods and effective dates automatically to ensure compliance with the employers’ business rules.

* Life Events. Employees can make changes to their elections for specific reasons, including a birth, marriage, and
military leave. eEnrollment calculates effective dates and helps employees understand what types of coverage changes
are permitted with each type of life event.

* eBilling is an electronic invoice presentment and payment solution, or EIPP. It consolidates invoices from multiple
insurance products so employers and individuals receive one invoice that can be viewed and paid electronically. eBilling
automates the synchronization of billing and membership data to improve the accuracy of billing processes and provides
options to simplify bill payment, such as scheduled one-time and/or recurring payments.

* eExchange is a solution that bridges the communication gap between carrier and employer systems, allowing a seamless
exchange of data between the two. Our customers use eExchange to integrate data from multiple systems, convert data
from one format to another, and manage the flow of employee data between carriers and employers.

» eSales gives carriers and brokers tools to organize and proactively manage accounts, track leads, generate quotes, and
create proposals for multiple products. eSales allows carriers to define their own market segments and configure them
with unique workflows and business rules. It also enables greater data accuracy by automatically incorporating updated
products, options and pricing for the most current rates and quotes. Carriers purchase eSales to increase productivity in
their sales force.

» eDirect provides a high quality online retail experience for carriers to sell policies directly to individuals. eDirect integrates
direct marketing, pricing, sales, and enrollment into one product. eDirect provides an interactive, user-friendly experience
for customers during the shopping and enrollment process and offers side-by-side comparisons, videos, and other
educational materials to help customers understand the options available to them.

* Marketplace is an online shopping environment, sometimes referred to as an exchange,that allows customers to select
from a variety of benefits plan choices to suit their individual needs. Marketplace supports the shift toward defined
contribution benefits plans, which are increasing in popularity. Marketplace provides consumer-centric experiences
focused on personalization, and integrates social tools to help drive informed choices while selecting benefits. It also
includes features to track plans and compare pricing and features across multiple benefit plans.

* Benefit Informatics is our data analytics solution for use by carriers and their self-insured employer customers. Benefit
Informatics is a privately-labeled analytics solution that helps carriers and their self-insured employers identify cost drivers,
recognize trends, and predict future risks and costs. Additional analytical capabilities help create “what-if’ scenarios to
model different variables, such as co-pay, deductibles, benefits, inflation, and member populations.
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Products for Employers

HR InTouch supports online enrolliment, employee communication, benefit education and administration for all types of
benefits. The product is designed to increase participation, simplify enroliment, and improve communication between HR
departments and their employees. HR InTouch provides a personalized enrollment to-do list that guides employees
through each benefit decision with educational videos, avatars, cost trackers, and reminders from the HR team throughout
the enroliment process. HR InTouch enables employees to review each step in the enrollment process and electronically
sign-off when it is complete.

HR InTouch Marketplace creates a private exchange environment for large employers who offer defined contribution
plans. In one cohesive, engaging workflow, HR InTouch Marketplace presents employees with all of the plans their
employers offer. Employees who need extra assistance can access avatars, animated videos, and live chat sessions as
they explore their benefit options. As employees shop for the plans that best fit their individual needs, a virtual shopping
cart keeps a running tally of the employers’ defined contribution in addition to the employees’ out-of-pocket costs. If
employees choose to purchase more coverage on their own, they can easily view and pay their bills in the HR InTouch
Marketplace.

Benefit Informatics is our data analytics solution that helps employers make more informed, data-driven decisions about
their benefits offerings. This product aggregates benefit cost and claims data from relevant sources and allows customers
to analyze, forecast, and monitor costs. Benefit Informatics enables employers and their advisors to identify cost drivers,
recognize trends, and predict future risks and costs. Additional analytical capabilities create “what-if” scenarios to model
different variables, such as co-pays, deductibles, benefits, inflation, and member populations.

Professional Services and Customer Support

Implementation Services. We provide implementation services to our customers in order to help ensure seamless
deployment and effective utilization of our solutions. Our carrier and employer implementation teams follow a five-step
approach for each implementation:

Discovery , including project planning and coordination to establish key milestones, documenting business and technical
requirements, establishing a deployment strategy, and planning operational and market adoption activities.

Configuration and deployment , including configuring products to meet requirements identified during discovery, and
defining needs for data exchange, payroll integration, and file transfer protocol.

Integration , including connecting the Benefitfocus platform functionality to a customer’s currently existing systems, such
as carrier membership and billing, payroll and HR systems, employee communications, intranets, and others.

Testing , including testing of various scenarios and uses cases, inbound and outbound payroll integration, and regression
testing.

Training and technical support , including sessions to learn how to implement and access our products.

HR Support Center .  We provide employers with expanded support services where our benefits specialists help
customers’ employees understand benefit offerings, navigate the enrollment process, and find answers to frequently

asked HR questions. Our HR Support Center provides employees with personalized, guided support. Additional services,
such as fulfillment, dependent verification, and HR administration, are available to meet unique organizational needs.
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Media and Animation Services . We create video and animated content that can be licensed within our applications or
independently for distribution via client portals or websites. Benefitfocus provides a comprehensive video library and also
can produce custom videos to meet specific communication requirements of its carrier and employer customers. Our staff
of executive producers, project managers, writers, graphic designers, editors, and on-camera talent guide customers
through the process from concept development to delivery. Benefitfocus hosts videos, eliminating the need for additional
investments or internal IT resources by our customers. In addition, we incorporate our customers’ unique branding to
provide a seamless extension of corporate websites and messaging.

Partner Offerings

App Development Platform .  We allow our partners and customers to develop custom apps that integrate directly with
HR InTouch. HR professionals can easily work with external data and services through the same platform they are using
to manage their benefits. Apps are organized into the following categories: voluntary benefits, health and wellness,
benefits administration, finance, and communication. Representative apps include the Mayo Clinic App, which provides
access to customizable health assessments, disease management tools, and a 24/7 nurse line, and the LifeLock App,
which allows employees to purchase identity theft protection when they are enrolling in other benefit programs.

Software-Enabled Services . In addition to our app development platform, the open and flexible nature of our software
architecture allows us to build deeper integrations with partner organizations and offer custom services in response to
customer demand. Some examples include:

SuccessFactors provides employee performance management solutions. We partnered with them to create a full HR and
benefits management suite that combines employee talent, profile, and core HR information to help drive employee
onboarding, promotion, and development. The SuccessFactors suite of products provides an enterprise-class system of
record, as well as powerful analytics and intuitive tools.

WageWorks supports benefits such as health savings accounts, flexible spending accounts, and health reimbursement
programs, as well as commuter benefits, direct billing, and COBRA, through a single sign-on from our platform.

Spectra Integration provides print fulfillment services which enable customers to send employee information via mail to
educate their workforce about benefit offerings, total compensation statements, and communication campaigns.

Customers

Our customers include employers of all sizes across a variety of industries and some of the nation’s largest insurance
carriers and aggregators. Following is a list of some of our significant employer and carrier customers.

Employer Customers Carrier Customers

Bon Secours Health System, Inc. Aetna Life Insurance Company

Brooks Brothers Group, Inc. Allstate Insurance Company

Columbia Sportswear Company Blue Cross and Blue Shield of Kansas City
Fender Musical Instruments Corporation BlueCross and BlueShield of South Carolina
Morganite Industries Inc. Tufts Associated Health Plans, Inc.

The Wet Seal, Inc. WellPoint, Inc.

UFCW TFO-Employers Benefit Plan of Northern California Group
Administration, LLC
Vangent, Inc.
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During the year ended December 31, 2013, no customer accounted for more than 10.0% of our total revenue.

Sales and Marketing

We sell substantially all of our software solutions through our direct sales organization. Our direct sales team comprises
employer-focused and carrier-focused field sales professionals who are organized primarily by geography and account size.

We generate customer leads, accelerate sales opportunities and build brand awareness through our marketing programs
and strategic relationships. Our marketing programs target HR, benefits, and finance executives, technology professionals, and
senior business leaders. Our principal marketing programs include:

* use of our website to provide application and company information, as well as learning opportunities for potential
customers;

* territory development representatives who respond to incoming leads and convert them into new sales opportunities;

¢ participation in, and sponsorship of, user conferences, executive events, trade shows and industry events, including our
annual user and partner conference, One Place;

* integrated marketing campaigns, including direct email, online web advertising, blogs and webinars; and
* public relations, analyst relations and social media initiatives.

Technology Infrastructure and Operations

As an enterprise cloud software vendor, we have always deployed our solutions using a SaaS model. Our customers access
our software via the web or mobile devices, rather than by installing software on their premises. Through our multi-tenant platform,
our customers access a single instance of our software with multiple possible configurations enabled by our metadata-driven
framework. The multi-tenant approach provides significant operating leverage and improved efficiency as it helps us to reduce our
fixed cost base and minimize unused capacity on our hardware. In addition, our software architecture gives us an advantage over
vendors of legacy systems, who may be using a less flexible architecture that would require significant time and expense to update.

We host our applications and serve all of our customers from two redundant data centers in separate locations. We rely on
third-party vendors to operate these data centers, which are designed to host mission-critical computer systems and have industry-
standard measures in place to minimize service interruptions. Our technical operations staff manages the technology stacks
supporting the Benefitfocus platform and uses automated monitoring tools throughout our system to detect unusual events or
malfunctions that could interfere with our customers’ or partners’ use of the Benefitfocus platform. We monitor application health by
verifying that all applications, interfaces and supporting middleware are operational. If our monitoring tools detect a problem, they
notify our technical operations staff, who responds immediately to diagnose and resolve the problem. We take the security of our
data and our systems very seriously, and we focus on minimizing the risk of vulnerabilities in our system at every level of software
design and system and network administration.
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Compliance and Certifications

We voluntarily obtain third-party security examinations relating to security and data privacy. Statement on Standards for
Attestation Engagements, or SSAE, No. 16 (Reporting on Controls at a Service Organization) replaced SAS-70 Type Il
examinations as the authoritative standard for reporting on service organizations. An independent third-party auditor conducts our
SSAE examination every 12 months and addresses, among other areas, our physical and environmental safeguards for production
data centers, data availability and integrity procedures, change management procedures, and logical security procedures.

We also obtain independent third-party audit opinions related to security and data privacy annually. Service Organization
Controls, or SOC, reports are covered under SSAE No. 16. Benefitfocus obtains an SOC 1 Type Il, SOC 2 Type Il, and SOC 3
report. The SOC 1 report includes a third-party assessment and opinion on our description of our system for processing user
entities’ transactions. The SOC 2 and SOC 3 reports are based on a set of standards related to security with a focus on internal
controls related to unauthorized physical and logical access to systems and data.

On an annual basis, we complete an internal audit of compliance against the Payment Card Industry Data Security
Standards, or PCI-DSS, applicable to Level 2 service providers. These standards focus on application and network security controls
for companies that transmit and store credit card data on behalf of clients. Benefitfocus meets PCI compliance requirements as a
Level 2 service provider and submits its Service Assessment Questionnaire Part D documenting this assessment to the four major
credit card brands annually.

In addition to PCI-DDS, Benefitfocus meets all applicable security requirements required by the National Automated
Clearinghouse Association, or NACHA, for third-party service providers, as well as all requirements for Covered Entities as required
by HIPAA. We validate both NACHA and HIPAA compliance annually through internal audits.

As a response to concerns about the adequacy of data privacy laws in the United States, the U.S. Department of Commerce,
in consultation with the European Commission, developed a “Safe Harbor” framework. The European Commission has agreed to
consider that a self-certifying company provides “adequate” data privacy protection, as required by the European Data Protection
Directive. We are in the process of self-certifying to the Safe Harbor framework on an annual basis, making it easier for our
customers based in Europe or with offices or employees in Europe to store their data with us.

Competition

While we do not believe any single competitor offers similarly expansive software solutions, we face competition from various
sources, many of which have greater resources than us. Competition in our employer segment includes:

* ERP software companies, including SAP, Oracle (PeopleSoft) and Infor (Lawson), each offering a cloud-based benefits
administration software solution;

* HR outsourcing companies, including Aon/Hewitt and Towers Watson, both of which have recently launched benefits
exchange solutions;

* payroll service providers, including ADP and Paychex, both of which have expanded their core payroll services to include
some form of cloud-based benefits administration services; and

¢ various niche software vendors.
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Competitors in our carrier segment include:

insurance carriers that have invested in internally developed benefit management solutions;

member services companies, including those providing web-based subscriber enroliment and claims adjudication
services, such as Trizetto and DST Health Solutions; and

various niche software vendors.

We believe that competition for benefits software and services is based primarily on the following factors:

We believe that we compete effectively based upon all of these criteria, and that we are likely to continue to retain a high
percentage of our customers. Nonetheless, we believe that the increasing acceptance of automated solutions in the healthcare
marketplace and the adoption of more sophisticated technology and legislative reform will result in increased competition, including
potentially from large software companies with greater resources than ours. Other companies might develop superior or more
economical service offerings that our customers could find more attractive than our offerings. Moreover, the regulatory landscape

capability for customization through configuration, integration, security, scalability, and reliability of applications;
competitive and understandable pricing;

breadth and depth of application functionality;

size of customer base and level of user adoption;

extensive data exchange network;

cloud-based delivery model;

dynamic communication capabilities with contextual media, animation, and acknowledgement tools;
ability to integrate with legacy enterprise infrastructures and third-party applications;

domain expertise in benefits and healthcare consumerism;

extensive base of rules and event-driven benefit eligibility and enrollment;

accessible on any browser or mobile device;

modern and adaptive technology platform;

access to third-party apps;

clearly defined implementation timeline;

customer-branding and styling; and

ability to innovate and respond to customer and legislative needs rapidly.

might shift in a direction that is more strategically advantageous to competitors.

Research and Development
Our ability to compete depends, in large part, on our continuous commitment to rapidly introduce new applications,

technologies, features, and functionality. We deliver multiple software releases per year, updating the Benefitfocus platform to

leverage advances in cloud computing, mobile applications, and data management. Our research and development team is

responsible for the design and development of our applications. We follow state-of-the-art practices in software development using
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modern programming languages, data storage systems, and other tools. We use both commercial and open source products,
following a “best tool for the job” philosophy in product selection. Our software has a multi-tiered architecture that ensures flexibility
to add or modify features quickly in response to changing market dynamics, customer needs, or regulatory requirements.

Our research and development expenses were $23.5 million, $14.6 million, $9.1 million and $8.7 million, for the years ended
December 31, 2013, 2012, 2011 and 2010, respectively.

Intellectual Property

We rely on a combination of patent, trade secret, copyright, and trademark laws, license agreements, confidentiality
procedures, confidentiality and nondisclosure agreements, and technical measures to protect the intellectual property used in our
business. We generally enter into confidentiality and nondisclosure agreements with our associates, consultants, vendors, and
customers. We also seek to control access to and distribution of our software, documentation, and other proprietary information.

We use numerous trademarks for our products and services, and “Benefitfocus”, “HR InTouch”, “HR InTouch Marketplace”,
“All Your Benefits. One Place.”, and “Shop. Enroll. Manage. Exchange.” are registered marks of Benefitfocus in the United States.
Through claimed common law trademark protection, we also protect other Benefitfocus marks which identify our services, such as
“All Your Benefits. In Your Pocket.”, Benefitfocus eEnroliment, Benefitfocus eBilling, Benefitfocus eExchange, and Benefitfocus
eSales, and we have reserved numerous domain names, including “benefitfocus.com”. We also have registered trademarks and
pending trademark applications in foreign jurisdictions such as Australia, Canada, India, Ireland, New Zealand, South Africa, and
the United Kingdom.

We have been granted two U.S. patents (utility patent) and have four U.S. patent applications (all for utility patents) pending.
Our first patent, which protects specified systems and methods for the automatic creation of agent-based systems, was issued in
April 2013 and will not expire until May 2030. Our second patent, which protects specified systems and methods for secure agent
information, was issued in October 2013 and will not expire until November 19, 2030. We also have 30 pending patent applications
under foreign jurisdictions and treaties, such as Australia, Canada, China, Hong Kong, India, Japan, Taiwan, the European Patent
Convention, and the Patent Cooperation Treaty.

We also rely on certain intellectual property rights that we license from third parties. Although we believe that alternative
technologies are generally available to replace such licenses, these third-party technologies may not continue to be available to us
on commercially reasonable terms.

Although we rely on intellectual property rights, including trade secrets, patents, copyrights, and trademarks, as well as
contractual protections to establish and protect our proprietary rights, we believe that factors such as the technological and creative
skills of our personnel, creation of new modules, features and functionality, and frequent enhancements to our applications are
more essential to establishing and maintaining our technology leadership position.

The steps we have taken to protect our copyrights, trademarks, and other intellectual property may not be adequate, and the
potential exists that third parties could infringe, misappropriate, or misuse our intellectual property. If this were to occur, it could
harm our reputation and adversely affect our competitive position or operations. In addition, laws of other jurisdictions may not
protect our intellectual property and proprietary rights from unauthorized use or disclosure in the same manner as the United
States. The risk of unauthorized use of our proprietary and intellectual property rights may increase as our company expands
outside of the United States.
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Geographic Areas

We operate solely in the United States. As such, we held substantially all our assets and generated all our revenue in the
United States during the years ended December 31, 2013, 2012, 2011 and 2010.

Corporate Information

We were incorporated in June 2000 as Benefitfocus.com, Inc., a South Carolina corporation. In September 2013, we
reincorporated in Delaware as Benefitfocus, Inc. Our pincincipal executive offices are located at 100 Benefitfocus Way, Charleston,
South Carolina 29492, and our phone number is (843) 849-7476. Our website address is www.benefitfocus.com. The information
on, or that can be accessed through, our website is not part of this report. We currently employ approximately 981 associates.

Executive Officers
The following table sets forth information concerning our executive officers as of December 31, 2013:

Name Age Position

Shawn A. Jenkins 46  President and Chief Executive Officer, Director
Mason R. Holland, Jr. 49  Executive Chairman, Director

Milton A. Alpern 62  Chief Financial Officer and Secretary

Andrew L. Howell 47  Chief Operating Officer

Donald Taylor 53  Chief Technology Officer

Shawn A. Jenkins—President, Chief Executive Officer, and Director

Shawn Jenkins, one of our founders, has been our President and Chief Executive Officer and a member of our board of
directors since our founding in June 2000. Prior to founding Benefitfocus, from 1995 to 2000, he served as Vice President with
American Pensions, Inc., leading sales, operations, and technology. From 1994 to 1995, Mr. Jenkins was a program analyst with
Rockwell Automation, Inc. Mr. Jenkins serves on the Advisory Board for the School of Computing at Clemson University, Medical
University of South Carolina Foundation Board of Directors, College of Charleston Board of Governors, and Charleston Southern
University Board of Visitors. He previously served as Chairman of the Growing Forward Campaign for the Lowcountry Food Bank.
Mr. Jenkins received an M.B.A. from Charleston Southern University and a B.A. from Geneva College in Beaver Falls,
Pennsylvania.

Mason R. Holland, Jr.—Executive Chairman of the Board

Mason Holland, one of our founders, has been our Executive Chairman and a member of our board of directors since our
founding in June 2000. Mr. Holland is responsible for the coordination of strategic partnerships with industry leaders and client
relations and serves on the audit, and nominating and corporate governance committees of our board. Mr. Holland founded
American Pensions, Inc. in 1988, serving as its Chairman and President from 1988 to 2003. Mr. Holland’s other ventures have
included establishing Holland Properties, LLC, a real estate development firm, in 1989, and acquiring Eclipse Aerospace, Inc., a jet
aircraft manufacturer, in May 2009, for which he serves as Chairman and Chief Executive Officer. Mr. Holland attended Old
Dominion University in Norfolk, Virginia.

Milton A. Alpern—Chief Financial Officer

Milt Alpern has served as our Chief Financial Officer since January 2012. Prior to joining Benefitfocus, from April 2008 to
December 2011, he was the Chief Financial Officer for ITA Software,
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Inc., a SaasS provider of technology solutions to the travel industry, which was acquired by Google in 2011, where he was
responsible for leading all financial and administrative functions for the company. Prior to ITA Software, from 2003 to 2008,

Mr. Alpern served as the Chief Financial Officer for Applix, Inc., a publicly held international provider of business performance
management and business intelligence software where he directed all finance, human resources, legal activities, and financial
community relationships. From 1998 to 2002, Mr. Alpern served as the Chief Financial Officer at Eprise Corporation, a publicly held
provider of business website content management software and solutions, where he was a member of the management team
leading the company’s successful initial public offering. Mr. Alpern holds a B.S. in accounting from Montclair State University.

Andrew L. Howell—Chief Operating Officer

Andy Howell has served as our Chief Operating Officer since June 2010. During his tenure at Benefitfocus, he previously
served as our Senior Vice President and General Manager of the insurance carrier business unit from June 2009 to June 2010, as
well as Senior Vice President and General Counsel from April 2007 to June 2009. Prior to joining Benefitfocus, Mr. Howell served
from July 2002 to March 2007 as Vice President and General Counsel at Blackbaud, Inc., a publicly held software company. Prior
to joining Blackbaud, he was a practicing attorney with Sutherland Asbill & Brennan LLP, where he focused on corporate and
technology law. Mr. Howell received a B.A. in economics from Washington & Lee University and a J.D. from Mercer University.

Donald Taylor—Chief Technology Officer

Don Taylor has served as our Chief Technology Officer since February 2008. As a software industry veteran of more than 25
years, Mr. Taylor brings expertise from his experience developing and providing advanced software solutions to the healthcare,
banking, and logistics industries. Prior to joining Benefitfocus, from 2001 to 2006, Mr. Taylor was the founder and Chief Technology
Officer of Boxcar Central, Inc., which developed a multi-tenant suite of SaaS applications for the third-party logistics market.

Mr. Taylor received an A.S. from Charleston Southern University.

As of December 31, 2013, we had approximately 922 full-time associates, or employees, including approximately 411
engaged in technology development and deployment. None of our associates is represented by a labor union and we consider our
current relations with our associates to be good.

17



Table of Contents

Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should consider carefully the risks and uncertainties
described below, together with all of the other information in this Annual Report on Form 10-K, including the consolidated financial
statements and the related notes, before deciding to invest in shares of our common stock. If any of the following risks were to
materialize, our business, financial condition, results of operations, and future growth prospects could be materially and adversely
affected. In that event, the market price of our common stock could decline and you could lose part or all of your investment in our
common stock.

Risks Related to Our Business
We have had a history of losses, and we may be unab le to achieve or sustain profitability.

We experienced net losses of $30.4 million in 2013, $14.9 million in 2012, $15.1 million in 2011, and $2.5 million in 2010. We
cannot predict if we will achieve sustained profitability in the near future or at all. We expect to make significant future expenditures
to develop and expand our business. In addition, as a public company, we incur significant legal, accounting, and other expenses
that we did not incur as a private company. These increased expenditures will make it harder for us to achieve and maintain future
profitability. Our recent growth in revenue and number of customers may not be sustainable, and we might not achieve sufficient
revenue to achieve or maintain profitability. We may incur significant losses in the future for a number of reasons, including the
other risks described in this report, and we may encounter unforeseen expenses, difficulties, complications and delays and other
unknown events. Accordingly, we may not be able to achieve or maintain profitability and we may incur significant losses for the
foreseeable future.

Our quarterly operating results have fluctuated in the past and might continue to fluctuate, causing t he value of our
common stock to decline substantially.

Our quarterly operating results might fluctuate due to a variety of factors, many of which are outside of our control. As a
result, comparing our operating results on a period-to-period basis might not be meaningful. You should not rely on our past results
as indicative of our future performance. Moreover, our stock price might be based on expectations of future performance that are
unrealistic or that we might not meet and, if our revenue or operating results fall below the expectations of investors or securities
analysts, the price of our common stock could decline substantially.

Our operating results have varied in the past. In addition to other risk factors listed in this section, some of the important
factors that may cause fluctuations in our quarterly operating results include:
* the extent to which our products and services achieve or maintain market acceptance;

* our ability to introduce new products and services and enhancements to our existing products and services on a timely
basis;

* new competitors and the introduction of enhanced products and services from competitors;

* the financial condition of our current and potential customers;

* changes in customer budgets and procurement policies;

¢ the amount and timing of our investment in research and development activities;

* technical difficulties with our products or interruptions in our services;

* our ability to hire and retain qualified personnel, including the rate of expansion of our sales force;
* changes in the regulatory environment related to benefits and healthcare;
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¢ regulatory compliance costs;
¢ the timing, size, and integration success of potential future acquisitions; and
* unforeseen legal expenses, including litigation and settlement costs.

In addition, a significant portion of our operating expense is relatively fixed in nature, and planned expenditures are based in
part on expectations regarding future revenue. Accordingly, unexpected revenue shortfalls might decrease our gross margins and
could cause significant changes in our operating results from quarter to quarter. If this occurs, the trading price of our common
stock could fall substantially, either suddenly or over time.

As a result of our variable sales and implementatio  n cycles, we might not be able to recognize revenue to offset
expenditures, which could result in fluctuations in our quarterly results of operations or otherwise h arm our future
operating results.

The sales cycle for our products and services can be variable, averaging four months in our employer market segment and
15 months in our carrier market segment, each from initial contact to contract execution. During the sales cycle, we expend time
and resources, and we do not recognize any revenue to offset such expenditures.

After a customer contract is signed, we provide an implementation process for the customer during which we establish and
test appropriate integrations, connections and registrations, load data into our system, and train customer personnel. Our
implementation cycle is also variable, typically ranging from four to five months for employer implementations and from eight to 10
months for complex carrier implementations, each from contract execution to completion of implementation. Some of our new
customer projects are complex and require a lengthy set-up period and significant implementation work. During the implementation
cycle, we expend substantial time, effort, and financial resources implementing our products and services, but accounting principles
do not allow us to recognize the resulting revenue until implementation is complete and the services are available for use, at which
time we begin recognition of implementation revenue over the longer of the life of the contract or the expected life of the customer
relationship. Each customer’s situation is different, and unanticipated difficulties and delays might arise as a result of failure by us or
by the customer to complete our respective responsibilities. If implementation periods are extended, revenue recognition could be
delayed and our financial condition might be adversely affected. In addition, cancellation of any implementation after it has begun
might result in lost time, effort, and expenses invested in the cancelled implementation process and lost opportunity for
implementing paying clients in that same period of time.

These factors might contribute to substantial fluctuations in our quarterly operating results. As a result, in future quarters, our
operating results could fall below the expectations of securities analysts or investors, in which event our stock price would likely
decline.

Because we recognize revenue and expense relatingt o monthly subscriptions and professional services o ver varying
periods, downturns or upturns in sales are not imme diately reflected in full in our operating results.

As a software-as-a-service, or SaaS, company, we recognize our subscription revenue monthly for the term of our contracts
and recognize the majority of our professional services revenue ratably over the longer of the contract term or the estimated
expected life of the customer relationship. As a result, a portion of the revenue we report each quarter is the recognition of deferred
revenue from contracts we entered into during previous quarters. Consequently, a shortfall in demand for our software solutions
and professional services or a decline in new or renewed contracts in any one
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quarter might not significantly reduce our revenue for that quarter, but could negatively affect our revenue in future quarters.
Accordingly, the effect of significant downturns in new or renewed sales of our products and services is not reflected in full in our
results of operations until future periods. Our revenue recognition model also makes it difficult for us to rapidly increase our revenue
through additional sales in any period, because revenue from new customers must be recognized over the applicable term of the
contracts or the estimated expected life of the customer relationship period. In addition, we recognize professional services
expenses as incurred, which could cause professional services gross margin to be negative.

We operate in a highly competitive industry, and if we are not able to compete effectively, our busine  ss and operating
results will be harmed.

The benefits management software market is highly competitive and is likely to attract increased competition, which could
make it hard for us to succeed. Small, specialized providers continue to become more sophisticated and effective. In addition, large,
well-financed, and technologically sophisticated software companies might focus more on our market. The size and financial
strength of these entities is increasing as a result of continued consolidation in both the IT and healthcare industries. We expect
large integrated software companies to become more active in our market, both through acquisitions and internal investment. As
costs fall and technology improves, increased market saturation might change the competitive landscape in favor of our
competitors.

Some of our current large competitors have greater name recognition, longer operating histories, and significantly greater
resources than we do. As a result, our competitors might be able to respond more quickly and effectively than we can to new or
changing opportunities, technologies, standards, or customer requirements. In addition, current and potential competitors have
established, and might in the future establish, cooperative relationships with vendors of complementary products, technologies, or
services to increase the availability of their products in the marketplace. Accordingly, new competitors or alliances might emerge
that have greater market share, a larger customer base, more widely adopted proprietary technologies, greater marketing expertise,
greater financial resources, and larger sales forces than we have, which could put us at a competitive disadvantage. Further, in light
of these advantages, even if our products and services are more effective than those of our competitors, current or potential
customers might accept competitive offerings in lieu of purchasing our offerings. Increased competition is likely to result in pricing
pressures, which could negatively impact our sales, profitability, or market share. In addition to new niche vendors, who offer stand-
alone products and services, we face competition from existing enterprise vendors, including those currently focused on software
solutions that have information systems in place with potential customers in our target market. These existing enterprise vendors
might promise products or services that offer ease of integration with existing systems and which leverage existing vendor
relationships. In addition, large insurance carriers often have internal technology staffs and proprietary software for benefits
management, making them less likely to buy our solutions.

The market for our products and services is immatur e and volatile, and if it does not develop or if it develops more slowly
than we expect, the growth of our business will be harmed.

The cloud-based benefits management software market is relatively new and unproven, and it is uncertain whether it will
achieve and sustain high levels of demand and market acceptance. Our success will depend to a substantial extent on the
willingness of employers, carriers, and consumers to increase their use of benefits management software. Many employers and
carriers have invested substantial personnel and financial resources to integrate internally developed solutions or traditional
enterprise software into their businesses for benefits management, and therefore might be reluctant or unwilling to migrate to our
cloud-based solutions. Furthermore, some businesses might be reluctant to use cloud-based solutions because they have
concerns about the security of their data and the reliability of the technology delivery model associated with these solutions. If
employers, carriers and
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consumers do not perceive the benefits of our solutions, then our market might not develop at all, or it might develop more slowly
than we expect, either of which could significantly adversely affect our operating results. In addition, we have limited insight into
trends that might develop and affect our business. We might make errors in predicting and reacting to relevant business trends,
which could harm our business. If any of these risks occur, it could materially adversely affect our business, financial condition or
results of operations.

The SaasS pricing model is evolving and our failure to manage its evolution and demand could leadtolo ~ wer than expected
revenue and profit.

We derive most of our revenue growth from subscription offerings and, specifically, SaaS offerings. This business model
depends heavily on achieving economies of scale because the initial upfront investment is costly and the associated revenue is
recognized on a ratable basis. If we fail to achieve appropriate economies of scale or if we fail to manage or anticipate the evolution
and demand of the SaaS pricing model, then our business and operating results could be adversely affected.

If we do not continue to innovate and provide produ cts and services that are useful to consumers, empl oyers, insurance
carriers, and brokers and provide high quality supp ort services, we might not remain competitive, and our revenue and
operating results could suffer.

Our success depends in part on providing products and services that consumers, employers, insurance carriers, and brokers
will use to manage benefits. We must continue to invest significant resources in research and development in order to enhance our
existing products and services and introduce new high quality products and services that customers will want. If we are unable to
predict user preferences or industry changes, or if we are unable to modify our products and services on a timely basis, we might
lose customers. Our operating results would also suffer if our innovations are not responsive to the needs of our customers, are not
appropriately timed with market opportunity, or are not effectively brought to market. As technology continues to develop, our
competitors might be able to offer results that are, or that are perceived to be, substantially similar to or better than those generated
by us. This would force us to compete on additional product and service attributes and to expend significant resources in order to
remain competitive.

In addition, we may experience difficulties with software development, industry standards, design, or marketing that could
delay or prevent our development, introduction, or implementation of new solutions and enhancements. The introduction of new
solutions by competitors, the emergence of new industry standards, or the development of entirely new technologies to replace
existing offerings could render our existing or future solutions obsolete.

Our success also depends on providing high quality support services to resolve any issues related to our products and
services. High quality education and customer support is important for the successful marketing and sale of our products and
services and for the renewal of existing customers. If we do not help our customers quickly resolve issues and provide effective
ongoing support, our ability to sell additional products and services to existing customers would suffer and our reputation with
existing or potential customers would be harmed.

If we are unable to retain our existing customers, our revenue and results of operations would be adve rsely affected.

We sell our products and services pursuant to agreements that are generally one year for employers and three to five years
for carriers. While our employer contracts generally automatically renew on an annual basis, our carrier customers have no
obligation to renew their contracts after their contract period expires, and these contracts may not be renewed on the same or on
more profitable terms if at all. Additionally, some of our carrier customers are able to terminate their respective contracts
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without cause or for convenience, although generally our carrier contracts are only cancellable by the carrier in an instance of our
uncured breach. As a result, our ability to grow depends in part on the continuance and renewal of our carrier contracts. We may
not be able to accurately predict future trends in customer renewals, and our customers’ renewal rates may decline or fluctuate
because of several factors, including their level of satisfaction or dissatisfaction with our services, the cost of our services, the cost
of services offered by our competitors, or reductions in our customers’ spending levels. If our carrier customers terminate or do not
renew their contracts for our services, renew on less favorable terms, or do not purchase additional functionality or products, our
revenue may grow more slowly than expected or decline, and our profitability and gross margins may be harmed.

A significant amount of our revenue is derived from our largest customers, and any reduction in revenu e from any of
these customers would reduce our revenue and net in come.

Our ten largest customers by revenue in the past four years accounted for approximately 47.4%, 58.6%, 64.1%, and 70.0%
of our consolidated revenue in each of 2013, 2012, 2011, and 2010, respectively. Our largest customer by revenue in the past four
years accounted for approximately 9.5%, 10.5%, 11.7%, and 11.6% of our revenue in each of 2013, 2012, 2011, and 2010,
respectively. If any of our key customers decides not to renew its contracts with us, or to renew on less favorable terms, our
business, revenues, reputation, and our ability to obtain new customers could be materially and adversely affected.

If the number of individuals covered by our employe r and carrier customers decreases or the number of products or
services to which our employer and carrier customer s subscribe decreases, our revenue will decrease.

Under most of our customer contracts, we base our fees on the number of individuals to whom our customers provide
benefits and the number of products or services subscribed to by our customers. Many factors may lead to a decrease in the
number of individuals covered by our customers and the number of products or services subscribed to by our customers, including:

* failure of our customers to adopt or maintain effective business practices;
* changes in the nature or operations of our customers;

e government regulations; and

* increased competition or other changes in the benefits marketplace.

If the number of individuals covered by our customers or the number of products or services subscribed to by our customers
decreases for any reason, our revenue will likely decrease.

Economic uncertainties or downturns in the general economy or the industries in which our customers op erate could
disproportionately affect the demand for our soluti ons and negatively impact our results of operations

General worldwide economic conditions have experienced a significant downturn, and market volatility and uncertainty
remain widespread, making it extremely difficult for our customers and us to accurately forecast and plan future business activities.
In addition, these conditions could cause our customers or prospective customers to decrease headcount, benefits, or HR budgets,
which could decrease corporate spending on our products and services, resulting in delayed and lengthened sales cycles, a
decrease in new customer acquisition, and/or loss of customers. Furthermore, during challenging economic times, our customers
may have difficulty gaining timely access to sufficient credit or obtaining credit on reasonable terms, which could impair their ability
to make timely payments to us and adversely affect our revenue. If that were to occur, our financial results could be harmed.
Further,
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challenging economic conditions might impair the ability of our customers to pay for the products and services they already have
purchased from us and, as a result, our write-offs of accounts receivable could increase. We cannot predict the timing, strength, or
duration of any economic slowdown or recovery. If the condition of the general economy or markets in which we operate worsens,
our business could be harmed.

Failure to manage our rapid growth effectively coul d increase our expenses, decrease our revenue, and prevent us from
implementing our business strategy.

We have been experiencing a period of rapid growth, which puts strain on our business. To manage this and our anticipated
future growth effectively, we must continue to maintain and enhance our IT infrastructure, financial and accounting systems, and
controls. We also must attract, train, and retain a significant number of qualified sales and marketing personnel, customer support
personnel, professional services personnel, software engineers, technical personnel, and management personnel. Failure to
effectively manage our rapid growth could lead us to over-invest or under-invest in development and operations, result in
weaknesses in our infrastructure, systems, or controls, give rise to operational mistakes, losses, loss of productivity or business
opportunities, and result in loss of employees and reduced productivity of remaining employees. Our growth could require
significant capital expenditures and might divert financial resources from other projects such as the development of new products
and services. If our management is unable to effectively manage our growth, our expenses might increase more than expected, our
revenue could decline or might grow more slowly than expected, and we might be unable to implement our business strategy. The
quality of our products and services might suffer, which could negatively affect our reputation and harm our ability to retain and
attract customers.

We depend on our senior management team, and the lo  ss of one or more key associates or an inability to attract and
retain highly skilled associates could adversely af fect our business.

Our success depends largely upon the continued services of our key executive officers. We also rely on our leadership team
in the areas of research and development, marketing, services, and general and administrative functions, and on mission-critical
individual contributors in research and development. From time to time, there may be changes in our executive management team
resulting from the hiring or departure of executives, which could disrupt our business. The loss of one or more of our executive
officers or key associates could have a serious adverse effect on our business.

To continue to execute our growth strategy, we also must attract and retain highly skilled personnel. Competition is intense
for engineers with high levels of experience in designing and developing software and Internet-related services. We might not be
successful in maintaining our unique culture and continuing to attract and retain qualified personnel. We have from time to time in
the past experienced, and we expect to continue to experience in the future, difficulty in hiring and retaining highly skilled personnel
with appropriate qualifications. The pool of qualified personnel with SaaS experience and/or experience working with the benefits
market is limited overall and specifically in Charleston, South Carolina, where our principal office is located. In addition, many of the
companies with which we compete for experienced personnel have greater resources than we have and are located in geographic
areas, like Silicon Valley, that may attract more qualified technology workers.

In addition, in making employment decisions, particularly in the Internet and high-technology industries, job candidates often
consider the value of the stock options they are to receive in connection with their employment. Volatility in the price of our stock
might, therefore, adversely affect our ability to attract or retain highly skilled personnel. Furthermore, the requirement to expense
stock options might discourage us from granting the size or type of stock option awards that job candidates require to join our
company. If we fail to attract new personnel or fail to retain and motivate our current personnel, our business and future growth
prospects could be severely harmed.
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If we fail to maintain awareness of our brand cost-  effectively, our business might suffer.

We believe that maintaining awareness of our brand in a cost-effective manner is critical to continuing the widespread
acceptance of our existing solutions and is an important element in attracting new customers. Furthermore, we believe that the
importance of brand recognition will increase as competition in our market increases. Successful promotion of our brand will
depend largely on the effectiveness of our marketing efforts and on our ability to provide reliable and useful services at competitive
prices. Our efforts to build and maintain our brand nationally have involved significant expenses. Brand promotion activities may not
yield increased revenue, and even if they do, any increased revenue may not offset the expenses we incur in maintaining our
brand. If we fail to successfully maintain our brand, or incur substantial expenses in an unsuccessful attempt to maintain our brand,
we may fail to attract enough new customers or retain our existing customers to the extent necessary to realize a sufficient return
on our brand-building efforts, and our business could suffer.

Our growth depends in part on the success of our st rategic relationships with third parties.

In order to grow our business, we anticipate that we will continue to depend on our relationships with third parties, including
our partner organizations, and technology and content providers. Identifying partners, and negotiating and documenting
relationships with them, requires significant time and resources. Our competitors might be effective in providing incentives to third
parties to favor their products or services or to prevent or reduce subscriptions to our products and services. In addition,
acquisitions of our partners by our competitors could result in a decrease in the number of our current and potential customers, as
our partners may no longer facilitate the adoption of our applications by potential customers. If we are unsuccessful in establishing
or maintaining our relationships with third parties, our ability to compete in the marketplace or to grow our revenue could be
impaired and our operating results may suffer. Even if we are successful, we cannot assure you that these relationships will result
in increased customer use of our applications or increased revenue.

If we are required to collect sales and use taxes i  n additional jurisdictions, we might be subject to liability for past sales
and our future sales may decrease.

We might lose sales or incur significant expenses if states successfully impose broader guidelines on state sales and use
taxes. A successful assertion by one or more states requiring us to collect sales or other taxes on the licensing of our software or
sale of our services could result in substantial tax liabilities for past transactions and otherwise harm our business. Each state has
different rules and regulations governing sales and use taxes, and these rules and regulations are subject to varying interpretations
that change over time. We review these rules and regulations periodically and, when we believe we are subject to sales and use
taxes in a particular state, voluntarily engage state tax authorities in order to determine how to comply with their rules and
regulations. We cannot assure you that we will not be subject to sales and use taxes or related penalties for past sales in states
where we currently believe no such taxes are required.

Vendors of services, like us, are typically held responsible by taxing authorities for the collection and payment of any
applicable sales and similar taxes. If one or more taxing authorities determines that taxes should have, but have not, been paid with
respect to our services, we might be liable for past taxes in addition to taxes going forward. Liability for past taxes might also
include substantial interest and penalty charges. Our customer contracts typically provide that our customers must pay all
applicable sales and similar taxes. Nevertheless, our customers might be reluctant to pay back taxes and might refuse
responsibility for interest or penalties associated with those taxes. If we are required to collect and pay back taxes and the
associated interest and penalties, and if our clients fail or refuse to reimburse us for all or a portion of these amounts, we will incur
unplanned expenses that may be substantial. Moreover, imposition of such taxes on us going forward will effectively increase the
cost of our software and services to our customers and might adversely affect our ability to retain existing customers or to gain new
customers in the areas in which such taxes are imposed.
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We might not be able to utilize a significant porti on of our net operating loss or other tax credit ca rryforwards, which
could adversely affect our profitability.

As of December 31, 2013, we had federal and state net operating loss carryforwards due to prior period losses, which if not
utilized will begin to expire in 2022 for federal and state purposes. We also have South Carolina jobs tax credit and headquarters
tax credit carryforwards, which if not utilized will begin to expire in 2020. These tax credit carryforwards could expire unused and be
unavailable to offset future income tax liabilities, which could adversely affect our profitability.

In addition, under Section 382 of the Internal Revenue Code of 1986, as amended, or the Code, our ability to utilize net
operating loss carryforwards or other tax attributes in any taxable year may be limited if we experience an “ownership change”. A
Section 382 “ownership change” generally occurs if one or more stockholders or groups of stockholders who own at least 5% of our
stock increase their ownership by more than 50 percentage points over their lowest ownership percentage within a rolling three-
year period. Similar rules might apply under state tax laws. Future issuances of our stock could cause an “ownership change”. It is
possible that an ownership change, or any future ownership change, could have a material effect on the use of our net operating
loss carryforwards or other tax attributes, which could adversely affect our profitability.

We might be unable to adequately protect, and we mi  ght incur significant costs in enforcing, our intel lectual property and
other proprietary rights.

Our success depends in part on our ability to enforce our intellectual property and other proprietary rights. We rely on a
combination of trademark, trade secret, copyright, patent, and unfair competition laws, as well as license and access agreements
and other contractual provisions, to protect our intellectual property and other proprietary rights. In addition, we attempt to protect
our intellectual property and proprietary information by requiring employees and consultants to enter into confidentiality,
noncompetition, and assignment of inventions agreements. Our attempts to protect our intellectual property might be challenged by
others or invalidated through administrative process or litigation. While we have two U.S. patents granted and a number of
applications pending, we might not be able to obtain meaningful patent protection for our software. In addition, if any patents are
issued in the future, they might not provide us with any competitive advantages, or might be successfully challenged by third
parties. Agreement terms that address non-competition are difficult to enforce in many jurisdictions and might not be enforceable in
certain cases. To the extent that our intellectual property and other proprietary rights are not adequately protected, third parties
might gain access to our proprietary information, develop and market products or services similar to ours, or use trademarks similar
to ours, each of which could materially harm our business. Existing U.S. federal and state intellectual property laws offer only
limited protection. Moreover, the laws of other countries in which we might in the future conduct operations or contract for services
might afford little or no effective protection of our intellectual property. The failure to adequately protect our intellectual property and
other proprietary rights could materially harm our business.

In addition, if we resort to legal proceedings to enforce our intellectual property rights or to determine the validity and scope
of the intellectual property or other proprietary rights of others, the proceedings could be burdensome and expensive, even if we
were to prevail. Any litigation that is necessary in the future could result in substantial costs and diversion of resources and could
have a material adverse effect on our business, operating results or financial condition.

We might be sued by third parties for alleged infri ngement of their proprietary rights.

The software and Internet industries are characterized by the existence of a large number of patents, trademarks, and
copyrights and by frequent litigation based on allegations of infringement or other violations of intellectual property rights. We have
received in the past, and might receive in the
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future, communications from third parties claiming that we have infringed the intellectual property rights of others. Our technologies
might not be able to withstand any third-party claims or rights against their use. Any intellectual property claims, with or without
merit, could be time-consuming and expensive to resolve, divert management attention from executing our business plan, and
require us to pay monetary damages or enter into royalty or licensing agreements. In addition, many of our contracts contain
warranties with respect to intellectual property rights, and most require us to indemnify our clients for third-party intellectual property
infringement claims, which would increase the cost to us of an adverse ruling on such a claim.

Moreover, any settlement or adverse judgment resulting from such a claim could require us to pay substantial amounts of
money or obtain a license to continue to use the software or information that is the subject of the claim, or otherwise restrict or
prohibit our use of it. We might not be able to obtain a license on commercially reasonable terms, if at all, from third parties
asserting an infringement claim; we might not be able to develop alternative technology on a timely basis, if at all; and we might not
be able to obtain a license to use a suitable alternative technology to permit us to continue offering, and our clients to continue
using, our affected services. Accordingly, an adverse determination could prevent us from offering our services to others.

Failure to adequately expand our direct sales force will impede our growth.

We believe that our future growth will depend on the continued development of our direct sales force and its ability to obtain
new customers and to manage our existing customer base. ldentifying and recruiting qualified personnel and training them in the
use of our software requires significant time, expense, and attention. It can take six months or longer before a new sales
representative is fully trained and productive. Our business may be adversely affected if our efforts to expand and train our direct
sales force do not generate a corresponding increase in revenues. In particular, if we are unable to hire and develop sufficient
numbers of productive direct sales personnel or if new direct sales personnel are unable to achieve desired productivity levels in a
reasonable period of time, sales of our products and services will suffer and our growth will be impeded.

Any future litigation against us could be costly an d time-consuming to defend.

We may become subject, from time to time, to legal proceedings and claims that arise in the ordinary course of business
such as claims brought by our clients in connection with commercial disputes or employment claims made by our current or former
associates. Litigation might result in substantial costs and may divert management’s attention and resources, which might seriously
harm our business, overall financial condition, and operating results. Insurance might not cover such claims, might not provide
sufficient payments to cover all the costs to resolve one or more such claims, and might not continue to be available on terms
acceptable to us. A claim brought against us that is uninsured or underinsured could result in unanticipated costs, thereby reducing
our operating results and leading analysts or potential investors to reduce their expectations of our performance, which could
reduce the trading price of our stock.
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If we acquire companies or technologies in the futu re, they could prove difficult to integrate, disrup t our business, dilute
stockholder value, and adversely affect our operati ng results and the value of our common stock.

As part of our business strategy, we might acquire, enter into joint ventures with, or make investments in complementary
companies, services, and technologies in the future. For example, in 2010, we acquired 100% of the net assets of Beninform
Holdings, Inc., including its wholly owned subsidiary Benefit Informatics, Inc., and the intellectual property assets of BeliefNetworks,
Inc. We spent considerable time, effort, and money pursuing these companies and successfully integrating them into our business.
Acquisitions and investments involve numerous risks, including:

» difficulties in identifying and acquiring products, technologies or businesses that will help our business;
« difficulties in integrating operations, technologies, services and personnel,

* diversion of financial and managerial resources from existing operations;

 risk of entering new markets in which we have little to no experience; and

» delays in customer purchases due to uncertainty and the inability to maintain relationships with customers of the acquired
businesses.

If we fail to properly evaluate acquisitions or investments, we might not achieve the anticipated benefits of any such
acquisitions, we might incur costs in excess of what we anticipate, and management resources and attention might be diverted from
other necessary or valuable activities.

We might require additional capital to support busi ness growth, and this capital might not be availabl e.

We intend to continue to make investments to support our business growth and might require additional funds to respond to
business challenges or opportunities, including the need to develop new products and services or enhance our existing services,
enhance our operating infrastructure, and acquire complementary businesses and technologies. Accordingly, we might need to
engage in equity or debt financings to secure additional funds. If we raise additional funds through further issuances of equity or
convertible debt securities, our existing stockholders could suffer significant dilution, and any new equity securities we issue could
have rights, preferences and privileges superior to those of holders of our common stock. Any debt financing secured by us in the
future could involve restrictive covenants relating to our capital-raising activities and other financial and operational matters, which
might make it more difficult for us to obtain additional capital and to pursue business opportunities, including potential acquisitions.
In addition, we might not be able to obtain additional financing on terms favorable to us, if at all. If we are unable to obtain adequate
financing or financing on terms satisfactory to us when we require it, our ability to continue to support our business growth and to
respond to business challenges could be significantly limited.
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Future sales to customers outside the United States or with international operations might expose us t o risks inherent in
international sales which, if realized, could adver  sely affect our business.

An element of our growth strategy is to expand internationally. Operating in international markets requires significant
resources and management attention and will subject us to regulatory, economic, and political risks that are different from those in
the United States. Because of our limited experience with international operations, our international expansion efforts might not be
successful in creating demand for our products and services outside of the United States or in effectively selling our solutions in the
international markets we enter. In addition, we will face risks in doing business internationally that could adversely affect our
business, including:

* the need to localize and adapt our solutions for specific countries, including translation into foreign languages and
associated expenses;

» data privacy laws which require that customer data be stored and processed in a designated territory;

« difficulties in staffing and managing foreign operations;

» different pricing environments, longer sales cycles and longer accounts receivable payment cycles and collections issues;
* new and different sources of competition;

» weaker protection for intellectual property and other legal rights than in the United States and practical difficulties in
enforcing intellectual property and other rights outside of the United States;

* laws and business practices favoring local competitors;

¢ compliance challenges related to the complexity of multiple, conflicting and changing governmental laws and regulations,
including employment, tax, privacy, and data protection laws and regulations;

* increased financial accounting and reporting burdens and complexities;
* restrictions on the transfer of funds;

* adverse tax consequences; and

* unstable regional economic and political conditions.

If we denominate our international contracts in local currencies, fluctuations in the value of the U.S. dollar and foreign
currencies might impact our operating results when translated into U.S. dollars.

Risks Related to Our Products and Services Offering s

If our security measures are breached or fail, and unauthorized persons gain access to customers’ and consumers’ data,
our products and services might be perceived as not being secure, customers and consumers might curtai | or stop using
our products and services, and we might incur signi ficant liabilities.

Our products and services involve the storage and transmission of customers’ and consumers’ confidential information,
which may include sensitive individually identifiable information that is subject to stringent legal and regulatory obligations. Because
of the sensitivity of this information, security features of our software are very important. If our security measures are breached or
fail and/or are bypassed as a result of third-party action, employee error, malfeasance, or otherwise, someone might be able to
obtain unauthorized access to our customers’ confidential information and/or patient data.
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As a result, our reputation could be damaged, our business might suffer, information might be lost, and we could face damages for
contract breach, penalties for violation of applicable laws or regulations, and significant costs for remediation and remediation
efforts to prevent future occurrences.

In addition, we rely on various third parties, including employers’ HR departments, carriers, and other third-party service
providers and consumers themselves, as users of our system for key activities to protect and promote the security of our systems
and the data and information accessible within them, such as administration of enroliment, consumer status changes, claims, and
billing. On occasion, people have failed to perform these activities. For example, employers sometimes have failed to terminate the
login/password of former employees, or permitted current employees to share login/passwords. When we become aware of such
breaches, we work with employers to terminate inappropriate access and provide additional instruction in order to avoid the
reoccurrence of such problems. Although to date these breaches have not resulted in claims against us or in material harm to our
business, failures to perform these activities might result in claims against us, which could expose us to significant expense, legal
liability, and harm to our reputation, which might result in loss of business.

Because techniques used to obtain unauthorized access or to sabotage systems change frequently and generally are not
recognized until launched against a target, we might not be able to anticipate these techniques or to implement adequate
preventive measures. If an actual or perceived breach of our security occurs, the market perception of the effectiveness of our
security measures could be harmed and we could lose sales and customers. Any significant violations of data privacy could result
in the loss of business, litigation and regulatory investigations and penalties that could damage our reputation and adversely impact
our results of operations and financial condition. In addition, our customers might authorize or enable third parties to access their
information and data that is stored on our systems. Because we do not control such access, we cannot ensure the complete
integrity or security of such data in our systems.

Failure by our customers to obtain proper permissio ns and waivers might result in claims against us or may limit or
prevent our use of data, which could harm our busin ess.

We require our customers to provide necessary notices and to obtain necessary permissions and waivers for use and
disclosure of information on the Benefitfocus platform, and we require contractual assurances from them that they have done so
and will do so. If, however, despite these requirements and contractual obligations, our customers do not obtain necessary
permissions and waivers, then our use and disclosure of information that we receive from them or on their behalf might be limited or
prohibited by state or federal privacy laws or other laws. This could impair our functions, processes and databases that reflect,
contain, or are based upon such data and might prevent use of such data. In addition, this could interfere with, or prevent creation
or use of, rules, analyses, or other data-driven activities that benefit us and our business. Moreover, we might be subject to claims
or liability for use or disclosure of information by reason of lack of valid notices, agreements, permissions or waivers. These claims
or liabilities could subject us to unexpected costs and adversely affect our operating results.

Our proprietary software might not operate properly , which could damage our reputation, give rise to ¢ laims against us, or
divert application of our resources from other purp oses, any of which could harm our business and oper ating results.

Proprietary software development is time-consuming, expensive, and complex. Unforeseen difficulties can arise. We might
encounter technical obstacles, and it is possible that we discover problems that prevent our proprietary applications from operating
properly. If they do not function reliably or fail to achieve customer expectations in terms of performance, customers could assert
liability claims against us and/or attempt to cancel their contracts with us. This could damage our reputation and impair our ability to
attract or maintain customers.
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Moreover, benefits management software as complex as ours has in the past contained, and may in the future contain, or
develop, undetected defects or errors. Material performance problems or defects in our products and services might arise in the
future. Errors might result from the interface of our services with legacy systems and data, which we did not develop and the
function of which is outside of our control. Defects or errors might arise in our existing or new software or service processes.
Because changes in employer, carrier, and legal requirements and practices relating to benefits are frequent, we are continuously
discovering defects and errors in our software and service processes compared against these requirements and practices.
Undiscovered vulnerabilities could expose our software to unscrupulous third parties who develop and deploy software programs
that could attack our software or result in unauthorized access to customer data. Defects and errors and any failure by us to identify
and address them could result in loss of revenue or market share, liability to customers or others, failure to achieve market
acceptance or expansion, diversion of development and other resources, injury to our reputation, and increased service and
maintenance costs. Defects or errors in our product or service processes might discourage existing or potential customers from
purchasing services from us. Correction of defects or errors could prove to be impossible or impracticable. The costs incurred in
correcting any defects or errors or in responding to resulting claims or liability might be substantial and could adversely affect our
operating results.

In addition, customers that rely on our products and services to collect, manage, and report benefits data might have a
greater sensitivity to service errors and security vulnerabilities than customers of software products in general. We market and sell
services that, among other things, provide information to assist care providers in tracking and treating ill patients. Any operational
delay in or failure of our software service processes might result in the disruption of patient care and could cause harm to our
business and operating results.

Our customers might assert claims against us in the future alleging that they suffered damages due to a defect, error, or
other failure of our product or service processes. A product liability claim or errors or omissions claim could subject us to significant
legal defense costs and adverse publicity regardless of the merits or eventual outcome of such a claim.

Various events could interrupt customers’ access to the Benefitfocus platform, exposing us to signific ant costs.

The ability to access the Benefitfocus platform is critical to our customers. Our operations and facilities are vulnerable to
interruption and/or damage from a humber of sources, many of which are beyond our control, including, without limitation: (i) power
loss and telecommunications failures, (ii) fire, flood, hurricane, and other natural disasters, (iii) software and hardware errors,
failures or crashes in our own systems or in other systems, (iv) computer viruses, denial-of-service attacks, hacking and similar
disruptive problems in our own systems and in other systems, and (v) civil unrest, war, and/or terrorism. We have implemented
various measures to protect against interruptions of customers’ access to our platform. If customers’ access is interrupted because
of problems in the operation of our facilities, we could be exposed to significant claims by customers, particularly if the access
interruption is associated with problems in the timely delivery of funds due to customers or medical information relevant to patient
care. Our plans for disaster recovery and business continuity rely on third-party providers of related services. If those vendors fail
us at a time when our systems are not operating correctly, we could incur a loss of revenue and liability for failure to fulfill our
obligations. Any significant instances of system downtime could negatively affect our reputation and ability to retain customers and
sell our services, which would adversely impact our revenue.

In addition, retention and availability of patient care and physician reimbursement data are subject to federal and state laws
governing record retention, accuracy, and access. Some laws impose
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obligations on our customers and on us to produce information for third parties and to amend or expunge data at their direction. Our
failure to meet these obligations might result in liability, which could increase our costs and reduce our operating results.

We rely on data center providers, internet infrastr ~ ucture, bandwidth providers, third-party computer h ardware and
software, other third parties, and our own systems for providing services to our customers, and any fa ilure or interruption
in the services provided by these third parties or our own systems could expose us to litigation and n egatively impact our
relationships with customers, adversely affecting o ur brand and our business.

We serve all our customers from two data centers, one located in Raleigh, North Carolina and the other located in Charlotte,
North Carolina. While we control and have access to our servers, we do not control the operation of these facilities. The owners of
our data center facilities have no obligation to renew their agreements with us on commercially reasonable terms, or at all. If we are
unable to renew these agreements on commercially reasonable terms, or if one of our data center operators is acquired, we may be
required to transfer our servers and other infrastructure to new data center facilities, and we may incur significant costs and
possible service interruption in connection with doing so. Problems faced by our third-party data center locations, with the
telecommunications network providers with whom we or they contract, or with the systems by which our telecommunications
providers allocate capacity among their customers, including us, could adversely affect the experience of our customers. Our third-
party data centers operators could decide to close their facilities without adequate notice. In addition, any financial difficulties, such
as bankruptcy faced by our third-party data centers operators or any of the service providers with whom we or they contract may
have negative effects on our business, the nature and extent of which are difficult to predict.

In addition, our ability to deliver our web-based services depends on the development and maintenance of the infrastructure
of the Internet by third parties. This includes maintenance of a reliable network backbone with the necessary speed, data capacity,
bandwidth capacity, and security. Our services are designed to operate without interruption in accordance with our service level
commitments. However, we have experienced and expect that we will experience future interruptions and delays in services and
availability from time to time. In the event of a catastrophic event with respect to one or more of our systems, we may experience an
extended period of system unavailability, which could negatively impact our relationship with customers. To operate without
interruption, both we and our service providers must guard against:

* damage from fire, power loss, natural disasters and other force majeure events outside our control;

e communications failures;

» software and hardware errors, failures, and crashes;

* security breaches, computer viruses, hacking, denial-of-service attacks, and similar disruptive problems; and

* other potential interruptions.

We also rely on computer hardware purchased or leased and software licensed from third parties in order to offer our
services, including software from Oracle Corporation and Microsoft Corporation, and routers and network equipment from Cisco
and Hewlett-Packard Company. These licenses are generally commercially available on varying terms. However, it is possible that
this hardware and software might not continue to be available on commercially reasonable terms, or at all. Any loss of the right to

use any of this hardware or software could result in delays in the provisioning of our services until equivalent technology is either
developed by us, or, if available, is identified, obtained and integrated.
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We exercise limited control over third-party vendors, which increases our vulnerability to problems with technology and
information services they provide. Interruptions in our network access and services might in connection with third-party technology
and information services reduce our revenue, cause us to issue refunds to customers for prepaid and unused subscription services,
subject us to potential liability, or adversely affect our renewal rates. Although we maintain insurance for our business, the coverage
under our policies might not be adequate to compensate us for all losses that may occur. In addition, we might not be able to
continue to obtain adequate insurance coverage at an acceptable cost, if at all.

The use of open source software in our products and solutions may expose us to additional risks and ha rm our
intellectual property rights.

Some of our products and solutions use or incorporate software that is subject to one or more open source licenses. Open
source software is typically freely accessible, usable, and modifiable. Certain open source software licenses require a user who
intends to distribute the open source software as a component of the user’s software to disclose publicly part or all of the source
code to the user’s software. In addition, certain open source software licenses require the user of such software to make any
derivative works of the open source code available to others on potentially unfavorable terms or at no cost.

The terms of many open source licenses to which we are subject have not been interpreted by U.S. or foreign courts.
Accordingly, there is a risk that those licenses could be construed in a manner that imposes unanticipated conditions or restrictions
on our ability to commercialize our solutions. In that event, we could be required to seek licenses from third parties in order to
continue offering our products or solutions, to re-develop our products or solutions, to discontinue sales of our products or
solutions, or to release our proprietary software code under the terms of an open source license, any of which could harm our
business. Further, given the nature of open source software, it may be more likely that third parties might assert copyright and other
intellectual property infringement claims against us based on our use of these open source software programs.

While we monitor the use of all open source software in our products, solutions, processes, and technology and try to ensure
that no open source software is used in such a way as to require us to disclose the source code to the related product or solution
when we do not wish to do so, it is possible that such use may have inadvertently occurred in deploying our proprietary solutions. In
addition, if a third-party software provider has incorporated certain types of open source software into software we license from
such third party for our products and solutions without our knowledge, we could, under certain circumstances, be required to
disclose the source code to our products and solutions. This could harm our intellectual property position and our business, results
of operations, and financial condition.

Risks Related to Regulation

Government regulation of the areas in which we oper  ate creates risks and challenges with respect to ou r compliance
efforts and our business strategies.

The employee benefits industry is highly regulated and is subject to changing political, legislative, regulatory, and other
influences. Existing and new laws and regulations affecting the employee benefits industry could create unexpected liabilities for us,
cause us to incur additional costs and restrict our operations. These laws and regulations are complex and their application to
specific services and relationships are not clear. In particular, many existing laws and regulations affecting employee benefits, when
enacted, did not anticipate the services that we provide, and these laws and regulations might be applied to our services in ways
that we do not anticipate. Our failure to accurately anticipate the application of these laws and regulations, or our failure to comply,
could create liability for us, result in adverse publicity, and negatively affect our business. Some of the risks we face from the
regulation of employee benefits are as follows:

» Although numerous lawsuits challenged the constitutionality of the Patient Protection and Affordable Care Act, or PPACA,
the U.S. Supreme Court on June 28, 2012, upheld the
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constitutionality of PPACA except for provisions that would have allowed the U.S. Department of Health and Human
Services, or HHS, to penalize states that did not implement the Medicaid expansion with the loss of existing federal
Medicaid funding. While many of the provisions of PPACA will not be directly applicable to us, PPACA, as enacted, might
affect the business of many of our customers. Carriers and large employers might experience changes in the numbers of
individuals they insure as a result of Medicaid expansion and the creation of state and national exchanges, though it is
unclear how many states will decline to implement the Medicaid expansion or adopt state-specific exchanges. Although
we are unable to predict with any reasonable certainty or otherwise quantify the likely impact of PPACA on our business
model, financial condition, or results of operations, changes in the business of our customers and the number of
individuals they insure may negatively impact our business.

* False or Fraudulent Claim Laws . There are numerous federal and state laws that forbid submission of false information
or the failure to disclose information in connection with submission and payment of claims for reimbursement from the
government. In some cases, these laws also forbid abuse of existing systems for such submission and payment. Although
our business operations are generally not subject to these laws and regulations, any contract we have with a government
entity requires us to comply with these laws and regulations. Any failure of our services to comply with these laws and
regulations could result in substantial liability, including but not limited to criminal liability, could adversely affect demand
for our services, and could force us to expend significant capital, research and development, and other resources to
address the failure. Any determination by a court or regulatory agency that our services with government clients violate
these laws and regulations could subject us to civil or criminal penalties, invalidate all or portions of some of our
government client contracts, require us to change or terminate some portions of our business, require us to refund
portions of our services fees, cause us to be disqualified from serving not only government clients but also all clients doing
business with government payers, and have an adverse effect on our business.

* HIPAA and Other Privacy and Security Requirements.  There are numerous U.S. federal and state laws and regulations
related to the privacy and security of personal health information. In particular, regulations promulgated pursuant to the
Health Insurance Portability and Accountability Act of 1996, or HIPAA, established privacy and security standards that limit
the use and disclosure of individually identifiable health information, and require the implementation of administrative,
physical, and technological safeguards to ensure the confidentiality, integrity, and availability of individually identifiable
health information in electronic form. Health plans, healthcare clearinghouses, and most providers are considered by the
HIPAA regulations to be “Covered Entities”. With respect to our operations as a healthcare clearinghouse, we are directly
subject to the privacy regulations established under HIPAA, or Privacy Standards, and the security regulations established
under HIPAA, or Security Standards. In addition, our carrier customers, or payors, are considered to be Covered Entities
and are required to enter into written agreements with us, known as Business Associate Agreements, under which we are
considered to be a “Business Associate” and that require us to safeguard individually identifiable health information and
restrict how we may use and disclose such information. The American Recovery and Reinvestment Act of 2009, or ARRA,
and the HIPAA Omnibus Final Rules extended the direct application of certain provisions of the Privacy Standards and
Security Standards to us when we are functioning as a Business Associate of our carrier customers. ARRA and the
HIPAA Omnibus Final Rule also subject Business Associates to direct oversight and audit by the HHS.

Violations of the Privacy Standards and Security Standards might result in civil and criminal penalties, and ARRA
increased the penalties for HIPAA violations and strengthened the enforcement provisions of HIPAA. For example, ARRA
authorizes state attorneys general to bring civil actions seeking either injunctions or damages in response to violations of
Privacy Standards and Security Standards that threaten the privacy of state residents.
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We might not be able to adequately address the business risks created by HIPAA implementation. Furthermore, we are
unable to predict what changes to HIPAA or other laws or regulations might be made in the future or how those changes
could affect our business or the costs of compliance.

Some payors and clearinghouses interpret HIPAA transaction requirements differently than we do. Where payors or
clearinghouses require conformity with their interpretations as a condition of a successful transaction, we seek to comply
with their interpretations.

In addition to the Privacy Standards and Security Standards, most states have enacted patient confidentiality laws that
protect against the disclosure of confidential medical and/or health information, and many states have adopted or are
considering further legislation in this area, including privacy safeguards, security standards, and data security breach
notification requirements. Such state laws, if more stringent than HIPAA requirements, are not preempted by the federal
requirements and we are required to comply with them.

Failure by us to comply with any state standards regarding patient privacy may subject us to penalties, including civil
monetary penalties and, in some circumstances, criminal penalties. Such failure may injure our reputation and adversely
affect our ability to retain customers and attract new customers.

* Medicare and Medicaid Regulatory Requirements . We have contracts with insurance carriers who offer Medicare
Managed Care (also known as Medicare Advantage or Medicare Part C) and Medicaid Managed Care benefits plans. We
also have contracts with insurance carriers who offer Medicare prescription drug benefits (also known as Medicare Part D)
plans. The activities of the Medicare plans are regulated by the Centers for Medicare & Medicaid Services, or CMS, the
federal agency that provides oversight of the Medicare and Medicaid programs. The Medicaid Managed Care plans are
regulated by both CMS and the individual states where the plans are offered. Some of the activities that we might perform,
such as the enrollment of beneficiaries, may be subject to CMS and/or state regulation, and such regulations may force us
to change the way we do business or otherwise restrict our ability to provide services to such plans. Moreover, the
regulatory environment with respect to these programs has become, and will likely continue to become, increasingly
complex.

* Financial Services-Related Laws and Rules . Financial services and electronic payment processing services are subject
to numerous laws, regulations and industry standards, some of which might impact our operations and subject us, our
vendors, and our customers to liability as a result of the payment distribution and processing solutions we offer. Although
we do not act as a bank, we offer solutions that involve banks, or vendors who contract with banks and other regulated
providers of financial services. As a result, we might be impacted by banking and financial services industry laws,
regulations, and industry standards, such as licensing requirements, solvency standards, requirements to maintain the
privacy and security of nonpublic personal financial information, and Federal Deposit Insurance Corporation deposit
insurance limits. In addition, our patient billing and payment distribution and processing solutions might be impacted by
payment card association operating rules, certification requirements, and rules governing electronic funds transfers. If we
fail to comply with applicable payment processing rules or requirements, we might be subject to fines and changes in
transaction fees and may lose our ability to process credit and debit card transactions or facilitate other types of billing and
payment solutions. Moreover, payment transactions processed using the Automated Clearing House Network, or ACH,
are subject to network operating rules promulgated by the National Automated Clearing House Association and to various
federal laws regarding such operations, including laws pertaining to electronic funds transfers, and these rules and laws
might impact our billing and payment solutions. Further, our solutions might impact the ability of our payor customers to
comply with state prompt payment laws. These laws require payors to pay healthcare claims meeting the statutory or
regulatory definition of a “clean claim” within a specified time frame.

34



Table of Contents

* Insurance Broker Laws . Insurance laws in the United States are often complex, and states have broad authority to
adopt regulations regarding brokerage activities. These regulations typically include the licensing of insurance brokers and
agents and govern the handling and investment of client funds held in a fiduciary capacity. Although we believe our
activities do not currently constitute the provision of insurance brokerage services, regulations may change from state to
state, which could require us to comply with such expanded regulations.

* ERISA. The Employee Retirement Income Security Act of 1974, as amended, or ERISA, regulates how employee
benefits are provided to or through certain types of employer-sponsored health benefits plans. ERISA is a set of laws and
regulations that is subject to periodic interpretation by the U.S. Department of Labor as well as the federal courts. In some
circumstances, and under certain customer contracts, we might be deemed to have assumed duties that make us an
ERISA fiduciary, and thus be required to carry out our operations in a manner that complies with ERISA in all material
respects. We believe that our current operations do not render us subject to ERISA fiduciary obligations, and therefore
that we are in material compliance with ERISA and that any such compliance does not currently have a material adverse
effect on our operations. However, there can be no assurance that continuing ERISA compliance efforts or any future
changes to ERISA will not have a material adverse effect on us.

e Third-Party Administrator Laws . Numerous states in which we do business have adopted regulations governing entities
engaged in third-party administrator, or TPA, activities. TPA regulations typically impose requirements regarding
enroliment into benefits plans, claims processing and payments, and the handling of customer funds. Although we do not
believe we are currently acting as a TPA, changes in state regulations could result in us being obligated to comply with
such regulations, which might require us to obtain licenses to provide TPA services in such states.

We are subject to banking regulations that may limi t our business activities.

The Goldman Sachs Group, affiliates of which owned approximately 46.5% of the voting and economic interest in our
business at December 31, 2013, is regulated as a bank holding company and a financial holding company under the Bank Holding
Company Act of 1956, as amended, or the BHC Act. The BHC Act imposes regulations and requirements on The Goldman Sachs
Group and on any company that is deemed to be controlled by The Goldman Sachs Group under the BHC Act and the regulations
of the Board of Governors of the Federal Reserve System, or the Federal Reserve. Due to the size of its voting and economic
interest, we are deemed to be controlled by The Goldman Sachs Group and are therefore considered to be a “subsidiary” of The
Goldman Sachs Group under the BHC Act. We will remain subject to this regulatory regime until The Goldman Sachs Group is no
longer deemed to control us for purposes of the BHC Act, which we do not generally have the ability to control and which will not
occur until The Goldman Sachs Group has significantly reduced its voting and economic interest in us.

As a controlled subsidiary of The Goldman Sachs Group, we are restricted from engaging in activities that are not
permissible under the BHC Act, or the rules and regulations promulgated thereunder. Permitted activities for a bank holding
company or any controlled subsidiary generally include activities that the Federal Reserve has previously determined to be closely
related to banking, financial in nature or incidental or complementary to financial activities, including data processing services such
as those that we provide with our software solutions. Restrictions placed on The Goldman Sachs Group as a result of supervisory
or enforcement actions under the BHC Act or otherwise may restrict us or our activities in certain circumstances, even if these
actions are unrelated to our conduct or business. Further, as a result of being subject to regulation and supervision by the Federal
Reserve, we may be required to obtain the prior approval of the Federal Reserve before
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engaging in certain new activities or businesses, whether organically or by acquisition. The Federal Reserve could exercise its
power to restrict us from engaging in any activity that, in the Federal Reserve’s opinion, is unauthorized or constitutes an unsafe or
unsound business practice. To the extent that these regulations impose limitations on our business, we could be at a competitive
disadvantage because some of our competitors are not subject to these limitations.

Additionally, any failure of The Goldman Sachs Group to maintain its status as a financial holding company could result in
further limitations on our activities and our growth. In particular, our permissible activities could be restricted to only those that
constitute banking or activities closely related to banking. The Goldman Sachs Group’s loss of its financial holding company status
could be caused by several factors, including any failure by The Goldman Sachs Group’s bank subsidiaries to remain sufficiently
capitalized, by any examination downgrade of one of The Goldman Sachs Group’s bank subsidiaries, or by any failure of one of
The Goldman Sachs Group’s bank subsidiaries to maintain a satisfactory rating under the Community Reinvestment Act. In
addition, the Dodd-Frank Wall Street Reform and Consumer Protection Act, or Dodd-Frank Act, broadened the requirements for
maintaining financial holding company status by also requiring the holding company to remain “well capitalized” and “well
managed”. We have no ability to prevent such occurrences from happening.

As a subsidiary of a bank holding company, we are subject to examination by the Federal Reserve and required to provide
information and reports for use by the Federal Reserve under the BHC Act. In addition, we may be subject to regulatory oversight
and examination because we are a technology service provider to regulated financial institutions. The Federal Reserve may also
impose substantial fines and other penalties for violations of applicable banking laws, regulations and orders. Further, the Dodd-
Frank Act, including Title VI thereunder known as the “Volcker Rule”, and related financial regulatory reform call for the issuance of
numerous regulations designed to increase and strengthen the regulation of bank holding companies, including The Goldman
Sachs Group and its affiliates. U.S. financial regulators approved the final rules to implement the Volcker Rule in December 2013.
The Volker Rule, in relevant part, restricts banking entities from proprietary trading (subject to certain exemptions) and from
acquiring or retaining any equity, partnership or other interests in, or sponsoring, a private equity fund, subject to satisfying certain
conditions, and from engaging in certain transactions with funds.

We have agreed to certain covenants for the benefit of The Goldman Sachs Group that are intended to facilitate its
compliance with the BHC Act, but that may impose certain obligations on our company. In particular, The Goldman Sachs Group
has rights to conduct audits on, and access certain information of, our company and certain rights to review the policies and
procedures that we implement to comply with the laws and regulations that relate to our activities. In addition, we are obligated to
provide The Goldman Sachs Group with notice of certain events and business activities and cooperate with The Goldman Sachs
Group to mitigate potential adverse consequences resulting therefrom.

Potential regulatory requirements placed on our sof tware, services, and content could impose increased costs on us,
delay or prevent our introduction of new service ty pes, and impair the function or value of our existi ng service types.

Our products and services are and are likely to continue to be subject to increasing regulatory requirements in a number of
ways. As these requirements proliferate, we must change or adapt our products and services to comply. Changing regulatory
requirements might render our services obsolete or might block us from accomplishing our work or from developing new services.
This might in turn impose additional costs upon us to comply or to further develop our products and services. It might also make
introduction of new product or service types more costly or more time-consuming than we currently anticipate. It might even prevent
introduction by us of new products or services or cause the continuation of our existing products or services to become unprofitable
or impossible.
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Potential government subsidy of services similar to ours, or creation of a single payor system, might reduce customer
demand.

Recently, entities including brokers and U.S. federal and state governments have offered to subsidize adoption of online
benefits platforms or clearinghouses. In addition, federal regulations have been changed to permit such subsidy from additional
sources subject to certain limitations. To the extent that we do not qualify or participate in such subsidy programs, demand for our
services might be reduced, which may decrease our revenue. In addition, prior proposals regarding healthcare reform have
included the concept of creation of a single payor for healthcare insurance. This kind of consolidation of critical benefits activity
could negatively impact the demand for our services.

Our services present the potential for embezzlement | identity theft, or other similar illegal behavior by our associates with
respect to third parties.

Among other things, certain services offered by us involve collecting payment information from individuals, and this
frequently includes check and credit card information. Even though we do not handle direct payments, our services also involve the
use and disclosure of personal and business information that could be used to impersonate third parties, commit identity theft, or
otherwise gain access to their data or funds. If any of our associates take, convert, or misuse such funds, documents, or data, we
could be liable for damages, and our business reputation could be damaged or destroyed. Moreover, if we fail to adequately
prevent third parties from accessing personal and/or business information and using that information to commit identity theft, we
might face legal liabilities and other losses than can have a negative impact on our business.

Risks Related to Ownership of Our Common Stock

Our stock price might be volatile or might decline regardless of our operating performance, and you mi ght not be able to
resell your shares at or above the price at whichy  ou purchase it.

The stock market historically has experienced extreme price and volume fluctuations. As a result of this volatility, you might
not be able to sell your common stock at or above the price at which you purchase it. The public market for our stock is very new,
and the trading price of our common stock might fluctuate significantly in response to various factors, some of which are beyond our
control. These factors include:

* our operating performance and the operating performance of similar companies;

* the overall performance of the equity markets;

* announcements by us or our competitors of acquisitions, business plans, or commercial relationships;
* threatened or actual litigation;

* changes in laws or regulations relating to the sale of health insurance;

* any major change in our board of directors or management;

* publication of research reports or news stories about us, our competitors, or our industry, or positive or negative
recommendations or withdrawal of research coverage by securities analysts;

* large volumes of sales of our shares of common stock by existing stockholders; and
* general political and economic conditions.

In addition, the stock market in general, and the market for Internet-related companies in particular, has experienced extreme
price and volume fluctuations that have often been unrelated or disproportionate to the operating performance of those companies.
These fluctuations might be even more pronounced in the relatively new trading market for our stock. Additionally, securities class
action
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litigation has often been instituted against companies following periods of volatility in the overall market and in the market price of a
company’s securities. This litigation, if instituted against us, could result in substantial costs, divert our management’s attention and
resources, and harm our business, operating results, and financial condition.

We do not currently intend to pay dividends on our common stock and, consequently, your ability to ach ieve a return on
your investment will depend on appreciation in the price of our common stock.

We have never declared or paid any cash dividends on our common stock and do not currently intend to do so for the
foreseeable future. We currently intend to invest our future earnings, if any, to fund our growth. Therefore, you are not likely to
receive any dividends on your common stock for the foreseeable future, and the success of an investment in shares of our common
stock will depend upon future appreciation in its value, if any. There is no guarantee that shares of our common stock will
appreciate in value or even maintain the price at which our stockholders purchased their shares.

Our stock price could decline due to the large numb er of outstanding shares of our common stock eligib le for future sale.

Sales of a substantial number of shares of our common stock in the public market or the market perception that the holder or
holders of a large number of shares intend to sell shares, could reduce the market price of our common stock. These sales could
also make it more difficult for us to sell equity or equity-related securities in the future at a time and price that we deem appropriate.

As of December 31, 2013, we had an aggregate of 24,495,651 shares of common stock outstanding. Of these shares,
approximately 18,768,882 shares became eligible for sale on March 16, 2014, upon the expiration of lock-up agreements with the
underwriters for our IPO, subject in some cases to volume and other restrictions of Rule 144 and Rule 701 under the Securities Act.
As of December 31, 2013, there were outstanding options, restricted stock units and a warrant to purchase 3,656,495 shares of our
common stock that, if exercised, will result in these additional shares becoming available for sale subject in some cases to Rule 144
and Rule 701 under the Securities Act. On November 12, 2013, we also registered an aggregate of 6,249,766 shares of our
common stock that we may issue under our stock plans. These shares can be freely sold in the public market upon issuance,
unless they are held by “affiliates”, as that term is defined in Rule 144 of the Securities Act. If a large number of these shares are
sold in the public market, the sales could reduce the trading price of our common stock.

We have broad discretion in the use of the net proc  eeds we received from our IPO and might not use the  m effectively.

Our management has broad discretion to use the net proceeds from our IPO, and you will be relying on the judgment of our
management regarding the application of these proceeds. Our management might not apply the net proceeds of our initial public
offering, or IPO, in ways that increase the value of your investment. Until we use the net proceeds from our IPO, we plan to invest
them, and these investments may not yield a favorable rate of return. If we do not invest or apply the net proceeds from our IPO in
ways that enhance stockholder value, we may fail to achieve expected financial results, which could cause our stock price to
decline.

A limited number of stockholders will have the abil ity to influence the outcome of director elections and other matters
requiring stockholder approval.

As of December 31, 2013, our directors, executive officers, and their affiliated entities beneficially owned more than 75.0% of
our outstanding common stock. In particular, GS Capital Partners VI Parallel, L.P., GS Capital Partners VI Offshore Fund, L.P., GS
Capital Partners VI Fund, L.P., and GS Capital Partners VI GmbH & CO. KG, which are affiliates of Goldman, Sachs & Co. and
which we refer
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to as the Goldman Funds, collectively beneficially owned approximately 46.5%. These stockholders, if they act together, could exert
substantial influence over matters requiring approval by our stockholders, including the amendment of our restated certificate of
incorporation and amended and restated bylaws, and the approval of mergers or other business combination transactions. For
example, our amended and restated bylaws provide that so long as The Goldman Sachs Group, Inc. and its affiliates own,
collectively, at least 35% of our common stock, we may not amend, without the written consent of the Goldman Sachs Group,
provisions in our restated certificate of incorporation or our amended and restated bylaws related to the ability of our stockholders to
act by written consent, the procedures by which our stockholders may call a special meeting of stockholders, and the classification
of our board of directors into three classes.

Additionally, the Goldman Funds, Oak Investment Partners XlI, L.P., Mason R. Holland, Jr., our Executive Chairman and a
director, and Shawn A. Jenkins, our President and Chief Executive Officer and a director, entered into a voting agreement for the
election of directors. As of December 31, 2013, these stockholders collectively beneficially owned more than 75.0% of our common
stock. Pursuant to the voting agreement, the parties agree to vote all of their shares to elect two directors nominated by the
Goldman Funds, one director nominated by Oak Investment Partners, and each of Messrs. Holland and Jenkins to our board of
directors. As a result, these stockholders will have significant influence on the outcome of director elections. This concentration of
ownership might discourage, delay, or prevent a change in control of our company, which could deprive our stockholders of an
opportunity to receive a premium for their stock as part of a sale of our company and might reduce our stock price. These actions
may be taken even if they are opposed by other stockholders.

We are a “controlled company” within the meaning of the NASDAQ Stock Market listing rules, and take ad  vantage of
exemptions from certain corporate governance requir ements.

As of December 31, 2013, approximately 75.0% of the voting power of our outstanding common stock was beneficially
owned by a group of our significant stockholders consisting of Oak Investment Partners XIlI, L.P., the Goldman Funds, and Messrs.
Holland and Jenkins. Under the NASDAQ Stock Market listing rules, a company of which more than 50% of the voting power is held
by an individual, group or another company is a “controlled company” and is exempt from the corporate governance requirements
that a majority of our directors be independent, as defined in the NASDAQ Stock Market listing rules, and that our compensation
and nominating and corporate governance committees consist entirely of independent directors. We rely on the “controlled
company” exemption under the NASDAQ Stock Market listing rules. As a result, a majority of the members of our Board of
Directors are not independent directors and our nominating and corporate governance and compensation committees do not
consist entirely of independent directors. While we remain a controlled company and during any transition period following a time
when we are no longer a controlled company, you will not have the same protections afforded to stockholders of companies that
are subject to all of the NASDAQ Stock Market’s corporate governance requirements.

Provisions in our certificate of incorporation and bylaws and Delaware law might discourage, delay, or prevent a change
in control of our company or changes in our managem ent and, therefore, depress the trading price of ou  r common stock.

Provisions of our certificate of incorporation and bylaws and Delaware law might discourage, delay, or prevent a merger,
acquisition, or other change in control that stockholders consider favorable, including transactions in which you might otherwise
receive a premium for your shares of our common stock. These provisions might also prevent or frustrate attempts by our
stockholders to replace or remove our management. These provisions include:

* limitations on the removal of directors;
* advance notice requirements for stockholder proposals and nominations;
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 limitations on the ability of stockholders to call special meetings;

* The Goldman Sachs Group and its affiliates cease to own at least 35% of our voting equity, the inability of stockholders to
act by written consent;

* the inability of stockholders to cumulate votes at any election of directors;

* the classification of our board of directors into three classes with only one class, representing approximately one-third of
our directors, standing for election at each annual meeting; and

* the ability of our board of directors to make, alter or repeal our bylaws.

Our Board of Directors has the ability to designate the terms of and issue new series of preferred stock without stockholder
approval. In addition, Section 203 of the Delaware General Corporation Law prohibits a publicly held Delaware corporation from
engaging in a business combination with an interested stockholder, generally a person which together with its affiliates owns, or
within the last three years has owned, 15% of our voting stock, for a period of three years after the date of the transaction in which
the person became an interested stockholder, unless the business combination is approved in a prescribed manner.

The existence of the foregoing provisions and anti-takeover measures could limit the price that investors are willing to pay in
the future for shares of our common stock. They could also deter potential acquirers of our company, thereby reducing the
likelihood that you could receive a premium for your common stock in an acquisition.

Our business is subject to changing regulations reg arding corporate governance, disclosure controls, i nternal control
over financial reporting, and other compliance area s that will increase both our costs and the risk of noncompliance.

As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934, or the Exchange
Act, the Sarbanes-Oxley Act of 2002, or the Sarbanes-Oxley Act, the Dodd-Frank Act, and the rules and regulations of our stock
exchange. The requirements of these rules and regulations will increase our legal, accounting, and financial compliance costs, will
make some activities more difficult, time-consuming, and costly, and may also place undue strain on our personnel, systems, and
resources.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and procedures and
internal control over financial reporting. Commencing with our fiscal year ending December 31, 2014, we must perform system and
process evaluation and testing of our internal control over financial reporting to allow management to report on the effectiveness of
our internal control over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act. Our compliance with
Section 404 of the Sarbanes-Oxley Act will require that we incur substantial accounting expense and expend significant
management efforts. Prior to our IPO, we had never been required to test our internal controls within a specified period, and, as a
result, we may experience difficulty in meeting these reporting requirements in a timely manner.

We will be required to disclose changes made to our internal control and procedures on a quarterly basis. However, our
independent registered public accounting firm will not be required to formally attest to the effectiveness of our internal control over
financial reporting pursuant to Section 404 of the Sarbanes-Oxley Act until the later of the year following our first annual report
required to be filed with the SEC or the date we are no longer an “emerging growth company” as defined in the Jumpstart Our
Business Startups Act of 2012, or the JOBS Act, if we take advantage of the exemption available under the JOBS Act to the auditor
attestation requirement in Section 404(b) of the Sarbanes-Oxley Act. If we are not able to comply with the requirements of
Section 404 of the Sarbanes-Oxley Act in a timely
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manner, the market price of our stock could decline and we could be subject to sanctions or investigations by the stock exchange
on which our common stock is listed, the SEC, or other regulatory authorities, which would require additional financial and
management resources.

We have identified material weaknesses in connectio  n with the preparation of our financial statements, and failure to
develop and maintain adequate financial controls co uld cause us to have additional material weaknesses , which could
adversely affect our operations and financial posit ion.

As previously reported, in connection with the preparation of our consolidated financial statements for the years ended
December 31, 2011 and 2012, we identified a material weakness in our accounting for certain deferred revenue balances and the
related revenue recognition. This material weakness arose in connection with increasing the estimated expected life of our
customer relationships, which results in extending the term over which we recognize deferred revenue. As of December 31, 2013,
this previously reported material weakness was remediated.

In connection with the preparation of our consolidated financial statements for the year ended December 31, 2013, we
identified a separate material weakness in the internal controls over the accounting for leasing transactions which resulted in the
identification of a material error in the accounting for our headquarters lease executed in May 2005. This material error resulted
from our incorrect interpretation of standards under ASC 840, Leases, related to this build-to-suit lease where we, as the lessee,
were involved in asset construction. As a result, we previously incorrectly accounted for the lease as an operating lease rather than
a financing obligation. To correct the error, we have included in this Annual Report on Form 10-K restated consolidated financial
statements as of December 31, 2012 and 2011 and for each of the three years in the period ended December 31, 2012. Our
management is in the process of remediating this material weakness in accounting, which included a review of all of our leases to
identify and correct instances where we were not complying with generally accepted accounting principles with regard to lease
accounting. In addition, we are developing updated procedures to reflect the technical guidance for lease accounting and have
engaged external technical resources to assist with the proper implementation of accounting standards for leases going forward.

While we believe that the planned steps will remediate the material weakness in our internal control over financial reporting
with respect to lease accounting, no assurances can be made that our remediation is effective until our remedial controls operate
for a period of time. We expect to have the material weakness remediated by mid-2014.

We may in the future also discover additional material weaknesses that require remediation. In addition, an internal control
system, no matter how well-designed, cannot provide absolute assurance that misstatements due to error or fraud will not occur or
that all control issues and instances of fraud will be detected. If we are not able to comply with the requirements of Section 404 of
the Sarbanes-Oxley Act in a timely manner, or if we are unable to maintain proper and effective internal controls, we might not be
able to produce timely and accurate financial statements. If that were to happen, the market price of our stock could decline and we
could be subject to sanctions or investigations by the stock exchange on which our common stock is listed, the SEC, or other
regulatory authorities.

Any failure to develop or maintain effective controls, or any difficulties encountered in their implementation or improvement,
could harm our operating results or cause us to fail to meet our reporting obligations. Any failure to implement and maintain
effective internal controls also could adversely affect the results of periodic management evaluations regarding the effectiveness of
our internal control over financial reporting that we will be required to include in our periodic reports filed with the SEC, beginning for
our fiscal year ending December 31, 2014 under Section 404 of the Sarbanes-Oxley Act. Ineffective disclosure controls and
procedures or internal control over financial reporting could also cause investors to lose confidence in our reported financial and
other information, which would likely have a negative effect on the trading price of our common stock. Implementing any
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appropriate changes to our internal controls may require specific compliance training of our directors, officers, and employees,
entail substantial costs in order to modify our existing accounting systems, and take a significant period of time to complete. Such
changes may not be effective, however, in maintaining the adequacy of our internal controls, and any failure to maintain that
adequacy, or consequent inability to produce accurate financial statements on a timely basis, could increase our operating costs
and could materially impair our ability to operate our business. In the event that we are not able to demonstrate compliance with
Section 404 of the Sarbanes-Oxley Act in a timely manner, that our internal controls are perceived as inadequate, or that we are
unable to produce timely or accurate financial statements, investors may lose confidence in our operating results and our stock
price could decline.

We are an emerging growth company and we cannot be certain if the reduced disclosure requirements appl icable to
emerging growth companies will make our common stoc k less attractive to investors.

We are an emerging growth company. Under the JOBS Act, emerging growth companies can delay adopting new or revised
accounting standards until such time as those standards apply to private companies. We have irrevocably elected not to avail
ourselves of this exemption from new or revised accounting standards and, therefore, we will be subject to the same new or revised
accounting standards as other public companies that are not emerging growth companies.

For as long as we continue to be an emerging growth company, we intend to take advantage of certain other exemptions
from various reporting requirements that are applicable to other public companies including, but not limited to, reduced disclosure
obligations regarding executive compensation in our periodic reports and proxy statements, exemptions from the requirements of
holding a nonbinding advisory vote on executive compensation and stockholder approval of any golden parachute payments not
previously approved, and exemptions from the requirements of auditor attestation reports on the effectiveness of our internal control
over financial reporting. We cannot predict if investors will find our common stock less attractive because we will rely on these
exemptions. If some investors find our common stock less attractive as a result, there may be a less active trading market for our
common stock and our stock price may be more volatile.

We will remain an emerging growth company until the earliest of (i) the end of the fiscal year in which the market value of our
common stock that is held by non-affiliates exceeds $700 million as of June 30 of that fiscal year, (ii) the end of the fiscal year in
which we have total annual gross revenue of $1 billion or more during such fiscal year, (iii) the date on which we issue more than
$1 billion in non-convertible debt in a three-year period, or (iv) September 17, 2018.

If securities or industry analysts do not publish r esearch or reports about our business, or publish i naccurate or
unfavorable research or reports about our business, our stock price and trading volume could decline.

The trading market for our common stock depends, to some extent, on the research and reports that securities or industry
analysts publish about us and our business. We do not have any control over these analysts. If one or more of the analysts who
cover us downgrade our common stock or change their opinion of our common stock, our stock price would likely decline. If one or
more of these analysts cease coverage of our company or fail to regularly publish reports on us, we could lose visibility in the
financial markets, which could cause our stock price or trading volume to decline.

Iltem 1B. Unresolved Staff Comments
None.
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Item 2. Properties

As of December 31, 2013, our corporate headquarters occupied approximately 65,000 square feet in a facility on the Daniel
Island Executive Center campus in Charleston, South Carolina under a lease expiring in 2021, and we had a second facility on the
Daniel Island Executive Center campus that occupied approximately 78,000 square feet under a lease expiring in 2024. As of
December 31, 2013, we had also executed a lease that expires January 1, 2030 to extend our campus in Charleston, South
Carolina with a Customer Success Center of approximately 145,000 square feet and, at our option and under new leases, have
either a four-story office building of approximately 145,000 square feet and/or a two-story welcome center of approximately 18,500
square feet built.

As of December 31, 2013, we also leased facilities in Greenville, South Carolina, San Francisco, California, and Tulsa,
Oklahoma.

We believe that our current and planned facilities are sufficient for our needs. We may add other facilities or expand existing
facilities as we expand our associate base and geographic markets in the future, and we believe that suitable additional space will
be available as needed to accommodate any such expansion of our operations.

Item 3. Legal Proceedings

From time to time, we might become involved in legal or regulatory proceedings arising in the ordinary course of our
business. We are not currently a party to any material litigation or regulatory proceeding and we are not aware of any pending or
threatened litigation or regulatory proceeding against us that could have a material adverse effect on our business, operating
results, financial condition or cash flows.

Item 4. Mine Safety Disclosures
Not applicable.
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PART Il

Item 5. Market for Registrant's Common Equity, Rela  ted Stockholder Matters and Issuer Purchases of Equ ity Securities
Market Information for Common Stock

Our common stock has been listed on the NASDAQ Global Market under the symbol “BNFT” since September 18, 2013.
Prior to that date, there was no public trading market for our common stock. The following table sets forth for the periods indicated
the high and low sales prices per share of our common stock as reported on the NASDAQ Global Market.

High Low
Year ended December 31, 2013
Third quarter (from September 18, 2013) $53.55 $44.97
Fourth quarter $58.56 $38.31

As of December 31, 2013, we had 89 holders of record of our common stock. The actual number of stockholders is greater
than this number of record holders and includes stockholders who are beneficial owners but whose shares are held in street name
by brokers and other nominees. This number of holders of record also does not include stockholders whose shares may be held in
trust by other entities.

Dividend Policy

We have never declared or paid any cash dividend on our common stock. We currently intend to retain all of our future
earnings, if any, generated by our operations for the development and growth of our business for the foreseeable future. The
decision to pay dividends is at the discretion of our board of directors and depends upon our financial condition, results of
operations, capital requirements, and other factors that our board of directors deems relevant.
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Stock Performance Graph

The following shall not be deemed “filed” for purposes of Section 18 of the Exchange Act, or incorporated by reference into
any of our other filings under the Exchange Act or the Securities Act of 1933, as amended, except to the extent we specifically
incorporate it by reference into such filing.

This chart compares the cumulative total return on our common stock with that of the S&P 500 Index and the S&P 1500
Application Software Index. The chart assumes $100 was invested at the close of market on September 18, 2013, in the common
stock of Benefitfocus, Inc., the S&P 500 Index and the S&P 1500 Application Software Index, and assumes the reinvestment of any
dividends. The stock price performance on the following graph is not necessarily indicative of future stock price performance.
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Base
Period
Company / Index 9/18/2013 9/30/2013 10/31/2013 11/30/2013 12/31/2013
Benefitfocus, Inc. $ 100 $91.80 $ 93.56 $ 90.21 $107.82
S&P 500 Index $ 100 $97.45 $101.80 $104.65 $107.12
S&P 1500 Application Software Index $ 100 $99.07 $ 99.34 $102.53 $107.46

Sales of Unregistered Securities

During the three months ended December 31, 2013, we issued an aggregate of 39,466 shares of our common stock upon
the exercise of stock options granted under our 2012 Stock Plan and Amended and Restated 2000 Stock Option Plan at exercise
prices between $0.80 and $10.30 per share, for aggregate proceeds of approximately $0.1 million. These issuances were deemed
to be exempt from registration under the Securities Act in reliance on Section 4(2) of the Securities Act and Rule 701 promulgated
under Section 3(b) of the Securities Act, as transactions by an issuer not involving a public offering and transactions pursuant to
compensatory benefit plans and contracts relating to compensation as provided under Rule 701.

Equity Compensation Plans

The information required by Item 5 of Form 10-K regarding equity compensation plans is incorporated herein by reference to
“ltem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters”.
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Use of Proceeds from Public Offering of Common Stoc k

On September 17, 2013, our Registration Statement on Form S-1, (File No. 333-190610) was declared effective in
connection with our IPO, pursuant to which 5,675,250 shares of common stock were registered, including the full exercise of the
underwriters’ over-allotment option. Of the shares registered, we sold 3,000,000 shares of common stock at a price to the public of
$26.50 per share for an aggregate price of $79,500,000. Selling shareholders sold the remaining 2,675,250 shares registered at the
same per share price for an aggregate price of $70,894,000. The offering closed on September 23, 2013, and, as a result, we
received net proceeds of $70,064,000 (after underwriters’ discounts and commissions of $5,565,000 and additional offering related
costs of $3,871,000). The joint managing underwriters of the offering were Goldman Sachs & Co., Deutsche Bank Securities Inc.
and Jefferies LLC.

Of the expenses incurred by us in connection with our IPO, $134,000 were paid to or for the underwriters and $52,000 were
paid to a related party vendor for private air travel. This vendor is owned and controlled by the Executive Chairman of our board of
directors, who is also a greater than 10% owner of our common stock.

There was no material change in the use of proceeds from our IPO as described in our final prospectus filed pursuant to
Rule 424(b) of the Securities Act with the SEC on September 18, 2013. From the effective date of the registration statement
through December 31, 2013, we have used the net proceeds from our IPO for working capital purposes and other general
corporate purposes, including executing our growth strategy, developing new products and services, and funding additional capital
expenditures, potential acquisitions, and investments. We have invested the funds received in short-term, interest bearing,
investment-grade securities.
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Item 6. Selected Financial Data

CONSOLIDATED SELECTED FINANCIAL DATA

The following selected consolidated financial data for the years ended December 31, 2013, 2012, 2011, and 2010 and the
selected consolidated balance sheet data as of December 31, 2013, 2012, 2011, and 2010 are derived from our audited
consolidated financial statements. Our historical results are not necessarily indicative of the results to be expected in the future. The
selected consolidated financial data should be read together with “Management’s Discussion and Analysis of Financial Condition
and Results of Operations”, our consolidated financial statements, related notes, and other financial information included elsewhere

in this Annual Report on Form 10-K.

Consolidated Statement of Operations Data

Revenue (1)

Cost of revenue (2)

Gross profit

Operating expenses:
Sales and marketing (2)
Research and development (2)
General and administrative (2)
Impairment of goodwiill
Change in fair value of contingent consideration

Total operating expenses

Loss from operations

Total other expense, net

Loss before income taxes

Income tax (benefit) expense

Net loss

Net loss per common share—basic and diluted

Weighted-average common shares outstanding—
basic and diluted

Other Financial Data:
Adjusted gross profit (3)
Adjusted EBITDA (4)

Year Ended December 31,

2013

$ 104,752
62,411
42,341

36,072
23,532
10,974

I <)
70,535

(28,194)

(2,198)
(30,392)

(31)
$_(30.361)
$ (2.99)

10,144,243

$ 49,735
$ (18,915)

2012

(Restated)
$ 81,739
44,400
37,339

27,905
14,621
7,494

121
50,141
(12,802)

(1,987)
(14,789)
84

$ (14,873)
$ (3.9

4,812,632

$ 45,161
$ (3,594

2011

(in thousands, except share and per share data)

(Restated)
$ 68,783
42,133
26,650

22,553
9,120
5,821
1,670

503

39,667
(13,017)
(2,012)
(15,029)

35
$_(15,064)
$  (3.09

4,875,157

$ 33,283
$ (3,455)

2010

(Restated)
$ 67,122
38,870
28,252

14,174
8,650
6,038

28,862
(610)

(1,855)
(2,465)
10

$ (2475
$ (0.39)

6,405,944

$ 34,682
$ 6,785

(1) Inthe first quarter of 2011, we increased the estimated expected life of our customer relationships for both employer and
carrier customers. This change extends the term over which we will recognize our deferred revenue and results in less

revenue recognized in each period.
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(2) Cost of revenue and operating expenses include stock-based compensation expense as follows:

Year Ended December 31,

2013 2012 2011 2010
(in thousands)

Cost of revenue $ 274 $ 195 $ 252 $ 352

Sales and marketing 171 68 102 77

Research and development 255 130 121 87

General and administrative 502 319 246 519

(3) We define adjusted gross profit as gross profit before depreciation and amortization expense, as well as stock-based
compensation expense. Please see “Adjusted Gross Profit and Adjusted EBITDA” below for more information and for a
reconciliation of adjusted gross profit to gross profit, the most directly comparable financial measure calculated and
presented in accordance with GAAP.

(4) We define adjusted EBITDA as net loss before net interest and other expense, taxes, and depreciation and amortization
expense, adjusted to eliminate stock-based compensation expense and expense related to the impairment of goodwill and
intangible assets. See “Adjusted Gross Profit and Adjusted EBITDA” below for more information and for a reconciliation of
adjusted EBITDA to net loss, the most directly comparable financial measure calculated and presented in accordance with
GAAP.

Our Segments

Years Ended December 31,

2013 2012 2011 2010
(in thousands)
(Restated) (Restated) (Restated)

Revenue from external customers by segment:

Employer $ 40,656 $ 23,760 $ 15,938 $ 9,356

Carrier 64,096 57,979 52,845 57,766
Total revenue $104,752 $ 81,739 $ 68,783 $67,122
Gross profit by segment:

Employer $ 13,316 $ 9,810 $ 6,059 $ 3,121

Carrier 29,025 27,529 20,591 25,131
Total gross profit $ 42,341 $ 37,339 $ 26,650 $28,252
Income (loss) from operations by segment:

Employer $(26,312) $(19,015) $(19,533) $ (6,628)

Carrier (1,882) 6,213 6,516 6,018
Total loss from operations $(28,194) $(12,802)  $(13,017) $ (610)
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Consolidated Balance Sheet Data

As of December 31,

2013 2012 2011
(in thousands)
(Restated) (Restated)
Cash and cash equivalents $ 65,645 $ 19,703 $ 15,856
Marketable securities 13,168 — —
Accounts receivable, net 23,668 13,372 9,060
Total assets 139,611 58,226 52,842
Deferred revenue, total 80,221 57,520 42,773
Total liabilities 128,179 89,357 69,809
Total redeemable convertible preferred stock — 135,478 135,478
Common stock 24 6,109 4,923
Additional paid-in capital 214,487 — —
Total stockholders’ equity (deficit) 11,432 (166,609) (152,445)

Adjusted Gross Profit and Adjusted EBITDA

Within this prospectus we use adjusted gross profit and adjusted EBITDA to provide investors with additional information
regarding our financial results. Adjusted gross profit and adjusted EBITDA are non-GAAP financial measures. We have provided
below reconciliations of these measures to the most directly comparable GAAP financial measures, which for adjusted gross profit
is gross profit, and for adjusted EBITDA is net loss.

We have included adjusted gross profit and adjusted EBITDA in this Annual Report on Form 10-K because they are key
measures used by our management and board of directors to understand and evaluate our core operating performance and trends,
to prepare and approve our annual budget, and to develop short- and long-term operational plans. In particular, we believe that the
exclusion of the expenses eliminated in calculating adjusted gross profit and adjusted EBITDA can provide a useful measure for
period-to-period comparisons of our core business. Accordingly, we believe that adjusted gross profit and adjusted EBITDA provide
useful information to investors and others in understanding and evaluating our operating results.

Our use of adjusted gross profit and adjusted EBITDA as analytical tools has limitations, and you should not consider them in
isolation or as substitutes for analysis of our financial results as reported under GAAP. Some of these limitations are:

» although depreciation and amortization are non-cash charges, the assets being depreciated and amortized might have to
be replaced in the future, and adjusted gross profit and adjusted EBITDA do not reflect cash capital expenditure
requirements for such replacements or for new capital expenditure requirements;

» adjusted gross profit and adjusted EBITDA do not reflect changes in, or cash requirements for, our working capital needs;
* adjusted gross profit and adjusted EBITDA do not reflect the potentially dilutive impact of stock-based compensation;

* adjusted gross profit and adjusted EBITDA do not reflect interest or tax payments that would reduce the cash available to
us; and

* other companies, including companies in our industry, might calculate adjusted gross profit and adjusted EBITDA or
similarly titled measures differently, which reduces their usefulness as comparative measures.
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Because of these and other limitations, you should consider adjusted gross profit and adjusted EBITDA alongside other
GAAP-based financial performance measures, including various cash flow metrics, gross profit, net income (loss) and our other
GAAP financial results. The following table presents a reconciliation of adjusted gross profit to gross profit and adjusted EBITDA to

net loss for each of the periods indicated:

Reconciliation from Gross Profit to Adjusted Gross
Gross profit
Depreciation and amortization
Stock-based compensation expense
Adjusted gross profit

Reconciliation from Net Loss to Adjusted EBITDA:

Net loss

Depreciation and amortization

Interest income

Interest expense

Income tax (benefit) expense

Stock-based compensation expense

Impairment of goodwill and intangible assets
Total net adjustments

Adjusted EBITDA

Profit:
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Year Ended December 31,

2013 2012 2011
(in thousands)
(Restated) (Restated)

$ 42,341 $ 37,339 $ 26,650
7,120 7,627 6,381
274 195 252
$ 49,735 $ 45,161 $ 33,283
$(30,361) $(14,873) $(15,064)
8,172 8,560 7,306
(46) (53) (151)
2,149 1,976 1,974
(31) 84 35
1,202 712 721
— — 1,724
$ 11,446 $ 11,279 $ 11,609
$(18,915) $ (3,594) $ (3,455)

2010

(Restated)

$28,252
6,078
352

$34,682

$ (2,475)
6,609
(364)
1,970
10
1,035

$ 9,260
$ 6,785
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Item 7. Management’s Discussion and Analysis of Fin ~ ancial Condition and Results of Operation

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations together with our
consolidated financial statements and the related notes and other financial information included elsewhere in this Annual Report on
Form 10-K. Some of the information contained in this discussion and analysis or set forth elsewhere in this report including
information with respect to our plans and strategy for our business, includes forward-looking statements that involve risks and
uncertainties. You should review the “Risk Factors” section of this report beginning on page 18 for a discussion of important factors
that could cause actual results to differ materially from the results described in or implied by the forward-looking statements
contained in the following discussion and analysis.

Overview

We are a leading provider of cloud-based benefits software solutions for consumers, employers, insurance carriers, and
brokers. The Benefitfocus platform provides an integrated suite of solutions that enables our employer and insurance carrier
customers to more efficiently shop, enroll, manage, and exchange benefits information. Our web-based platform has a user-friendly
interface designed to enable the insured consumers to access all of their benefits in one place. Our comprehensive solutions
support core benefits plans, including healthcare, dental, life, and disability insurance, and voluntary benefits plans, such as critical
illness, supplemental income, and wellness programs. As the number of employer benefits plans has increased, with each plan
subject to many different business rules and requirements, demand for the Benefitfocus platform has grown.

We serve two separate but related market segments. Our fastest growing market segment, the employer market, consists of
employers offering benefits to their employees. Within this segment, we mainly target large employers with more than 1,000
employees, of which we believe there are approximately 18,000 in the United States. In our other market segment, we sell our
solutions to insurance carriers, enabling us to expand our overall footprint in the benefits marketplace by aggregating many key
constituents, including consumers, employers, and brokers. Our business model capitalizes on the close relationship between
carriers and their members, and the carriers’ ability to serve as lead generators for potential employer customers. Carriers pay for
services at a rate reflective of the aggregated nature of their customer base on a per application basis. Carriers can then deploy
their applications to employer groups and members. As employers become direct customers through our employer segment, we
provide them our platform offering that bundles many software applications into a comprehensive benefits solution through HR
InTouch. We believe our presence in both the employer and insurance carrier markets gives us a strong position at the center of
the benefits ecosystem.

We sell our software solutions and related services primarily through our direct sales force. We derive most of our revenue
from software services fees, which primarily consist of monthly subscription fees paid to us for access to and usage of our cloud-
based benefits software solutions, and related professional services. Software services fees paid to us from our employer
customers are generally based on the number of employees covered by the relevant benefits plans at contracted rates for a
specified period of time, which is usually one year. Software services fees paid to us from our carrier customers are based on the
number of members contracted to use our solutions at contracted rates for a specified period of time, which usually ranges from
three to five years. Our carrier contracts are generally only cancellable by the carrier in an instance of our uncured breach, although
some of our carrier customers are able to terminate their respective contracts without cause or for convenience. Software services
revenue accounted for approximately 93%, 93%, 95%, and 89% of our total revenue during the years ended 2013, 2012, 2011, and
2010, respectively.
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Another component of our revenue is professional services. We derive the majority of our professional services revenue from
the implementation of our customers onto our platform, which typically includes discovery, configuration and deployment,
integration, testing, and training. In general, it takes from four to five months to implement a new employer customer’s benefits
systems and eight to 10 months to implement a new carrier customer’s benefits systems. We also provide customer support
services and customized media content that supports our customers’ effort to educate and communicate with consumers.
Professional services revenue accounted for approximately 7%, 7%, 5%, and 11% of our total revenue during the years ended
December 31, 2013, 2012, 2011, and 2010, respectively.

Increasing our base of large employer customers is an important source of revenue growth for us. We actively pursue new
employer customers in the U.S. market, and we have increased the number of large employer customers utilizing our solutions from
121 as of December 31, 2009 to 393 as of December 31, 2013, a 34.2% compound annual growth rate. We believe that our
continued innovation and new solutions, such as online benefits marketplaces, also known as private exchanges, enhanced mobile
offerings, and more robust data analytics capabilities will help us attract additional large employer customers and increase our
revenue from existing customers.

We believe that there is a substantial market for our services, and we have been investing in growth over the past three
years. In particular, we have continued to invest in technology and services to better serve our larger employer customers, which
we believe are an important source of growth for our business. We have also substantially increased our marketing and sales
efforts and expect those increased efforts to continue. As we have invested in growth, we have had operating losses in each of the
last three years, and expect our operating losses to continue for the foreseeable future. Due to the nature of our customer
relationships, which have been very stable with relatively few customer losses over the past years, and the subscription nature of
our financial model, we believe that our current investment in growth should lead to substantially increased revenue, which will
allow us to achieve profitability in the relatively near future. Of course, our ability to achieve profitability will continue to be subject to
many factors beyond our control.

Key Financial and Operating Performance Metrics

We regularly monitor a number of financial and operating metrics in order to measure our current performance and project
our future performance. These metrics help us develop and refine our growth strategies and make strategic decisions. We discuss
revenue, gross margin, and the components of operating loss, as well as segment revenue and components of segment loss from
operations, in “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Components of
Operating Results”. In addition, we utilize other key metrics as described below.

Number of Large Employer and Carrier Customers

We believe the number of large employer and carrier customers is a key indicator of our market penetration, growth, and
future revenue. We have aggressively invested in and intend to continue to invest in our direct sales force to grow our customer
base. We generally define a customer as an entity with an active software services contract as of the measurement date. The
following table sets forth the number of large employer and carrier customers for the periods indicated:

Year Ended December 31,

2013 2012 2011 2010 2009
Number of customers:
Large employer 393 286 193 141 121
Carrier 40 34 30 29 28
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Software Services Revenue Retention Rate

We believe that our ability to retain our customers and expand the revenue they generate for us over time is an important
component of our growth strategy and reflects the long-term value of our customer relationships. We measure our performance on
this basis using a metric we refer to as our software services revenue retention rate. We calculate this metric for a particular period
by establishing the group of our customers that had active contracts for a given period. We then calculate our software services
revenue retention rate by taking the amount of software services revenue we recognized for this group in the subsequent
comparable period (for which we are reporting the rate) and dividing it by the software services revenue we recognized for the
group in the prior period.

For 2013, 2012, 2011, and 2010 our software services revenue retention rate exceeded 95%.

Adjusted Gross Profit and Adjusted EBITDA

Adjusted gross profit represents our gross profit before depreciation and amortization, as well as stock-based compensation
expense. Adjusted EBITDA represents our earnings before net interest and other expense, taxes, and depreciation and
amortization expense, adjusted to eliminate stock-based compensation and impairment of goodwill and intangible assets. Adjusted
gross profit and adjusted EBITDA are not measures calculated in accordance with United States generally accepted accounting
principles, or GAAP. Please refer to “Selected Consolidated Financial Data—Adjusted Gross Profit and Adjusted EBITDA” in this
report for a discussion of the limitations of adjusted gross profit and adjusted EBITDA and reconciliations of adjusted gross profit to
gross profit and adjusted EBITDA to net loss, the most comparable GAAP measurements, respectively, for 2013, 2012, 2011, and
2010.

Components of Operating Results
Revenue

We derive the majority of our revenue from software services fees, which consist primarily of monthly subscription fees paid
to us by our employer and carrier customers for access to, and usage of, our cloud-based benefits software solutions for a specified
contract term. We also derive revenue from professional services fees, which primarily include fees related to the implementation of
our customers onto our platform. Our professional services typically include discovery, configuration and deployment, integration,
testing, and training.

The following table sets forth a breakdown of our revenue between software services and professional services for the
periods indicated (in thousands):

Year Ended December 31,

2013 2012 2011 2010
Revenue:
Software services $ 97,713 $75,931 $65,210 $59,425
Professional services 7,039 5,808 3,573 7,697
Total revenue $104,752 $81,739 $68,783 $67,122

We generally recognize software services fees monthly based on the number of employees covered by the relevant benefits
plans at contracted rates for a specified period of time, provided that an enforceable contract has been signed by both parties,
access to our software has been granted to the customer and is available for their use, the fee for the software services is fixed or
determinable, and collection is reasonably assured. We defer recognition of our professional services fees paid by customers in
connection with implementation of our software services, or implementation fees, and
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recognize them, beginning once the software services have commenced, ratably over the longer of the contract term or the
estimated expected life of the customer relationship. We will periodically evaluate the term over which revenue is recognized for
most professional services as we gain more experience with customer contract renewals.

In the first quarter of 2011, we increased the estimated expected life of our customer relationships for both employer and
carrier customers. This change in estimate was a result of growing demand for our software services, reduced uncertainties in the
regulatory environment, and increased confidence in customer retention. This change extends the term over which we recognize
our deferred revenue. Most of our deferred revenue relates to professional services performed for our carrier customers, which
require a more extensive and lengthy implementation. Further, prior to 2012, we generally did not charge implementation fees to
our large employer customers. We will continue to periodically evaluate the term over which revenue is recognized for most
professional services as we gain more experience with customer contract renewals.

We generally invoice our employer and carrier customers for software services in advance, in monthly installments. We
invoice our employer customers for implementation fees at the inception of the arrangement. We generally invoice our carrier
customers for implementation fees at various contractually defined times throughout the implementation process. Implementation
fees that have been invoiced are initially recorded as deferred revenue until recognized as described above.

Overhead Allocation

Expenses associated with our facilities, IT costs, and depreciation and amortization, are allocated between cost of revenue
and operating expenses based on employee headcount determined by the nature of work performed.

Cost of Revenue

Cost of revenue primarily consists of salaries and other personnel-related costs, including benefits, bonuses, and stock-
based compensation, for associates providing services to our customers and supporting our SaaS platform infrastructure.
Additional expenses in cost of revenue include co-location facility costs for our data centers, depreciation expense for computer
equipment directly associated with generating revenue, infrastructure maintenance costs, amortization expenses associated with
capitalized software development costs, allocated overhead, and other direct costs.

Our cost of revenue is expensed as we incur the costs. However, the related revenue from fees we receive for our
implementation services performed before a customer is operating on our platform is deferred until the commencement of the
monthly subscription and recognized as revenue ratably over the longer of the related contract term or the estimated expected life
of the customer relationship. Therefore, the cost incurred in providing these services is expensed in periods prior to the recognition
of the corresponding revenue. Our cost associated with providing implementation services has been significantly higher as a
percentage of revenue than our cost associated with providing our monthly subscription services due to the labor associated with
providing implementation services.

We plan to continue to expand our capacity to support our growth, which will result in higher cost of revenue in absolute
dollars. However, we expect cost of revenue as a percentage of revenue to decline and gross margins to increase primarily from
the growth of the percentage of our revenue from large employers and the realization of economies of scale driven by retention of
our customer base.
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Operating Expenses

Operating expenses consist of sales and marketing, research and development, and general and administrative expenses.
Salaries and personnel-related costs are the most significant component of each of these expense categories. We expect to
continue to hire new associates in these areas in order to support our anticipated revenue growth. As a result, we expect our
operating expenses to increase in both aggregate dollars and as a percentage of revenue in the near term, but to decrease over
the longer term as we achieve economies of scale.

Sales and marketing expense.  Sales and marketing expense consists primarily of salaries and other personnel-related
costs, including benefits, bonuses, stock-based compensation, and commissions for our sales and marketing associates. We
record expense for commissions at the time of contract signing. Additional expenses include advertising, lead generation,
promotional event programs, corporate communications, travel, and allocated overhead. For instance, our most significant
promotional event is One Place, which we hold annually in the second quarter. We expect our sales and marketing expense to
increase in both absolute dollars and as a percentage of revenue in the foreseeable future as we further increase the number of our
sales and marketing professionals and expand our marketing activities in order to continue to grow our business.

Research and development expense. Research and development expense consists primarily of salaries and other
personnel-related costs, including benefits, bonuses, and stock-based compensation for our research and development associates.
Additional expenses include costs related to the development, quality assurance, and testing of new technology, and enhancement
of our existing platform technology, consulting, travel, and allocated overhead. We believe continuing to invest in research and
development efforts is essential to maintaining our competitive position. We expect our research and development expense to
increase in absolute dollars and as a percentage of revenue for the near term, but decrease as a percentage of revenue over the
longer term as we achieve economies of scale.

General and administrative expense.  General and administrative expense consists primarily of salaries and other
personnel-related costs, including benefits, bonuses, and stock-based compensation for administrative, finance and accounting,
information systems, legal, and human resource associates. Additional expenses include consulting and professional fees,
insurance and other corporate expenses, and travel. We expect our general and administrative expenses to increase in absolute
terms as a result of operating as a public company and will include costs associated with compliance with the Sarbanes-Oxley Act
and other regulations governing public companies, increased costs of directors’ and officers’ liability insurance, increased
professional services expenses, and costs associated with an enhanced investor relations function.

Impairment of goodwill.  On August 3, 2010, we acquired 100% of the net assets of Beninform Holdings, Inc. and recorded
$3.3 million of goodwill in connection with the acquisition. During the year ended December 31, 2011, we recorded an impairment
of goodwill of $1.7 million due to lower than expected sales forecast at the October 31, 2011 impairment testing date.

Other Income and Expense

Other income and expense consists primarily of interest income and expense, accretion of contingent consideration, and
gain (loss) on disposal of fixed assets. Interest income represents interest received on our cash and cash equivalents. Interest
expense consists primarily of the interest incurred on outstanding borrowings under our financing obligations, existing notes and
credit facilities.
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Income Tax Expense

Income tax expense consists of U.S. federal and state income taxes. We incurred minimal income tax expense for 2013,
2012, 2011, and 2010. Net operating loss carryforwards for federal income tax purposes were $41.4 million at December 31, 2013.
State net operating loss carryforwards were approximately $33.7 million at December 31, 2013. Federal net operating loss
carryforwards will expire at various dates beginning in 2022, if not utilized. State net operating losses will expire at various dates
beginning in 2022, if not utilized. Valuation allowances are recorded to reduce deferred tax assets to the amount we believe is more
likely than not to be realized.

Results of Operations
Consolidated Statements of Operations Data
The following table sets forth our consolidated statements of operations data for each of the periods indicated (in thousands).

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)
Revenue $104,752 $ 81,739 $ 68,783 $67,122
Cost of revenue (1) 62,411 44,400 42,133 38,870
Gross profit 42,341 37,339 26,650 28,252
Operating expenses:
Sales and marketing (1) 36,072 27,905 22,553 14,174
Research and development (1) 23,532 14,621 9,120 8,650
General and administrative (1) 10,974 7,494 5,821 6,038
Impairment of goodwill — — 1,670 —
Change in fair value of contingent consideration (43) 121 503 —
Total operating expenses 70,535 50,141 39,667 28,862
Loss from operations (28,194) (12,802) (13,017) (610)
Other income (expense):
Interest income 46 53 151 364
Interest expense (2,149) (1,976) (1,974) (1,970)
Other expense (95) (64) (189) (249)
Total other expense, net (2,198) (1,987) (2,012) (1,855)
Loss before income taxes (30,392) (14,789) (15,029) (2,465)
Income tax (benefit) expense (31) 84 35 10
Net loss $(30,361) $(14,873) $(15,064) $ (2,475)

(1) Cost of revenue and operating expenses include stock-based compensation expense as follows (in thousands):

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)
Cost of revenue $ 274 $ 195 $ 252 352
Sales and marketing 171 68 102 77
Research and development 255 130 121 87
General and administrative 502 319 246 519
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The following table sets forth our consolidated statements of operations data as a percentage of revenue for each of the periods

indicated (as a percentage of revenue).

Revenue
Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Impairment of goodwiill
Change in fair value of contingent consideration
Total operating expenses
Loss from operations
Other income (expense):
Interest income
Interest expense
Other expense
Total other expense, net
Loss before income taxes
Income tax (benefit) expense
Net loss

Our Segments

Year Ended December 31,

2013

100.0%
59.6

40.4

34.4
225
10.5

(29.0)

(29.0%)

2012 2011
(Restated) (Restated)
100.0% 100.0%
54.3 61.3
45.7 38.7
34.1 32.8
17.9 13.3
9.2 8.5
— 2.4
0.1 0.7
61.3 57.7
(15.7) (18.9)
0.1 0.2
(2.4) (2.9)
(0.1) (0.3)
(2.4) (2.9)
(18.1) (21.8)
0.1 0.1

(18.2%) (21.9%)

2010
(Restated)
100.0%
57.9

42.1

211
12.9
9.0
0.0
0.0
43.0

(0.9)

0.5
(2.9)
(0.4)

(2.8)
(3.7)

(3.7%)

The following table sets forth segment results for revenue, gross profit, and loss from operations for the periods indicated (in

thousands):

Revenue from external customer by segment:
Employer
Carrier

Total revenue

Gross profit by segment:
Employer
Carrier

Total gross profit

Income (loss) from operations by segment:
Employer
Carrier

Total loss from operations

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)
$ 40,656 $ 23,760 $ 15,938 $ 9,356
64,096 57,979 52,845 57,766
$104,752 $ 81,739 $ 68,783 $67,122
$ 13,316 $ 9,810 $ 6,059 $ 3,121
29,025 27,529 20,591 25,131
$ 42,341 $ 37,339 $ 26,650 $28,252
$(26,312)  $(19,015)  $(19,533)  $(6,628)
(1,882) 6,213 6,516 6,018
$(28,194)  $(12,802)  $(13,017) $ (610)
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Comparison of Years Ended December 31, 2013 and 201 2

Revenue
Year Ended December 31,
2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)

Software services $ 97,713 93.3% $75,931 92.9% $21,782 28.7%
Professional services 7,039 6.7 5,808 7.1 1,231 21.2%

Total revenue $104,752 100.0% $81,739 100.0% $23,013 28.2%

Growth in both software services and professional services revenues year over year was primarily attributable to the addition
of new customers, as the number of large employer and carrier customers increased to 433 as of December 31, 2013 from 320 as
of December 31, 2012.

Segment Revenue

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
Employer $ 40,656 38.8% $23,760 29.1% $16,896 71.1%
Carrier 64,096 61.2 57,979 70.9 6,117 10.6%
Total revenue $104,752 100.0% $81,739 100.0% $23,013 28.2%

The growth in employer revenue for the year ended December 31, 2013 as compared to the year ended December 31, 2012
was primarily attributable to a $16.5 million increase in our employer software services revenue driven primarily by an increase in
the number of large employer customers using our platform as of December 31, 2013 as compared to December 31, 2012. The
growth in carrier revenue year over year was primarily attributable to an increase of $5.3 million in our carrier software services
revenue, driven primarily by an increase in the number of carrier customers using our platform as well as an increase in the number
of products being utilized by our carrier customers during the year ended December 31, 2013 as compared to the year ended
December 31, 2012.

Cost of Revenue

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)
Cost of revenue $62,411 59.6% $44,400 54.3% $18,011 40.6%

The increase in cost of revenue for the year ended December 31, 2013 as compared to the year ended December 31, 2012
was primarily attributable to a $10.7 million increase in salaries and personnel-related costs and a $4.6 million increase in
professional fees. Customer services salaries and personnel-related costs increased $6.8 million and professional fees increased
by $2.6 million to support a growing number of customers and to prepare for and assist with an open enroliment period
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at a large customer. Engineering salaries and personnel-related costs increased $3.4 million and professional fees increased by
$1.8 million to perform customer implementations for a certain large employer customer and for our Marketplace product at carrier
customers. In addition, we experienced a $0.4 million increase in telecommunications and other expense related to increased open
enrollment volume and $0.6 million increase in travel expenses to client sites. Further, we experienced a $1.3 million increase in
infrastructure maintenance costs to support our products and platform and a $0.8 million increase in facilities expenses as a result
of adding office space. Additional hiring led to a $0.2 million increase in recruiting costs. These increases were partially offset by a
net decrease of $0.5 million in amortization expense primarily due to an impairment charge during the year ended December 31,
2012 related to capitalized software development costs offset by additions to property and equipment related to our growth.

Gross Profit

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)
Software services $ 61,564 63.0% $47,115 62.0% $14,449 30.7%
Professional services (19,223) (273.1) (9,776) (168.3) (9,447) 96.6
Gross profit $ 42,341 40.4% $37,339 45.7% $ 5,002 13.4%

The increase in software services gross profit for the year ended December 31, 2013 as compared to the year ended
December 31, 2012 was driven by a $21.8 million, or 28.7%, increase in software services revenue, partially offset by a $7.3
million, or 25.5%, increase in software services cost of revenue. Software services cost of revenue included $93,000 and $100,000
of stock-based compensation expense for the years ended December 31, 2013 and 2012, respectively; and $6.7 million and $7.2
million of depreciation and amortization for the years ended December 31, 2013 and 2012, respectively. The net decrease in
depreciation and amortization expense was primarily due to an impairment charge during the year ended December 31, 2013
related to capitalized software development costs partially offset by additions to property and equipment related to our growth.

The increase in professional services gross loss for the year ended December 31, 2013 as compared to the year ended
December 31, 2012 was driven by a $10.7 million, or 68.5%, increase in professional services cost of revenue, partially offset by a
$1.2 million, or 21.2%, increase in professional services revenue. Professional services cost of revenue included $181,000 and
$95,000 of stock-based compensation expense for the years ended December 31, 2013 and 2012, respectively. In addition,
professional services cost of revenue included approximately $0.4 million in depreciation and amortization for the years ended
December 31, 2013 and 2012.

Segment Gross Profit

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)
Employer $13,316 32.8% $ 9,810 41.3% $3,506 35.7%
Carrier 29,025 45.3 27,529 47.5 1,496 5.4
Gross profit $42,341 40.4% $37,339 45.7% $5,002 13.4%
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The increase in employer gross profit for the year ended December 31, 2013 as compared to the year ended December 31,
2012 was driven by a $16.9 million, or 71.1%, increase in employer revenue, partially offset by a $13.4 million, or 96.0%, increase
in employer cost of revenue. The increase in cost of revenue was primarily attributable to costs associated with providing
implementation services, which increased due to a higher number of new individual employer customer implementations. Our
employer gross profit included $2.5 million and $1.9 million of depreciation and amortization for the years ended December 31,
2013 and 2012, respectively. In addition, our employer gross profit included $115,000 and $60,000 of stock-based compensation
expense for the years ended December 31, 2013 and 2012, respectively.

The increase in carrier gross profit year over year was driven by a $6.1 million, or 10.6%, increase in carrier revenue,
partially offset by a $4.6 million, or 15.2%, increase in carrier cost of revenue. The increase in cost of revenue is primarily
attributable to new individual carrier customer and product implementations, including our Marketplace product. Our carrier gross
profit included $4.6 million and $5.7 million in depreciation and amortization for the years ended December 31, 2013 and 2012,
respectively. In addition, our carrier gross profit included $159,000 and $135,000 of stock-based compensation expense for the
years ended December 31, 2013 and 2012, respectively.

Sales and Marketing

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period _Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)
Sales and marketing $36,072 34.4% $27,905 34.1% $ 8,167 29.3%

The increase in sales and marketing expense for the year ended December 31, 2013 as compared to the year ended
December 31, 2012 was primarily attributable to a $5.1 million increase in commissions and sales bonus expenses due to
increased sales year over year. We also hired sales and marketing personnel to continue driving revenue growth, leading to a $1.5
million increase in salaries and personnel related costs. The additional hiring resulted in a $0.5 million increase in recruiting costs.

Research and Development

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)
Research and development $23,532 22.5% $14,621 17.9% $8,911 60.9%

The increase in research and development expense for the year ended December 31, 2013 as compared to the year ended
December 31, 2012 was primarily attributable to a $6.0 million increase in salaries and personnel-related costs, a $0.3 million
increase in recruiting costs, and a $1.7 million increase in engineering consulting fees, all related to continued product development
and feature enhancement. Additionally, we experienced a $0.3 million increase in travel expenses to client sites and a $0.3 million
increase in facilities expenses and depreciation as a result of adding office space and equipment to accommodate increased
headcount.
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General and Administrative

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)
General and administrative $10,974 10.5% $7,494 9.2%  $3,480 46.4%

The increase in general and administrative expense for the year ended December 31, 2013 as compared to the year ended
December 31, 2012 was primarily attributable to a $1.8 million increase in salaries and personnel-related costs associated with an
increase in general and administrative personnel to support our growing business and an increase in performance-driven
management bonuses. We also experienced a $0.2 million increase in stock-based compensation expense due to grants made in
October 2012, May 2013, and August 2013 to incentivize our management. In addition, we experienced a $0.8 million increase in
consulting and professional fees and a $0.3 million increase in travel costs incurred in connection with our IPO. Further, other
operating expense increased by $0.2 million year over year primarily due to increased insurance costs.

Segment Income (Loss) From Operations

Year Ended December 31,

2013 2012
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated)

Employer $(26,312) (64.7)% $(19,015) (80.0)% $ (7,297) 38.4%
Carrier (1,882) (2.9) 6,213 10.7 (8,095) (130.3)

Loss from operations $(28,194) (26.9)% $(12,802) (15.7)%  $(15,392) 120.2%

The increase in employer loss from operations for the year ended December 31, 2013 as compared to the year ended
December 31, 2012 was attributable to an increase in employer operating expenses of $10.8 million offset by an increase of $3.5
million in employer gross profit. The increase in operating expenses was primarily attributable to a $5.4 million increase in sales and
marketing expense, a $3.5 million increase in research and development expense and a $2.1 million increase in general and
administrative expense. The increase in sales and marketing expense was attributable to an increase in commissions and sales
bonus expenses due to increased sales to new employer customers during the year ended December 31, 2013 as compared to the
year ended December 31, 2012. We also hired employer sales personnel to continue driving revenue growth. The increase in
research and development expense was primarily driven by a headcount increase to work on improving our existing products and
technology infrastructure to allow further growth in our employer customer base. The increase in general and administrative
expense was primarily attributable to an increase in professional fees and general and administrative personnel to support our
growing business.

The carrier loss from operations for the year ended December 31, 2013 was attributable to an increase in carrier operating
expenses of $9.6 million offset by an increase of $1.5 million in carrier gross profit. The increase in operating expenses was
primarily attributable to an increase of $5.4 million in research and development expense, an increase of $2.8 million in sales and
marketing expense, and an increase of $1.4 million in general and administrative expense. The increase in research and
development expense was primarily driven by a headcount increase attributable to the
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increased development activity related to our Marketplace product during the year ended December 31, 2013. The increase in
sales and marketing expense was primarily attributable to an increase in commissions and sales bonus expenses due to increased
sales during the year ended December 31, 2013 as compared to the year ended December 31, 2012. The increase in general and
administrative expense was primarily attributable to an increase in professional fees and general and administrative personnel to
support our growing business.

Comparison of Years Ended December 31, 2012 and 201 1

Revenue
Year Ended December 31,
2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)

Software services $75,931 92.9% $65,210 94.8% $10,721 16.4%
Professional services 5,808 7.1 3,573 5.2 2,235 62.6%

Total revenue $81,739 100.0% $68,783 100.0% $12,956 18.8%

The growth in software service revenue for the year ended December 31, 2012 as compared to the year ended
December 31, 2011 was primarily attributable to the addition of new customers as the number of large employer and carrier
customers increased from 223 as of December 31, 2011 to 320 as of December 31, 2012. The increase in professional services
revenue for 2012 as compared to 2011 was primarily attributed to an increase in the number of new carrier customers requiring
implementation services, as well as completion of those services during the year ended December 31, 2012 as compared to the
year ended December 31, 2011.

Segment Revenue

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
Employer $23,760 29.1% $15,938 23.2% $ 7,822 49.1%
Carrier 57,979 70.9 52,845 76.8 5,143 9.7%
Total revenue $81,739 100.0% $68,783 100.0% $12,956 18.8%

The growth in employer revenue for the year ended December 31, 2012 as compared to the year ended December 31, 2011
was primarily attributable to a $7.8 million increase in our employer software services revenue driven primarily by a 48.2% increase
in the number of large employer customers using our platform during the year ended December 31, 2012 as compared to the year
ended December 31, 2011. The growth in carrier revenue for the year ended December 31, 2012 as compared to the year ended
December 31, 2011 was primarily attributable to an increase of $3.0 million in our carrier software services revenue, driven
primarily by an increase in the number of products being utilized by our carrier customers, as well as by increases in the number of
members using our platform during the year ended December 31, 2012 as compared to the year ended December 31, 2011.
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Cost of Revenue

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
Cost of revenue $44,400 54.3% $42,133 61.3% $2,267 5.4%

The increase in cost of revenue for the year ended December 31, 2012 as compared to the year ended December 31, 2011
was in part attributable to a $1.1 million increase in amortization expense associated with capitalized software development costs,
primarily due to the impairment of certain internally developed software that we concluded would not produce expected cash flows
for the remainder of its estimated useful life. Salaries and personnel-related costs increased by $0.6 million during the year ended
December 31, 2012, as we increased the number of associates providing services to our expanded customer base and supporting
our platform infrastructure. In addition, we experienced a $0.3 million increase in infrastructure maintenance costs to support our
platform. As a percentage of revenue, cost of revenue was higher during the year ended December 31, 2011 in part because of a
large carrier customer implementation during that year.

Gross Profit

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
Software services $47,115 62.0% $ 38,808 59.5% $ 8,307 21.4%
Professional services (9,776) (168.3) (12,157) (340.2) 2,381 (19.6)
Gross profit $37,339 45.7% $ 26,651 38.7% $ 10,688 40.1%

The increase in software services gross profit for the year ended December 31, 2011 as compared to the year ended
December 31, 2012 was driven by a $10.7 million, or 16.4%, increase in software services revenue, partially offset by a $2.4
million, or 9.1%, increase in software services cost of revenue. Software services cost of revenue included $0.1 million of stock-
based compensation expense for each of the years ended December 31, 2011 and 2012; and $5.6 million and $7.0 million of
depreciation and amortization for the years ended December 31, 2011 and 2012, respectively. The increase in depreciation and
amortization expense was primarily due to a charge taken during the year ended December 31, 2012 related to impairment of
capitalized software development costs.

The decrease in professional services loss year over year was driven by a $2.2 million, or 62.6%, increase in professional
services revenue and a $0.2 million, or 0.9%, decrease in professional services cost of revenue. Our professional services cost of
revenue was higher during the year ended December 31, 2011 in part because of a large customer implementation during that
year. Professional services cost of revenue included $0.1 million of stock-based compensation expense for each of the years
ended December 31, 2011 and 2012. In addition, professional services cost of revenue included $0.5 million and $0.4 million in
depreciation and amortization for the years ended December 31, 2011 and 2012, respectively.
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Segment Gross Profit

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)

Employer $ 9,810 41.3% $ 6,059 38.0% $ 3,751 61.9%
Carrier 27,529 47.5 20,591 39.0 6,938 33.7
Gross profit $37,339 45.7% $26,650 38.7% $10,689 40.1%

The increase in employer gross profit year over year was driven by a $7.8 million, or 49.1%, increase in employer revenue,
partially offset by a $4.1 million, or 41.2%, increase in employer cost of revenue. Our employer gross profit included $1.3 million
and $1.7 million of depreciation and amortization for the years ended December 31, 2011 and 2012, respectively, and $0.1 million
of stock-based compensation expense for each of the years ended December 31, 2011 and 2012.

The increase in carrier gross profit year over year was driven by a $5.1 million, or 9.7%, increase in carrier revenue and a
$1.8 million, or 5.6%, decrease in carrier cost of revenue. Our carrier cost of revenue was higher for the year ended December 31,
2011 in part because of a large carrier customer implementation. Our carrier gross profit included $4.8 million and $5.7 million in
depreciation and amortization for the years ended December 31, 2011 and 2012, respectively. In addition, our carrier gross profit
included $0.2 million and $0.1 million of stock-based compensation expense for the years ended December 31, 2011 and 2012,
respectively.

Sales and Marketing

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(Restated) (dollars in thousands)
(Restated)
Sales and marketing $27,905 34.1% $22,553 32.8% $5,352 23.7%

The increase in sales and marketing expense year over year was primarily attributable to a $4.2 million increase in salaries
and personnel-related costs, as we increased the number of sales and marketing personnel to continue driving revenue growth.
The increase was also driven by a $1.4 million increase in marketing events, including the expansion of our annual One Place user
and partner conference in April 2012, and additional external marketing events.

Research and Development

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(Restated) (dollars in thousands)
(Restated)
Research and development $14,621 17.9% $9,120 13.3% $5,501 60.3%
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The increase in research and development expense year over year was primarily attributable to a $4.1 million increase in
salaries and personnel-related costs associated with additional research and development headcount, as well as a $0.4 million
increase in consulting expense, to accommodate increased focus on development of our products, including the incorporation of
and compliance with PPACA, the development of the HR InTouch Marketplace product, and investment of development resources
in a new electronic data interchange platform. In addition we experienced a $0.5 million increase in allocated overhead for the year
ended December 31, 2012 as compared to the year ended December 31, 2011 related to increased depreciation and amortization
and facilities costs.

General and Administrative

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
General and administrative $7,494 9.2% $5,821 85% $1,673 28.7%

The increase in general and administrative expense year over year was primarily attributable to a $1.4 million increase in
salaries and personnel-related costs associated with an increase in general and administrative personnel to support our growing
business and to prepare for our IPO.

Segment Income (Loss) From Operations

Year Ended December 31,

2012 2011
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)

Employer $(19,015) (80.0)% $(19,533) (122.6)% $ 518 (2.7%
Carrier 6,213 10.7 6,516 12.3 (303) 4.7)

Loss from operations $(12,802) (15.7)% $(13,017) (18.99% $ 215 1.7)%

The decrease in employer loss from operations year over year was primarily attributable to a $7.8 million increase in
employer revenue for the year ended December 31, 2012. In addition, we recognized a $1.7 million goodwill impairment during the
year ended December 31, 2011. These changes were partially offset by increases of $4.4 million and $4.1 million in sales and
marketing expenses and cost of revenue, respectively. The increase in sales and marketing expenses was attributable to an
increase in salaries and personnel-related costs of the sales associates who were hired during the year ended December 31, 2011
to market our solutions to employers and received a full year of salary in the year ended December 31, 2012. Commissions of our
sales associates increased as a result of increased sales to new employer customers. The increase in sales and marketing
expenses was also attributable to an increase in marketing events, including One Place, as well as increases attributable to other
external marketing events during the year ended December 31, 2012. The increase in cost of revenue was primarily driven by a
40.0% increase in our employer client service associate headcount.

The decrease in carrier income from operations year over year was primarily attributable to a $5.5 million increase in
research and development expenses. The increase in research and development expense was attributable to efforts to develop
and improve carrier segment-specific product
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enhancements. In addition, we experienced increases of $0.9 million and $0.8 million in sales and marketing and general and
administrative expenses, respectively, for the year ended December 31, 2012 as compared to the year ended December 31, 2011.
The increase in sales and marketing expense was attributable to associates hired during the year ended December 31, 2011, who
received a full year of salary during the year ended December 31, 2012. The increase in general and administrative expense for the
year ended December 31, 2012 as compared to the year ended December 31, 2011 was primarily attributable to increases in
salaries and personnel-related costs. These increases were partially offset by an increase in carrier gross profit of $6.9 million for
the year ended December 31, 2012 as compared to 2011.

Comparison of Years Ended December 31, 2011 and 201 O

As previously mentioned, in the first quarter of 2011, we increased the estimated expected life of our customer relationships
for both employer and carrier customers. This change had the effect of extending the term over which we recognize our deferred
revenue. Most of our deferred revenue relates to implementation services performed for our carrier customers, which require a
more extensive and lengthy implementation. In the absence of this change, each of revenue, gross profit, and segment loss from
operations would have improved by $5.8 million during the year ended December 31, 2011.

Revenue
Year Ended December 31,
2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)

Software services $65,210 94.8% $59,425 885% $ 5,785 9.7%
Professional services 3,573 5.2 7,697 115 (4,124) (53.6)%

Total revenue $68,783 100.0% $67,122 100.0% $ 1,661 2.5%

Revenue increased by $1.7 million, or 2.5%, from $67.1 million for the year ended December 31, 2010 to $68.8 million for
the year ended December 31, 2011. Our software services revenue increased $5.8 million, or 9.7%, during the year ended
December 31, 2011 as compared to the year ended December 31, 2010. This growth was primarily attributable to the addition of
new customers as the number of large employer and carrier customers increased from 170 as of December 31, 2010 to 223 as of
December 31, 2011. This growth was offset by a $4.1 million, or 53.6%, decrease in our professional services revenue during the
year ended December 31, 2011 as compared to the year ended December 31, 2010. This decrease was primarily attributable to
the increase in the first quarter of 2011 in the estimated expected customer relationship period over which we recognize our
implementation fees.

Segment Revenue

Year Ended December 31,

2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
Employer $15,938 23.2% $ 9,356 139% $ 6,582 70.4%
Carrier 52,845 76.8 57,766 86.1 (4,921) (8.5)%
Total revenue $68,783 100.0% $67,122 100.0% $ 1,661 2.5%
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Our employer revenue increased $6.6 million, or 70.4%, from the year ended December 31, 2010 to the year ended
December 31, 2011. This growth was primarily attributable to a $7.0 million increase in our employer software services revenue
driven primarily by a 36.9% increase in the number of large employer customers using our platform during the year ended
December 31, 2011 as compared to the year ended December 31, 2010. Our carrier revenue decreased $4.9 million, or 8.5%,
during the year ended December 31, 2011 as compared to the year ended December 31, 2010. This decline was attributable to
decreases of $3.7 million and $1.2 million in our carrier professional services and software services revenue, respectively. The
decrease in carrier professional services revenue was primarily driven by the increase in the first quarter of 2011 in the estimated
expected customer relationship period over which we recognize our implementation fees. In addition, our carrier segment revenue
was impacted by the uncertainty around the implementation of healthcare reform, which resulted in delayed purchasing decisions
on the part of our carrier customers.

Cost of Revenue

Year Ended December 31,

2011 2010
Percentage of Percentage of Period -to -Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
Cost of revenue $42,133 61.3% $38,870 57.9% $ 3,263 8.4%

Cost of revenue increased by $3.3 million, or 8.4%, from $38.9 million for the year ended December 31, 2010 to $42.1 million
for the year ended December 31, 2011. The increase in cost of revenue was primarily attributable to a $1.4 million increase in
salaries and personnel-related costs, as we increased the number of associates providing services to our expanding customer base
and supporting our platform infrastructure. In addition, we experienced increased implementation costs related to a large carrier
customer implementation during the year ended December 31, 2011. As a percentage of revenue, cost of revenue increased from
57.9% for the year ended December 31, 2010 to 61.3% for the year ended December 31, 2011. The increase in cost of revenue as
a percentage of revenue and resulting decrease in gross margin is primarily attributable to the change in estimated life of our
customer relationships during the year ended December 31, 2011. In the absence of this change, each of revenue, gross profit, and
net loss would have improved by $5.8 million during the year ended December 31, 2011.

Segment Gross Profit

Year Ended December 31,

2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
Employer $ 6,059 38.0% $ 3,121 334% $ 2,938 94.1%
Carrier 20,591 39.0 25,131 43.5 (4,540) (18.1)%
Gross profit $26,650 38.7% $28,252 42.1% $(1,602) (5.7)%

The increase in employer gross profit for the year ended December 31, 2010 to the year December 31, 2011 was driven by a
$6.6 million, or 70.4%, increase in employer revenue, partially offset by a $3.6 million, or 58.4%, increase in employer cost of
revenue for the year ended December 31, 2011. Our employer gross profit included $1.3 million and $0.6 million of depreciation
and amortization for the years ended December 31, 2011 and 2010, respectively, and $0.1 million of stock-based compensation
expense for each of the years ended December 31, 2011 and 2010.
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The decrease in carrier gross profit for the year ended December 31, 2010 to the year ended December 31, 2011 was driven
by a $4.9 million, or 8.5%, decrease in carrier revenue, partially offset by a $0.4 million, or 1.2%, decrease in carrier cost of revenue
for the year ended December 31, 2011. The decrease in carrier revenue and gross profit was primarily attributable to the increase
in the first quarter of 2011 in the estimated expected customer relationship period over which we recognize our implementation
fees, which decreased the amount of professional services revenue recognized during the year ended December 31, 2011 as
compared to the year ended December 31, 2010. Our carrier gross profit included $4.8 million and $5.5 million in depreciation and
amortization for the years ended December 31, 2011 and 2010, respectively. In addition, our carrier gross profit included $0.2
million and $0.3 million of stock-based compensation expense for the years ended December 31, 2011 and 2010, respectively.

Sales and Marketing

Year Ended December 31,

2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
Sales and marketing $22,553 32.8% $14,174 21.1% $ 8,379 59.1%

The increase in sales and marketing expense for the year ended December 31, 2010 to the year ended December 31, 2011
was primarily attributable to a $6.0 million increase in salaries and personnel-related costs, as we increased the number of sales
and marketing personnel to continue driving revenue growth. As a result of the increased headcount in 2011, we experienced a
$0.6 million increase in overhead expenses allocated to our sales and marketing functions during the year. In addition, we
experienced increases of $0.7 million and $0.3 million, respectively, in travel and recruiting costs.

Research and Development

Year Ended December 31,

2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
Research and development $9,120 13.3% $8,650 12.9% $ 470 5.4%

The increase in research and development expense for the year ended December 31, 2010 to the year ended December 31,
2011 was primarily attributable to a $0.3 million increase in consulting expenses and a $0.1 million increase in salaries and
personnel-related costs due to our product development efforts.

General and Administrative

Year Ended December 31,

2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)
General and administrative $5,821 8.5% $6,038 9.0% $ (217) (3.6)%
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The decrease in general and administrative expense for the year ended December 31, 2010 to the year ended
December 31, 2011 was primarily attributable to a $0.2 million decrease in salaries and personnel-related costs during the year
ended December 31, 2011 as compared to the year ended December 31, 2010.

Segment Income (Loss) From Operations

Years Ended December 31,

2011 2010
Percentage of Percentage of Period -to-Period Change
Amount Revenue Amount Revenue Amount Percentage
(dollars in thousands)
(Restated) (Restated)

Employer $(19,533) (122.6)% $(6,628) (70.8)%  $(12,905) *
Carrier 6,516 12.3 6,018 104 498 8.3%

Loss from operations $(13,017) (18.99% $ (610) (0.9% $(12,407) S

* Not meaningful.

The increase in employer loss from operations was primarily attributable to a $8.9 million increase in employer sales and
marketing expenses. During the year ended December 31, 2011, we increased the number of sales associates by 110.0%,
resulting in a $6.2 million increase in employer sales and marketing salaries and personnel-related costs. We also experienced a
$4.3 million increase in employer segment-specific research and development expenses. As a result of an increase in employer
customer volume, we devoted more research and development efforts to our employer segment specific products. In addition, we
recognized a goodwill impairment of $1.7 million in the year ended December 31, 2011. These changes were partially offset by a
$2.9 million increase in employer gross profit, driven primarily by a $6.6 million increase in employer revenue during the year.

The increase in carrier income from operations was primarily attributable to decreases of $3.8 million and $0.7 million in
research and development expenses and general and administrative expenses, respectively. These declines were primarily the
result of the shift of our research and development efforts to products in our employer segment. Additionally, we experienced a $0.5
million decrease in marketing expenses due primarily to a realignment of promotional efforts to grow our employer business. These
decreases in costs were partially offset by a decline in carrier gross profit of $4.5 million, driven by the change in estimated life of
our customer relationships during the year ended December 31, 2011. In the absence of this change, each of carrier revenue,
gross profit, and income from operations would have improved by $5.8 million during the year ended December 31, 2011.

Critical Accounting Policies and Significant Judgme nts and Estimates

Our management’s discussion and analysis of our financial condition and results of operations is based on our consolidated
financial statements, which have been prepared in accordance with GAAP. The preparation of these consolidated financial
statements requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the consolidated financial statements, and the reported amounts of revenue and
expenses. In accordance with GAAP, we base our estimates on historical experience and on various other assumptions that we
believe reasonable under the circumstances. Actual results might differ from these estimates under different assumptions or
conditions.
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While our significant accounting policies are more fully described in Note 2 to our consolidated financial statements
appearing elsewhere in this Annual Report on Form 10-K, we believe the following accounting policies are critical to the process of
making significant judgments and estimates in the preparation of our consolidated financial statements.

Revenue Recognition and Deferred Revenue

We derive the majority of our revenue from software services fees, which consist primarily of monthly subscription fees paid
to us by our customers for access to, and usage of, our cloud-based benefits software solutions for a specified contract term. We
also derive revenue from professional services which primarily include fees related to the implementation of our customers onto our
platform, which typically includes discovery, configuration and deployment, integration, testing, and training.

We recognize revenue when there is persuasive evidence of an arrangement, we have provided the service, the fees to be
paid by the customer are fixed and determinable and collectability is reasonably assured. We consider that delivery of our cloud-
based software services has commenced once we have granted the customer access to our platform.

We generally recognize software services fees monthly based on the number of employees covered by the relevant benefits
plans at contracted rates for a specified period of time once the criteria for revenue recognition described above have been
satisfied. We defer recognition of our professional services fees and begin recognizing them once the services are performed and
related software services have commenced, ratably over the longer of the contract term or the estimated expected life of the
customer relationship.

We estimate our customer relationship period based on various factors including, but not limited to, contract terms, contract
extensions and renewals, customer attrition, the nature and pace of technology advancements and obsolescence, and the
anticipated impact of demand, competition, and other regulatory and economic factors.

Most of our deferred revenue relates to professional services performed for our carrier customers, which require a more
extensive and lengthy implementation. We will evaluate the term over which revenue is recognized for our implementation fees as
we gain more experience with customer contract renewals.

Accounts Receivable and Allowances for Doubtful Acc ounts and Returns

We state accounts receivable at realizable value, net of an allowance for doubtful accounts that we maintain for estimated
losses expected to result from the inability of some customers to make payments as they become due. We base our estimated
allowance on our analysis of past due amounts and ongoing credit evaluations. Historically, our actual collection experience has not
varied significantly from our estimates, due primarily to our credit and collection policies and the financial strength of our customers.

The allowances for returns are accounted for as reductions of revenue and are estimated based on the Company’s periodic
assessment of historical experience and trends. The Company considers factors such as the time lag since the initiation of revenue
recognition, historical reasons for adjustments, new customer volume, complexity of billing arrangements, timing of software
availability, and past due customer billings.
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Goodwill

Goodwill represents the excess of the aggregate of the fair value of consideration transferred in a business combination over
the fair value of assets acquired, net of liabilities assumed. Goodwill is not amortized, but is subject to an annual impairment test.
We test goodwill for impairment at the reporting unit level annually on October 31, or more frequently if events or changes in
business circumstances indicate the asset might be impaired.

When testing goodwill for impairment, we first perform an assessment of qualitative factors, including but not limited to,
macroeconomic conditions, industry and market conditions, company-specific events, changes in circumstances, and after-tax cash
flows. If qualitative factors indicate that it is more likely than not that the fair value of the relevant reporting unit is less than its
carrying amount, we test goodwill for impairment at the reporting unit level using a two-step approach. In step one, we determine if
the fair value of the reporting unit exceeds the unit’s carrying value. If step one indicates that the fair value of the reporting unit is
less than its carrying value, we perform step two, determining the fair value of goodwill and, if the carrying value of goodwill
exceeds the implied fair value, recording an impairment charge.

We have determined that we have two operating segments, employer and carrier. Further, we have identified that the
employer operating segment contains a component, Benefit Informatics. Prior to 2013 Benefit Informatics was a reporting unit that
was part of the employer operating segment. Starting in 2013, Benefit Informatics no longer had discreet financial information,
ceased to be a reporting unit and is integrated within the employer segment. To determine the fair value of our reporting units, we
primarily use a discounted cash flow analysis, which requires significant assumptions and estimates about future operations.
Significant judgments inherent in this analysis include the determination of an appropriate discount rate, estimated terminal value
and the amount and timing of expected future cash flows.

Stock-Based Compensation

We have issued two types of stock-based awards under our stock plans: stock options and restricted stock units. Stock-
based awards granted to associates, directors, and non-associate third parties are measured at fair value at each grant date. When
determining the fair market value of our common stock, we consider what we believe to be comparable publicly traded companies,
discounted free cash flows, and an analysis of our enterprise value. We recognize stock-based compensation expense, net of
forfeitures, ratably over the requisite service period of the option award. Generally, options vest 25% on the one-year anniversary of
the grant date with the balance vesting over the following 36 months. We previously granted options that vest 100% on the fifth
anniversary of the grant date. Restricted stock unit awards vest 25% on each anniversary of the grant date over 4 years.

Determination of the Fair Value of Stock-Based Compensation Grants

The determination of the fair value of stock-based compensation arrangements is affected by a number of variables,
including estimates of the fair value of our common stock, expected stock price volatility, risk-free interest rate, and the expected life
of the award. We value stock options using the Black-Scholes option-pricing model, which was developed for use in estimating the
fair value of traded options that are fully transferable and have no vesting restrictions. Black-Scholes and other option valuation
models require the input of highly subjective assumptions, including the expected stock price volatility. For restricted stock unit
awards, fair value is based on the closing price of our stock on the trading day preceding the grant date.
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The following summarizes the assumptions used for estimating the fair value of stock options granted during the periods
indicated (we did not grant any options in 2011):

Year Ended December 31,

2013 2012 2011 2010
Risk-free interest rate 1.0% -1.7% 0.8% - 1.2% — 1.9% - 3.2%
Expected term (years) 6.08 6.08 — 6.08 - 6.58
Expected volatility 52% 53% - 55% — 57% - 59%
Dividend yield 0% 0% — 0%
Weighted-average grant date fair value per share $7.71 $4.24 — 2.43%

We have assumed no dividend yield because we do not expect to pay dividends in the foreseeable future, which is
consistent with our past practice. The risk-free interest rate assumption is based on observed interest rates for constant maturity
U.S. Treasury securities consistent with the expected life of our associate stock options. The expected life represents the period of
time the stock options are expected to be outstanding and is based on the simplified method. Under the simplified method, the
expected life of an option is presumed to be the midpoint between the vesting date and the end of the contractual term. We used
the simplified method due to the lack of sufficient historical exercise data to provide a reasonable basis upon which to otherwise
estimate the expected life of the stock options. Expected volatility is based on historical volatilities for publicly traded stock of
comparable companies over the estimated expected life of the stock options. The list of comparable companies we used to
determine expected volatility was consistent with those used to determine the corresponding fair value of our common stock at
each grant date.

We based our estimate of pre-vesting forfeitures, or forfeiture rate, on our analysis of historical behavior by stock option
holders. We apply the estimated forfeiture rate to the total estimated fair value of the awards, as derived from the Black-Scholes
model, to compute the stock-based compensation expense, net of pre-vesting forfeitures, to be recognized in our consolidated
statements of operations.

Based upon stock closing stock price on December 31, 2013 of $57.74, the aggregate intrinsic value of outstanding options
to purchase shares of our common stock as of December 31, 2013 was $156.0 million, of which $127.4 million related to vested
options and $28.6 million to unvested options. The aggregate intrinsic value of outstanding restricted stock units as of
December 31, 2013 was $5.6 million, of which all were unvested.

Determination of the Fair Value of Common Stock on Grant Dates

Prior to our IPO, we were a private company with no active public market for our common stock. We have periodically
determined for financial reporting purposes the estimated per share fair value of our common stock at various dates using
contemporaneous valuations performed in accordance with the guidance outlined in the American Institute of Certified Public
Accountants Practice Aid, “Valuation of Privately Held Company Equity Securities Issued as Compensation,” or the Practice Aid.
We performed these valuations as of January 1, July 1, October 1, 2012, and April 1, 2013. In conducting the valuations, we
considered all objective and subjective factors that we believed to be relevant for each valuation conducted, including
management’s estimate of our business condition, prospects, and operating performance at each valuation date. Within the
valuations performed by our management, a range of factors, assumptions, and methodologies were used. The significant factors
included:

* independent third-party valuations performed contemporaneously or shortly before the grant date, as applicable;
* the fact that we are a privately held technology company and our common stock is illiquid;
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* the nature and history of our business;

* our historical financial performance;

» our discounted future cash flows, based on our projected operating results;
* valuations of comparable public companies;

* the potential impact on common stock of liquidation preference rights of redeemable convertible preferred stock under
different valuation scenarios;

¢ general economic conditions and the specific outlook for our industry;

« the likelihood of achieving a liquidity event for shares of our common stock such as an IPO or a sale of our company,
given prevailing market conditions, or remaining a private company; and

* the state of the IPO market for similarly situated privately held technology companies.

The dates of our contemporaneous valuations have not always coincided with the dates of our stock-based compensation
grants. In such instances, management’s estimates of the fair value of our common stock on the date of grant have been based on
the most recent valuation of our shares of common stock and our assessment of additional objective and subjective factors we
believed were relevant as of the grant date. The additional factors considered when determining any changes in fair value between
the most recent valuation and the grant dates included our stage of development, our operating and financial performance, current
business conditions, and the market performance of comparable publicly traded companies.

There are significant judgments and estimates inherent in these contemporaneous valuations. These judgments and
estimates include assumptions regarding our future operating performance, the time to completing an IPO or other liquidity event,
and the determinations of the appropriate valuation methods. If we made different assumptions, our stock-based compensation
expense, net loss, and net loss per common share could have been significantly different.

Common Stock Valuation Methodology
Probability-Weighted Expected Return Method

We utilize the probability-weighted expected return method, or PWERM, approach to allocate our equity value to our
common shares. The PWERM approach employs various market, income or cost approach calculations depending on the
likelihood of various liquidation scenarios. For each of the various scenarios, an equity value is estimated and the rights and
preferences for each shareholder class are considered to allocate the equity value to common shares. The common share value is
then multiplied by a discount factor reflecting the calculated discount rate and the timing of the event. Lastly, the common share
value is multiplied by an estimated probability for each scenario. The probability and timing of each scenario are based on
discussions between our board of directors and our management team. Under the PWERM, the value of our common stock is
based on four possible future events for our company:

* an IPO;

* a strategic merger or sale;

* our remaining a private company; and

* the sale of our assets and the resulting dissolution of our company.

When determining the value of any of these four possible outcomes, we use the market and income approaches to
determine the equity value of our company. These valuation methodologies are described below.
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Market Approach

The market approach evaluates similar companies or transactions in the marketplace. When using the guideline company
method of the market approach in determining the fair value of our common stock under the IPO scenario, we identified companies
similar to our business who had recently completed IPOs and used these companies as guidelines to develop relevant market
multiples and ratios. We then applied these market multiples and ratios to our financial forecasts to create an indication of total
equity value. In selecting the guideline companies used in our analysis, we applied several criteria, including companies in the e-
commerce platform industry, companies displaying economic and financial similarity to us in certain aspects of primary importance
in the eyes of the investing public, and businesses that entail a similar degree of investment risk. When using the similar transaction
methodology of the market approach in determining the fair value of our common stock under the strategic merger or sale scenario,
we used publicly disclosed data from arm’s-length transactions involving similar companies to develop relationships or value
measures between the prices paid for the target companies and the underlying financial performance of those companies. These
value measures are then applied to our applicable operating data to create an indication of total equity value.

We used the market approach as the valuation method of determining the fair value of our common stock under the IPO and
strategic merger or sale scenarios for all independent valuations. For each of the independent valuations, we performed an
assessment of publicly traded comparable companies, including companies that recently completed IPOs or were recently
acquired, to ensure that we had a current representative sample of guideline companies upon which to base each valuation.

Income Approach

For the income approach, we used the discounted free cash flow method, which is based on the premise that equity value as
of the respective valuation date is equal to the projected future free cash flows and expected terminal value of the business,
discounted by a required rate of return that investors would demand given the risks of ownership and the risks associated with
achieving the stream of projected future free cash flows.

We used a combination of the market approach and the income approach in determining the fair value of our common stock
under the remaining private scenario for each of our independent valuations.

The following table summarizes by grant date the number of shares of common stock subject to stock options granted from
January 1, 2012 through the September 17, 2013, as well as the associated per share exercise price and the final estimated fair
value per share of our common stock on the grant date. We did not grant any stock options during the year ended December 31,
2011.

Number of Shares

Underlying Exercise Price per Estimated Fair
Grant Date Options Granted Share Value per Share
January 31, 2012 201,844 $ 8.11 $ 6.80
April 9, 2012 10,000 $ 8.11 $ 6.80
July 1, 2012 12,115 $ 9.33 $ 8.79
October 1, 2012 368,500 $ 10.30 $ 9.88
April 1, 2013 5,000 $ 13.53 $ 13.53
May 8, 2013 137,000 $ 13.53 $ 13.53
August 5, 2013 30,000 $ 13.53 $ 20.30
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For each of our new stock option grants during 2012, the exercise price exceeded the fair market value of our common stock
on the date of grant. In determining the fair value of our common stock on the grant dates, our board of directors placed significant
emphasis on the contemporaneous valuations performed by an independent third party, which did not consider the impact of
completion of our revenue recognition customer relationship change as the available data had not yet been fully analyzed as of the
time of these original valuations. These original valuations were retroactively updated to reflect the Company’s completion of its
final analysis of customer relationship data available as of each valuation date and the effect of such data on the revised projected
operating results taking into account the impact of our change in estimated customer relationship period.

Significant factors contributing to the determination of common stock fair value at the date of each grant were as follows:

January and April 2012 Stock Option Grants.  On January 31, 2012, our board of directors granted Mason Holland, our
Executive Chairman of the Board, the authority to make grants of stock rights under our 2012 Stock Plan. Pursuant to this
designated authority, Mr. Holland granted options to purchase 201,844 shares of common stock with an exercise price per share of
$8.11 on January 31, 2012. In estimating the fair value of our common stock to set the exercise price of such options, we reviewed
and considered a contemporaneous independent valuation report for our common stock as of January 1, 2012. The retroactively
updated independent valuation report reflected a fair value for our common stock of $6.80 as of January 1, 2012.

Three months later, on April 9, 2012, when our results were similar to prior months, Mr. Holland, pursuant to his designated
authority from our board, granted options to purchase 10,000 shares of common stock with an exercise price per share of $8.11.
Little had changed since the last stock option grant date and, although we finished the first quarter on plan, overall market
conditions had not changed significantly. Therefore, we determined that the estimated fair value of common stock had not changed
since the January 31, 2012 grants.

The primary valuation considerations in the retroactively updated independent valuation report were:
* adiscount rate of 22%, based on our estimated cost of capital; and
* a lack of marketability discount of 27%.

The liquidity event scenario probabilities and valuation method used for determining the fair value of our common stock were
as follows:

Valuation
Scenario Probability Method
IPO 50% Market
Strategic merger or sale 30% Market
Remain private 15% Market / Income
Dissolution / technology sale 5% N/A

The 50% probability for an IPO scenario reflected our consideration of the improvement in the IPO market during the last half
of 2011, particularly within the technology sector and for companies of similar size and scale to us. In addition, it reflected our belief
that if a liquidity event were to occur within the next 18 months, the most likely outcome would be an IPO.

July 2012 Stock Option Grants.  Mr. Holland, pursuant to his designated authority from our board, granted options to
purchase 12,115 shares of common stock with an exercise price per share of $9.33 on July 1, 2012. In estimating the fair value of
our common stock to set the exercise price of such options, we reviewed and considered a contemporaneous independent
valuation report for our common stock as of July 1, 2012. The retroactively updated independent valuation report reflected a fair
value for our common stock of $8.79 as of July 1, 2012.
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The primary valuation considerations were:
* adiscount rate of 22%, based on our estimated cost of capital; and
* a lack of marketability discount of 21%.

The liquidity event scenario probabilities and valuation method used for determining the fair value of our common stock were
as follows:

Valuation
Scenario Probability Method
IPO 50% Market
Strategic merger or sale 30% Market
Remain private 15% Market / Income
Dissolution / technology sale 5% N/A

The 50% probability for an IPO scenario reflected our consideration of the continued stability in the IPO market during the
first half of 2012, particularly within the technology sector and for companies of similar size and scale to us. In addition, it reflected
our belief that if a liquidity event were to occur within the next 15 months, the most likely outcome would be an IPO.

The increase in the estimated fair value of our common stock from $6.80 per share as of April 9, 2012 to $8.79 per share as
of July 1, 2012 was primarily due to the following:

¢ greater proximity of an anticipated IPO date;

* increased market valuations of the guideline companies used in determining total equity value;

 application of a higher revenue multiple used under the strategic merger scenario based on the then-current market
conditions for our guideline companies to our trailing twelve-month revenue;

* our strong operating performance during the first half of 2012, primarily attributable to revenue growth from an increase in
the number of customers using our cloud-based benefits software; and

* continued improvement in overall macroeconomic conditions.

October 2012 Stock Option Grants.  Mr. Holland, pursuant to his designated authority from our board, granted options to
purchase 368,500 shares of common stock on October 1, 2012 with an exercise price per share of $10.30. In estimating the fair
value of our common stock to set the exercise price of such options as of the grant date, the board reviewed and considered a
contemporaneous independent valuation report for our common stock as of October 1, 2012. The retroactively updated
independent valuation report reflected a fair value for our common stock of $9.88 as of October 1, 2012.

The primary valuation considerations were:

¢ adiscount rate of 20%, based on our estimated cost of capital; and

* alack of marketability discount of 19%.
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The liquidity event scenario probabilities and valuation method used for determining the fair value of our common stock were
as follows:

Valuation
Scenario Probability Method
IPO 50% Market
Strategic merger or sale 30% Market
Remain private 15% Market / Income
Dissolution / technology sale 5% N/A

The 50% probability for an IPO scenario reflected our consideration of the continued stability in the IPO market during the
first three quarters of 2012, particularly within the technology sector and for companies of similar size and scale to us. In addition, it
reflected our belief that if a liquidity event were to occur within the next three quarters, the most likely outcome would be an IPO.

The increase in the estimated fair value of our common stock from $8.79 per share as of July 1, 2012 to $9.88 per share as
of October 1, 2012 was primarily due to the following:

* greater proximity of anticipated IPO date;

* increased market valuations of the guideline companies used in determining total equity value;

e our strong operating performance during the first three quarters of 2012, primarily attributable to revenue growth from an
increase in the number of customers using our cloud-based benefits software; and

e continued improvement in overall macroeconomic conditions.
April and May Stock Option Grants.  Mr. Holland, pursuant to his designated authority from our board, granted options to
purchase 5,000 shares of common stock with an exercise price per share of $13.53 on April 1, 2013. In estimating the fair value of

our common stock to set the exercise price of such options, we reviewed and considered a contemporaneous independent
valuation report for our common stock as of April 1, 2013.

One month later, on May 8, 2013, when our results were similar to prior months, our board granted options to purchase
137,000 shares of common stock with an exercise price per share of $13.53. Overall market conditions had not changed
significantly since the last stock option grant date. Therefore, we determined that the estimated fair value of common stock had not
changed since the April 1, 2013 grant.

The primary valuation considerations were:

* adiscount rate of 17%, based on our estimated cost of capital; and

* a lack of marketability discount of 11%.

The liquidity event scenario probabilities and valuation method used for determining the fair value of our common stock as of
April 1, 2013 were as follows:

Valuation
Scenario Probability Method
IPO 60% Market
Strategic merger or sale 30% Market
Remain private 10% Market / Income
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The 60% probability for an IPO scenario reflected our consideration of the continued stability in the IPO market during the
fourth quarter of 2012 and the first quarter of 2013. In addition, it reflected our belief that if a liquidity event were to occur within the
next three months, the most likely outcome would be an IPO. In the first quarter of 2013, we began to prepare for an initial public
offering, including appointment of underwriters.

The increase in the estimated fair value of our common stock from $9.88 per share as of October 1, 2012 to $13.53 per
share as of April 1, 2013 was primarily due to the following:

» greater proximity of an anticipated IPO date;
* greater probability of the IPO scenario, which would result in the highest return to investors;
* increased market valuations of the guideline companies used in determining total equity value; and

* application of a higher revenue multiple used under the strategic merger scenario based on the then-current market
conditions for our guideline companies to our trailing twelve-month revenue.

As of the grant date, which is also the service inception dates, the total unrecognized stock-based compensation expense
related to the options granted on April 1, 2013 and May 8, 2013, adjusted for estimated forfeitures, was approximately $0.9 million.
Stock-based compensation related to these options will be recognized over the requisite service period of four years and charged
to operating expenses.

August 2013 Stock Option Grant. On August 5, 2013, Mr. Holland, pursuant to his designated authority from our board,
granted options to purchase 30,000 shares of common stock with an exercise price per share of $13.53. At the time of this grant,
we believed overall market conditions had not changed significantly since April 1, 2013, and we had not yet received our estimated
IPO price range from the underwriters. Therefore, we initially determined that the estimated fair value of common stock had not
changed since the April 1, 2013 grant.

On August 20, 2013, the underwriters first communicated the anticipated price range of our IPO to us. Their analyses, which
assumed the offering occurs and therefore did not include any discounting for illiquidity or IPO probability, derived a range of
$21.50 to $24.50 per share. Our increased sales during the quarter ended June 30, 2013 influenced the increase in our valuation in
a potential IPO. The underwriters also considered recent IPO’s and acquisitions of companies similar to us. These were the primary
differences between the underwriters’ valuation and our prior April 1, 2013 independent valuation.

In light of these factors, we determined the value of our common stock for financial accounting purposes as of the August 5,
2013 stock option grant date was $20.30 per share. This valuation was within 12% of the mid-point of our estimated offering price
range. It included assumptions not considered by the underwriters, but that we believed were appropriate for financial statement
reporting purposes. The principal of these different assumptions were:

* an IPO probability of 80%;
¢ adiscount rate of 15%, based on our estimated cost of capital; and
* alack of marketability discount of 9%.
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The liquidity event scenario probabilities and valuation method used for determining the fair value of our common stock as of
August 5, 2013 were as follows:

Valuation
Scenario Probability Method
IPO 80% Market
Strategic merger or sale 10% Market
Remain private 10% Market / Income

As a result, as of the grant date, which is also the service inception date for the optionee, the total unrecognized stock-based
compensation expense related to the option granted August 5, 2013, adjusted for forfeitures, was approximately $0.3 million. We
expect to recognize stock-based compensation expense of approximately $21,750 on average per quarter over the requisite
service, or vesting, period of four years. This non-cash expense was charged to operating expense beginning in the quarter ended
September 30, 2013.

Income Taxes

We account for income taxes under the asset and liability method. We recognize deferred tax assets and liabilities for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases, as well as for operating loss and tax credit carryforwards. We measure deferred tax assets
and liabilities using enacted tax rates expected to apply to taxable income in the years in which we expect to recover or settle those
temporary differences. We recognize the effect of a change in tax rates on deferred tax assets and liabilities in the results of
operations in the period that includes the enactment date. We reduce the measurement of a deferred tax asset, if necessary, by a
valuation allowance if it is more likely than not that we will not realize some or all of the deferred tax asset.

We account for uncertain tax positions by recognizing the financial statement effects of a tax position only when, based upon
technical merits, it is more likely than not that the position will be sustained upon examination. We recognize potential accrued
interest and penalties associated with unrecognized tax positions within our global operations in income tax expense.

Liquidity and Capital Resources
Sources of Liquidity

Prior to our IPO, we funded our operations primarily through cash from operating activities, bank and subordinated debt
borrowings, and private placements of redeemable convertible preferred stock. From 2007 to 2010, we raised $135.5 million from
the sale of redeemable convertible preferred stock to third parties.

During 2010 and 2011, we entered into various borrowing arrangements to finance purchases of computer equipment, other
fixed assets, and software and leasehold improvements. These borrowing arrangements included $2.8 million from two promissory
notes with NBSC, a division of Synovus Bank, which bore interest at fixed annual rates of 4.5% to 5.0% and were collateralized by
certain specifically identified equipment.

During 2012, we entered into a $6.0 million master credit facility with NBSC to finance purchases of fixed assets, software
and leasehold improvements. Under the terms of the credit agreement, we were allowed to borrow from time to time an aggregate,
non-revolving amount not to exceed $6.0 million until November 2014. We were allowed to prepay all or any portion of any note
without penalty at any time. We made customary affirmative and negative covenants in connection with this credit
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agreement. In the event of a default, including, among other things, our failure to pay any principal or interest payment when due or
our uncured default in the performance or observance of any term, covenant, condition or agreement we were required to perform,
the principal and interest on each outstanding note and all other amounts owed to NBSC would have become due and payable,
and the credit agreement and our right to request advances under it would have terminated immediately. As of June 30, 2013, we
were not in compliance with the net operating income covenant under the master credit facility, which allowed NBSC to declare all
outstanding amounts due and terminate the facility. NBSC waived this covenant breach, as well as any future breaches of the net
operating income covenant, through August 1, 2014. This waiver was binding and not subject to revocation by NBSC. On

August 30, 2013, all amounts due under this credit facility were repaid and the facility was terminated when we transitioned to
another bank.

On August 27, 2013, we entered into a loan and security agreement with Silicon Valley Bank to provide us a revolving line of
credit of up to $35.0 million to be used for working capital, to refinance our indebtedness to NBSC, and to fund our general
business requirements. On December 10, 2013, we entered into a second amended agreement with Silicon Valley Bank which
provides that the increase in the amount available under the revolving line of credit from the initial limit of $15 million to $35 million,
as a result of the closing of our IPO on September 23, 2013, will occur on the earlier of our request for such increase or August 27,
2014. All other terms of the loan and security agreement remain the same.

Amounts borrowed under the line of credit are payable on the maturity date, which is August 27, 2016. Amounts borrowed
may be repaid and re-borrowed prior to the maturity date. Amounts available under the line of credit are subject to a borrowing base
limit which is a function of our monthly recurring revenue as adjusted to reflect lost customer revenue during the previous quarter.

We can designate advances as LIBOR advances or prime rate advances. LIBOR advances bear interest at 2.75% plus the
greater of 0.50% or current LIBOR for the applicable period, generally 30 days, adjusted for certain regulatory reserve
requirements. The LIBOR rate is adjusted approximately monthly. Prime Rate advances bear interest at the prime rate as published
in the Wall Street Journal. The interest rate on prime rate advances is adjusted on the effective date of a change in the prime rate.

We made customary affirmative and negative covenants in connection with the loan and security agreement, including
financial covenants related to liquidity and revenue growth. In the event of a default, including, among other things, our failure to
pay any principal or interest payment when due or our uncured default of any term, provision, condition, covenant or agreement,
Silicon Valley Bank may declare all obligations immediately due and stop advancing money or extending credit under the line of
credit. We were in compliance with all covenants under this loan and security agreement, as amended, as of December 31, 2013.
The line of credit is collateralized by substantially all of our tangible and intangible assets, including any proceeds of intellectual
property (but not the underlying intellectual property itself), and we have agreed not to encumber any of our intellectual property
without Silicon Valley bank’s prior written consent. The collateral also excludes any equity interests.

On August 30, 2013, we borrowed $5.8 million under this line of credit, which we used to repay all of the amounts
outstanding under the two promissory notes and master credit facility with NBSC. In September 2013, we borrowed and repaid $5
million under this line of credit. The amount available to borrow under this line of credit was $9.2 million as of December 31, 2013.
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The following table summarizes the outstanding principal balances of our lines of credit as of December 31, 2013:

Outstanding Principal

Balance
(in thousands)
Revolving line of credit $ 5,757
Total $ 5,757

Initial Public Offering

On September 23, 2013, we closed our IPO in which we sold 3,000,000 shares of common stock at a public offering price of
$26.50 per share, resulting in net proceeds of $70.1 million. See Note 1 of our consolidated financial statements included
elsewhere in this Annual Report on Form 10-K for additional details regarding our IPO.

Based on our current level of operations and anticipated growth, we believe our future cash flows from operating activities
and existing cash balances, which include the net proceeds from our IPO, will be sufficient to meet our cash requirements for at
least the next 12 months.

Going forward, we may access capital markets to raise additional equity financing for various business reasons, including
required debt payments and acquisitions. The timing, term, size, and pricing of any such financing will depend on investor interest
and market conditions, and there can be no assurance that we will be able to obtain any such financing.

Cash Flows
Our cash flows for the years ended December 31, 2013, 2012, 2011, and 2010 were as follows (in thousands):

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)

Net cash flows provided by (used in):

Operating activities $ 1,067 $12,408 $ 5,882 $ 7,185

Investing activities (22,077) (6,308) (5,747) (9,725)

Financing activities 66,952 (2,253) (2,445) (5,319)

Net increase (decrease) in cash and cash equivalents $ 45,942 $ 3,847 $(2,310) $ (7.859)

Operating Activities

For the year ended December 31, 2013, net cash and cash equivalents used in operating activities of $1.1 million consisted
of a net loss of $30.4 million partially offset by $19.4 million of cash provided by changes in working capital and $12.1 million in
adjustments for non-cash items. Adjustments for non-cash items primarily consisted of depreciation and amortization expense of
$8.2 million, accrued interest on financing obligation of $1.8 million, non-cash stock compensation expense of $1.2 million, and a
change in fair value and accretion of warrant of $0.9 million. The cash provided by changes in working capital primarily consisted of
an increase in deferred revenue of $22.7 million, an increase in accrued compensation and benefits of $4.5 million, and an increase
in accounts payable and accrued expenses of $3.5 million. The increase in deferred revenue was a result of contracts closed
during the period with associated upfront fees, which will be recognized as revenue ratably over
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the customer relationship period beginning once the software services have commenced. The increase in accrued compensation
and benefits resulted from normal fluctuation in payroll dates and an increase in the number of associates. The increase in
accounts payable resulted from an increase in cost of revenue and operating expenses. These increases were partially offset by a
decrease in operating cash flow due to a $10.3 million increase in accounts receivable. The increase in accounts receivable was
primarily attributable to the growth of our revenue and fees.

For the year ended December 31, 2012, our net cash and cash equivalents provided by operating activities of $12.4 million
consisted of a net loss of $14.9 million, offset by $15.4 million of cash provided by changes in working capital and $11.8 million in
adjustments for non-cash items. Adjustments for non-cash items primarily consisted of depreciation and amortization expense of
$8.6 million, accrued interest on financing obligation of $1.8 million, non-cash stock compensation expense of $0.7 million and the
change in fair value of contingent consideration of $0.2 million. The increase in cash resulting from changes in working capital
primarily consisted of an increase in deferred revenue of $14.7 million and an increase in accrued compensation and benefits of
$3.1 million as a result of increased headcount. The increase in deferred revenue was a result of contracts closed during the period
with associated upfront fees, which will be recognized as revenue, ratably over the customer relationship period, beginning once
the software services have commenced. In addition, we experienced an increase in accounts payable and accrued expenses of
$1.4 million, primarily driven by increased operating costs during the period. These increases were partially offset by a decrease in
operating cash flow due to a $4.4 million increase in accounts receivable, primarily driven by increased revenue during the year as
we continue to expand our operations.

For the year ended December 31, 2011, our net cash provided by operating activities of $5.9 million consisted of a net loss
of $15.1 million, offset by $8.4 million of cash provided by changes in working capital and $12.5 million in adjustments for non-cash
items. Adjustments for non-cash items primarily consisted of depreciation and amortization expense of $7.3 million, accrued interest
on financing obligation of $1.8 million, non-cash stock compensation expense of $0.7 million, the change in fair value of contingent
consideration of $0.8 million and impairment of goodwill and other intangible assets of $1.7 million. The increase in cash resulting
from changes in working capital primarily consisted of an increase in deferred revenue of $9.8 million . The increase in deferred
revenue was a result of contracts closed during the period with associated upfront fees, which will be recognized as revenue,
ratably over the customer relationship period, beginning once the software services have commenced. These increases were
partially offset by decreases in operating cash flow due to a $2.0 million increase in accounts receivable.

For the year ended December 31, 2010, our net cash provided by operating activities of $7.2 million consisted of a net loss
of $2.5 million and $0.4 million of cash used to fund changes in working capital, offset by $10.1 million in adjustments for non-cash
items. Adjustments for non-cash items primarily consisted of depreciation and amortization expense of $6.6 million, accrued interest
on financing obligation of $1.8 million, non-cash stock compensation expense of $1.0 million and change in fair value of contingent
consideration of $0.2 million. The decrease in cash resulting from changes in working capital primarily consisted of a decrease in
deferred revenue of $1.5 million and a $1.1 million increase in accounts receivable, primarily driven by increased revenue during
the year. These decreases were partially offset by increases in operating cash flow due to a $1.5 million increase in accounts
payable and accrued expenses and a $0.5 million increase in accrued compensation and benefits resulting from an increase in the
number of associates.
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Investing Activities

Net cash used in investing activities totaled $22.1 million for 2013. We purchased corporate bonds in the amount of $13.2
million. In addition, we spent $8.9 million to purchase property and equipment. For the years ended December 31, 2012, 2011, and
2010, net cash used in investing activities was $6.3 million, $5.7 million, and $9.7 million, respectively, for the purchase of property
and equipment.

Financing Activities

Net cash provided by financing activities totaled $67.0 million for 2013, which resulted primarily from $70.1 million in
proceeds from our IPO, net of issuance costs, $12.2 million in proceeds from line of credit and notes payable borrowings, partially
offset by $15.8 million in repayments of notes payable, line of credit, and financing and capital lease obligations and $0.3 million in
payments of contingent consideration.

For the year ended December 31, 2012, net cash used in financing activities was $2.3 million, consisting of $4.2 million in
repayments of debt and financing and capital lease obligations, $0.6 million in repurchases of our common stock and $2.1 million in
payments of contingent consideration related to an acquisition during the year ended December 31, 2010. These amounts were
partially offset by $4.5 million in proceeds from notes payable borrowing and $0.1 million in cash received upon the exercise of
stock options.

For the year ended December 31, 2011, net cash used in financing activities was $2.4 million, consisting of $3.8 million in
repayments of debt and financing and capital lease obligations and $0.8 million in repurchases of our common stock, partially offset
by $2.0 million in proceeds from notes payable borrowing and $0.1 million in cash received upon the exercise of stock options.

For the year ended December 31, 2010, net cash used in financing activities was $5.3 million, consisting of $5.7 million in
repayments of debt and financing and capital lease obligations, partially offset by $0.8 million in proceeds from notes payable
borrowing.

Operating and Capital Expenditure Requirements

We believe that our existing cash and cash equivalents balances and cash generated from operations will be sufficient to
meet our anticipated cash requirements through at least the next 12 months, including expected capital expenditure requirements
of approximately $12 million to $15 million. If our available cash and cash equivalents balances are insufficient to satisfy our
liquidity requirements, we may seek to sell equity or convertible debt securities or enter into an additional credit facility. The sale of
equity and convertible debt securities may result in dilution to our stockholders and those securities may have rights senior to those
of our common shares. If we raise additional funds through the issuance of convertible debt securities, these securities could
contain covenants that would restrict our operations. We may require additional capital beyond our currently anticipated amounts.
Additional capital may not be available on reasonable terms, or at all.
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Contractual Obligations and Commitments

Our principal commitments consist of obligations under our outstanding debt facilities, non-cancelable leases for our office
space and computer equipment and purchase commitments for our co-location and other support services. The following table
summarizes these contractual obligations at December 31, 2013. Future events could cause actual payments to differ from these
estimates.

Payment due by period

Less than 1 More than 5

Contractual Obligations Total year 1-3 years 3-5 years years
(in thousands)

Long-term debt—Revolving line of credit (1) $ 5,757 $ — $ 5,757 $ — % —
Operating lease obligations (2) 31,204 3,108 5,686 5,682 16,728
Capital lease obligations (2) 5,689 2,728 2,938 23 —
Financing obligations (2) 20,986 3,578 6,318 4,202 6,888
Purchase commitments 3,659 1,232 2,373 54 —
Total $67,295 $ 10,646 $23,072 $9,961 $ 23,616

(1) Repayment of the revolving line of credit is due at end of the term in 2016. Early repayment is allowed. Interest is paid
monthly.

(2) Excludes estimated future minimum payments totaling $81.5 million for office space that was under construction as of
December 31, 2013. The timing of the payments is dependent upon the date of occupancy which is estimated to be
January 1, 2015. A delay in occupancy would delay the timing of the payments under the lease, but not the total payment
amount.

In February 2013, we entered into an amendment to an existing lease agreement to lease additional office space. The
collective minimum lease payments under the amendment are $9.9 million. We also entered into a capital lease of fixed assets with
total collective future minimum lease payments of $1.1 million.

In March 2013 and June 2013, we borrowed $0.9 million and $0.6 million, respectively, under the NBSC master credit facility.
In August 2013, we borrowed $5.8 million under a loan and security agreement with Silicon Valley Bank described above, and paid
off the NBSC master credit facility and the two outstanding promissory notes with NBSC. In September 2013, we borrowed an
additional $5.0 million under the loan and security agreement with Silicon Valley Bank for general working capital purposes.

On December 13, 2013, we entered into a 15 year build-to-suit lease for additional office space at our Charleston, South
Carolina campus. The estimated rentable area of the building to be constructed is approximately 145,000 square feet and the target
commencement date is January 1, 2015. Estimated future minimum under the arrangement payments totaling $81.5 million are not
included in the contractual obligations table above. Under this lease agreement we executed an option to lease two additional
adjacent buildings. The annual cost of the option is $466,000 per year for term of the option which is three years. Additionally, we
may incur a termination fee if we terminate the option or let the option expire. The termination fee of $0.8 million will be prorated
through the date of termination or expiration. As of December 31, 2013 we recognized liability related to the option in the amount of
$23,000. No amounts have been recognized related the to the termination fee. However, if we had terminated the option on
December 31, 2013, we would have incurred expense in the amount of $75,000.
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Off-Balance Sheet Arrangements

As of December 31, 2013, we did not have any off-balance sheet arrangements, as defined in Item 303(a)(4)(ii) of SEC
Regulation S-K, such as the use of unconsolidated subsidiaries, structured finance, special purpose entities or variable interest
entities other than as disclosed in Note 16 for which we are not the primary beneficiary of, nor do we have a controlling financial
interest in, any variable interest entity. Accordingly, we have not consolidated any variable interest entity.

Recent Accounting Pronouncements

In July 2012, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update, or ASU, 2012-08,
“Intangibles—Goodwill and Other (Topic 350); Testing Indefinite-Lived Intangible Assets for Impairment”, which is intended to
reduce the cost and complexity of performing an impairment test for indefinite-lived intangible assets by providing entities an option
to perform a “qualitative” assessment to determine whether further implementation testing is necessary. Our adoption of this
statement, effective January 1, 2013, did not have any impact on our consolidated financial statements.

In February 2013, the FASB issued ASU 2013-02, “Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income”, which requires entities to provide information about the amounts reclassified out of accumulated other
comprehensive income by component. In addition, ASU 2013-02 requires presentation, either on the face of the income statement
or in the notes, of significant amounts reclassified out of accumulated other comprehensive income by respective line items of net
income, but only if the amounts reclassified are required to be reclassified in their entirety in the same reporting period. For
amounts that are not required to be reclassified in their entirety to net income, an entity is required to cross-reference to other
disclosures that provide additional details about these amounts. We prospectively adopted ASU 2013-02 effective January 1, 2013.
The adoption of this pronouncement did not have any impact on our consolidated financial statement presentation.

We are evaluating other accounting standards and exposure drafts that have been issued or proposed by the FASB or other
standards setting bodies that do not require adoption until a future date to determine whether adoption will have a material impact
on our consolidated financial statements.

ltem 7A. Quantitative and Qualitative Disclosures A bout Risk

Market risk is the risk of loss to future earnings, values or future cash flows that may result from changes in the price of a
financial instrument. The value of a financial instrument might change as a result of changes in interest rates, exchange rates,
commodity prices, equity prices and other market changes. We do not use derivative financial instruments for speculative, hedging
or trading purposes, although in the future we might enter into exchange rate hedging arrangements to manage the risks described
below.

Interest Rate Risk

We are exposed to market risk related to changes in interest rates. Borrowings under the revolving line of credit with Silicon
Valley Bank, which was entered into in August 2013, bear interest at rates that are variable. Increases in the LIBOR or Prime Rate
would increase the amount of interest payable under this line of credit. Borrowings outstanding under our previous credit
arrangements were not subject to interest rate risk because they bore interest at fixed rates.
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Interest Rate Sensitivity

We are subject to interest rate risk in connection with borrowings under our revolving line of credit, which are subject to a
variable interest rate. At December 31, 2013, we had borrowings under our revolving line of credit of $5.8 million. As a result, each
change of one percentage point in interest rates would result in an approximate $58,000 change in our annual interest expense on
our outstanding borrowings at December 31, 2013. Any debt we incur in the future may also bear interest at variable rates.

Inflation Risk

We do not believe that inflation has had a material effect on our business, financial condition, or results of operations. We
continue to monitor the impact of inflation in order to minimize its effects through pricing strategies, productivity improvements and
cost reductions. If our costs were to become subject to significant inflationary pressures, we may not be able to fully offset such
higher costs through price increases. Our inability or failure to do so could harm our business, financial condition, and results of
operations.

Item 8. Financial Statements and Supplementary Data

The information required by this Item is set forth in the Consolidated Financial Statements and Notes thereto beginning at
page F-1 of this Report.
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Item 9. Changes in and Disagreements With Accountan  ts on Accounting and Financial Disclosures
None.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our President and Chief Executive Officer,
and our Chief Financial Officer, we conducted an evaluation of the effectiveness of the design and operation of our disclosure
controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, as of the end of the period covered
by this report.

In designing and evaluating our disclosure controls and procedures, management recognizes that any disclosure controls
and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired
control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are resource
constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and procedures
relative to their costs.

Our management has concluded that the material weakness that arose in connection with the preparation of our
consolidated financial statements for the years ended December 31, 2011 and 2012 with respect to our accounting for certain
deferred revenue balances and the related revenue recognition was remediated at December 31, 2013. In the first quarter of 2014,
we identified a separate material weakness in internal controls over the accounting for leasing transactions which resulted in the
identification of a material error in the accounting for our headquarters lease executed in May 2005. This material error resulted
from our incorrect interpretation of standards under ASC 840, Leases, related to this build-to-suit lease where we, as the lessee,
were involved in asset construction. As a result, we previously incorrectly accounted for the lease as an operating lease rather than
a financing obligation. To correct the error, we have included in this Annual Report on Form 10-K restated consolidated financial
statements as of December 31, 2012 and 2011 and for each of the three years in the period ended December 31, 2012.

Based on their evaluation and in light of the material weakness in the accounting for leasing transactions, our President and
Chief Executive Officer, and our Chief Financial Officer have concluded that our disclosure controls and procedures were not
effective at a reasonable assurance level as of December 31, 2013.

Remediation Efforts to Address Material Weakness

Our management is in the process of remediating the material weakness in accounting for leasing transactions, which
included a review of all of our leases to identify and correct instances where we were not complying with generally accepted
accounting principles with regard to lease accounting. In addition, we are developing updated procedures to reflect the technical
guidance for lease accounting and have engaged external technical resources to assist with the proper implementation of
accounting standards for leases going forward.

In the opinion of our President and Chief Executive Officer, and our Chief Financial Officer, these planned steps will
remediate the material weakness in our internal control over financial reporting with respect to lease accounting and the
ineffectiveness of our disclosure controls and procedures. However, no assurances that our remediation is effective can be made
until the remedial controls operate for a period of time. We expect to have the material weakness remediated by mid-2014.
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Management’'s Annual Report on Internal Control Over Financial Reporting

This Annual Report on Form 10-K does not include a report of management’s assessment regarding internal control over
financial reporting or an attestation report of our independent registered public accounting firm due to a transition period established
by the rules of the Securities and Exchange Commission for newly public companies.

Changes in Internal Control Over Financial Reporting

Under the supervision and with the participation of our management, including our President and Chief Executive Officer,
and our Chief Financial Officer, we conducted an evaluation of any changes in our internal control over financial reporting (as such
term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that occurred during the fiscal quarter ended December
31, 2013. Based on that evaluation, our President and Chief Executive Officer, and our Chief Financial Officer concluded that,
except as otherwise discussed above, there was no material change in our internal control over financial reporting during the
quarter ended December 31, 2013 that materially affected, or was reasonably likely to materially affect, our internal control over
financial reporting.

Item 9B. Other Information
None.
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PART Il

Item 10. Directors, Executive Officers and Corporat e Governance

Information required by this Item concerning our directors is incorporated by reference from the sections captioned “Election
of Directors” and “Corporate Governance Matters” contained in our proxy statement related to the 2014 Annual Meeting of
Stockholders currently scheduled to be held on June 7, 2014 which we intend to file with the Securities and Exchange Commission
within 120 days of the end of our fiscal year pursuant to General Instruction G(3) of Form 10-K.

Our board of directors has determined that of the members of the Audit Committee, Messrs. Pelzer and Swad (and not
Mr. Holland) are independent within the meaning of the NASDAQ Stock Market listing rules and meet the additional test for
independence for audit committee members imposed by Securities and Exchange Commission regulation and the NASDAQ Stock
Market listing rules. Our board has also determined that the Mr. Pelzer is an “audit committee financial expert” as defined in
Item 407(d)(5)(ii) of Regulation S-K.

We have adopted a code of ethics relating to the conduct of our business by all of our employees, officers, and directors, as
well as a code of conduct specifically for our principal executive officer and senior financial officers. Each of these policies is posted
on our website, www.benefitfocus.com .

The information required by this Item concerning our executive officers is set forth at the end of Part | of this Annual Report
on Form 10-K.

The information required by this Item concerning compliance with Section 16(a) of the United States Securities Exchange Act
of 1934, as amended, is incorporated by reference from the section of the proxy statement captioned “Section 16(a) Beneficial
Ownership Reporting Compliance”.

Item 11. Executive Compensation

The information required by this Item is incorporated by reference to the information under the sections captioned “Executive
Compensation” and “Director Compensation” in the proxy statement.

Item 12. Security Ownership of Certain Beneficial O  wners and Management and Related Stockholder Matter s

The following table sets forth the indicated information as of December 31, 2013 with respect to our equity compensation
plans:

Number of
securities
remaining available
Number of securities to Weighted -average for future issuance
be issued upon exercise exercise price of under equity
of outstanding options, outstanding options, compensation
Plan Category warrants and rights warrants and rights plans
Equity compensation plans approved
by security holders
2012 Stock Plan, as amended 850,159 $ 9.21 2,578,314
Amended and Restated 2000 Stock
Option Plan 2,806,336 $ 5.54 —
Total 3,656,495 $ 6.40 2,578,314
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Our equity compensation plans consist of the 2012 Stock Plan, as amended and the Amended and Restated 2000 Stock
Option Plan, which were approved by our stockholders. We do not have any equity compensation plans or arrangements that have
not been approved by our stockholders.

The other information required by this Item is incorporated by reference to the information under the section captioned
“Security Ownership of Certain Beneficial Owners and Management” contained in the proxy statement.
Item 13. Certain Relationships and Related Transact ions, and Director Independence

The information required by this Item is incorporated by reference to the information under the section captioned “Certain
Relationships and Related Party Transactions” and “Corporate Governance Matters” in the proxy statement.
Item 14. Principal Accounting Fees and Services

The information required by this Item is incorporated by reference to the information under the section captioned “Audit
Committee Report” in the proxy statement.
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PART IV

Item 15. Exhibits and Financial Schedules

(a) 1. Financial Statements.

The following statements are filed as part of this Annual Report on Form 10-K:

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2013, 2012 and 2011
Consolidated Statements of Operations and Comprehensive Loss for the Years Ended
December 31, 2013, 2012, 2011 and 2010
Consolidated Statements of Changes in Stockholders’ Equity (Deficit) for the Years Ended
December 31, 2013, 2012 and 2011

2. Financial Statement Schedules.

Schedule II—Valuation and Qualifying Accounts

F-31

Schedules not listed above have been omitted because the information required to be set forth therein is not applicable or is shown
in the financial statements or notes thereto.

(b) Exhibits.

Exhibit

Number

21

3.1.3

3.2
4.1
4.3

4.5

10.2

10.3
10.4

Exhibit Title

Agreement and Plan of Merger, dated August 29, 2013
by and among Benefitfocus.com, Inc., Benefitfocus,
Inc., and Benefitfocus Mergeco, Inc.

Restated Certificate of Incorporation of Benefitfocus,
Inc.

Amended and Restated Bylaws of Benefitfocus, Inc.
Specimen Certificate for Common Stock.

Form of Second Amended and Restated Investors’
Rights Agreement, dated , 2013, by and
among Benefitfocus, Inc. and certain stockholders
named therein.

Warrant for the Purchase of Shares of Common Stock
of Benefitfocus.com, Inc. issued November 23, 2009.

Form of Second Amended and Restated Voting
Agreement, dated , 2013, by and among
Benefitfocus, Inc., and certain stockholders named
therein.

Amended and Restated 2000 Stock Option Plan.#
2012 Stock Plan, as amended.#
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Form
S-1/A
10-Q

S-1/A
S-1/A
S-1/A

S-1

S-1/A

S-1
S-1/A

Incorporated by Reference

(Unless Otherwise Indicated)

File

333-190610

333-190610
333-190610
333-190610

333-190610

333-190610

333-190610
333-190610

Exhibit

2.1

3.1.3

3.2
4.1
4.3

4.5

10.2

10.3
10.4

Filing Date
September 5, 2013

November 12, 2013

September 5, 2013
September 5, 2013
September 16, 2013

August 14, 2013

September 5, 2013

August 14, 2013
September 5, 2013
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Incorporated by Reference

Exhibit (Unless Otherwise Indicated)
Number Exhibit Title Form File Exhibit Filing Date
10.5 Form of Grant Notice and Stock Option Agreement S-1 333-190610 10.5 August 14, 2013
under the Amended and Restated 2000 Stock
Option Plan.#
10.6 Form of Grant Notice and Stock Option Agreement S-1 333-190610 10.6 August 14, 2013
under the 2012 Stock Plan, as amended.#
10.7 Form of Management Incentive Bonus Program.# S-1 333-190610 10.7 August 14, 2013
10.8 Employment Agreement, dated January 19, 2007, S-1 333-190610 10.8 August 14, 2013
by and between Benefitfocus.com, Inc. and Mason
R. Holland, Jr.#
10.9 Employment Agreement, dated January 19, 2007, S-1 333-190610 10.9 August 14, 2013
by and between Benefitfocus.com, Inc. and Shawn
A. Jenkins.#
10.10 Employment Agreement, dated November 16, S-1 333-190610 10.10 August 14, 2013
2011, by and between Benefitfocus.com, Inc. and
Milton A. Alpern.#
10.11 Form of Employment Agreement.# S-1 333-190610 10.11 August 14, 2013
10.12 Form of Indemnification Agreement.# S-1 333-190610 10.12 August 14, 2013
10.13 Lease between Daniel Island Executive Center, S-1 333-190610 10.13 August 14, 2013
LLC and Benefitfocus.com, Inc., dated as of
January 1, 2009, as amended.
10.14 Lease between Daniel Island Executive Center, S-1 333-190610 10.14 August 14, 2013
LLC and Benefitfocus.com, Inc., dated as of May
31, 2005.
10.15 Master Business Agreement between Aetna Life S-1 333-190610 10.15 August 14, 2013
Insurance Company and Benefitfocus.com, Inc.,
dated as of November 28, 2006.t
10.16 Master Guidance Line of Credit Agreement S-1 333-190610 10.16 August 14, 2013
between Benefitfocus.com, Inc. and NBSC, a
division of Synovus Bank, dated as of November
21, 2012 and the form of the Security Agreement
and Promissory Notes thereunder.t
10.17 Loan and Security Agreement between Silicon S-1/A 333-190610 10.17 September 5, 2013

Valley Bank, Benefitfocus.com, Inc., Benefit
Informatics, Inc., and Benefitfocus, Inc., dated as
of August 27, 2013.
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Exhibit
Number

10.18

10.19

21.1
23.1
31.1

31.2

321

101.INS*
101.SCH*

101.CAL*

101.DEF*

101.LAB*

101.PRE*

—+ %

Exhibit Title

Second Amendment Agreement between
Silicon Valley Bank, Benefitfocus.com, Benefit
Informatics, Inc., and Benefitfocus, Inc., dated
December 10, 2013.

Lease between DIEC II, LLC and
Benefitfocus.com, Inc., dated as of December
13, 2013.

List of Subsidiaries of Registrant.
Consent of Ernst & Young LLP.

Certification of the President and Chief
Executive Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer
pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

Certification of the President and Chief
Executive Officer, and the Chief Financial
Officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

XBRL Instance Document.

XBRL Taxonomy Extension Schema
Document.

XBRL Taxonomy Extension Calculation
Linkbase Document.

XBRL Taxonomy Extension Definition Linkbase
Document.

XBRL Taxonomy Extension Label Linkbase
Document.

XBRL Taxonomy Extension Presentation
Linkbase Document.

Management contract or compensatory plan.
The registrant has received confidential treatment with respect to portions of this exhibit. Those portions have been omitted

Form

File

Incorporated by Reference
(Unless Otherwise Indicated)

Exhibit
10.18

from the exhibit and filed separately with the U.S. Securities and Exchange Commission.
* In accordance with Rule 406T of Regulation S-T, the XBRL-related information in Exhibit 101 to this Annual Report on Form
10-K is deemed not filed or part of a registration statement or prospectus for purposes of sections 11 or 12 of the Securities
Act, is deemed not filed for purposes of section 18 of the Exchange Act, and otherwise is not subject to liability under these

sections.
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Filing Date
December 12, 2013

Filed herewith

Filed herewith
Filed herewith
Filed herewith

Filed herewith

Filed herewith

Furnished herewith
Furnished herewith

Furnished herewith

Furnished herewith

Furnished herewith

Furnished herewith
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Benefitfocus, Inc.

Date: March 20, 2014 By: /sl Milton A. Alpern

Milton A. Alpern
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons
on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Capacity Date
/s/ Mason R. Holland, Jr. Chairman of the Board of Directors March 20, 2014
Mason R. Holland, Jr.
President and Chief Executive March 20, 2014
/s/ Shawn A. Jenkins Officer (principal executive officer) and
Shawn A. Jenkins Director
/sl Milton A. Alpern Chief Financial Officer (principal financial and March 20, 2014
Milton A. Alpern accounting officer)
/sl Joseph P. DiSabato Director March 20, 2014
Joseph P. DiSabato
/s/ Ann H. Lamont Director March 20, 2014
Ann H. Lamont
/s/ Francis J. Pelzer V Director March 20, 2014
Francis J. Pelzer V
/sl Stephen M. Swad Director March 20, 2014
Stephen M. Swad
/s/ Raheel Zia Director March 20, 2014

Raheel Zia
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Benefitfocus, Inc.

We have audited the accompanying consolidated balance sheets of Benefitfocus, Inc. as of December 31, 2013, 2012, and
2011, and the related consolidated statements of operations and comprehensive loss, changes in stockholders’ equity (deficit) and
cash flows for each of the four years in the period ended December 31, 2013. Our audits also included the financial statement
schedule listed in the Index at Item 15(a)(2). These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. We were not engaged to perform an audit of the Company’s internal control over
financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of Benefitfocus, Inc. at December 31, 2013, 2012, and 2011 and the consolidated results of its operations and its cash
flows for each of the four years in the period ended December 31, 2013, in conformity with U.S. generally accepted accounting
principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 3 to the consolidated financial statements, the consolidated financial statements as of December 31,
2012 and 2011 and for each of the three years in the period ended December 31, 2012 have been restated to correct for errors in
the Company’s accounting for a certain lease arrangement.

/sl Ernst & Young LLP

Raleigh, North Carolina
March 20, 2014
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BENEFITFOCUS, INC.
CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share data)

Assets
Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Other non-current assets

Total assets

Liabilities, redeemable convertible preferred stock and stockholders ’ equity (deficit)
Current liabilities:

Accounts payable

Accrued expenses

Accrued compensation and benefits

Deferred revenue, current portion

Financing and capital lease obligations, current portion

Notes payable, current portion

Contingent consideration related to acquisition, current portion

Total current liabilities

Deferred revenue, net of current portion
Revolving line of credit
Financing and capital lease obligations, net of current portion
Notes payable, net of current portion
Other non-current liabilities
Total liabilities

Commitments and contingencies

Redeemable convertible preferred stock:
Convertible Series A preferred stock, no par value, no shares authorized, issued and outstanding at

December 31, 2013; 14,055,851 shares authorized, issued and outstanding at December 31, 2012 and 2011

Convertible Series B preferred stock, no par value, no shares authorized, issued and outstanding at

December 31, 2013; 2,441,009 shares authorized, issued and outstanding, at December 31, 2012 and 2011

Total redeemable convertible preferred stock
Stockholders’ equity (deficit):
Preferred stock, par value $0.001, 5,000,000 shares authorized, no shares issued and outstanding at
December 31, 2013, 2012 and 2011

Common stock, no par value, no shares authorized issued and outstanding at December 31, 2013; 100,000,000

shares authorized, 20,125,063 shares issued and 4,792,347 and 4,805,957 shares outstanding at
December 31, 2012 and 2011, respectively

Common stock, par value $0.001, 50,000,000 shares authorized, 24,495,651 shares issued and outstanding at

December 31, 2013; no shares authorized, issued and outstanding at December 31, 2012 and 2011,
respectively
Additional paid-in capital
Accumulated deficit
Total stockholders’ equity (deficit)
Total liabilities, redeemable convertible preferred stock and stockholders’ equity (deficit)

As of December 31,

2013 2012
(Restated)
$ 65,645 $ 19,703
13,168 —
23,668 13,372
4,322 1,482
106,803 34,557
27,444 20,456
1,256 1,579
1,634 1,634
2,474 —
$ 139,611 $ 58,226
$ 4,354 $ 1,726
3,911 2,453
14,183 9,661
15,158 11,165
4,288 1,228
— 2,420
— 328
41,894 28,981
65,063 46,355
5,757 —
14,263 9,589
— 3,561
1,202 871
128,179 89,357
— 105,505
— 29,973
— 135,478
— 6,109
24 —
214,487 —
(203,079) (172,718)
11,432 (166,609)
$ 139,611 $ 58,226

The accompanying notes are an integral part of the Consolidated Financial Statements.
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2011
(Restated)

$ 15,856

9,060
2,092
27,008
22,287
1,913
1,634

$ 52,842

$ 853
1,921
6,559
8,476
1,383
1,074
2,349

22,615
34,297

10,683
1,447
767

69,809

105,505

29,973
135,478

4,923

(157,368)
(152,445)
$ 52842
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BENEFITFOCUS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE LOSS
(in thousands, except share and per share data)

Revenue
Cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Impairment of goodwiill
Change in fair value of contingent consideration
Total operating expenses
Loss from operations
Other income (expense):
Interest income
Interest expense
Other expense
Total other expense, net
Loss before income taxes
Income tax (benefit) expense
Net loss

Comprehensive loss

Net loss per common share:
Basic and diluted

Weighted-average common shares outstanding:
Basic and diluted

Year Ended December 31,

2013

$ 104,752
62,411
42,341

36,072
23,532
10,974

_
70,535
(28,194)

46
(2,149)
(95)
(2,198)
(30,392)

(31)
$ (30361
$ (30361

$ (2.99)

10,144,243

2012
(Restated)

$ 81,739
44,400
37,339

27,905
14,621
7,494

121
50,141
(12,802)

53

(1,976)

_ ®4
(1,987)
(14,789)
__ 84
$ (14,873)

$ (14,873)
$  (3.09)

4,812,632

2011
(Restated)

$ 68,783
42,133
26,650

22,553
9,120
5,821
1,670

503
39,667
(13,017)

151
(1,974)

(189)

(2,012)
(15,029)
35

$ (15,064
$ (15,064)

$  (3.09

4,875,157

The accompanying notes are an integral part of the Consolidated Financial Statements.
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2010
(Restated)

$ 67,122
38,870

28,252

14,174
8,650
6,038

28,862
(610)

364
(1,970)
(249)
(1,855)
(2,465)

10

$ (2,475
$ (2,475

$  (0.39)

6,405,944
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Balance, December 31, 2009 (as previously reported)

Restatement adjustments
Balance, December 31, 2009 (Restated)
Exercise of stock options

Repurchase of common stock including common stock
related to issuance of Series B redeemable

convertible preferred stock
Stock-based compensation expense
Accretion of warrant
Net loss (Restated)

Balance, December 31, 2010 (Restated)
Exercise of stock options
Repurchase of common stock
Stock-based compensation expense
Accretion of customer warrant
Net loss (Restated)

Balance, December 31, 2011 (Restated)
Exercise of stock options
Repurchase of common stock
Stock-based compensation expense
Accretion of customer warrant
Net loss (Restated)

Balance, December 31, 2012 (Restated)
Exercise of stock options
Issuance of common stock
Effects of corporate restructuring

Initial public offering, net of issuance costs
Conversion of redeemable convertible preferred stock

Stock-based compensation expense
Accretion of customer warrant
Net loss

Balance, December 31, 2013

BENEFITFOCUS, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

(in thousands, except share data)

Common Stock, Common Stock, Additional Total
No Par Value $0.001 Par Value Paid-in Accumulated Stockholders’
Shares Amount Shares Par Value Capital Deficit Equity (Deficit)
7,232,215 $ 2,748 — 3 — $ — $ (107,765) $ (105,017)
— — — — — (974) (974)
7,232,215 $ 2,748 — — — $ (108,739) $ (105,991)
202,330 516 — — — 516
(2,599,625) (527) — — — (30,433) (30,960)
— 1,035 — — — 1,035
— 306 — — — 306
— — — — — (2,475) (2,475)
4,834,920 4,078 — — — (141,647) (137,569)
77,712 140 — — — — 140
(106,675) (157) — — — (657) (814)
— 721 — — — — 721
— 141 — — — — 141
— — — — — (15,064) (15,064)
4,805,957 $ 4,923 $ (157,368) $ (152,445)
50,410 108 — — — — 108
(64,020) (122) — — — 477) (599)
— 712 — — — — 712
— 488 — — — — 488
— — — — — (14,873) (14,873)
4,792,347 $ 6,109 — 3 — 3 — $ (@172,718) $ (166,609)
71,694 168 129,750 — 531 — 699
5,000 68 — — — — 68
(4,869,041) (7,328) 4,869,041 5 7,323 — —
— — 3,000,000 3 70,061 — 70,064
— — 16,496,860 16 135,461 — 135,477
— 537 — — 665 — 1,202
— 446 — — 446 — 892
— — — — — (30,361) (30,361)
— $ — 24,495,651 $ 24 $ 214,487 $ (203,079) $ 11,432

The accompanying notes are an integral part of the Consolidated Financial Statements.
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BENEFITFOCUS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)
Cash flows from operating activities
Net loss $(30,361) $ (14,873) $ (15,064) $ (2,475)
Adjustments to reconcile net loss to net cash and cash equivalents provided by operating
activities:
Depreciation and amortization 8,172 8,560 7,306 6,609
Stock-based compensation expense 1,202 712 721 1,035
Change in fair value and accretion of warrant 892 488 141 306
Interest accrual on financing obligation 1,768 1,774 1,771 1,759
Change in fair value of contingent consideration 17) 188 842 246
Impairment of goodwill — — 1,670 —
Impairment of intangible assets — — 54 —
Provision for doubtful accounts (32) 98 136 130
Loss on disposal of property and equipment 65 17 (124) 9
Changes in operating assets and liabilities:
Accounts receivable, net (10,264) (4,411) (2,029) (1,141)
Prepaid expenses and other current assets (1,440) 639 11 (94)
Accounts payable 2,625 862 (304) 98
Accrued expenses 904 532 (78) 1,450
Accrued compensation and benefits 4,521 3,102 867 541
Contingent consideration related to acquisition — (320) — —
Deferred revenue 22,701 14,747 9,821 (1,458)
Other non-current liabilities 331 293 141 170
Net cash and cash equivalents provided by operating activities 1,067 12,408 5,882 7,185
Cash flows from investing activities
Purchases of short-term investments held to maturity (13,168) — — —
Purchases of property and equipment (8,918) (6,308) (5,747) (3,336)
Payments for acquisition, net of cash acquired — — — (6,395)
Proceeds from sale of property and equipment 9 — — 6
Net cash and cash equivalents used in investing activities (22,077) (6,308) (5,747) (9,725)
Cash flows from financing activities
Proceeds from initial public offering, net of issuance costs 70,064 — — —
Proceeds from sale of Series B redeemable convertible preferred stock, net of issuance costs — — — 29,973
Draws on revolving line of credit 10,757 — — —
Payments on revolving line of credit (5,000) — — —
Proceeds from notes payable borrowing 1,465 4,535 2,020 816
Repayment of notes payable (7,447) (1,074) (981) (2,012)
Proceeds from exercises of stock options 699 108 140 516
Proceeds from issuance of common stock (excluding IPO) 68 — — —
Repurchases of common stock — (599) (814) (30,960)
Payments of contingent consideration (311) (2,078) — —
Payments on financing and capital lease obligations (3,343) (3,145) (2,810) (3,652)
Net cash and cash equivalents provided by (used in) financing activities 66,952 (2,253) (2,445) (5,319)
Net increase (decrease) in cash and cash equivalent s 45,942 3,847 (2,310) (7,859)
Cash and cash equivalents, beginning of year 19,703 15,856 18,166 26,025
Cash and cash equivalents, end of year $ 65,645 $ 19,703 15,856 $ 18,166
Supplemental disclosure of non -cash investing and financing activities
Non-monetary exchange of property and equipment $ — $ — 1,010 $ =
Property and equipment acquisitions in accrued expenses $ 524 $ — — $ —
Post contract support acquired with financing obligations $ 3,872 — — —
Property and equipment acquired with financing obligations or leases $ 5,440 $ 132 3,084 $ 1,178
Supplemental disclosures of cash flow information
Income taxes paid $ 169 $ 40 51 $ 44
Interest paid $ 2,146 $ 1,973 1,927 $ 2,097

The accompanying notes are an integral part of the Consolidated Financial Statements.
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BENEFITFOCUS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except share and per shared  ata)

1. Organization and Description of Business

Benefitfocus, Inc. (the “Company”) is a leading provider of cloud-based benefits software solutions for consumers,
employers, insurance carriers and brokers delivered under a software-as-a-service (“SaaS”) model. The financial statements of the
Company include the financial position and operations of its wholly owned subsidiaries, Benefitfocus.com, Inc., Benefit Informatics,
Inc. and BenefitStore, Inc.

Corporate restructuring

The Company, a Delaware corporation, was originally a wholly owned subsidiary of Benefitfocus.com, Inc., the South
Carolina corporation that conducts the business of the Company. On March 13, 2013, the board of directors of each of
Benefitfocus, Inc. and Benefitfocus.com, Inc. approved a corporate restructuring to be effected prior to the completion of the
Company’s initial public offering (“IPO”) of shares of its common stock. On September 13, 2013, the Company restructured its
organization by merging Benefitfocus.com, Inc. with a newly formed South Carolina corporation, which was a wholly owned
subsidiary of the Company. As a result of the corporate restructuring, Benefitfocus.com, Inc. became a wholly owned operating
subsidiary of the Company. Additionally, the common and preferred stockholders of Benefitfocus.com, Inc. became common and
preferred stockholders, respectively, of Benefitfocus, Inc. and warrants that were exercisable for common shares of
Benefitfocus.com, Inc. became exercisable for common shares of Benefitfocus, Inc. Similarly, holders of options to purchase
common shares of Benefitfocus.com, Inc. became holders of options to purchase shares of common stock of Benefitfocus, Inc.

Initial Public Offering

In September 2013, the Company completed its IPO in which it issued and sold 3,000,000 shares of common stock and
existing shareholders sold 2,675,250 shares of common stock at a public offering price of $26.50 per share. The Company did not
receive any proceeds from the sale of common stock by the existing shareholders. The Company received net proceeds of $70,064
after deducting underwriting discounts and commissions of $5,565 and other offering expenses of $3,871. Upon the closing of the
IPO, all shares of the Company’s then-outstanding redeemable convertible preferred stock automatically converted into 16,496,860
shares of its $0.001 par value common stock.

2. Summary of Significant Accounting Policies
Principles of Consolidation

These consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”). The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.
All intercompany accounts and transactions have been eliminated in consolidation. We are not the primary beneficiary of, nor do we
have a controlling financial interest in, any variable interest entity. Accordingly, we have not consolidated any variable interest
entity.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the Company to make estimates and assumptions
that affect the reported amounts in the consolidated financial statements and accompanying notes. Such estimates include revenue
recognition and the customer relationship period, allowances for doubtful accounts and returns, valuations of deferred income
taxes, long-lived
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assets, warrants, the useful lives of assets, capitalizable software development costs and the related amortization, contingent
consideration, stock-based compensation, and the recognition and impairment assessment of acquired intangibles and goodwill.
Determination of these transactions and account balances are based on the Company’s estimates and judgments. These estimates
are based on the Company’s knowledge of current events and actions it may undertake in the future as well as on various other
assumptions that it believes to be reasonable. Actual results could differ materially from these estimates.

Revenue and Deferred Revenue

The Company derives the majority of its revenue from software services fees, which consist primarily of monthly subscription
fees paid by customers for access to and usage of the Company’s cloud-based benefits software solutions for a specified contract
term. The Company also derives revenue from professional services which primarily include fees related to the integration of
customers’ systems with the Company’s platform, which typically includes discovery, configuration, deployment, testing, and
training.

The Company recognizes revenue when there is persuasive evidence of an arrangement, the service has been provided, the
fees to be paid by the customer are fixed and determinable and collectability is reasonably assured. The Company considers
delivery of its cloud-based software services has commenced once it has granted the customer access to its platform.

The Company’s arrangements generally contain multiple elements comprised of software services and professional services.
The Company evaluates each element in an arrangement to determine whether it represents a separate unit of accounting. An
element constitutes a separate unit of accounting when the delivered item has standalone value and delivery of the undelivered
element is probable and within the Company’s control. The Company’s professional services are not sold separately from the
software services and there is no alternative use for them. As such, the Company has determined that the professional services do
not have standalone value. Accordingly, software services and professional services are combined and recognized as a single unit
of accounting.

The Company generally recognizes software services fees monthly based on the number of employees covered by the
relevant benefits plans at contracted rates for a specified period of time, once the criteria for revenue recognition described above
have been satisfied. The Company defers recognition of revenue for professional services fees and begins recognizing such
revenue once the services are performed and the related software services have commenced, ratably over the longer of the
contract term or the estimated expected life of the customer relationship. Costs incurred by the Company in connection with
providing such professional services are charged to expense as incurred and are included in “Cost of revenue.”

In the first quarter of 2011, the Company increased the estimated expected life of its customer relationships. This change in
estimate was a result of growing demand for the Company’s software services, reduced uncertainties in the regulatory environment,
and increased confidence in customer retention. This change extends the term over which deferred revenue will be recognized and
has been applied prospectively.

Cost of Revenue

Cost of revenue primarily consists of employee compensation, professional services, data center co-location costs,
networking expenses, depreciation expense for computer equipment directly
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associated with generating revenue, amortization expense for capitalized software development costs, and infrastructure
maintenance costs. In addition, the Company allocates a portion of overhead, such as rent, additional depreciation and
amortization expense, and employee benefit costs, to cost of revenue based on headcount.

Cash and Cash Equivalents

Cash and cash equivalents consist of bank checking accounts and money market accounts. The Company considers all
highly liquid investments with original maturities of three months or less at the time of purchase to be cash equivalents.

Marketable Securities

Marketable securities consist of short-term investments in corporate securities. The Company classifies its marketable
securities as held-to-maturity at the time of purchase. As a result, the marketable securities are recorded at amortized cost and any
gains or losses realized upon maturity are reported in other expense, net in the consolidated statements of operations and
comprehensive loss.

Concentrations of Credit Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of cash equivalents
and accounts receivable. All of the Company’s cash and cash equivalents are held at financial institutions that management
believes to be of high credit quality. The bank deposits of the Company might, at times, exceed federally insured limits and are
generally uninsured and uncollateralized. The Company has not experienced any losses on cash and cash equivalents to date. To
manage accounts receivable risk, the Company evaluates the creditworthiness of its customers and maintains an allowance for
doubtful accounts.

Accounts receivable were unsecured and were derived from revenue earned from customers located in the United States.
Accounts receivable from one customer, Aetna, represented 11.3% and 18.2% of the total accounts receivable at December 31,
2013 and 2012, respectively.

No customer represented more than 10% of total revenue for the year ended December 31, 2013. Revenue from a
customer, Aetna, represented 10.5%, 11.7% and 11.6% of total revenue for the years ended December 31, 2012, 2011 and 2010,
respectively. Revenue from two affiliated customers, BlueCross BlueShield of South Carolina and BlueChoice HealthPlan,
represented 11.1% and 11.9% of total revenue for the year ended December 31, 2011 and 2010. Revenue from these customers is
reported in the Company’s Carrier segment.

Accounts Receivable and Allowance for Doubtful Acco unts and Returns

Accounts receivable is stated at realizable value, net of allowances for doubtful accounts and returns. The Company utilizes
the allowance method to provide for doubtful accounts based on management’s evaluation of the collectability of amounts due, and
other relevant factors. Bad debt expense is recorded in general and administrative expense on the consolidated statements of
operations and comprehensive loss. The Company’s estimate is based on historical collection experience and a review of the
current status of accounts receivable. Historically, actual write-offs for uncollectible accounts have not significantly differed from the
Company’s estimates. The Company
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removes recorded receivables and the associated allowances when they are deemed permanently uncollectible. However, higher
than expected bad debts may result in future write-offs that are greater than the Company’s estimates. The allowance for doubtful
accounts was $10, $130 and $103 as of December 31, 2013, 2012 and 2011, respectively.

The allowances for returns are accounted for as reductions of revenue and are estimated based on the Company’s periodic
assessment of historical experience and trends. The Company considers factors such as the time lag since the initiation of revenue
recognition, historical reasons for adjustments, new customer volume, complexity of billing arrangements, timing of software
availability, and past due customer billings. The allowance for returns was $800, $770 and $254 as of December 31, 2013, 2012
and 2011, respectively.

Property and Equipment

Property and equipment, including capitalized software development costs, are stated at cost less accumulated depreciation
and amortization. Expenditures for major additions and improvements are capitalized. Depreciation and amortization is recognized
over the estimated useful lives of the related assets using the straight-line method.

The estimated useful lives for significant property and equipment categories are generally as follows:

Computers and related equipment 3-7 years

Furniture and fixtures 7 years

Other equipment 5-12 years

Purchased software and licenses 3-7 years

Software developed 3years

Vehicles 5years

Buildings 30 years

Leasehold improvements Lesser of estimated useful life of asset or
lease term

Useful lives of significant assets are periodically reviewed and adjusted prospectively to reflect the Company’s current
estimates of the respective assets’ expected utility. Costs associated with maintenance and repairs are expensed as incurred.

In the event the Company has been deemed the owner for accounting purposes of construction projects in build-to-suit lease
arrangements, the estimated construction costs incurred to date are recorded as assets in Property and Equipment, net. Upon
occupancy of facilities under build-to-suit leases, the Company assesses whether arrangements qualify for sales recognition under
the sale-leaseback accounting guidance. If the Company continues to be the deemed owner for accounting purposes, the cost of
the building is depreciated over its estimated useful life.

Capitalized Software Development Costs

The Company capitalizes certain costs related to its software developed or obtained for internal use. Costs related to
preliminary project activities and post-implementation activities are expensed as incurred. Internal and external costs incurred
during the application development stage, including
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upgrades and enhancements representing modifications that will result in significant additional functionality, are capitalized.
Software maintenance and training costs are expensed as incurred. Capitalized costs are recorded as part of property and
equipment and are amortized on a straight-line basis over the software’s estimated useful life. The Company evaluates these
assets for impairment whenever events or changes in circumstances occur that could impact the recoverability of these assets.

Identifiable Intangible Assets

Identifiable intangible assets with finite lives are recorded at their fair values at the date of acquisition and are amortized on a
straight-line basis over their respective estimated useful lives, which is the period over which the asset is expected to contribute
directly or indirectly to future cash flows. The estimated remaining useful lives used in computing amortization range from 2 to 5
years.

Impairment of Long-Lived Assets and Goodwill

The Company reviews long-lived assets and definite-lived intangible assets for impairment whenever events or changes in
circumstances indicate the carrying amount of an asset may not be recoverable. Recoverability of the long-lived asset is measured
by a comparison of the carrying amount of the asset or asset group to future undiscounted net cash flows expected to be
generated. If such assets are not recoverable, the impairment to be recognized, if any, is measured as the amount by which the
carrying amount of the assets exceeds the estimated fair value (discounted cash flow) of the assets or asset group. Assets held for
sale are reported at the lower of the carrying amount or fair value, less costs to sell.

Goodwill represents the excess of the aggregate of the fair value of consideration transferred in a business combination over
the fair value of assets acquired, net of liabilities assumed. Goodwill is not amortized; rather, goodwill is tested for impairment at the
reporting unit level as of October 31 of each year, or more frequently if an event occurs or circumstances change that would more
likely than not reduce the fair value of a reporting unit below its carrying value.

The Company performs a qualitative assessment to determine whether it is more likely than not that the fair value of a
reporting unit is less than its carrying value before performing a two-step approach to testing goodwill for impairment for each
reporting unit. The reporting units are determined by the components of the Company’s operating segments that constitute a
business for which both (1) discrete financial information is available and (2) segment management regularly reviews the operating
results of that component. The Company performs the impairment test at least annually by applying a fair-value-based test. The
first step measures for impairment by applying fair-value-based tests at the reporting unit level. The second step (if necessary)
measures the amount of impairment by applying fair-value-based tests to the individual assets and liabilities within each reporting
unit.

As part of determining its reporting units, the Company has identified two operating segments, Employer and Carrier.
Further, the Company has identified that the Employer operating segment contains a component, Benefit Informatics. Prior to 2013
Benefit Informatics was a reporting unit that was part of the Employer operating segment. Starting in 2013, Benefit Informatics no
longer had discreet financial information. To determine the fair value of the Company’s reporting units, the Company primarily uses
a discounted cash flow analysis, which requires significant assumptions and estimates about future operations. Significant
judgments inherent in this analysis include the determination of an appropriate discount rate, estimated terminal value and the
amount and timing of
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expected future cash flows. The Company may also determine fair value of its reporting units using a market approach by applying
multiples of earnings of peer companies to its operating results.

Financing Obligations

In its build-to-suit lease arrangements where the Company is involved in the construction of its buildings, the Company is
deemed the owner for accounting purposes during the construction period. The Company records an asset for the amount of the
total project costs in Property and Equipment, net and the related financing obligation in Financing and Capital Obligations on the
Consolidated Balance Sheet. Once construction is complete, the Company determines if the asset qualifies for sale-leaseback
accounting treatment. If the arrangement does not qualify for sale-lease back treatment, the Company continues to reduce the
obligation over the lease term as payments are made and depreciates the asset over its useful life. The Company does not report
rent expense for the portion of the rent payment determined to be related to the assets which are owned for accounting purposes.
Rather, this portion of the rent payment under the lease is recognized as a reduction of the financing obligation and as interest
expense.

Financing obligations also include liabilities for service agreements related to property and equipment under capital leases.

Sales Commissions
Sales commissions are expensed when the sales contract is executed by the customer.

Advertising

The Company expenses advertising costs as they are incurred. Direct advertising costs for 2013, 2012, 2011, and 2010 were
$265, $257, $138, and $172 respectively.

Comprehensive Loss
The Company’s net loss equals comprehensive loss for all periods presented.

Stock-Based Employee Compensation

Stock-based employee compensation is measured based on the grant-date fair value of the awards and recognized in the
Consolidated Statements of Operations and Comprehensive Loss over the period during which the optionholder is required to
perform services in exchange for the award, which is the vesting period. Compensation expense is recognized over the vesting
period of the applicable award using the straight-line method. The Company uses the Black-Scholes option pricing model for
estimating the fair value of stock options. The use of the option valuation model requires the input of subjective assumptions,
including the estimated fair value of the Company’s common stock in the periods preceding the IPO, the expected life of the option
and the expected stock price volatility based on peer companies. Additionally, the recognition of stock-based compensation
expense requires the estimation of the number of options that will ultimately vest and the number of options that will ultimately be
forfeited.
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Income Taxes

The Company uses the asset and liability method for income tax accounting. This method requires the recognition of
deferred tax assets and liabilities for the expected future tax consequences of temporary differences between the financial reporting
and tax basis of assets and liabilities, as well as for operating loss and tax credit carryforwards. Deferred tax assets and liabilities
are measured using the tax rates that are expected to apply to taxable income for the years in which those tax assets and liabilities
are expected to be realized or settled. Valuation allowances are recorded to reduce deferred tax assets to the amount the
Company believes is more likely than not to be realized. The tax benefits of uncertain tax positions are recognized only when the
Company believes it is more likely than not that the tax position will be upheld on examination by the taxing authorities based on the
merits of the position. The Company recognizes interest and penalties, if any, related to unrecognized income tax benefits in
income tax expense.

Basic and Diluted Net Loss per Common Share

The Company uses the two-class method to compute net loss per common share because the Company has issued
securities, other than common stock, that contractually entitle the holders to participate in dividends and earnings of the Company.
The two-class method requires earnings for the period to be allocated between common stock and participating securities based
upon their respective rights to receive distributed and undistributed earnings. Holders of each series of the Company’s redeemable
convertible preferred stock are entitled to participate in distributions, when and if declared by the board of directors that are made to
common stockholders, and as a result are considered participating securities.

Under the two-class method, for periods with net income, basic net income per common share is computed by dividing the
net income attributable to common stockholders by the weighted-average number of shares of common stock outstanding during
the period. Net income attributable to common stockholders is computed by subtracting from net income the portion of current year
earnings that the participating securities would have been entitled to receive pursuant to their dividend rights had all of the year’s
earnings been distributed. No such adjustment to earnings is made during periods with a net loss, as the holders of the participating
securities have no obligation to fund losses. Diluted net loss per common share is computed under the two-class method by using
the weighted-average number of shares of common stock outstanding plus, for periods with net income attributable to common
stockholders, the potential dilutive effects of stock options and warrants. In addition, the Company analyzes the potential dilutive
effect of the outstanding participating securities under the “if-converted” method when calculating diluted earnings per share, in
which it is assumed that the outstanding participating securities convert into common stock at the beginning of the period. The
Company reports the more dilutive of the approaches (two-class or “if-converted”) as its diluted net income per share during the
period. Due to net losses for the years ended December 31, 2013, 2012, 2011, and 2010 basic and diluted loss per share were the
same, as the effect of potentially dilutive securities would have been anti-dilutive.

Recent Accounting Pronouncements

In July 2012, the Financial Accounting Standards Boards (“FASB”) issued ASU 2012-02, “Intangibles—Goodwill and Other
(Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment”, which is intended to reduce the cost and complexity of
performing an impairment test for indefinite-lived intangible assets by providing entities an option to perform a “qualitative”
assessment to
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determine whether further impairment testing is necessary. This Statement is effective for annual and interim impairment tests
performed for fiscal years beginning after September 15, 2012. The Company applied the provisions of this Statement for its
impairment test performed on October 31, 2013.

In July 2013, the FASB issued Accounting Standards Update (“ASU”) No. 2013-11, “Presentation of an Unrecognized Tax
Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists” ASU 2013-11 allows an
unrecognized tax benefit, or a portion of an unrecognized tax benefit, to be presented in the financial statements as a reduction to a
deferred tax asset for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward, with one exception. That
exception states that, to the extent a net operating loss carryforward, a similar tax loss, or a tax credit carryforward is not available
at the reporting date under the tax law of the applicable jurisdiction to settle any additional income taxes that would result from the
disallowance of a tax position or the tax law of the applicable jurisdiction does not require the entity to use, and the entity does not
intend to use, the deferred tax asset for such purpose, the unrecognized tax benefit should be presented in the financial statements
as a liability and should not be combined with deferred tax assets. The assessment of whether a deferred tax asset is available is
based on the unrecognized tax benefit and deferred tax asset that exist at the reporting date and should be made presuming
disallowance of the tax position at the reporting date. ASU 2013-11 is effective for fiscal years, and interim periods within those
years, beginning after December 15, 2013. The adoption of this guidance is not expected to have a material impact on our
consolidated financial statements.

3. Restatement

The Company is restating its previously issued consolidated financial statements for the years ended December 31, 2012,
2011, and 2010 to correct an error in the accounting for its headquarters lease executed in May 2005.

As the result of entering into a second build-to-suit arrangement with a related party in 2013, the Company revisited the
accounting for its headquarters lease executed in May 2005. The Company concluded that it had improperly applied the “build-to-
suit” provisions of ASC 840, Leases (“ASC 840"), by accounting for the arrangement as an operating lease rather than a financing
obligation.

The Company was involved in the construction of its headquarters office building and, for accounting purposes, is therefore
deemed the owner during the construction period. As such, the Company is required to capitalize the construction costs on the
Consolidated Balance Sheet and perform a sale-leaseback analysis pursuant to ASC 840, to determine if the Company can remove
the assets from the Consolidated Balance Sheet upon completion of construction.

After construction of the headquarters building was complete, a related party of the Company continued to guarantee the
debt of the lessor, thereby constituting continuing involvement of the Company and disqualifying sale-leaseback accounting
treatment. As such, the Company was precluded from derecognizing the constructed assets from its Consolidated Balance Sheet
when construction was complete in 2006.

As a result of this accounting correction, the Company has recorded the property and financing obligations on the
Consolidated Balance Sheets and will depreciate the asset on a straight-line basis over its estimated useful life. Lease payments
will be recognized as a reduction of the financing obligation and interest expense, rather than rent expense (which the Company
allocates to Cost of

F-14



Table of Contents

BENEFITFOCUS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(dollars in thousands, except share and per shared  ata)

Revenue, Sales and Marketing, Research and Development, and General and Administrative expenses). The correction impacts
the classification of cash flows from operations and financing activities, but has no impact on the net increase or decrease in cash

and cash equivalents reported in the Consolidated Statements of Cash Flows.

Stockholder’s deficit as of December 31, 2009 was restated by $974 for the adjustment of the leased property. See the
Consolidated Statements of Changes in Stockholders’ Equity (Deficit). The following tables detail the impact of the restatement on

the Company’s financial statements as of and for the years ended December 31, 2012, 2011, and 2010:

2012
As Reported Adjustment As Restated

Consolidated Balance Sheets
Property and equipment, net $ 14,150 $ 6,306 $ 20,456
Total assets 51,921 6,305 58,226
Financing and capital lease obligations, current portion 1,171 57 1,228
Total current liabilities 28,924 57 28,981
Financing and capital lease obligations, net of current portion 550 9,039 9,589
Other non-current liabilities 2,301 (1,430) 871
Total liabilities 81,691 7,666 89,357
Accumulated deficit (171,357) (1,361) (172,718)
Total stockholders’ equity (deficit) (165,248) (1,361) (166,609)
Total liabilities, redeemable convertible preferred stock and stockholders’ equity

(deficit) 51,921 6,305 58,226

2011
As Reported Adjustment As Restated

Consolidated Balance Sheets
Property and equipment, net $ 15,716 $ 6,571 $ 22,287
Total assets 46,271 6,571 52,842
Financing and capital lease obligations, current portion 1,373 10 1,383
Total current liabilities 22,604 11 22,615
Financing and capital lease obligations, net of current portion 1,585 9,098 10,683
Other non-current liabilities 2,079 (1,312) 767
Total liabilities 62,012 7,797 69,809
Accumulated deficit (156,142) (1,226) (157,368)
Total stockholders’ equity (deficit) (151,219) (1,226) (152,445)
Total liabilities, redeemable convertible preferred stock and stockholders’ equity

(deficit) 46,271 6,571 52,842
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Consolidated Statements of Operations and Comprehen
Cost of revenue

Gross profit

Sales and marketing

Research and development

General and administrative

Total operating expenses

Loss from operations

Interest expense

Total other expense, net

Loss before income taxes

Net loss

Comprehensive loss

Net loss per common share, basic and diluted

Consolidated Statements of Operations and Comprehen
Cost of revenue

Gross profit

Sales and marketing

Research and development

General and administrative

Total operating expenses

Loss from operations

Interest expense

Total other expense, net

Loss before income taxes

Net loss

Comprehensive loss

Net loss per common share, basic and diluted

Consolidated Statements of Operations and Comprehen
Cost of revenue

Gross profit

Sales and marketing

Research and development

General and administrative

Total operating expenses

Loss from operations

Interest expense

Total other expense, net

Loss before income taxes

Net loss

Comprehensive loss

Net loss per common share, basic and diluted

sive Loss

sive Loss

sive Loss
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2012

As

As

Reported Adjustment Restated
$ 45,178 $ (778) $ 44,400
36,561 778 37,339
28,268 (363) 27,905
15,035 (414) 14,621
7,577 (83) 7,494
51,001 (860) 50,141
(14,440) 1,638 (12,802)
(203) (1,773) (1,976)
(214) (1,773) (1,987)
(14,654) (135) (14,789)
(14,738) (135) (14,873)
(14,738) (135) (14,873)
(3.06) (.03) (3.09)

2011
As As

Reported Adjustment Restated
$ 43,034 $ (901) $ 42,133
25,749 901 26,650
22,914 (361) 22,553
9,397 (277) 9,120
5,921 (100) 5,821
40,405 (738) 39,667
(14,656) 1,639 (13,017)
(203) (1,771) (1,974)
(241) (1,771) (2,012)
(14,897) (132) (15,029)
(14,932) (132) (15,064)
(14,932) (132) (15,064)
(3.06) (.03) (3.09)

2010
As As

Reported Adjustment Restated
$ 39,817 $ (947) $ 38,870
27,305 947 28,252
14,462 (288) 14,174
8,948 (298) 8,650
6,144 (106) 6,038
29,554 (692) 28,862
(2,249) 1,639 (610)
(212) (1,758) (1,970)
(96) (1,759) (1,855)
(2,345) (120) (2,465)
(2,355) (120) (2,475)
(2,355) (120) (2,475)
(0.37) (.02) (0.39)
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Consolidated Statement of Cash Flows

Net loss

Depreciation and amortization

Interest accrual on financing obligation

Other non-current liabilities

Net cash and cash equivalents provided by operating activities
Payments on financing and capital lease obligations

Net cash and cash equivalents used in financing activities

Consolidated Statement of Cash Flows

Net loss

Depreciation and amortization

Interest accrual on financing obligation

Other non-current liabilities

Net cash and cash equivalents used in operating activities
Payments on financing and capital lease obligations

Net cash and cash equivalents used in financing activities

Consolidated Statement of Cash Flows

Net loss

Depreciation and amortization

Interest accrual on financing obligation

Other non-current liabilities

Net cash and cash equivalents provided by operating activities
Payments on financing and capital lease obligations

Net cash and cash equivalents used in financing activities
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2012
As As
Reported Adjustment Restated
$(14,738) $ (135) $(14,873)
8,294 266 8,560
— 1,774 1,774
411 (118) 293
10,622 1,786 12,408
(1,359) (1,786) (3,145)
(467) (1,786) (2,253)
2011
As As
Reported Adjustment Restated
$(14,932) $ (132 $(15,064)
7,040 266 7,306
— 1,771 1,771
311 (170) 141
4,148 1,734 5,882
(1,076) (1,734) (2,810)
(711) (1,734) (2,445)
2010
As As
Reported Adjustment Restated
$ (2,355) $ (120) $ (2,475)
6,343 266 6,609
— 1,759 1,759
392 (222) 170
5,502 1,683 7,185
(1,969) (1,683) (3,652)
(3,636) (1,683) (5,319)
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4. Net Loss Per Common Share

Diluted loss per common share is the same as basic loss per common share for all periods presented because the effects of
potentially dilutive items were anti-dilutive given the Company’s net loss. The following common share equivalent securities have
been excluded from the calculation of weighted-average common shares outstanding because the effect is anti-dilutive for the
periods presented:

Year Ended December 31,

Anti -Dilutive Common Share Equivalents 2013 2012 2011 2010
Redeemable convertible preferred stock:

Series A — 14,055,851 14,055,851 14,055,851

Series B — 2,441,009 2,441,009 2,441,009
Restricted stock units 97,700 — — —
Stock options 3,058,795 3,121,064 2,712,808 2,906,741
Warrant to purchase common stock 500,000 500,000 500,000 500,000
Total anti-dilutive common share equivalents 3,656,495 20,117,924 19,709,668 19,903,601

Basic and diluted net loss per common share is calculated as follows:

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)
Numerator:
Net loss $  (30,361) $ (14,873) $ (15,064) $ (2475
Net loss attributable to common stockholders $  (30,361) $ (14,873) $ (15,064) $ (2475)
Denominator:
Weighted-average common shares
outstanding, basic and diluted 10,144,243 4,812,632 4,875,157 6,405,944
Net loss per common share, basic and
diluted $ (2.99) $ (3.09) $ (3.09) $ (0.39)

5. Marketable Securities

Marketable securities consist of corporate bonds and are classified as held-to-maturity. As of December 31, 2013, the
amortized cost basis and net carrying amount of marketable securities was $13,168 and the aggregate fair value was $13,166. The
gross unrealized holding gains and losses were $0 and $2, respectively, as of December 31, 2013. Corporate bonds held in
marketable securities have contractual maturities of between 5 and 8 months as of December 31, 2013.

6. Fair Value Measurement

The carrying amounts of certain of the Company’s financial instruments, including cash and cash equivalents, net accounts
receivable, accounts payable and other accrued liabilities, and accrued compensation and benefits, approximate fair value due to
their short-term nature. The carrying value of the Company’s financing obligations approximates fair value, considering the
borrowing rates currently available to the Company for financing obligations with similar terms and credit risks.
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The Company uses a three-tier fair value hierarchy to classify and disclose all assets and liabilities measured at fair value on
a recurring basis, as well as assets and liabilities measured at fair value on a non-recurring basis, in periods subsequent to their
initial measurement. The hierarchy requires the Company to use observable inputs when available, and to minimize the use of
unobservable inputs when determining fair value. The three tiers are defined as follows:

Level 1. Quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2. Other inputs that are directly or indirectly observable in the marketplace.

Level 3. Unobservable inputs for which there is little or no market data, which require the Company to develop its own
assumptions.

Assets and Liabilities Measured at Fair Value ona  Recurring Basis

The Company evaluates its financial assets and liabilities subject to fair value measurements on a recurring basis to
determine the appropriate level to classify them for each reporting period. This determination requires significant judgments to be
made.

The following tables present information about the Company’s assets and liabilities that are measured at fair value on a
recurring basis using the above categories, as of December 31, 2013, 2012 and 2011.

December 31, 2013

Description Level 1 Level 2 Level 3 Total
Cash equivalents:

Money market mutual funds (1) $65,443 $ — $ — $65,443

Total assets $65,443 $ — $ — $65,443
December 31, 2012

Description Level 1 Level 2 Level 3 Total

Cash equivalents:

Money market mutual funds (1) $18,282 $ — $ — $18,282
Total assets $18,282 $ — $ — $18,282
Liabilities:

Contingent consideration (2) $ — $ — $ 328 $ 328
Total liabilities $ — $ — $ 328 $ 328
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December 31, 2011

Description Level 1 Level 2 Level 3 Total
Cash equivalents:

Money market mutual funds (1) $15,634 $ — $ — $15,634
Total assets $15,634 $ — $ — $15,634
Liabilities:

Contingent consideration (2) (see Note 4) $ — $ — $2,538 $ 2,538
Total liabilities $ — $ — $2,538 $ 2,538

(1) Money market funds are classified as cash equivalents in the Company’s consolidated balance sheets. As short-term, highly
liquid investments readily convertible to known amounts of cash, with remaining maturities of three months or less at the time
of purchase, the Company’s cash equivalent money market funds have carrying values that approximate fair value.

(2) Contingent consideration related to acquisitions is classified within Level 3 because the liabilities are valued using significant
unobservable inputs. The Company estimated the fair value of the acquisition-related contingent consideration using a
probability-weighted discounted cash flow method. On the consolidated statements of operations and comprehensive loss,
change in fair value related to changes in estimated contingent consideration to be paid is included in “Change in fair value
of contingent consideration”, and accretion of the discount on contingent consideration is included in “Other expense”.

Assets Measured at Fair Value on a Recurring Basis  Using Significant Unobservable Inputs (Level 3)

The following table presents the changes in the Company’s Level 3 instruments measured at fair value on a recurring basis
for the years ended December 31:

2013 2012 2011

Balance of contingent consideration at January 1 $ 328 $ 2,538 $1,696
Change in fair value (43) 121 503
Accretion of discount 26 67 339
Payment (311) (2,398) —

Balance of contingent consideration at December 31 $ — $ 328 $2,538
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7. Property and Equipment
Property and equipment consists of the following as of December 31:

2013 2012 2011
(Restated) (Restated)

Building, leased $ 7,965 $ 7,965 $ 7,965
Computers and related equipment 13,954 10,521 11,112
Purchased software and licenses 17,556 12,605 12,389
Software developed 16,182 13,363 11,447
Furniture and fixtures 2,717 2,406 1,987
Leasehold improvements 1,730 1,690 754
Other equipment 1,922 1,941 1,921
Vehicles 111 111 158
Construction in progress 1,781 — —
Total property and equipment, at cost 63,918 50,602 47,733

Accumulated depreciation and amortization (36,474) (30,146) (25,446)
Property and equipment, net $ 27,444 $ 20,456 $ 22,287

Depreciation and amortization expense on property and equipment was $7,850, $8,225, $6,945, and $6,457, for the years
ended December 31, 2013, 2012, 2011, and 2010, respectively. Property and equipment at December 31, 2013, 2012 and 2011
includes fixed assets acquired under capital lease agreements of $8,463, $3,893 and $5,268, respectively. Accumulated
depreciation of assets under capital leases totaled $2,033, $1,392 and $1,551 as of December 31, 2013, 2012 and 2011,
respectively. Amortization of assets under capital leases is included in depreciation expense.

The Company capitalized software development costs of $2,751, $3,089 and $2,711 for the years ended December 31,
2013, 2012 and 2011, respectively. Amortization of capitalized software development costs totaled $2,618, $3,145, $2,009, and
$1,690 during the years ended December 31, 2013, 2012, 2011 and 2010, respectively. The net book value of capitalized software
development costs was $4,101, $3,969 and $3,960 at December 31, 2013, 2012 and 2011, respectively.

During 2012, the Company determined it was no longer probable that certain software developed for internal use and certain
purchased software would produce expected cash flows for the remainder of their respective useful lives. As a result, the Company
recognized an impairment charge related to these long-lived assets totaling $1,051 for the year ended December 31, 2012.

In 2011, the Company traded in used computer equipment in a purchase of servers, computers, software, and services. The
assets transferred were accounted for at fair value. The Company recognized a gain on the exchange of $178 which is presented in
“Other expense.”
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8. Goodwill and Intangible Assets

The Company’s goodwill balance is solely attributable to the Benefit Informatics reporting unit. The change in the carrying
amount of goodwill was as follows for the years ended December 31:

2013 2012 2011

Goodwill on January 1 $1,634 $1,634 $ 3,304
Impairment — — (1,670)
Goodwill on December 31 $1,634 $1,634 $ 1,634

Information regarding the Company’s acquisition-related intangible assets is as follows:

As of December 31, 2013

Weighted -
Average
Gross Remaining
Carrying Accumulated Net Carrying Useful Life
Amount Amortization Amount (in years)
Trademarks $ 240 $ (164) $ 76 1.6
Customer agreements 2,060 (880) 1,180 4.6
Non-compete agreements 126 (126) — —
Total $2,426 $ (1,170) $ 1,256 4.4
As of December 31, 2012
Weighted -
Average
Gross Remaining
Carrying Accumulated Net Carrying Useful Life
Amount Amortization Amount (in years)
Trademarks $ 240 $ (116) $ 124 2.6
Customer agreements 2,060 (622) 1,438 5.6
Non-compete agreements 126 (109) 17 0.6
Total $2,426 $ 847 $ 1,579 54
As of December 31, 2011
Weighted -
Average
Remaining
Gross ;
Carrying Accumulated Net Carrying Useful Life
Amount Amortization Amount (in years)
Trademarks $ 240 $ (68) $ 172 3.6
Customer agreements 2,060 (365) 1,695 6.6
Non-compete agreements 126 (80) 46 1.6
Total $2,426 $ (513 $ 1,913 6.2
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Amortization expense of acquisition-related intangible assets for the years ended December 31, 2013, 2012, 2011, and 2010
was $322, $335, $361 and $152, respectively. As of December 31, 2013, expected amortization expense for the intangible assets
for each of the next five years and thereafter was as follows:

2014 $ 306
2015 286
2016 257
2017 257
2018 150
Total $1,256

In 2011, the Company determined that the decrease in revenue and net cash flow projections of Benefit Informatics
represented an indicator of potential impairment of certain intangible assets on October 31, 2011. The Company determined that
the fair value of the intangible assets was less than the expected future cash flows associated with the intangible asset (step 1).
The amount of impairment was then calculated and recognized as the difference between the present value of the cash flows and
the fair value of the intangible assets (step 2). Impairment charges of $54 to non-compete agreements were recognized for the year
ended December 31, 2011 under operating expenses within the Company’s Employer segment.

There were no such impairments of intangible assets during the years ended December 31, 2013 and 2012.

9. Revolving Line of Credit and Notes Payable

During 2013, the Company transitioned its general business financing from its existing master credit facility to a revolving line
of credit at a different bank.

At December 31, 2012 the Company had a $6,000 master credit facility under which two senior secured promissory notes
totaling $4,535 were outstanding (“Credit Facility Notes”). In March 2013 and June 2013, the Company borrowed an additional
$874 and $591, respectively, under two additional senior secured promissory notes bearing interest at fixed annual rates ranging
from 3.6% to 3.7% and repayable in equal monthly installments of principal and interest through dates ranging from December
2015 to July 2016.

On August 27, 2013, the Company entered into a loan and security agreement with Silicon Valley Bank for a revolving line of
credit of up to $35,000 for working capital, to fund general business requirements, and to repay the indebtedness under the master
credit facility and other senior secured promissory notes. The revolving line of credit limit is eligible to be increased from the initial
limit of $15,000 to $35,000, as a result of the closing of the Company’s IPO on September 23, 2013. On December 10, 2013, the
revolving line of credit was amended to increase the borrowing capacity to the $35,000 limit at the earlier of the Company’s request
or August 14, 2014. Borrowing capacity under the line of credit is subject to a borrowing base limit described below. Therefore,
credit available under the line of credit may be less than the specified limit.

Amounts borrowed under the line of credit are payable on August 27, 2016. Amounts available under the line of credit are
subject to a borrowing base limit which is a function of the Company’s monthly recurring revenue as adjusted to reflect lost
customer revenue during the previous quarter.
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Advances can be designated as LIBOR advances or prime rate advances. LIBOR advances bear interest at 2.75% plus the greater
of 0.50% or current LIBOR for the applicable period, generally 30 days, adjusted for certain regulatory reserve requirements. The
LIBOR rate is adjusted approximately monthly. Prime Rate advances bear interest at the prime rate as published in the Wall Street
Journal.

The Company made customary affirmative and negative covenants in connection with the loan and security agreement,
including financial covenants related to liquidity and revenue growth. In the event of a default, Silicon Valley Bank may declare all
obligations immediately due and stop advancing money or extending credit under the line of credit. The line of credit is
collateralized by substantially all of the Company’s tangible and intangible assets, including any proceeds of intellectual property
(but not the underlying intellectual property itself), and the Company has agreed not to encumber any of its intellectual property
without Silicon Valley Bank’s prior written consent. As of December 31, 2013, the Company was in compliance with the covenants.

On August 30, 2013, the Company borrowed $5,757 under this line of credit, which it used to repay all of the amounts
outstanding under its master credit facility and two senior promissory notes with its previous lender. In September 2013, the
Company borrowed and repaid an additional $5,000 under this line of credit. As of December 31, 2013, the amount outstanding
under this line of credit was $5,757 and the amount available to borrow was $9,243.

In August 2011, the Company borrowed $2,020 under a senior secured promissory note to purchase computers and related
equipment and software (“Hardware and Software Note”). The note bears interest at a fixed annual rate of 4.5% and is
collateralized by certain specifically identified computers and related equipment and software. Principal and interest are paid in
equal monthly installments through August 2014.

In December 2010, the Company borrowed $816 under a senior secured promissory note to finance purchases of computer
equipment (“Hardware Note”). The note bears interest at a fixed annual rate of 5.0% with principal and interest paid in equal
monthly installments through December 2013. The Hardware Note is collateralized by certain specifically identified computers and
related equipment.

As of December 31, 2013 the combined aggregate amount of maturities for the revolving line of credit outstanding is $5,757
for the year ended December 31, 2016. No other amounts are due in any other year.

The following table summarizes the outstanding principal balance and estimated net book value of the computers and related
equipment and software collateralizing the Company’s outstanding notes payable:

Outstanding
Principal Balance
as of December 31,

Interest

Rate 2013 2012 2011
Hardware Note 5.0% $ — $ 286 $ 558
Hardware and Software Note 4.5% — 1,156 1,809
Credit Facility Notes 3.6% — 4,535 —
Revolving line of credit 3.25% 5,757 — —

Other Notes
Total

5.0% - 10.0%
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The interest rates for the notes in the table above approximate currently available rates for financing obligations with similar
terms and credit risks.

10. Commitment and Contingencies
Operating Lease Commitments and Financing and Capit  al Lease Obligations

The Company has entered into various capital lease arrangements to obtain property and equipment for operations. These
agreements range from 9 months to 5 years with interest rates ranging up to 14.9%. The leases are secured by the underlying
leased property and equipment.

In November 2013, the Company entered into a lease with a term of 3 years to finance data processing equipment and
software. The total payments under the lease are $3,988. The present value of the lease payments exceeds the fair value of assets
leased at inception. The Company accounts for this arrangement as a capital lease. As of December 31, 2013, capital lease
obligations include amounts under this lease of $3,988.

Related to the November 2013 capital lease, the Company entered into a 3 year financing obligation for support services of
data and processing equipment. The total payments under the arrangement are $3,872. The Company accounts for this
arrangement as a financing obligation. As of December 31, 2013, financing obligations include $3,872 under this agreement.

In March 2013, the Company entered into a lease with a term of 3 years to finance data processing equipment and software.
The total payments under the lease are $1,117. The lease provides for a bargain purchase option at the end of its term. The
Company accounts for this arrangement as a capital lease. As of December 31, 2013, capital lease obligations include amounts
under this lease of $785.

During 2013 and 2012, the Company entered into additional various leases with terms ranging from one year or less to five
years to finance data processing equipment and software. Total aggregate payments under the leases are $363. The leases
contain terms that either provide for the title to pass to the Company at the end of its term or the lease term exceeds 75% of
economic life of the asset. The Company accounts for these arrangements as capital leases. As of December 31, 2013 and 2012,
capital lease obligations include amounts under these leases of $216 and $133, respectively.

In 2011, the Company entered into a lease with a term of 3 years to finance data processing equipment. The lease provides
for a bargain purchase option at the end of the term. The total payments under the lease are $3,005. The Company accounts for
this arrangement as a capital lease. As of December 31, 2013, 2012, and 2011, capital lease obligations include amounts under
this lease of $413, $1,375, and $2,297, respectively.

The Company also leases office facilities under various non-cancelable operating lease agreements with original lease
periods expiring between 2014 and 2024. Some of the leases provide for renewal terms at the Company’s option. Certain future
minimum lease payments due under these operating lease agreements contain free rent periods or escalating rent payment
provisions. These leases generally do not contain purchase options. Rent expense on these operating leases is recognized over
the term of the lease on a straight-line basis.

In August 2013, the Company entered into an amendment to a 2012 office lease agreement for its facility in Tulsa,
Oklahoma. Under the terms of the lease agreement the Company has committed to extend its lease term to April 2015.
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Rent expense totaled $2,517, $1,946, $1,388, and $1,301 for the years ended December 31, 2013, 2012, 2011, and 2010,
respectively.

Future minimum lease payments are as follows:

Operating
Capital Financing
Leases Leases Obligations
Year Ending December 31,

2014 $ 3,108 $2,728 $ 3,578
2015 2,840 1,782 3,298
2016 2,846 1,156 3,020
2017 2,843 23 2,070
2018 2,839 — 2,132
Thereafter 16,728 — 6,888
Total minimum lease and financing obligation payments $31,204 5,689 $ 20,986

Less: imputed interest (235)

Less: current portion (2,587)

Capital lease obligations, net of current portion $ 2,867

Financing obligations were $13,097 as of December 31, 2013 and consist of obligations for build-to-suit lease arrangements
and the support components of a software financing arrangement. The aggregate amount of payments financing obligations was
$20,986 at December 31, 2013 which excludes aggregate payments of $81,488 related to assets under construction under a build-
to-suit lease entered into in December 2013.

Contractual Commitments

In December 2013, the Company entered into a 15 year lease for additional office space at its Charleston, South Carolina
campus. Under the build-to-suit arrangement, the leased premises will be constructed by and leased from an entity with which two
of the Company'’s significant stockholders and executives are affiliated. The target commencement date of the lease payments is
expected to be January 1, 2015. The approximate total minimum payments under the arrangement are $81,488 based on an
estimated rentable area of approximately 145,000 square feet. In connection with the lease, the Company entered into an option to
lease space in two additional adjacent buildings. The option term is 36 months and requires the Company to incur costs annually
prior to the exercise of the option in the amount of up to $466 per year. If the Company terminates the option or does not exercise
the option prior to expiration it will incur termination fees pro-rated through the dates of termination or expiration. The maximum
liability for termination fees is $757. The commitment for the lease and pro-rated termination fees is not accrued in the consolidated
balance sheet of the Company. Had the Company terminated the options on December 31, 2013, the liability for the termination fee
would have been $75. The pro-rated commitment for the option is accrued in other non-current liabilities in the balance sheet. The
minimum lease payments related to this lease have been excluded from the future minimum lease payment schedule above.

The Company also has $3,659 of non-cancellable contractual commitments as of December 31, 2013 related to the
purchase of software and colocation services. These commitments are not accrued in the consolidated balance sheet of the
Company.
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Legal Contingencies

The Company may become a party to a variety of legal proceedings that arise in the normal course of business. While the
results of such normal course legal proceedings cannot be predicted with certainty, management believes, based on current
knowledge, that the final outcome of any matters will not have a material adverse effect on the Company’s business, financial
position, results of operations or cash flows.

11. Stock-Based Compensation
Employee Stock-based Compensation Plan

The Company maintains the Amended and Restated Benefitfocus.com, Inc. 2000 Stock Option Plan (the “2000 Plan”) and
the Benefitfocus.com, Inc. 2012 Stock Plan, as amended (the “2012 Plan”), pursuant to which the Company has reserved
6,234,809 shares of its common stock for issuance to its employees, directors and non-employee third parties. The 2012 Plan,
effective on January 31, 2012, serves as the successor to the 2000 Plan and permits the granting of incentive stock options, non-
statutory stock options, stock bonuses, stock purchase rights, stock appreciation rights, and restricted stock units and awards. No
new awards will be issued under the 2000 Plan as of the effective date of the 2012 Plan. Outstanding awards under the 2000 Plan
continue to be subject to the terms and conditions of the 2000 Plan. Shares available for grant under the 2000 Plan, which were
reserved but not issued or subject to outstanding awards under the 2000 Plan as of the effective date, were added to the reserves
of the 2012 Plan. As of December 31, 2013, the Company had 2,578,314 shares allocated to the 2012 Plan, but not yet issued.

The terms of the stock-based award grants, including the exercise price per share and vesting periods, are determined by
the Chairman of the Board who is delegated the authority by the Company’s board of directors. Stock options are granted at
exercise prices not less than the estimated fair market value of the Company’s common stock at the date of grant. The grant date
value of restricted stock units is equal to the closing price of the Company’s stock on the trading day preceding the date of grant.
Generally, the Company issues previously unissued shares for the exercise of stock options or exchange of restricted stock units;
however, previously acquired shares may be reissued to satisfy future issuances. The options and restricted stock unit awards
typically vest quarterly over a four-year period. The options expire 10 years from the grant date. Compensation expense for the fair
value of the stock-based awards at their grant date is recognized ratably over the vesting schedule.

The Company has issued two types of awards under these plans: options and restricted stock units. The following table sets
forth the number of awards outstanding for each award type is as follows:

Outstanding at December 31,
Award type 2013 2012 2011 2010

Stock options

3,058,795 3,121,064 2,712,808 2,906,741
Restricted stock units 97,700 — — —
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Stock-based compensation expense related to stock-based awards is included in the following line items in the
accompanying consolidated statements of operations and comprehensive loss for the years ended December 31:

2013 2012 2011 2010
Cost of revenue $ 274 $195 $252 $ 352
Sales and marketing 171 68 102 77
Research and development 255 130 121 87
General and administrative 502 319 246 519

$1,202 $712 $721 $1,035

The total compensation cost related to nonvested awards not yet recognized as of December 31, 2013 was $7,429 and will
be recognized over a weighted-average period of approximately 2.9 years.

Restricted Stock Units

During December 2013, the Company granted restricted stock units under the 2012 Plan. Restricted stock units granted to
employees vest in equal annual installments generally over 4 years from the grant date. The fair value of the stock at the time of
grant is amortized based on a straight-line basis over the period of vesting. Income tax benefits resulting from vesting of restricted
stock are recognized in the period the unit is exchanged to the extent the expense has been recognized.

A summary of unvested restricted stock units as of December 31, 2013 is as follows:

Weighted

average

Restricted grant- date

stock units fair value
Unvested at January 1, 2013 — $ —
Granted 97,700 48.31
Unvested at December 31, 2013 97,700 $ 48.31

As of December 31, 2013, the number and intrinsic value of restricted stock units expected to vest was 84,288 and $4,867,
respectively.
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Stock options
The following is a summary of the option activity for the year ended December 31, 2013:

Weighted -
Average
Weighted - Remaining
Average Contractual
Number of Exercise Term Aggregate
Options Price (in years) Intrinsic Value
Outstanding balance at December 31, 2012 3,121,064 $ 6.15
Granted 172,000 13.53
Exercised (201,444) 3.45
Forfeited (30,772) 5.98
Expired (2,053) 1.90
Outstanding balance at December 31, 2013 3,058,795 $ 6.75 5.01 $ 155,969
Exercisable at December 31, 2013 2,456,471 $ 5.89 4.14 $ 127,366
Vested and expected to vest at December 31, 2013 3,006,516 $ 6.70 4.95 $ 153,446

The aggregate intrinsic value of employee options exercised during the years ended December 31, 2013, 2012, 2011, and
2010 was $6,448, $293, $214, and $264, respectively.

The Company values stock options using the Black-Scholes option-pricing model, which requires the input of subjective
assumptions, including the risk-free interest rate, expected life, expected stock price volatility and dividend yield. The risk-free
interest rate assumption is based upon observed interest rates for constant maturity U.S. Treasury securities consistent with the
expected term of the Company’s employee stock options. The expected life represents the period of time the stock options are
expected to be outstanding and is based on the simplified method. Under the simplified method, the expected life of an option is
presumed to be the mid-point between the vesting date and the end of the contractual term. The Company used the simplified
method due to the lack of sufficient historical exercise data to provide a reasonable basis upon which to otherwise estimate the
expected life of the stock options. The Company has a limited history of trading as a public company, therefore expected volatility is
based on historical volatilities for publicly traded stock of comparable companies over the estimated expected life of the stock
options. The Company assumed no dividend yield because it does not expect to pay dividends in the near future, which is
consistent with the Company’s history of not paying dividends.

The following table summarizes the assumptions used for estimating the fair value of stock options granted for the years
ended December 31 (no options were granted in 2011):

2013 2012 2011 2010
Risk-free interest rate 1.0%-1.7% 0.8% - 1.2% — 1.9% - 3.2%
Expected term (years) 6.08 6.08 — 6.08 - 6.58
Expected volatility 52% 53% - 55% — 57% - 59%
Expected dividend yield 0% 0% — 0%
Weighted-average grant date fair value per share $7.71 $4.24 — $2.43
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12. Stockholders’ Deficit

Preferred stock

Upon the closing of the IPO, all shares of the Company’s then-outstanding redeemable convertible preferred stock
automatically converted into 16,496,860 shares of its $0.001 par value common stock. Subsequent to this conversion, the
Company restated its certificate of incorporation and reduced number of authorized shares of preferred stock from 21,496,860 to
5,000,000. The Company’s preferred stock is undesignated.

Common Stock
The holders of common stock are entitled to one vote for each share. The voting, dividend and liquidation rights of the
holders of common stock are subject to and qualified by the rights, powers and preferences of the holders of preferred stock.

At December 31, 2013, the Company had reserved a total of 6,234,809 of its authorized 50,000,000 shares of common stock
for future issuance as follows:

Outstanding stock options 3,058,795
Restricted stock units 97,700
Outstanding common stock warrant 500,000
Possible future issuance under stock option plans 2,578,314
Total common shares reserved for future issuance 6,234,809

During 2009, in connection with a new five-year contract executed with a major customer, the Company issued a warrant to
the customer for the right to purchase 500,000 shares of common stock at $5.48 per share. The warrant was issued from the
incentive stock option pool of shares approved by the Company’s board of directors. Under the terms of the warrant, the warrant
expires in 10 years. The customer was originally entitled to exercise the warrant in its entirety in 9.5 years. Earlier exercise rights for
all or part of the warrants are triggered under certain conditions, the most relevant of which are, on or after the third anniversary
date of the issuance date if an IPO has occurred and immediately prior to the closing of a defined Corporate Transaction. In the
event the customer cancels the contract prior to the end of the five-year term, one half of the warrants would have been forfeited. In
March 2013, the Company made this warrant fully exercisable.

The Company used an option pricing model to determine the fair value of the common stock warrant. Significant inputs
included an estimate of the fair value of the Company’s common stock, the remaining contractual life of the warrant, an estimate of
the probability and timing of a liquidity event, a risk-free rate of interest and an estimate of the Company’s stock volatility using the
volatilities of guideline peer companies. The value of the exercisable portion of the warrant is not dependent on the customer’s
fulfillment of the contract and was measured on the issuance date, with the total fair value at issuance being recognized as a
reduction to revenue over the contract period on the straight line basis. The remaining half of the warrant that was dependent on
contract fulfillment by the customer was remeasured each quarter, with the resulting increment or decrement in value recognized as
a revenue reduction on the straight line basis beginning in the quarter of the revaluation through the end of the contract. The related
reduction of revenue during the years ended December 31, 2013, 2012, 2011, and 2010 was $892, $488, $141, and $306,
respectively.
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13. Employee Benefit Plan

The Company maintains a qualified defined contribution plan under Section 401(k) of the U.S. Internal Revenue Code (the
“401(k) Plan”) covering substantially all employees. Employees are eligible to participate in the 401(k) Plan after one day of service
and upon attainment of age 21, and may elect to defer an amount or percentage of their annual compensation up to amounts
prescribed by law. The Company makes discretionary matching contributions to employee plan accounts. During each of the years
ended December 31, 2013, 2012, 2011, and 2010, the Company matched 50% of the employees’ contribution, with the match
limited to 3% of qualifying compensation. Employee vesting in matching company contributions occurs at a rate of 20% per year
after achieving two years of service. Starting in 2014, employees vesting in company contributions will begin after one year of
service. During the years ended December 31, 2013, 2012, 2011, and 2010, employer matching contributions were $1,339, $1,013,
$857, and $745, respectively.

14. Income Taxes

The Company files income tax returns in the U.S. for federal and various state jurisdictions. The Company is subject to U.S.
federal income tax examination for calendar tax years 2010 through 2012 as well as state income tax examinations for various
years depending on statutes of limitations of those jurisdictions.

The following summarizes the components of income tax (benefit) expense for the years ended December 31:

Current: 2013 2012 2011 2010
Federal $ — $ — $ — $ (63)
State and local (31) 84 35 73
Total current (benefit) expense (31) $ 84 $ 35 $ 10

Deferred:

Federal $ — $ — $ — $ —

State and local
Total deferred taxes

©
|

©
|

©
|

©
|

Reconciliation between the effect of applying the federal statutory rate and the effective income tax rate used to calculate the
Company'’s income tax provision is as follows for the years ended December 31:

2013 2012 2011 2010
(Restated) (Restated) (Restated)
Federal statutory rate 34.0% 34.0% 34.0% 34.0%
Effect of:
State income taxes, net of federal benefit 3.2% 3.5% 2.8% 1.0%
Change in tax rates 0.4% 2.6% 0.8% (10.9%)
State tax credits 0.9% 0.0% 2.2% 31.2%
Change in valuation allowance (33.5%) (38.7%) (33.3%) (37.5%)
Uncertain tax positions (0.9%) 0.0% 0.0% 0.0%
Contingent consideration amortization 0.0% (0.4%) (5.7%) 0.0%
Stock-based compensation (0.9%) (1.2%) (1.1%) (14.4%)
Other permanent items (0.4%) (0.4%) (0.4%) (3.9%)
Deferred true-up (2.7%) 0.0% 0.5% 0.0%
Income tax provision effective rate 0.1% (0.6%) (0.2%) (0.5%)
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The significant components of the Company’s deferred tax asset and liability were as follows as of December 31:

2013 2012 2011
(Restated) (Restated)
Deferred tax assets relating to:
Net operating loss carryforwards $ 15,553 $ 9,744 10,742
Deferred revenue 16,779 13,185 7,545
Commissions accrual 463 260 110
Deferred rent 1,027 876 702
State tax credits 2,961 2,968 2,968
Stock-based compensation 1,615 1,172 901
Compensation and accruals 1,361 962 675
Total gross deferred tax assets 39,759 29,167 23,643
Deferred tax liabilities:
Prepaid expenses $ (727) $ (374) (410)
Property and equipment and intangible assets (4,610) (4,562) (4,723)
Total gross deferred tax liabilities (5,337) (4,936) (5,133)
Deferred tax assets less liabilities 34,422 24,231 18,510
Less: valuation allowance (34,422) (24,231) (18,510)
Net deferred tax asset (liability) $ — $ — $ —

As of December 31, 2013, 2012 and 2011, the Company’s gross deferred tax was reduced by a valuation allowance of
$34,422, $24,231 and $18,510, respectively.

The valuation allowance increased by $10,191, $5,721 and $5,003 during the years ended December 31, 2013, 2012 and
2011, respectively. The valuation allowance increase resulted primarily from changes in the deferred tax assets related to the net
operating loss carryforwards and deferred revenue.

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the
generation of future taxable income during the periods in which those temporary differences become deductible. Management
considers the scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning strategies in making
this assessment. Based upon the level of historical taxable income and projections for future taxable income over the periods in
which the deferred tax assets are deductible, management believes it is more likely than not that the Company will not realize the
benefits of these deductible differences in the future. In recognition of this risk, the Company has provided a full valuation allowance
on the deferred tax assets relating to net operating loss carryforwards. The Company’s $15,553 of federal and state net operating
losses include excess tax benefits related to deductions from the exercise of nonqualified stock options. The tax benefit of these
deductions has not been recognized in deferred tax assets. If utilized, $408 of benefits from these deductions will be recorded as
adjustments to taxes payable and additional paid-in-capital.

Net operating loss carryforwards for federal income tax purposes were approximately $41,374, $25,595 and $28,884 at
December 31, 2013, 2012 and 2011, respectively. State net operating loss carryforwards were $33,665, $23,589 and $26,877 at
December 31, 2013, 2012 and 2011,
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respectively. The federal net operating loss carryforwards will expire at various dates beginning in 2022 through 2033, if not utilized.
Net operating loss carryforwards and credit carryforwards reflected above may be limited due to historical and future ownership
changes.

South Carolina jobs tax credit and headquarters tax credit carryovers of $4,924, $4,497 and $4,497 were available at
December 31, 2013, 2012 and 2011, respectively. Headquarters credits are expected to be used to offset future state income tax
license fees. The credits expire in various amounts during 2020 through 2028.

The Company follows FASB ASC 740-10 for accounting for unrecognized tax benefits. As of December 31, 2013, the
Company had gross unrecognized tax benefits of $437.

A reconciliation of the beginning and ending amounts of unrecognized tax benefits is as follows for the year ended December
31, 2013 (no unrecognized tax benefits in 2010 through 2012):

Balance at December 31, 2012 —
Additions based on tax positions related to the current year —
Additions for tax positions of prior years 437
Reductions for tax positions of prior years —
Reductions for tax positions due to lapse of statute —
Settlements —

Balance at December 31, 2013 $ 43

At December 31, 2013, none of the $437 liability for unrecognized tax benefits could impact the Company'’s effective tax rate,
if recognized. The Company does not expect the unrecognized tax benefits to change within the next twelve months.

The Company is subject to U.S. income taxes, as well as various taxes state and local jurisdictions. With few exceptions, the
Company is no longer subject to U.S. federal, state, and local income tax examinations by tax authorities for years before the tax
year ended December 31, 2010, although carryforward attributes that were generated prior to 2010 may still be adjusted upon
examination by the taxing authorities if they either have been used or will be used in a future period.

The Company’s ability to utilize the net operating loss and tax credit carryforwards in the future may be subject to substantial
restrictions in the event of past or future ownership changes as defined in Section 382 of the Internal Revenue Code of 1986, as
amended and similar state tax law.

15. Segments and Geographic Information

Operating segments are defined as components of an enterprise for which discrete financial information is available that is
evaluated regularly by the chief operating decision maker (“CODM?”") for purposes of allocating resources and evaluating financial
performance. The Company’s CODM, the Chief Executive Officer, reviews financial information presented on a consolidated basis,
accompanied by information about operating segments, for purposes of allocating resources and evaluating financial performance.

The Company’s reportable segments are based on the type of customer. The Company determined its operating segments
to be: Employer, which derives substantially all of its revenue from
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customers that use the Company’s services for the provision of benefits to their employees, and administrators acting on behalf of
employers; and Carrier, which derives substantially all of its revenue from insurance companies that provide coverage at their own
risk.

The Company evaluates the performance of its operating segments based on operating income. The Company does not
allocate interest income, interest expense or income tax expense by segment. Accordingly, the Company does not report such
information. Additionally, Employer and Carrier segments share the majority of the Company’s assets. Therefore, no segment asset
information is reported.

Year Ended December 31,

2013 2012 2011 2010
(Restated) (Restated) (Restated)

Revenue from external customers by segment:

Employer $ 40,656 $ 23,760 $ 15,938 $ 9,356

Carrier 64,096 57,979 52,845 57,766
Total net revenue from external customers $104,752 $ 81,739 $ 68,783 $67,122
Depreciation and amortization by segment:

Employer $ 3,035 $ 2,337 $ 2,044 $ 758

Carrier 5,137 6,223 5,262 5,851
Total depreciation and amortization $ 8,172 $ 8,560 $ 7,306 $ 6,609
Income (loss) from operations by segment:

Employer $(26,312) $(19,015) $(19,533) $ (6,628)

Carrier (1,882) 6,213 6,516 6,018
Total loss from operations $(28,194) $(12,802)  $(13,017) $ (610)

Substantially all assets were held and all revenue was generated in the United States during the years ended December 31,
2013, 2012, 2011, and 2010.

The Company identifies two reporting units in 2013; Employer and Carrier. Prior to 2013, Benefit Informatics was a reporting
unit included in the Employer reporting segment. Starting in 2013, the Benefit Informatics reporting unit became a component of the
Employer reporting unit as it no longer had discreet financial information

16. Related Parties
Related Party Leasing Arrangements

The Company leases its headquarters building under the terms of a non-cancelable financing obligation from a build-to-suit
lease and its additional office space in Charleston, South Carolina under the terms of a non-cancelable operating lease from an
entity with which two of the Company’s directors, significant stockholders, and executives are affiliated. Both the financing
obligation and the lease have 15-year terms which started in 2006 and 2009, respectively. The Company has an option to renew
the financing obligation and lease for five additional years. The arrangements provide for 3.0% fixed annual rent increases.
Payments related to these agreements were $3,495, $3,276, $2,813, and $2,695 for the years ended December 31, 2013, 2012,
2011, and 2010, respectively. Amounts due to the related parties $268, $234 and $212 as of December 31, 2013, 2012 and 2011,
respectively. Amounts due to the related parties were recorded as “Accounts Payable” as of December 31, 2013, 2012 and 2011.
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In February 2013, the Company entered into an amendment to a 2009 operating lease agreement. Under terms of the
agreement, the Company has committed to rent additional space under the agreement. Payments for the additional space will
commence in January 2014.

Furthermore, as disclosed in Note 9 “Commitments and Contingencies”, the Company entered into a 15-year build-to-suit
lease in December 2013 for additional office space to expand its headquarters campus. The leased premises are being constructed
and leased from an entity with which two of the Company’s significant stockholders and executives are affiliated. Because the
Company is involved extensively in the construction of the premises and is deemed the “owner” for accounting purposes during the
construction period, it is required to capitalize the project costs during the construction on its Consolidated Balance Sheet. The
lease is targeted to commence January 2015.

The Company has options to lease two additional office facilities from the leasing entity with which two of the Company’s
directors, significant stockholders and executives are affiliated. The leasing entity meets the criteria to be a variable interest entity.
The Company is not the primary beneficiary of the leasing entity, as the activities that are most significant to the leasing entity’s
economic performance, consisting of financing, development, management, and sale of office facilities, are directed by another
party. As such, the Company is not required to consolidate the entity as the primary beneficiary. The lease terms would not include
a residual value guarantee, fixed-price purchase option, or similar feature that would obligate the Company to absorb decreases in
value or would entitle the Company to participate in increases in the value of the office facilities. The Company has not and does
not intend to provide financial or other support to the leasing entity. The Company’s maximum exposure, assuming the exercise of
the options, would consist of carrying fees paid for the options, rent to be paid over the 15-year term of the leases, construction cost
overruns, and operating expenses in excess of a certain threshold. The Company’s maximum exposure currently cannot be
quantified.

Related Party Receivable

In connection with the preparation of the office space for occupancy under the February 2013 amendment discussed above,
the Company has generated a receivable from the related party in the amount of $331 as of December 31, 2013. This amount is
included in prepaid expenses and other current assets in the Company’s Consolidated Balance Sheets.

Related Party Travel Expenses

The Company utilizes the services of a private air transportation company that is owned and controlled by one of the
Company’s significant stockholders and executives. Expenses related to this company were $326, $120, $105, $154 for the years
ended December 31, 2013, 2012, 2011, and 2010, respectively, and consist of air travel related to the operations of the business.
Amounts due to the related party were $25 as of December 31, 2013 and de minimis as of December 31, 2012.
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17. Selected Quarterly Financial Data (unaudited)

The following tables set forth selected unaudited quarterly statements of operations data for each of the eight quarters in the
years ended December 31, 2013 and 2012.

Quarter ended

December 31, September 30, December 31, September 30,
June 30, March 31, June 30, March 31,
2013 2013 2013 2013 2012 2012 2012 2012
(Restated) (Restated) (Restated) (Restated) (Restated) (Restated) (Restated)
Consolidated Statements of
Operations Data:
Revenue $ 30,256 $ 26,316 $ 24,332 $ 23,848 $ 22,208 $ 20,833 $ 19,629 $ 19,069
Gross profit 10,783 10,146 10,010 11,402 10,328 10,152 8,282 8,577
Total operating expenses 18,476 16,504 19,091 16,464 11,818 12,053 13,456 12,814
Operating loss (7,693) (6,358) (9,081) (5,062) (1,490) (1,901) (5,174) (4,237)
Net loss $ (8,284) $ (6,836) $ (9.628) $ (5613) $ (2,031) $ (2,407) $ (5,690) $ (4,745)
Net loss per common share (0.34) (1.08) (2.00) (1.17) (0.42) (0.50) (1.18) (0.99)
Weighted-average common
shares outstanding—basic
and diluted 24,474,566 6,320,731 4,809,518 4,798,043 4,842,205 4,836,179 4,826,171 4,810,059

The sum of quarterly net loss per share for 2013 does not equal the net loss per share for the entire year due to impact on
weighted-average shares of the conversion of redeemable convertible preferred stock and issuance of IPO shares in the third
quarter.

As discussed in Note 3 to these Notes to Consolidated Financial Statements, the Company has adjusted the consolidated
financial statements for the years ended December 31, 2012, 2011 and 2010 including the interim periods for the four quarters in
the period ended December 31, 2012 and the three quarters in the period ended September 30, 2013 to correct an error in the
accounting for its headquarters lease executed in May 2005. The following information has been derived from our restated quarterly
unaudited consolidated financial statements. The quarterly unaudited consolidated financial statements have been prepared on the
same basis as the audited consolidated financial statements included in this report and include all adjustments, consisting only of
normal recurring adjustments, that we consider necessary for a fair presentation of such information when read in conjunction with
our annual audited consolidated financial statements (as restated) and notes appearing in this report. The operating results for any
guarter do not necessarily indicate the results for any subsequent period or for the entire fiscal year.

The following represents the approximate quarterly impact of the restatement for each affected financial statement line in the
consolidated balance sheets: an increase in property and equipment, net and total assets by approximately $6,300; an increase in
financing and capital lease obligations, current portion, and total current liabilities, of approximately $60; an increase in financing
and capital lease obligations, net of current portion of approximately $9,000; a decrease in other non-current liabilities of
approximately $1,400; an increase in total liabilities of approximately $7,700; an increase in accumulated deficit of approximately
$1,400; an increase in total stockholders’ deficit of approximately $1,400; and an increase in total liabilities, redeemable convertible
preferred stock and stockholders’ equity of approximately $6,300.
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The following represents the approximate quarterly impact of the restatement for each affected financial statement line in the
consolidated statements of operations and comprehensive loss: a decrease in cost of revenue and increase in gross margin of
approximately $194; a decrease in sales and marketing and research and development of approximately $100; a decrease in
general and administrative of approximately $20; a decrease in operating expense of approximately $215; a decrease in net loss
from operations of approximately $410; an increase in interest expense and total other expenses, net, of approximately $443; an
increase in loss before income taxes, net loss and comprehensive loss of approximately $33; and an increase in net loss per
common share of approximately $0.01 per share.

The following represents the approximate quarterly impact of the restatement for each affected financial statement line in the
consolidated statement of cash flows: an increase in the net loss and depreciation and amortization of less than approximately
$100; an increase in interest accrual on financing obligation of approximately $443; a decrease in other non-current liabilities of
approximately $25; an increase in net cash and cash equivalents provided by operating activities of approximately $451; and an
increase in payments on financing and capital lease obligations and net cash and cash equivalents used in financing activities of
approximately $451.
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Schedule [I—Valuation and Qualifying Accounts (int  housands)
Balance at
Beginning Additions ?SA?SQS
Charged To Against
of Period Expense Revenue
Allowance for doubtful accounts and returns:
Year ended December 31, 2013 $ 900 $ (22) $ 2,315
Year ended December 31, 2012 $ 358 $ 98 $ 1,330
Year ended December 31, 2011 $ 272 $ 136 $ 491
Year ended December 31, 2010 $ 213 $ 130 $ 111
Balance at
cegring  Sddone
Costs and
of Period Expenses (1) Deductions
Deferred tax asset valuation allowance:
Year ended December 31, 2013 $24,231 $ 10,191 $ —
Year ended December 31, 2012 $18,510 $ 5721 $ —
Year ended December 31, 2011 $13,506 $ 5,004 $ —
Year ended December 31, 2010 $11,960 $ 1,546 $ —

(1) Increase in valuation allowance is related to the generation of net operating losses and other deferred tax assets.
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Deductions

$ (2,383)
$  (886)
$ (540)
$  (182)

Balance
at End of
Period

$ 34,422
$ 24,231
$ 18,510
$ 13,506

Balance
at End of

Period

$ 810
$ 900
$ 358
$ 272
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LEASE AGREEMENT

LESSOR: DIECII, LLC
LESSEE: Benefitfocus.com, Inc



STATE OF SOUTH CAROLINA )
) COMMERCIAL LEASE AGREEMENT
COUNTY OF BERKELEY )

THIS LEASE AGREEMENT (the “Lease ") is made and entered into this 13afdyecember 2013, by and betwdiC Il, LLC , a South

Carolina limited liability company (hereinafter el “Lessor”), andenefitfocus.com, Inc., a South Carolina corporation (hereinafter called
“Lessee”).

WITNESSETH:

WHEREAS , the Lessor is the owner of certain real propkniywn as the Daniel Island Executive Center Ihie City of Charleston, State of
South Carolina, as shown on the drawing of the gntypattached hereto and made a part hereof, khBadeibit A (the “Property”); and

WHEREAS , Lessor will construct an office building contaigiapproximately ~145,800 square feet of Rentabéafas defined in
Section 1.01 of this document, on the Property {B®mised Premises”); and

WHEREAS , Lessor desires to lease to Lessee and Lesseedlslease from Lessor the Demised Premises &srgebelow, together with a
non-exclusive easement to use all driveways, parkiegsrretention surface water, common areas, aed fattilities as provided in this Lea:

NOW, THEREFORE , in consideration of the premises and the mutuahses contained herein, Lessor and Lessee covandragree as
follows:

ARTICLE |
GRANT AND TERM

1.01 Demised PremiseslLessor, for and in consideration of the rentseo@ants, agreements and stipulations hereinaftatiomed, to be paid,
kept, and performed by the Lessee, by these pedert lease and rent to the said Lessee, antessde hereby agrees to lease and take

the terms and conditions which are hereinaftefeét, the Demised Premises. The Demised Premigesocenetimes referred to in this Leas

“Daniel Island Executive Center I1.”

The Rentable Area of the Demised Premises shaletemined in accordance with “American Nationarfsiard ANSI/BOMA 765.1—2010:
Office Buildings: Standard Methods of Measurement ” issued by the Building Owners and Managers Asgam International (“BOMA
Standard”) and shall be certified to such BOMA 8t by Lessor’s architect (the “Architect”). Iretbvent that the Architect’'s measurement
using the BOMA Standard differs from the rentabieasof Premises set forth in above, the rentalgla af the Premises shall be adjusted
appropriately and the parties shall execute an dment to this Lease reflecting said adjustment.

1



1.02_Lesses Right to Use of Common Improvements Lessor hereby grants to Lessee, its employeeite@s and licensees a non-exclusive
easement during the term of the Lease for the fialt sidewalks, driveways, entrance ways and paylkireas as shown on the parking layout
referred to in attachefxhibit B , patios, benches and other outdoor amenitiemtieteponds and other facilities, which Lessor matablish
which are adjacent to the Demised Premises (hdteimraferred to as the “Common Improvements”)@tadditional charge. Lessee’s use of
the Common Improvements shall be subject to reddemales and regulations promulgated by Lessorsaicti use shall be at the sole risk of
Lessee. Lessor warrants that there is full andl&gal ingress, egress and access to and fromdher®n Improvements from a public highv
or road. The parking areas shall not be used fostbrage of abandoned or defective vehicles carigrother purpose except parking in
connection with Lessee’s permitted use of the DethRremises. Neither Lessee nor Lessee’s emplogkiesrs, agents, guests, invitees or
other persons using the Common Improvements shaé Any rights to any reserved parking space @, ared no special markings or signs
may be placed on any parking spaces by Lessee.

1.03 Initial Term . The initial term of this Lease shall be for aipérof fifteen (15) years, commencing upon the dditéelivery of the
Demised Premises (the “Delivery Datef)hich shall be the date on which: (i) Substantiaimpletion of both the Project (as defined belowd
Tenant Improvements (as defined below) has occuardi (i) Lessor has delivered possession of tbmiBed Premises to Lessee.

1.04_ Rent Commencement DateThe payment of monthly rent for the Demised Prem&®ll commence on the Delivery Date and shall
continue on the first day of each and every momhetafter for the remainder of the Lease ternmhdf@elivery Date is other than the first da
the month, the first month’s rent and the last rhantent shall be prorated based on the actual puwidays in such month.

Subject to delays caused by Force Majeure, for dagtbeyond May 1, 2015 that the Lessor is del@yeidlivering the Demised Premises to
Lessee, Lessee shall receive a day of free reningt@n the actual Rent Commencement Date.

1.05_Acceptance of the Demised PremiseBy occupying the Demised Premises, Lessee shalekmed to have accepted the condition of tt
building and other improvements constructed by aeas set forth in this Lease, subject to any amifpunch list of items agreed to betweer
parties to be completed by Lessor after Lessee@spancy. Lessor makes no representation or wareentgy the condition of the Demised
Premises except as specifically set forth elsewimetleis Lease.




1.06 Renewal Option Provided and upon the condition that the Lesha# sot then be in default under any of the teaithis Lease
Agreement at the time of the exercise of the opdiod at the commencement date of the renewal tarsn,.ease may be renewed pursuant to
the terms and conditions Bkhibit | , which is attached hereto and made a part hereof.

1.07 Option to Lease Additional Property. Lessor grants to Lessee the option to leaserepkrty adjoining the Demised Premises pursuan
to the terms and conditions set forthExhibit C, which is attached hereto and made a part hereof.

ARTICLE II
CONSTRUCTION OF BUILDING AND OTHER IMPROVEMENTS

2.01 Lessor’s Construction of Building and Other Inprovements. Lessor agrees to construct a 145,800 squarefficé building and

related improvements (the “Project”) in substardiedordance with the plans and specifications la¢tiereto and made a part hereof, labele
Exhibit D (“Project Plans and Specifications”). Lessor agteesommence construction of the Project on or abacember 1, 2013. Lessor
agrees to use its best efforts to complete theePrajccording to the construction contract on dofeeJanuary 1, 2015 (the “Scheduled
Completion Date”)If performance is delayed for reasons or causesribthe reasonable control of Lessor (includind,nmi limited to, acts «
God, weather conditions, labor or material shodagasualty losses or unforeseen construction tfdme completion date for the Project s
be extended accordingly.

2.02 Tenant Improvements Lessor agrees to complete or cause to be completddterior of the building as described on thacited

Exhibit F (“Work Letter”) substantially in accordance wittetplans and specifications (hereinafter “Floor Bland Specifications” or “Tenant
Improvements”) provided by the Lessee to Lessosske agrees to provide Lessor with the Floor RladsSpecifications no later than eight
months prior to the Project’'s Scheduled Complebaite (the “Plans Due Date”). The Floor Plans anelc8igcations shall become a part of this
Lease and be labeled Eshibit E . Lessor agrees to use its best efforts to comfhietd@enant Improvements according to the Floon$&nd
Specifications on or before the Scheduled Compidiate.

Lessor agrees to pay up to $35.00 per square fddemtable Area (the “Tenant Allowance”) for thenBat Improvements. Tenant
Improvements include, but are not limited to, cggjlgrid and tile, low pressure duct system to é¢di¢iAC box, any additional electric systems
or generators in excess of normal office use, coosbn of interior walls and floor coverings. Cosor all space planning and construction
documents related to the Tenant Improvements areeiponsibility of Lessee. Such costs exceediad @nant Allowance are hereinafter
defined as “Excess Costs”.

2.03_Construction Conditions. Lessee agrees to bear any Excess Costs plus divadidtharge of five percent (5%) of such excessover
Lessor’s overhead, by payment to Lessor within(1€) days after demand for such sums. If any act or
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omission by Lessee (including, without limitati@amy delay caused in the delivery of Floor Plan &pdcifications to Lessor or any changes
requested therein) increases the cost of laboradenials or the time required for completion of swaction, Lessee agrees to reimburse Lessc
for such labor or material increase at the timeitkesase is incurred. If the act or omission bgde® results in a delay of Lessor’s completion
of the Project, then Lessee agrees to commencagallirent provided for in this Lease from theedtitat the Project would have been
completed but for the delay or delays caused bgéasAll amounts payable by Lessee to Lessor uh@eSection shall be deemed to be Rent
(hereinafter defined) for all purposes under theaite Agreement.

During construction Lessor agrees to bear theais&ss to the Tenant Improvements and agrees totaia builder’s risk insurance coverage.
Lessee agrees not to exercise any control or sigg@mover the contractors or subcontractors cansitig the building, the Tenant
Improvements or the Common Improvements.

2.04 Lesses Right to Enter. Lessor agrees that Lessee may, at its option, trad?Project for the limited purposes of inspectimg Tenant
Improvements during the construction, and that €essay, in its discretion and at its own cost, maRatever installations thereof as are
approved in advance by Lessor which Lessee deecessary as soon as it can do so without interfewitiythe construction of the Project;
provided, however, that Lessee shall bear theafistiss caused by the installation of fixtures ptmcompletion of construction. Lessee
understands that Lessee’s right hereunder doedllnat Lessee the right to commence operations uaskor has delivered the Demised
Premises to Lessee.

2.05_Occupancy. The Demised Premises shall be ready for occupansyoh date that both the Project and Tenant Ingonewnts are
Substantially Complete which is defined as (i) shipervising architect certifies both the Projeat Hre Tenant Improvements have been
substantially completed; (ii) all Certificates of€upancy have been issued by the City of Charlesiofiii) Lessee takes occupancy of the
Demised Premises.

ARTICLE Ill
RENT

3.01 Rent. Beginning on the Rental Commencement Date antintong throughout the full term of this Lease, &es agrees to pay to Lessor
without notice, demand, reduction, abatement, 8etrany defense, the rent as specified hereiadwance on or before the first day of each
month.

(a) Rent During Initial Term. The annual rent during the first (1) year of thi#iahterm of the Lease shall be Thirty and 05/Dfllars
($30.05) per square foot of Rentable Area. Thiswamhwiill be due and payable in equal, consecutieatily installments on or before the first
day of each month.




(b) Rent Increases During Initial Term and Renewal Term. The rent for each subsequent year of the irtitiath and for each year of
the renewal term shall be increased by three (3)@@¥eent of the rent paid for the preceding Leésar as defined below.

3.02_Late Payments All unpaid rent and other sums of whatever natwed by Lessee to Lessor under this Lease Agreeamelremaining
unpaid five (5) days after the due date shall ladate penalty equal to ten (10%) percent of tlea Bimount due which shall be deemed to be
additional rent hereunder. Acceptance by Lessangfpayment from Lessee hereunder in an amountHaasthat which is currently due shall
in no way affect Lessor’s rights under this Leagge®ment and shall in no way constitute an accoddsatisfaction.

ARTICLE IV
OPERATING EXPENSES

4.01 Operating Expense IncreasesDuring the initial term and renewal term of thisase, the annual rent shall be adjusted for iseem
Operating Expenses, (as hereinafter defined),arfdtiowing manner:

(a) The rent includes an annual expense stop Bkhpense Stop™df Five and 05/100 Dollars ($5.05) per square tddhe Rentable Are
The first year’s Estimated CAM and Operating Expanare attached heretoEshibit G . Each full twelve-month calendar period from the
beginning of the Rent Commencement Date shall'‘hease Year.” Commencing with the beginning of seeond Lease Year, Lessee shall b
responsible for its proportionate share of the ob€perating Expenses over the Expense Stop anstated herein, which amount (so
estimated by Lessor) shall be paid by Lessee sutih time as actual expenses are available (Aiezrid of the initial Lease Year and
successive Lease Years), when the proportionate shall be adjusted pursuant to this Lease, teatethe prior year's expenses. In no event
will Lessor be liable to reimburse Lessee for axyemse adjustment to the amount that is less tlmarhount incurred during the initial Lease
Year. Operating Expenses which are not directhjbattable to the Demised Premises shall be prorfayedividing the total number of square
feet of Rentable Area in the Demised Premises éydtal number of Rentable Area in the Demised Resplus any future Building
constructed by Lessor or its successor on thepregkerty adjoining the Demised Premises.

(b) Lessor agrees to furnish Lessee annual statsmegpared by the chief financial officer or masragf Lessor and certified by such
officer, partner or an independent certified publicountant showing Operating Expenses for thed_¥asr. If Operating Expenses during the
Lease Year are greater than the expense stop aph@ssee shall pay its share of the overage tootegthin thirty (30) days from receipt of
such certified statements. As used in this Artid@perating Expenses” shall include only those gemastomarily considered in good
accounting practice to be



building operating expenses, such as ordinary waesdinary repairs not covered by insurance, reagmce, cleaning, janitorial services,
utilities, supplies, real estate taxes, common areimtenance and assessment charges, premiuniefarasualty and liability insurance with
respect to the improvements on the Demised Prepdasdsmanagement fees not in excess of three g% of gross rent. Lessee is not
liable for increases in controllable expenses thverprevious lease year in excess of three pe(8eétit“Controllable Expenses” means all
Operating Expenses other than taxes, insurancgymehle third party maintenance and utilities, fated that insurance premiums paid for the
Demised Premises shall not increase by reasonyadietion or inaction of Landlord that causes suiédase. Operating Expenses shall not
include any expenses related to financing, deptienigamortization, costs of a capital nature, sdst which Lessee or other occupants of the
Building are charged other than pursuant to ther@jmg Expense clauses, costs of procuring less#tesneys’ fees, accounting fees, nor
administrative salaries and wages except for paesomorking exclusively for the buildings using tBemmon Improvements. Operating
Expenses shall include only those costs actualty imaLessor.

(c) Provided Lessee is not in default under theseof this Lease and subject to the terms herexsfsée (or its designated representat
at its sole expense, shall have the right once@lendar year during the Term to audit Lessor’'ske@nd records relating to the Operating
Expenses for the immediately preceding two (2)rudéde years. This audit must take place on a mytagiteeable date during reasonable
business hours at Lessor’s office and only aftesske has given Lessor at least three (3) dayswritten notice of the date and time Lessee
desires to commence such audit. If Lessee eleetsdin Lessor’s books and records, Lessee shadl tievright to perform an audit of the
Operating Expenses for the immediately precedirgy(Ry calendar years, such audit to be conductealieputable accounting firm. If any si
audit reveals an error by Lessor resulting in a@rovarge to Lessee, then Lessor shall promptlytneise Lessee for the amount erroneously
charged to Lessee. Likewise, if any such auditaksven error resulting in Lessee being underchathed Lessee shall promptly reimburse
Lessor for the amount of such deficiency. If angifperformed by Lessee reveals that the Oper&ienses in total have been overstated b
more than five percent (5%), Lessor shall pay anadionburse Lessee for the cost of the audit.

ARTICLE V
SERVICES

5.01 _Services Subject to conditions beyond Lessor’s controkdar agrees, at its expense (up to the annual sgtop), to:
(a) Provide individual utility metering controlléry Lessee.

(b) Maintain the lavatories and toilets in good king order; keep them in a clean and safe conditiel lighted and well ventilated.
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(c) Furnish hot and cold water for lavatory purpgose
(d) Furnish electric current for lighting and gemiesffice purposes and for parking areas.

(e) Provide and install initial light tubes, flotaimps and bulbs. Lessee is responsible for labdmaaterials for replacement of all light
bulbs.

(f) Keep the sidewalks, corridors, stairways, athdther means of ingress and egress to the Conmimprovements clean, in good repair
and safe condition, well-marked, and well lighted.

(9) Keep all lawns, shrubbery and trees on themiswf the Common Improvements in good order amdlition and neat in appearance,
and replant grass and shrubbery when necessargiidaim the Common Improvements in good appearandeondition.

(h) Provide Lessee access to the Common Improventeenty-four (24) hours per day, seven (7) daysasek.
5.02_Janitorial Duties. Lessee agrees to be responsible for all buil@ingorial services including the windows, fixturasd furnishings

therein, and during the business week will pro¥atethe daily removal and disposal of wastepapérrabbish. Lessee agrees to be responsib
for the following minimum janitorial services:

(a) Each night from Monday through Friday empty tepaper baskets and remove refuse from the DerRisadises and Common
Improvements, dust office furniture, equipment, angep non-carpeted floors with chemically treafeths, vacuum clean the carpeting and
clean the toilets and lavatory facilities.

(b) At least monthly or more frequently when neeggsvash non-carpeted floors, spot clean the caigpand dust venetian blinds.

(c) At least annually, wash windows on both sides.

(e) Provide adequate vermin and pest control sesvic

5.03_Carpet and Window Coverings Lessee agrees to maintain the carpeting, partitecse, and window coverings throughout the Demisec
Premises in good condition and repair, includingrmt limited to, spot cleaning and periodic gehel@aning and shampooing.
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ARTICLE VI
TAXES AND ASSESSMENTS

6.01 Taxes and Assessmentsessee agrees to pay any taxes, documentary stamagsessments of any nature imposed or assessedhap
Demised Premises or Lessee’s occupancy of the @enfieemises or upon Lessee’s furniture, furnishitrgde fixtures, equipment,
machinery, inventory, merchandise or other perspraderty located on the Demised Premises and obwypexd in the custody of Lessee
promptly as all such taxes or assessments may teedomand payable without any delinquency. If ajgplie in the jurisdiction where the
Demised Premises are located, Lessee shall pageatiable for all rental tax (only to the extentbuental tax is levied in lieu of ad valorem
property taxes against the Demised Premises),, amesand inventory taxes, fees in lieu of taxestloer similar taxes, if any, levied or
imposed by any city, state, county or other govesntal body having authority, such payments to bedidition to all other payments required
to be paid by Lessor by Lessee under the termtsiof tase. Such payment shall be made by Lesseetlgdito such governmental body if bill
to Lessee, or if billed to Lessor, such paymentl $fgapaid concurrently with the payment of monthéyt, Additional Rent, or such other
charge upon which the tax is based, all as sét fartein. Notwithstanding the foregoing, Lessed staae the right, at its sole cost and
expense, to contest such taxes, and upon contéséragmount of such taxes. Lessee shall deposirttoint of such taxes into an escrow
account reasonably acceptable to Lessor.

Lessee shall timely pay directly to the applicajd@ernmental taxing authorities any and all taxéh vespect to any and all of Lessee’s
personal property, leasehold improvements, traderés, inventory or other personal property wtgbhll at any time be situated at the
Demised Premises or on the Common Improvements.

ARTICLE VI
INSURANCE

7.01 Fire and Extended Coverage InsuranceDuring the initial term and the renewal termiubtLease, Lessor covenants and agrees to
maintain a policy or policies of insurance on theniised Premises, including Improvements therewviging insurance protection against
risks of direct physical loss, specifically incladiprotection against damage or destruction by fiioed and other casualties excluding
earthquake coverage, and vandalism coverage. IBaidaince coverage shall be in the amount equattimiamum of the Lessor’s cost in the
building, including the permanent improvements ¢oe; under a policy or policies issued by respdasitsurance companies authorized to do
business in the State of South Carolina. The Leageses that it will not do or keep anything irabout the Demised Premises or the Commol
Improvements which will violate the terms of Lessansurance policies or which will prevent the kesfrom procuring such policies without
penalty in companies acceptable to Lessor.




7.02_Insurance by Lesseel essee covenants and agrees, at its sole cosixaedse, to maintain a policy of insurance orirttexior of the
Demised Premises and upon its personal propextyréis, equipment and merchandise therein, progiisurance protection against risks of
direct physical loss, specifically including prdiea against damage or destruction by fire, fload ather casualties, excluding earthquake,
vandalism insurance.

7.03_Lesses Liability Insurance . The Lessee agrees to indemnify, hold and savkatraless, and to protect and defend Lessor, titredbs
during the initial term and renewal term of thisake, from and against any losses, damages, costgp@nses on account of any claim for
injury by a third party, including death or damagigher to person or property sustained by the Lresbich arises out of the use and occupanc
of the Demised Premises or the Common Improvemnisntse Lessee, its agents, employees, inviteescastomers (except those resulting
from Lessor’s gross negligence or willful acts)skee agrees to give Lessor prompt written notiad alaims made against the Lessee that
come within the scope of the indemnification irstBiection and agrees not settle any such clainoutithe Lessor’s written consent. In
connection herewith, Lessee shall, at its own eg@gprovide and keep in force, for the benefit predection of the Lessor and Lessee as thei
respective interests may appear, and with the kessan additional insured, a general liabilityigobr policies in standard form issued by
reliable companies approved by Lessor and licettseld business in the State of South Carolina, mithimum limits of $2,000,000.00
combined single limits coverage. A renewal polibglsbe obtained not less than ten (10) days poidhe expiration of any policy and a
certificate of the insurer evidencing such insueamdth proof of payment of premium, shall be pdead to Lessor.

7.04_Subrogation. All insurance policies required by this Articlleadl contain a waiver of any right of subrogatigndmy such insurer against
either party. Each of the parties hereby waivesraghts it may have against the other party on aotof any loss or damage to its property
(including the Common Improvements and its condentsich arises from any risk ordinarily coveredfirg and extended coverage insurance
or any other insurance required to be carried mateiy whether or not such other party may have begligent or at fault in causing such loss
or damage. Each party shall obtain a clause orread@nt in the policies of such insurance, whitthegiparty obtains in connection with the
Common Improvements to the effect that the inswagves, or shall otherwise be denied, the righfudfrogation against the other party for
covered by such insurance.

ARTICLE VIII
REPAIRS

8.01 Repairs. All repairs, both ordinary and extraordinaryttie Demised Premises, excluding the Common Imprewgsnincluding but not
limited to, the plumbing, heating, air-conditionjreectric wiring, and lighting apparatus, necegsarkeep them in proper order shall be made
by Lessee at Lessee’s expense. Any repairs, chamgadditions to the Common Improvements which fpayequired in order to bring the
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Common Improvements into compliance with any Fed&tate, or municipal law, statute, ordinance,islen, rule or regulation shall be made
by Lessor at Lessor’s expense.

8.02 Alterations and Remodeling After the commencement of initial term of thisdse, with the prior written consent of the Lesadrich

shall not be unreasonably withheld, Lessee mayesdee’s expense, make such alterations, additiessyations and changes to the interior ¢
the building and exterior lighting of the Commonpimvements as it deems necessary for its purpaegilpd that the value of the buildings
and improvements are not thereby diminished sulbjeitte following conditions:

(a) That if any such work increases any insuramesnums, taxes, or other costs or expenses relaitite Common Improvements,
Lessee shall timely and fully pay and satisfy same.

(b) That no casualty or mechanics or materialmela@ins or liens shall be created upon the Commardrements or elsewhere by
reason of or with respect to the work or a condititdthe Common Improvements thereafter resultiogfsaid work; and

(c) That upon expiration or any earlier terminatadrihe Lease Agreement, Lessee shall, at itsanadexpense, upon the election of
Lessor, promptly remove the alterations and refaitsrestore the Demised Premises to the condititating prior to installation of the same.
Any and all alterations, additions and improvemeaatthe Common Improvements (other than inventoy taade fixtures) installed by or on
behalf of Lessee shall immediately, at Lessor'sooptbecome part of the Common Improvements atidea¢xpiration or other termination of
this Lease Agreement shall be surrendered to thedre

ARTICLE IX
USE AND CONDUCT OF BUSINESS

9.01_Use of the Demised Premisetessee agrees to use and occupy the Demised Psesnisty for office purposes.

9.02_Nuisance Lessee agrees not to create or allow any publicieate nuisance to exist at the Demised Premis®s$to abate any such
nuisance that may arise, promptly and free of expéo Lessor.

9.03_Compliance with Laws, Rules and Regulationsl.essee agrees to comply with all applicable gavental laws, ordinances, orders, r
and regulations of all federal, state and municimalernments and appropriate departments, commisbioards and officers thereof.
Addtionally, Lessee agrees to comply with LessBitdes and Regulations set forthErhibit H attached hereto and made a part hereof.
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9.04_Zoning. Lessee acknowledges that the use of the Demisedistre and the Common Improvements is subject tapplicable
regulations, zoning ordinances, including Plannegdlopment Districts, if applicable, of any goveantal authority and Lessee agrees to be
bound by all terms and conditions imposed by sumregnmental authority, including any traffic restions, use restrictions and other
conditions which plan approval is conditioned upaoid all present and future zoning laws, ordinanesslutions and regulations of any
appropriate governmental authority.

9.05_Lesses Right to Contest Requlations Lessee shall have the right, after notice to degscontest by appropriate legal proceedings,
without cost or expense to Lessor, the validitaoy law, ordinance, order, rule, and regulationeguirement of the nature herein referred to
and to postpone Lessee’s compliance with the sprogided such contest shall be promptly and dilityeprosecuted by and at the expense of
Lessee so that Lessor shall not thereby suffercasivliability, or be subjected to any criminalgeecution, penalties, or sanctions and that
Lessee shall properly protect and save harmlessokegainst any liability and claims for any sucm+itompliance or postponement of
compliance.

ARTICLE X
QUIET ENJOYMENT

10.01lIt is a condition of this Lease Agreement that loedgs a good and marketable title to the Commardrements free and clear of all
liens and encumbrances except those to which Lémsespecifically consented in writing; that Ledsas the right to lease the same; that
Lessor warrants and will defend Common Improvemants Lessee against the lawful claims of all pesswhomsoever; that so long as the
rents are being paid in the manner herein provadetthe covenants, conditions and agreements hegeig all and singularly kept, fulfilled
and performed by Lessee, Lessee shall lawfullycgfedly and quietly hold, occupy and enjoy the Coomnimprovements during the term
herein granted without any let, hindrance, ejectipmolestation by Lessor or any person claimindeurLessor.

ARTICLE Xl
ENVIRONMENTAL

11.01 Lessars Environmental Warranty . Prior to the signing of this Lease Agreement,soedas not caused or permitted persons with
whom Lessor has contracted to cause (a) any wolati any federal, state or local law, ordinancagegulation enacted related to
environmental conditions on or about the Commonrtmpments, including, but not limited to soil andgndwater conditions, nor (b) enga

in the use, generation, release, manufacture, ptioti processing, storage, or disposal of any khimes Substance (as hereinafter defined) ol
under, or about the Common Improvements. The tétazardous Substance” as used herein shall inclittegut limitation, flammable,
explosives, radioactive materials, asbestos,
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polychlorinated biphenyls (PCB'’s), chemicals knawrtause cancer or reproductive toxicity, pollutasbntaminants, hazardous wastes, toxi
products, and substances declared to be hazardbad®under any law or regulation promulgatedamy governmental authority.

11.02 Hazardous Waste Lessee covenants and warrants that it will natkngly cause or permit to be brought upon the Camm
Improvements or installed in any buildings or imments thereon any asbestos in any form, ureaafdehyde insulation, transformers or
any other equipment which contain dielectric fla@htaining levels of polychlorinated biphenyl ircess of fifty parts per million of any other
chemical material or substance which is regulagetbxic or hazardous or exposure to which is pritdiib) limited or regulated by any federal
state authority or which may or could pose a hamattie health or safety of the occupants of them@on Improvements or the owners of the
property adjacent to the Common Improvements .[ssee shall not install, store, use, treat, transy dispose of on the Common
Improvements any regulated hazardous or toxic ri@desr waste, and in the event of any such iretialh, storage, use, treatment, presence,
transportation or disposal during the term of théase Agreement, the Lessee shall remove any samdrdous materials or waste and comply
with the regulations and orders of any authorityihg jurisdiction of the same, all at the expenkthe Lessee, including necessary removal,
cleanup or other remediation, and if Lessee shaltd proceed with such removal or comply withlsuegulations or orders, the Lessor may
declare this Lease Agreement in default. Lesseléiadamnify Lessor and hold Lessor harmless from and all losses, damages or expenses
which may be incurred by Lessor for the presenaemoval from the Common Improvements of any swtaldous materials or waste cause
by any activity of Lessee on the Common Improvemant the liability of the Lessee to Lessor under@ovenants hereof shall survive
termination of this Lease Agreement or any transfehe leasehold estate or the fee estate byrdithssor or Lessee.

ARTICLE XII
SIGNAGE

12.01Lessee may after Lessor’s approval, at Lessee'sresqy furnish and install an identification sigrromt of or attached to the Demised
Premises, which bears the name of Lessee’s busamelésr logo provided, however, such signs shaéitrttee standards (i.e., color and quality)
of the Daniel Island Office Park Guidelines.

ARTICLE XIII
DESTRUCTION

13.01during the initial term or renewal term of this lseathe Common Improvements and/or Demised Preraises
If,

(a) destroyed by fire or any other casualty whategeor;
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(b) partially destroyed so as to render the DemiBetinises unfit for occupancy or Lessee’s reasertadaeficial use and enjoyment or
conduct of Lessee’s usual business therein, or;

(c) destroyed by a casualty which is not coveretldssor’s insurance, or if such casualty is covénetlessor’s insurance but a
mortgagee of Lessor or other party entitled toiasae proceeds fails to make such proceeds awatiatlessor in an amount sufficient for
restoration of the Demised Premises and/or Commmpmdvements (provided, however, that Lessor agesasake a good faith effort to have
such mortgagee make such proceeds available faefibration or rebuilding);

then Lessor shall make its reasonable determinasidn the length of time to complete such repaitisin thirty (30) days of the casualty and
shall notify Lessee of same as provided hereithérevent restoration is reasonably estimated Isgdreto take more than one hundred twenty
(120) days from the date of the destruction or akiguor in the event the above described destrnair casualty should occur within the last
two (2) years of the Lease, then Lessor or Ledsak lsave the right to terminate this Lease Agremimie the event that the Lease Agreeme
terminated in accordance with the foregoing pravisi Lessee shall surrender within thirty (30) dafysotification the Demised Premises and
Common Improvements and interest therein, and leesisall pay rent only to the time of such destauctr casualty.

In case of the total or partial damage or destoadid the Demised Premises and/or Common Improvemkeessor shall re-enter and
repossess the same or any part thereof for theoperpf removing or repairing the loss or damagesésadl proceed with due diligence to the
repair of same unless, under the foregoing pronssaf this Article XllI, the Lease Agreement sHadlve been terminated. The Rent during the
period of such repairs shall be wholly abatedlibathe Demised Premises and/or Common Improvesneawe been thus repossessed by
Lessor or otherwise made unavailable to Lessekdssee’s reasonable beneficial use and enjoymdrgssee’s conduct of Lessee’s usual
business therein for the purpose of repair forpigod that Lessee has been dispossessed; arlg & portion of the Demised Premises and/or
Common Improvements is thus repossessed or ottenmavailable to Lessee for Lessee’s reasonabkfibieh use and enjoyment or Lessee’
conduct of Lessee’s usual business therein, thé $tedfl be abated for such dispossession or urabiktiy pro rata, based on the portion of the
Demised Premises and/or Common Improvements tipassessed or rendered unavailable during the pefimpossession or unavailability.
Any Rent abatement under this Article XlII shalhwmence as of the date of the destruction.

Lessor shall not be required to rebuild, repaimemlace any part of the personal property, fureitequipment, fixtures, and other
improvements which may have been placed by Lessether lessees within the Demised Premises or Gomimprovements, unless the
damage thereto is caused by the sole negligeneélfod act or omission or default hereunder of Eesor Lessor’s agents, employees,
subtenants,
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assignees, or independent contractors. Any inserahéch may be carried by Lessor or Lessee for demathe Demised Premises or to any
personal property, fixtures, and related itemseimeshall be for the sole benefit of the party giag such insurance and under its sole control;
provided, however, Lessor shall carry insuranceterbenefit of Lessor and Lessee sufficient tcecale full replacement cost of the shell of
the Demised Premises and an amount equal to tited ifénant Improvements, and other improvemerdsltkssor shall have liability therefc
under Atrticle VII.

Should the Demised Premises or the Common Impronente destroyed or damaged by fire or other cgstiedt is due to the
negligence or willful or wanton conduct of Lessed essee’s agents, employees, subtenants, assignigeependent contractors, Lessor may
repair such damage, and there shall be no apporéntor abatement of Rent.

ARTICLE XIV
CONDEMNATION

14.01Lessor, within ten (10) days of Lessor’s receipaoy notice of the institution of condemnation medings or threat thereof with respect
to all or any part of the Common Improvements, Isfige written notice to Lessee of the same. Lesbedl have the option to terminate this
Lease within sixty (60) days after receipt of saidice from the Lessor should such condemnaticecaffventy percent (20%) or more of the
Demised Premises and Lessee reasonably deterrhatesuch condemnation will interfere with Lessesgity to continue its business
operations in substantially the same manner aseeksior to the condemnation or deed in lieu thereessee’s obligation under this Lease
including but not limited to Lessee’s obligationgay rent hereunder, shall cease upon Lessee’int#ion of this Lease pursuant to the terms
of this Section; however, the Lessee shall be al#idjto pay all rent due on or before the datermfination down through the date Lessee
surrenders possession of the Demised Premises taetsor. Lessor shall be entitled to the entirlemnation award based on the value of th
real property. Lessee may assert a separate aaine ttondemning authority for its damages.

ARTICLE XV
DEFAULT

15.01 Default by LesseeThe occurrence of any of the following eventdistanstitute a default under this Lease Agreement:

(a) Lessee fails to pay any installment of renhimiten (10) business days after such installmsedue, and fails to cure such delinquenc
within five (5) business days after actual receipuritten notice thereof by Lessee from Lessor:

(b) Lessee fails to pay any additional item or ather charge or sum required to be paid by Lessemuhder within thirty (30) days after
actual receipt of written notice thereof by Leskeen Lessor;
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(c) Lessee fails to perform or commence in goothfand proceed with reasonable diligence to perfamgnof its covenants under this
Lease Agreement within thirty (30) days after atteaeipt of written notice thereof by Lessee frbessor.

15.02 Lessars Remedies In the event Lessee is in default pursuant tacthelitions set forth in Section 15.01 above, Lesdaring the
continuation of such default, shall have the optibpursuing either of the following remedies:

(a) Lessor may terminate this Lease Agreementhiichwevent Lessee immediately shall surrender gsgse of the Demised Premises.
All obligations of Lessee under the Lease Agreemantuding Lessee’s obligation to pay rent undher tease Agreement, shall cease upon tf
date of termination except for Lessee’s obligatmpay rent due and outstanding as of the daterofihation.

(b) Lessor, without terminating the Lease Agreemeraly require Lessee to remove all property frommDemised Premises within thirty
(30) days so that Lessor may re-enter and re-geptbmises to minimize Lessor’'s damages. In thatdwessee shall fail to remove all property
within thirty (30) days after said demand, Lesdmlkbe entitled to remove Lessee’s property ttoeage facility, and all reasonable costs of
such removal and storage shall be deemed additienainder the Lease Agreement for which Lessegsgonsible for payment. Lessor may
enforce all of its rights and remedies under theage Agreement, including the right to recoverém as it becomes due hereunder, provided
that Lessor shall have an affirmative obligatiouse Lessor’s best efforts to re-let the Demisedriises and to mitigate its damages under th
Lease Agreement.

(c) If this Lease Agreement is terminated as sghfdessor may re-let the Demised Premises (omantfon thereof) for such rent and
upon such terms as Lessor is able to obtain (wiiay be for lower or higher rent, and for a shootelonger term), and Lessee shall be liable
for all damages sustained by Lessor, includingiotimited to any deficiency in Rent for the dimatof the Lease Term (or for the period of
time which would have remained in the Lease Terthéabsence of any termination, leasing fees;rays’ fees, other marketing and
collection costs and all expenses of placing thmiBed Premises in first class rentable condition).

(d) Nothing contained herein diminishes any rigassor may have under South Carolina law to sueskeiss damages in the event of
any default by Lessee under this Lease Agreemefripm pursuing any other remedy available to Lessédaw or in equity.
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ARTICLE XVI
LESSEE S RIGHT TO SUBLEASE AND ASSIGN

16.01Lessee may not sublet the Demised Premises omatsssglease Agreement without the prior writtemsent of the Lessor, which shall
not be unreasonably withheld or delayed and if samisent is granted, Lessee shall remain liableessor for the faithful performance of all
the covenants and conditions, including rental paytirequired to be kept and performed under thest®f this Lease Agreement. Any
assignment by operation of law as a result of pa@te merger or re-organization shall not regihiegprevious written consent of Lessor.
Notwithstanding anything contained in this Leaseef®gnent to the contrary and provided such tramfes not change the use as allowe
Paragraph 9.01, Lessee shall have the right, withlotaining the consent of Lessor, to assign, sulsletherwise transfer Lesseéhterest in o
under this Lease Agreement to Lessee’s parent calipn, any subsidiary of Lessee or to any othlicié of Lessee (collectively, “Permitted
Transfer”). In addition, Lessee shall not be regghito comply with any other requirements under ltieiase Agreement which relates to an
assignment, subletting or other transfer of Lessedérest hereunder (including, without limitatigmayment of any transfer fee) if such
assignment, subletting or other transfer is a R&gthirransfer. However, no Permitted Transfer stedibve Lessee from any obligations under
this Lease Agreement.

16.02_Violation. Any violation of any provision of this Lease Agraent, whether by act or omission, by any assignsebtenant of Lessee,
shall be deemed a violation of such provision lgyltessee, it being the intention and meaning opHrées hereto that the Lessee shall assun
and be liable to the Lessor for any and all acts@nissions of any and all assignees or subteé@mtsssee. If the Demised Premises or any
part thereof is sublet or occupied by any persberahan the Lessee, Lessor, in the event of Lesdeault, may and is hereby empowered to
collect rent from the subtenant or occupant; thesbe may apply the net amount received by it tadiné¢ herein reserved and no such collec
shall be deemed a release of the Lessee from ttiefyperformance of the covenants herein contained

ARTICLE XVII
LESSOR'S RIGHT TO MORTGAGE AND SELL

17.01_Estoppel Certificate Within five (5) days after written request theneby either Lessor or Lessee to the other, onénelvent that upon
any sale, assignment, mortgage or hypothecatitineoDemised Premises or a leasehold loan by Lessexleasehold estate herein, an
estoppel statement shall be required from Lessbessee. Lessor and Lessee agree to deliver tootlaeh in recordable form, a certificate to
any proposed mortgagee or purchaser, certifyingtkimLease Agreement is in full force and efféleit there are no defenses thereto, or
stating those claimed by Lessor or Lessee, and sisch other matters as may be reasonably requested

17.02_Subordination and Attornment. Upon Lessor’s request, during the term of thiadeeAgreement, Lessee shall execute a subordinatic
agreement in recordable form wherein Lessee shedkathat this Lease Agreement is and shall berdirtade to the lien of any mortgages in
any amount or amounts on all or any part of thd lamnbuildings
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comprising the Property, or on or against Lessoterest or estate therein; provided that such glibation agreement shall recite that the
subordination of Lessee’s interests pursuant tbenet subject to the agreement by the mortgageeahamany such mortgage and to any
purchaser at a sale pursuant to foreclosure thetieogcognize the Lease Agreement of Lessee ipvhat of foreclosure of any such mortgage
if Lessee is not in default under the Lease Agregnieessee covenants and agrees to execute andrdghion demand such further instrume
evidencing such subordination of this Lease Agredrethe lien of any such mortgage as may be reduiy the Lessor within ten (10) days
of demand therefor. Notwithstanding anything heabowve contained, in the event the holder of ani soortgage shall at any time elect to
have this Lease Agreement constitute a prior oesaplien to its mortgage, then and in such ewgran any such mortgage holder notifying
Lessee to that effect, this Lease Agreement skealldemed prior and superior in lien to such moegagspective of whether this Lease
Agreement is dated prior to or subsequent to the afasuch mortgage or lease.

If Lessor enters into one or more mortgages anddess advised in writing of the name and addréfiseomortgagee under such mortgage,
then this Lease Agreement shall not be terminatesaceled on account of any default by the Lesstite performance of any of the terms,
covenants or conditions hereof on its part conthinatil Lessee shall have given written noticswth default to such mortgagee, specifying
the default, in which event such mortgagee shaléhhe right to cure Lessor’s default as otherwisvided herein and which cure shall be
accepted by Lessee.

Lessee shall, in the event any proceedings areghtdar the foreclosure of or in the event of sateler any mortgage made by the Lessor
covering the Premises, attorn to the purchaser mpgrsuch foreclosure of sale and recognize sunthpser as the Lessor under this Lease
Agreement.

As a condition of Lessee’s obligations under thadeg Lessor shall deliver a subordination, norudistnce and attornment agreement in a
form satisfactory to Lessor's mortgage lender amall€ause Lessor's mortgage lender to executeagaiement and thereafter record it at the
Berkeley County R.O.D. Office.

17.03 Transfer of Lessors Interest. Lessor shall have the right to convey, transfeassign, by sale or otherwise, all or any partsinterest
in this Lease Agreement or the Property at any imet from time to time and to any person, subthé¢ terms and conditions of this Lease
Agreement. All covenants and obligations of Leasater this Lease Agreement shall not cease upoexeution of such conveyance, tran:
or assignment, but such covenants and obligatioalé in with the land and shall be binding upoy anbsequent owner thereof.

17



ARTICLE XVIII
SURRENDER OF PREMISES

18.01 Trade Fixtures. All equipment and every other item of property permanently attached to the Demised Premisesaipaid for by
Lessor, and any of such items leased by Lessea bnda fide leases from third party owners, anetoain and be the property of Lessee and
Lessee is to have the right and privilege of remgwany and all such property and equipment at iamg during the continuance of this Lease
Agreement or any extensions hereof and withinytl{BD) days thereafter. In the event the aforesgidpment is not removed by Lessee withir
said thirty (30) day period, title thereto shalt@uatically pass to and vest in Lessor. If saidijgment is removed, Lessee shall restore the
Demised Premises to their condition prior to theaeal of such property. It is further understood agreed that the buildings and structures
installed on the Property by Lessor, may not beoksd by Lessee at the termination of this Leaseedgient.

18.02_Surrender. The Lessee shall on the expiration or the sotararination of the Lease Agreement surrender taduethe Property,
including all buildings, replacements, changesijtamts, and improvements constructed or placechkyLiessee thereon, except for all
moveable trade fixtures, equipment, and persormgdgrty belonging to the Lessee, broom-clean, ffesib-tenancies, and in good condition
and repair, reasonable wear and tear excepted.

ARTICLE XIX
LESSOR-AGENT AGREEMENT

19.01The Lessor and the Lessee each respectively repsemed warrants to the other that no real estateb or other person is entitled to a
fee, commission, or any other remuneration in retspkthe execution or performance of this Leaseeggent; and each of the Lessor and the
Lessee hereby covenants and agrees to hold thehatthraless from any fee, commission, cost or danragered as a result of any breach of
the foregoing warranties.

ARTICLE XX
SECURITY DEPOSIT

(INTENTIONALLY OMITTED )

ARTICLE XXI
MISCELLANEOUS

21.01_Lessars Entry . The Lessor shall have the right to enter uporDimised Premises and Common Improvements atasbreble times
without prior notice during the term of this Leasgreement for the purposes of inspection, mainteaarepair and alteration and to show the
same to prospective lessees or purchasers.

21.02_Nature and Extent of Agreement This Lease, all Exhibits attached hereto and@luments referenced in the Exhibits contain the
entire agreement of the parties regarding the temdsconditions of this Lease and there are noasrafitten
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conditions, terms, understandings, or other agre& gertaining thereto which have not been incargal herein. This Lease may be amende:
from time to time only by written addendum signedboth parties. This Lease creates only the raialigp of Lessor and Lessee between the
parties hereto as to the Demised Premises; anéhgdikrein shall in any way be construed to impgsen either party hereto any obligations
or restrictions not herein expressly set forth

21.03_Partial Invalidity . If any term, covenant or condition of this Leas¢he application thereof to any person or circiameses shall, to any
extent, be invalid or unenforceable, the remairidehis Lease, or the application of such termget@nt or condition to persons or
circumstances other than those as to which itlg ingalid or unenforceable, shall not be affectieereby and each term, covenant or conditior
of this Lease shall be valid and be enforceabtagdullest extent permitted by law.

21.04 Recording This Lease shall not be recorded, however, upemaquest of either party hereto the other pdrdy foin in the execution «

a memorandum or so-called “short form” of this Leedgreement, in format substantially similalase Addendum Number Ong attached

hereto and incorporated herein, for the purpogeadrdation. Such memorandum or short form shaitdiee the parties, Demised Premises,
the Common Improvements, the term of this Leaseshitl incorporate this Lease by reference.

21.05 Attorneys Fees and Expensesn the event either party commences any actiblagaor in equity), the prevailing party in suattian
shall be entitled to an award of its costs andragéiys fees incurred against the non-prevailingypahether the action be based on contract or
tort theory, at all trial and appellate levels.

21.06_Notice Any notice which Lessor or Lessee is required @irds to give to the other shall be deemed sufftbiegiven or rendered if in
writing, either personally via hand delivery, onsby certified or registered mail, postage or fiee=paid, or sent by recognized overnight
courier (such as FedEx or DHL), service fees paefai

Lessor DIEC I, LLC
c/o NRAI Corporate Services
2 Office Park Court, Suite 103
Columbia, SC 29223

Phone: 80-38€-2123
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Lessee Benefitfocus.com, Inc.
100 Benefitfocus Way
Charleston, SC 29492
Attn: General Counsel
Phone: (84:-84¢-7476

21.07_Applicable Law. Any controversy or claim arising out of or relatitogthis Lease Agreement shall be governed byubstantive and
procedural laws of the State of South Carolina aithconsideration of the conflicts of law rulessaid state.

21.08_Captions. The captions or headings at the beginning oflagiand sections of this Lease are included foveoience only and in no
way define, limit, or describe the scope of anwjsion hereof.

21.09_Binding Effect. This Lease shall be binding upon and shall inortne benefit of the parties hereto and theireespe successors and
assigns.

21.10 Duplicate Counterparts. This Lease may be executed in one or more cquents; each of which shall be an original and fallich
shall constitute one and the same instrument.

21.11 Additional Documents Each party shall, at the request of the othexcete, acknowledge, (if appropriate) and delivehsadditional
documents and instruments, and do such other acigg be necessary or convenient to call out thgses and intent of this Lease and to
permit the Lessee to record this Lease Agreemensupnt to 21.04, and grant security interestsetheihis Lease may be signed in triplicate
originals by the parties.

21.12 Addenda and Exhibitslf any addenda and/or exhibits are noted belowh sultlenda and exhibits are incorporated hereimsatte a
part of this Lease.

Lease Addendum Number One- “Memorandum of Lease”
Lease Addendum Number Two- “Commencement Agreement”
Exhibit A- “Property”

Exhibit B- “Parking Layout”

Exhibit C- “Lease Option”

Exhibit D- “The Project”

Exhibit E- “Tenant Improvements”

Exhibit F- “Work Letter”

Exhibit G- “Estimated Expenses”

Exhibit H- “Rules and Regulation”

Exhibit I- “Renewal Option”
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IN WITNESS WHEREOF, the parties hereto have catisese presents to be executed in their respeciines by their duly authorized
representatives, executing this instrument initgté originals, as of the day and year first aboxigten.

IN THE PRESENCE OF:
Lessor: DIEC II, LLC

/s/ Claire Silwanowicz By: /s/ Chad Colman

Witness
Print Name: Chad Colme
/s/ Caitlin Green Its: Authorized Agen

Witness
Date of Execution: 12/13/1

Lessee: Benefitfocus.com, Inc

/s/ Kimberly Allen By: /s/ Milton Alpern
Witness

/s/ Amanda Brening Print Name: Milton Alpern
Witness Its: CFO

Date of Execution: 12/13/1



LEASE ADDENDUM NUMBER ONE
Memorandum of Lease
Prepared by and return to:

STATE OF SOUTH CAROLINA
MEMORANDUM OF LEASE
COUNTY OF BERKELEY COUNTY

THIS MEMORANDUM OF LEASE (“Memorandum”) is of thaertain Lease Agreement dated December 2[R 3, including all
Exhibits attached thereto (collectively, “Leasddy,and between DIEC Il, LLC, a South Carolina liitiability company (“Lessor”) and
Benefitfocus.com, Inc., a South Carolina corporafit.essee”).

WITNESSETH:

For good and valuable consideration, the receigtsarfficiency of which are hereby acknowledged,doedeases to Lessee the demised
premises located in Berkeley County, South Carpkmal as more particularity shown on Exhibiingorporated herein by reference (“Demisec
Premises”) for a term beginning on the Lease Conweraent Date and continuing for a period of fift¢es) years from such date, unless
sooner terminated in accordance with the termbetease. In addition, Lessee has five (5) 1-yedpgs to extend the term of the Lease. The
provisions set forth in said unrecorded Lease,ttagewith all the Exhibits attached thereto, ang amendments entered into by the parties
subsequent to this Memorandum between Lessor asgkkeare hereby incorporated into this Memorandureflerence.

Depending on the requirements of the then beneficihis Lease and Lessee’s rights under the Ledkeither be subordinate or
superior to the lien of the mortgage (“Mortgagebigh is a lien against the building in which thenlieed Premises are located whether the
Mortgage is currently a lien on the Demised Premaesubsequently becomes a lien on the Demisedi&rs. No further agreements or
documents shall be required to render the Leasmatick Lessee’s rights subordinate or superidheéoMortgage.

This Memorandum is not a complete summary of theesskeand the provisions contained herein shalbbeaionstrued to interpret the
terms thereof. In the event of a conflict betwdea Memorandum and the unrecorded Lease, said Istadlecontrol. Upon the expiration of
the stated Lease term, this Memorandum shall autoatist terminate.
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Upon a termination of the Lease, for whatever reakessor shall be entitled to record a noticéhaf termination on its own signature.
Lessor shall be deemed to be Lessee’s attornegein@ivhich power of attorney shall be irrevocabid aoupled with an interest) for purposes
of executing and recording that termination notice.

(Signature pages follow)
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IN WITNESS WHEREOF, Lessee has executed this Mentha as of the 18ay of December2013.

WITNESS: LESSEE:

Benefitfocus.com, Inc
/s/ Kimberly Allen a South Carolina corporation

By:  /s/ Milton A. Alpern
Name Milton A. Alpern
/sl Amanda Brening Title: CFO

STATE OF SOUTH CAROLINA
COUNTY OF BERKELEY

I, the undersigned Notary Public for the State @it Carolina, do hereby certify that the above @dessee, by and through the above
named agent, personally appeared before me thdayl 8f December2013, and acknowledged the due execution ofdtegbing instrument.

/s/ H. Elizabeth Rusinko
Notary Public for South Carolir

H. Elizabeth Rusinko
Notary Printed Nam

3-30-2019
My Commission Expire

(Official Seal)



IN WITNESS WHEREOF, Lessor has executed this Memaduan as of the 18ay of December20 13.

WITNESS: LESSOR:
DIEC II, LLC
/s/ Claire Silwanowicz a South Carolina limited liability company

By: /s/ Chad Colman

Name Chad Colmar
/s/ Caitlin Green Title:  Authorized Agen

STATE OF SOUTH CAROLINA
COUNTY OF BERKELEY

I, the undersigned Notary Public for South Cargloh@ hereby certify that the above named Lessoangythrough the above named
agent, personally appeared before me_thidah3of December 2013, and acknowledged the due execution ofdfegbing instrument.

/s/ H. Elizabeth Rusinko

Notary Public for South Carolir

H. Elizabeth Rusinko

Notary Printed Nam

3-30-2019

My Commission Expire

(Official Seal)



LEASE ADDENDUM NUMBER TWO
Commencement Date Agreement

This Commencement Date Agreement (this “Agreementijie this day of ,20 , by and betwedDIEC II, LLC , a
South Carolina limited liability company (“LessohdBenefitfocus.com, Inc.,, a South Carolina corporation (“Lessee”).

WITNESSETH

WHEREAS, on December , 2013, Lessorlagbee entered into a Lease Agreement (the “Leasgarding the Property
commonly known as the Daniel Island Executive Cehjéocated in the City of Charleston, State oug Carolina. Capitalized terms used
herein without definition have the meaning spedifigthin the Lease.

WHEREAS, on , , Lessee accepted dslieéthe Demised Premises and therefore, pursoa®éttion 1.04 of the Lease, the
Lease Term has commenced; and

WHEREAS, the parties desire to confirm the Leassm@encement Date and the Expiration Date.

NOW THEREFORE, in consideration of the mutual cam@s herein contained, Lessor and Lessee agred@ss:

(1) The Lease Commencement Date is , 20

(2) The Rent Commencement Date is , 20

(3) The Expiration Date of the Lease is , 20

(4) The execution of this Agreement shall not cibuig the exercise by Lessee of any option it mayelto extend the Lease Term.
(5) The Lease is in full force and effect and isey ratified and confirmed.

(The remainder of this page is intentionally left kank. Next page is signature page.)
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IN WITNESS WHEREOF, Lessor and Lessee have calsgd\greement to be duly executed on the dateMiriten above.

LESSOR: DIEC II, LLC

a South Carolina limited liability compai

By:

Name:

Title:

LESSEE: Benefitfocus.com, Inc

a South Carolina Corporati

By:

Name:

Title:




EXHIBIT A
PROPERTY

The copy of the plat has been delivered by Lessbetssee on the date of execution of this Leasmpy of such plat is on file with the
Register of Deeds Office for Berkeley County.
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EXHIBIT B
PARKING LAYOUT

The parking layout is set forth in the constructitvawings of the Demised Premises delivered bydresslLessee on the date of execution of
this Lease. A copy of such drawings is on file vifie City of Charleston Building Department.
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EXHIBIT C

LEASE OPTION

Lessor extends an option to Lessee, and exerciahhlessee’s sole discretion, to lease real prg@elipining the Demised Premises. Lessor
extends this option to the Lessee for 36 monttes‘{@ption Period”), from the date of execution loftLease.

Option #1: 145,800sf Four-story office building Blvath associated parking (550 spaces) identiisdBF4” for purposes of this option, to
generally match the Demised Premises, identifieB&8” for purposes of this option.

Should Lessee elect to execute Option #1 withinhgon Period, the Lessor will construct a newilfigcon the Premises under t
terms of this Lease Agreement and the followingditions. Lessee agrees to reimburse Lessor focastincreases over the shell
cost of BF3 ($105/sf). The Lessor will provide $§3&nant improvement allowance for BF4 and theskeswill reimburse the
Lessor for any costs over the allowance in accargavith 2.03 (Construction Conditions) of this Le#@gyreement

The form of lease for BF4 will be substantially #anto the form of this Lease Agreeme

The term of this Lease will reset to 15 years fitin Rental Commencement Date of B

Option #2: 18,500 Two story office building / cafga shell with associated parking (74 spaceshhéureferred to as the “Welcome Center”.

Should Lessee elect to execute Option #2 withénOption Period, Lessor will construct a newilfigzcon the Premises under the
terms of this Lease Agreement and the followingditions. Lessee agrees to reimburse Lessor focastincreases over the shell
cost of BF3 ($105/sf). The Lessor will provide $§3£nant improvement allowance for the Welcomet@eand the Lessee will
reimburse the Lessor for any costs over the alle@an accordance with 2.03 (Construction Condifjarghis Lease Agreemel

The form of lease for BF4 will be substantially danto the form of this Lease Agreeme

The term of this Lease will reset to 15 years fitbin Rental Commencement Date of the Welcome Ce
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Option Fee:

Lessor agrees to make the additional developmeatoity of the Premises (145,800sf structure anBQ&f structure) available to the Lessee
for expansion for the Option Period from the ddtexacution of this agreement. In considerationtli@ option, Lessee agrees to compensate
the Lessor for the carrying costs of the land ddinitial improvements associated with BF4 andwrecome Center plus a 5% fee on the |
and improvements. The carrying costs will be ptedao any executed option date. Should the Lesiset not to execute Options #1 or #2 by
the end of the Option Period the Lessee will pdganination Fee equal to 50% of Lessors cost irravipg the property for BF4 and/or the
Welcome Center. The carrying costs and Termindiem are as follows:

Option #1 Carrying Costs (Annuall $ 398,04:
Option #1 Termination Fee (End of 36th mor $671,32.
Option #2 Carrying Costs (Annuall $ 67,50¢
Option #2 Termination Fee (End of 36th mor $ 85,70

Lessee shall have the right to terminate this @ptd Lessee sole discretion, upon ninety (90) 'dagtice to Lessor. In the event that Lessee
elects to terminate the Option prior to the enthefOption Period, Lessee liability shall be lirdite the Carrying Costs and Termination Fees
defined herein, pro-rated through the date of ¢énenination of the Option Period.

In the event that Lessee exercises Option #1 at#2y time during the Option Period, Lessee stale no obligation for any further Carrying
Costs after the exercise date or the Terminatias @ the exercised Option(s). Lessor to deliverQptioned Demised Premises to the Lesse
within 24 months following exercise. Occupancylu Dptioned Demised Premises will be in accordarnte2.05.
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EXHIBIT D
THE PROJECT

The Project is set forth on the plans and spetifina delivered by Lessor to Lessee on the daexefution of this Lease. A copy of such plan:
and specifications is on file with the City of Cleston Building Department.
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EXHIBIT E

(SEE TENANT IMPROVEMENT PLANS AND SPECIFICATIONS DFED |, 2013)
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EXHIBIT F
(Tenant Improvements)
WORK LETTER

This Exhibit F is attached to and made a part of the Lease datedriber_13 2013, by and betweddEC I, LLC, a South Carolina limited
liability company (“Lessor”) an@enefitfocus.com, Inc.a South Carolina corporation (“Lessee”) for thegenty commonly known as the
Daniel Island Executive Center Il, located in thigy©f Charleston, State of South Carolina. Cajztal terms set out herein shall have the <
meaning as set out in the Lease, unless othenefsged herein.

This Exhibit F is subject to all Provisions set forth in Sectiod3of the Lease.

1. This Work Letter shall set forth the obligatiafd_essor and Lessee with respect to the preparafithe Demised Premises for
Lessee’s occupancy. All improvements describedis\tVork Letter to be constructed in and upon tleenided Premises by Lessor are
hereinafter referred to as the “Tenant Improvemeittgs agreed that construction of the Tenant layements will be completed at Lessee’s
sole cost and expense, subject to the Allowancddfised below). Lessor shall enter into a diregttcact for the Tenant Improvements with a
general contractor selected by Lessor. In additiessee shall have the right to select and/or ajgpodany subcontractors used in connection
with the Tenant Improvements.

2. Lessee shall be solely responsible for the §imetparation and submission to Lessor of the fmehitectural, electrical and
mechanical construction drawings, plans and spatifins (called “Plans”) necessary to construcfTiaeant Improvements, which Plans shall
be subject to approval by Lessor and Lessor’s @chand engineers and shall comply with their iregents to avoid aesthetic or other
conflicts with the design and function of the balamf the Building. Lessee shall be responsiblafloelements of the design of Plans
(including, without limitation, compliance with Igiunctionality of design, the structural integraf/the design, the configuration of the
premises and the placement of Lessee’s furnitym@jances and equipment), and Lessor’s approvBlanis shall in no event relieve Lessee of
the responsibility for such design. If requested_bgsee, Lessor’s architect will prepare the Pltatessary for such construction at Lessee’s
cost. Whether or not the layout and Plans are peepaith the help (in whole or in part) of Lessaaihitect, Lessee agrees to remain solely
responsible for the timely preparation and subroissif the Plans and for all elements of the desigsuch Plans and for all costs related
thereto. Lessee will deliver the initial Plans, apyed by Lessee, to Lessor. Lessee has assurditsirect communication with the architect
and engineers (Lessor’s or its own, as the casebmpthat the final approved Plans can be deliveydassor on or before the Plans Due Date
as defined in Section 2.02 herein, provided thaske promptly furnishes complete information comiogy its requirements to said architect
and engineers as and when requested by them. Lessegants and agrees to cause said final,
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approved Plans to be delivered to Lessor on orrbefaid Plans Due Date and to devote such timeagdenecessary in consultation with sai
architect and engineers to enable them to compledesubmit the Plans within the required time lifiime is of the essence in respect to
preparation and submission of Plans by Lessedeletent the Plans are not fully completed and/eiedd by the Plans Due Date, Lessee shal
be responsible for one (1) day of delay for eachdiaing the period beginning on the day followthg Plans Due Date and ending on the dat
completed Plans are delivered. In the event suley desults in higher minimum costs of constructamd/or higher actual construction costs
which exceed the Allowance, such increased estioratest shall be deemed Excess Costs and Lesak@ay such Excess Costs, plus any
applicable state sales or use tax thereon, withir(10) days after demand for such sums. (The Wayathitect” as used in this Exhibit B shall
include an interior designer or space planner.)

3. Lessor, prior to commencing any constructiof@fiant Improvements, shall submit to Lessee aemriistimate setting forth the
anticipated cost of the Tenant Improvements, inalgidbut not limited to labor and materials, contoa’s fees and permit fees. Within five
(5) Business Days thereafter, Lessee shall eitbiflyrLessor in writing of its approval of the casdtimate, or specify its objections thereto anc
any desired changes to the proposed Tenant Impmvismn the event Lessee notifies Lessor of sbgbctions and desired changes, Lessee
shall work with Lessor to reach a mutually accejgtaiternative cost estimate.

4. Lessee shall pay to Lessor all Excess Costs,guiy applicable state sales or use tax therednimvien (10) days after demand for si
sums. The statements of costs submitted to Legsbessor’s contractors shall be conclusive for psgs of determining the actual cost of the
items described therein. The amounts payable bydeskereunder constitute Additional Rent payabitsyaunt to the Lease, and the failure to
timely pay same constitutes an event of defaulteutite Lease.

5. If Lessee shall request any change, additiaiteration in any of the Plans after approval bgdar, Lessor shall have such revision
the drawings prepared, and Lessee shall reimbwgsedr for the cost thereof, plus any applicable ftales or use tax thereon, upon demand.
Promptly upon completion of the revisions, Lesswllsnotify Lessee in writing of the increased cakich will be chargeable to Lessee by
reason of such change, addition or deletion. Lesgiein one (1) Business Day, shall notify Lessowriting whether it desires to proceed
with such change, addition or deletion. In the abseof such written authorization, Lessor shallehtive option to continue work on the
Premises disregarding the requested change, auditialteration, or Lessor may elect to discontimaek on the Premises until it receives
notice of Lessee’s decision, in which event Lested! be responsible for any delay in completiothef Premises resulting therefrom. In the
event such revisions result in a higher estimath®icost of construction and/or higher actual troiction costs which exceed the Allowance,
such increased estimate or costs shall be deenmab&Costs pursuant to Paragraph 4 hereof andd_slsak pay such Excess Costs, plus any
applicable state sales or use tax thereon, widnir(10) days after demand for such sums.
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6. Following approval of the Plans and the paynirtessee of the required portion of the Excesg<Cdsany, Lessor shall cause the
Tenant Improvements to be constructed substantiatigcordance with the approved Plans. Lessol sbtly Lessee of Substantial
Completion of the Tenant Improvements.

7. Lessor, provided Lessee is not in default, agte@rovide Lessee with an allowance (the “Alloggil) in an amount not to exceed
Thirty Five Dollars and NO/100 ($35.00) per squiaat of Rentable Area to be applied toward the cbshe Tenant Improvements in the
Premises. In the event the Allowance shall notufécgent to complete the Tenant Improvements, kesshall pay the Excess Costs, plus any
applicable state sales or use tax thereon, asrjireddén paragraph 4 above. In the event the Alloveaexceeds the cost of Tenant
Improvements, any remaining Allowance shall act¢outhe sole benefit of Lessor, it being agreed tiegisee shall not be entitled to any credit
offset, abatement or payment with respect thetegssor shall be entitled to deduct from the Alloe@@a construction management fee for
Lessor’s oversight of the Tenant Improvements imount equal to five percent (5%) of the totalt @dshe Tenant Improvements.
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EXHIBIT G

DIEC Il
Estimated Real Estate Taxes, Operating Expenses,dinsurance and Common Area Maintenance Expenses

DIEC Il
2015 Estimated CAM and Operating Expenses/sq. foi
Real Estate Taxes & DI Association Fees $2.0C
Insurance Expense $ .73
Electrical Expense $1.4C
Elevator Phone Expense (To be provided by Lessee ¢ite System’ $0.0C
Water System Expense $0.1¢
Fire Monitor $0.01
Prop Mgmt Expense (Estimated 2% on gross collectia) $0.51
Janitorial (Paid by Lessee $ .0C
Landscape Expense $0.1¢
Bldg Upkeep/ Maintenance $0.1C
Total Estimated Expenses $5.0¢

Actual Expenses above any amounts per category almwill be billed to the Lessee annually.
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1)

2)

3)

4)

5)

6)
7

EXHIBIT H
RULES AND REGULATIONS

DANIEL ISLAND EXECUTIVE CENTER I
RULES AND REGULATIONS

The sidewalks, and public portions of the Propesuch as entrances, passages, courts, vestibtd@svays, corridors or halls, and the
parking areas, streets, alleys or ways surrounaling the vicinity of the Property shall not be thsted, even temporarily, or
encumbered by Lesse

No curtains, blinds, shades, louvered openingtedinoating, film or screens shall be attached fwag in, or used in connection wi
any window, glass surface or door of the Demiseshises, without prior written consent of Lessoteas installed by Lessc

Without prior written approval of Lessor, nosj@dvertisement, notice or other lettering shalekhibited, inscribed, painted or affixed
by Lessee on any part of the outside of the Denfsechises or Common Improvements or on corridotswalwindows or other glass
surfaces. In the event of the violation of the fimi@g by Lessee, Lessor may remove same, withquliamility, and may charge the
expense incurred by such removal, to Lessee. Tiwearal maintenance of any such approved signstsh#fie sole responsibility of
Lessee

No showcases or other articles shall be put intfobior affixed to any part of the exterior of tBemised Premises or the Prope

The water and wash closets and other plumbiigrés shall not be used for any purposes otherttiase for which they were
constructed, and no sweepings, rubbish, rags her substances shall be thrown therein. All damagmdting from any misuse of the
fixtures shall be borne by Less:

Lessee shall not in any way deface any part oDévmised Premises or the Prope

No bicycles, vehicles, or animals of any kind shallbrought into or kept in or about the Demiseghiitses. No cooking shall be done
permitted by Lessee on the Demised Premises eitephformity to law and then only in the utilititghen, if any, as set forth in
Lessee’s layout, which is to be primarily used legsee’s employees for heating beverages and hghks. Lessee shall not cause or
permit any unusual or objectionable odors to belpced upon or permeate from the Demised Pren
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8)

9)

10)

11)

12)

13)

14)

15)

Neither Lessee, nor any of Les’s employees, agents, visitors, or licensees, sitalhy time bring or keep upon the Demised Presnise
any flammable, combustible, or explosive fluid cbemical substance, other than reasonable amolcisaming fluids or solvents
required in the normal operation of Le<’s business office:

No additional locks or bolts of any kind shall Haeged upon any of the doors or windows by Lesseeshall any changes be made
existing locks or the mechanism thereof, withowet phior written approval of Lessor and unless amiil & duplicate key is delivered to
Lessor. Lessee shall, upon the termination okitsihcy, restore to Lessor all keys of stores, @gf@nd toilet rooms, either furnished tc
otherwise procured by, Lessee, and in the evettiteoloss of any keys so furnished, Lessee shaltpagssor the cost there:

Lessor shall have the right to prohibit adwéntj by Lessee which, in Lessor’s reasonable judgniends to impair the reputation of the
Property or its desirability as a center for offi@nd warehouses, and upon written notice fromdreggssee shall refrain from or
discontinue such advertisin

All paneling, rounds, or other wood products ecunsidered furniture shall be of fire retardamttenials. Before installation of any such
materials, certification of the materials’ fireaedant characteristics shall be submitted to Less@s agents, in a manner satisfactory to
Lessor.

Lessor may waive any one or more of these Rulesagailations for the benefit of any particular tetnar tenants, but no such waiver
Lessor shall be construed as a waiver of such RuldsRegulations in favor of any other tenant natds, nor prevent Lessee from
thereafter enforcing any such Rules and Regulatgast any or all of the tenants of the Propéitytwithstanding the foregoing,
Lessor hereby agrees to equitably enforce the vaten and performance of the Rules and Regulafionthe best interest of the
Property as a whol

These rules and Regulations are in additioarid,shall not be construed to in any way modifgmend, in whole part, the terms,
covenants, agreements and conditions of the meirfitecluding Special Provisions) of the Lease Agrent, which text shall control
except as to any attempted waiver of any of thagesRand Regulations in the instance of coni

Lessor reserves the right to make such otheétreasonable rules and regulations as in its judgmey from time to time be needed for
safety, care, and cleanliness of the project, anthe preservation of good order therein. Suckroftules and Regulations shall be
effective upon written notification to Less¢

All garbage and refuse containers shall be placegpproved designated ar
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16) Parking Lot Code of Condu

a)

b)

d)

e)

9)
h)

Parking Spacekicensed automobiles, SU¥, pickup trucks, and motorcycles must park withrie stripped parking space at a ti
Negligently using more than one space or parkingniauthorized are—driveways, sidewalks, landscaped areas, is strictl
forbidden and subject to towing at ow's expense without warnin

Handicapped ParkingHandicapped Parking Areas are clearly markedsaedo be used solely by vehicles displaying the
designated handicapped license tag obtained freragbropriate State Department of Motor Vehiclea bang tag/sticker
designating handicap access issued by the Cityhafl€ston. Any unauthorized vehicles found in #risa are subject to towing at
owners expense without warnin

Oversized VehiclesCity of Charleston Parking Ordinances defineswagrsized vehicle as any vehicles exceeding 8%main
height or 250 inches in length or weighing morentBaons. These vehicles are to be safely parkey &wm the parking spaces
closest to office entrances of the buildings. Teleguld be stopped or parked for such length of imenay be necessary for the
pick-up and loading or unloading and delivery of passemgr materials

Loitering.The parking lot is designed to serve our Tenandstaair visitors with a convenient and close placpark relative to an
office entrance. Please advise your visitors thigtnot to serve as a place to hang out and gub$is playing of loud music from
car radios and/or other devices is disruptive aitidwt be tolerated. The dumping of trash, tobapomducts and refuse in our
parking lots and on our grounds is absolutely fibdkh as well as unauthorized use of our T¢'s restroom facilities

Automotive Repair. Automotive maintenance and/or repair is not tpédormed in the parking Ic

Vandalism. Tenants and their guests are asked to be vigidative to witnessing any perpetrator’'s damagihigeople’s property.
Please report any acts immediately to this offigerdy normal business hours (8= 5:30) or call the Charleston Police after ho

Speed Limil. Unless otherwise noted, maximum speed limit adldw the parking lot is restricted to 15 MF

Unattended Vehiclesvehicles abandoned or left overnight without éxgress written permission of property manageméhber
towed at owner’s expense without warning. Vehidisplaying “For Sale’sighage is absolutely forbidden and will be towethaut
warning.
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EXHIBIT |
RENEWAL OPTION

1. Option to Extend. Lessee shall have the right and option (a “Ren@ydion”) to renew the Lease (the “Renewal Optidiat)five
additional one year options (each a “Renewal La@asm”); provided, however, such Renewal Optiondstmgent upon the following
(i) Lessee is not in default at the time Lesseegjivessor notice of Lessee’s intention to exettisdRenewal Option; (i) upon the Expiration
Date, Lessee has no outstanding default; (iii)venehas occurred that upon notice or the passhjme@would constitute a default; (iv) Les:
is not disqualified by multiple defaults as prowda the Lease. Following the expiration of the Real Lease Term, Lessee shall have no
further right to renew the Lease pursuant to thisikit 1.

2. Exercise of Option. Lessee shall exercise the Renewal Option by gikegsor notice at least 365 days prior to the ExipinaDate or
the last day of any Renewal Lease Term. If Lesai®th give such notice to Lessor prior to saié 8&y period, then Lessee shall forfeit the
Renewal Option. If Lessee exercises the Renewab@phen during any such Renewal Lease Term, lessb Lessee’s respective rights,
duties and obligations shall be governed by thmdeand conditions of the Lease. Time is of theressé exercising the Renewal Option.

3. Term. If Lessee exercises the Renewal Option, themdwany such Renewal Lease Term, all referencdeettetm “Term”, as used in
the Lease, shall mean the “Renewal Lease Term”.

4. Termination of Renewal Option on Transfer by Lessee. In the event Lessor consents to an assignmentxease by Lessee, then the
Renewal Option shall automatically terminate unlesssee agrees in writing to remain liable for anyg all terms of the Lease during the
Renewal Lease Term, or otherwise agreed in writingessor.

5. Rent for Renewal Lease Term. Rent for the Renewal Term shall be as set fortBdation 3.01 (b) of the Lease Agreement.
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Exhibit 21.1

Benefitfocus, Inc.,
A Delaware corporation
List of subsidiaries

¢ Benefitfocus.com, Inc.
¢ Benefit Informatics, Inc.
¢ BenefitStore, Inc.



Exhibit 23.1
Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statement (Form S-8 No. 333-192278) pertaining to the 2012
Stock Plan, as amended, and the Amended and Restated 2000 Stock Option Plan of Benefitfocus, Inc., of our report dated March
19, 2014, with respect to the consolidated financial statements and schedule of Benefitfocus, Inc. included in this Annual Report
(Form 10-K) of Benefitfocus, Inc. for the year ended December 31, 2013.

/S/ Ernst & Young LLP

Raleigh, North Carolina
March 20, 2014



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

I, Shawn A. Jenkins, certify that:
1. I have reviewed this Annual Report on Form 16fiBenefitfocus, Inc. (the registrant);

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dn#ttate a material fact necessary to mak
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theégos presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a—15(e) and 15a)15g¢r the registrant and have:

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our supervisi
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihigh this report is being prepare

(b) (Paragraph omitted pursuant to SEC Release N-8238/3:-47986 and 3-8392/3+49313);

(c) Evaluated the effectiveness of the registragigslosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in thesignt's internal control over financial reportitiat occurred during the registrant’'s most
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annyabrg that has materially affected, or is reasoydikély
to materially affect, the registré s internal control over financial reporting; a

5. The registrant’s other certifying officer(s) alndave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@ All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the registrant’s internal
control over financial reporting

Date: March 20, 2014

/s/ Shawn A. Jenkins
Shawn A. Jenkins
President and Chief Executive Offic




Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

[, Milton A. Alpern, certify that:
1. I have reviewed this Annual Report on Form 16fiBenefitfocus, Inc. (the registrant);

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dn#ttate a material fact necessary to mak
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theégos presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a—15(e) and 15a)15g¢r the registrant and have:

(@) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under our supervisi
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihigh this report is being prepare

(b) (Paragraph omitted pursuant to SEC Release N-8238/3:-47986 and 3-8392/3+49313);

(c) Evaluated the effectiveness of the registragigslosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and proes] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change in thesignt's internal control over financial reportitiat occurred during the registrant’'s most
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annyabrg that has materially affected, or is reasoydikély
to materially affect, the registré s internal control over financial reporting; a

5. The registrant’s other certifying officer(s) alndave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@ All significant deficiencies and material weakses in the design or operation of internal cooirer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sgmifiole in the registrant’s internal
control over financial reporting

Date: March 20, 2014

/s/ Milton A. Alpern
Milton A. Alpern
Chief Financial Office




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In accordance with 18 U.S.C. 1350, as adopted patdo Section 906 of the Sarbanes-Oxley Act o22@hawn A. Jenkins, President and
Chief Executive Officer of Beneftifocus, Inc. (tfregistrant”), and Milton A. Alpern, Chief Finandi®fficer of the registrant, each hereby
certifies that, to the best of their knowledge:

1. The registrant’s Annual Report on Form 10-Ktfe year ended December 31, 2013, to which thigifi€ation is attached as Exhibit 32.1
(the “Report”), fully complies with the requiremerdf Section 13(a) or Section 15(d) of the Se@siixchange Act of 1934, as amended; anc

2. The information contained in the Report fairhegents, in all material respects, the financialdttion of the registrant at the end of the pe
covered by the Report and results of operationieefegistrant for the periods covered by the Repor

Date: March 20, 2014

/s/ Shawn A. Jenkins
Shawn A. Jenkins
President and Chief Executive Offic

/sl Milton A. Alpern
Milton A. Alpern
Chief Financial Office




