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2016 Q3 Chairman Letter

The third quarter of 2016 was excellent and wadangest sales quarter since 2011, along withangekt transaction
booked since Q1 2011. K-12 exceeded both our @Batipg plan expectations and last year's Q3 salés.planned our
2016 growth in the second half of the year, aneb@&cted, our large K-12 transactions materialing@3, coinciding
with K-12 school budget cycles. Total sales inseeb24% for the quarter, and are flat year-to-dfitr a slower first
half of the year with a sales decline in our Clahisegment offset by a 10% growth in the Consuregment year-to-
date. Our strategic focus remains on studentssiruiggle the most in an academic environment: sitisdef poverty,
English Language Learners, and Special EducatidB8/Rihich includes students across all four segmemt serve: K-
12, Consumer, International, and Clinical.

Sales in our K-12 business were up 29% compar&8ta015 and year-to-date up 3% over 2015. Thigtravas
driven primarily by strong expansions in two latggnsactions in Texas, the booking of our Arizoh Pilot, and
continued solid renewal sales. Renewal sales ugi®b in the quarter and up 3% year-to-date, coetptar 2015,
thanks to higher retention rates. Our three lar@@sactions in Q3 were dominated by subscriptiansactions for the
first time. Historically, our large deals are tygily perpetual license transactions. Subscripgles have the positive
impact of significantly increasing recurring saleg delay revenue recognition and reduce the dsiltar of the
transaction. As a result, it will be a challengeds to achieve year over year sales targetghlsumix has a positive
impact on 2017 revenue and sales.

Since starting our first ever free trial progranSieptember 2015, we have seen tremendous resposigaups from new
districts and schools with nearly 2,400 reque$tsis well executed marketing program is allowingvri€-12 educators
to observe the power of Fast ForWord to quicklyaetpstudents’ academic performance as well as liediavior. This
program has already contributed $0.5 million inngeadate sales and is a major factor in a 20%eiage in new school
districts purchasing Fast ForWord for the firstdimWe relaunched the program in September 2016imjprovements
based on our experiences from the first year. fesalt we are already seeing a dramatic increageeinumber of
signups with 500 new participants registering i finst six weeks. We did not achieve this levatillDecember last
year. We expect these trials to continue to plenagor role in attracting brand new districts anda®ls to our
remarkable learning innovation.

The competitive bid we were awarded from the Stéterizona for an ELL Pilot Project involving up 000 students
over the next two years is now underway with oy80@ students already enrolled and 280 teacherahrabaches
trained. We are very pleased to have booked ftialipear of licenses and services on Juhahd are beginning to see
positive results after only a few months of implertagion. We will be working with the State of Aoiza to demonstrate
the power of our neuroscience-based interventiaquickly wire the brain for English and then to yid®e individualized
fluency practice for second language learners. getsonalized, digital tutor (Reading Assistantdeie proficient
English, provides corrective feedback along witkistance in pronunciation and definitions of speaifords.

Our new partnership with Dr. Eric Jensen is indrepawareness and credibility for our neuroscielnased intervention.
Dr. Jensen is a very strong voice amongst teaamer®ducational leaders on the importance of néastity in
improving student performance, and a sought afesgmter and renowned writer. We have hosted\Bstarcessful in-
person events and several virtual events in coatidim with Dr. Jensen, with the goal to continuedise awareness
about the power and necessity of neuroplasticitgathing students who struggle the most, partigusaudents of
poverty. This impact was demonstrated this quaeEric Jensen’s work and book “Teaching with Pgvie Mind”

was part of the Board consideration and decisigrutohase and implement our solutions in the larngassaction since
2011.

In general, the U.S. K-12 funding environment comdis to be positive for most states, and federalifig is stable;
however, a few states are being impacted by loWerices such as Louisiana. We are watching mitpcing states
closely for any potential budget impact. We aeapkd that ESEA was re-authorized and maintaigsitsentration on
subgroups that include our focus areas of PovEitl, and Special Education. This is a major sowfciinding for our
interventions. This improved environment is evidearour pipelines, which continue to be solid wiitlproving quality
as our sales organization matures and our markptimgyams continue to be focused on areas of mgsthtineed for
school districts. Additionally, our message of HA&hd ENDURING results continues to gain tractiecduse of its
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uniqueness and the exceptional research that allews make this claim. This message is appeatingdhools and
school districts serving students of poverty sitiege are a growing number of neuroscience resaaudies on the
impact of poverty on the brain and these studiesimoe to attract national attention. We are figdihat educational
leaders and teachers are very interested in exagnir solution in the context of poverty and exipig how cognitive
interventions help these students close the admieregap rapidly by quickly improving foundatiorskills. As already
stated, our relationship with Eric Jensen addbéactedibility of our message and differentiation.

Today, over 2.7 million learners have used Sciientiéarning software solutions. Since the intrdehrcof MySciLearn
platform in late 2011, over 630,000 learners hasadwur products online. We continue to investunproducts and
have started work on the next generation of FadBod. Additionally we released lesson plans airaeBnglish
Language Learners (ELL) to further serve the grgwiopulation of ELL learners in the U.S. and Canadaviding
learners with additional instructional support beydhe exercises in our products. These lessoas sifidents an
opportunity to connect their work in our productishaclassroom instruction including writing actieis, vocabulary
instruction, and native language support activitidgre appropriate.

As previously mentioned, both our strategic and-aiieg plans continue to focus on the students areaot prepared to
fully participate in a rigorous academic environmnefhese are primarily students with specific hiag disabilities,
students of poverty, and/or English Language Laarn®ur solutions produce fast and enduring resuttong these
students who are most in need of help. Additignallir non-K-12 segments (Consumer, Internaticarad, Clinical) are
focused on these same students, producing impafigniment across each of our target market segméfie are
thrilled to have closed three large transaction@3nand history indicates that the results achiéwekese large
implementations will lead to future expansion adl @& more districts benefiting from our Fast amdi&ring solutions.
While our greatest sales driver remains expandi@xisting customers, our operating plan is indregy focused on
entering new districts, aided by our free triatiative, proving the efficacy of our solutions, ahén expanding. This
tactic provides a solid base of highly qualifiegpogtunities to our sales pipelines. We believe fiisis is allowing us to
return our K-12 business to growth. While 2016 glowill be slowed by an unexpected mix change towaubscription
sales in our large transactions, this creates danshywressure on sales in the short-term, whilesttscription sales are
very positive for the long term. Q3 was an exaeql sales quarter with great traction in bothéaagd smaller
transactions, along with kicking off the implemdita of the AZ ELL Pilot. We are expecting a stra@g from
International and solid growth from Consumer. Withlarge transactions in the K-12 pipeline for&wl a tough
comparison to Q4 2015 with two large transactioresare expecting a sales decline in Q4 and full gakes results to be
flat to slightly down compared to 2015. While dange deal mix has created a short-term bump irbailding of sales
momentum, we remain optimistic about 2017 and oildimg of recurring sales and revenue.

Financial Highlights:

» Booked sales for the third quarter of 2016 wer® $8illion compared to $6.5 million in the third qtex of 2015.

» K-12 booked sales were $7.3 million for the thitchger of 2016, an increase of 29% as compareteto t
third quarter of 2015. The overall increase iresa$ mostly attributable to two large expansicalslan
Texas, the booking and implementation of the Arz&h.L Pilot, and excellent renewals. Despite gjron
sales growth in Q3, we are anticipating salesterftll year of 2016 to be flat to slightly dowrrjrparily
because of the significant mix shift in our larggnsactions.

» Non-K-12 booked sales decreased 12% for the thiedtgr of 2016 compared to the third quarter of
2015. This decrease was driven primarily by thengt US dollar, affecting our International sales i
Australia. Although our Consumer segment decrefsethe quarter by 9%, it is still up 10% year-to-
date. We are anticipating Non-K-12 to have a modesline driven primarily by the Clinical segment
after an exceptionally strong growth year in 20Cmnsumer should have another solid year of double
digit growth.

* Revenue decreased for the third quarter by 16% aocedo the third quarter of 2015, driven by ansurally
high sales mix of subscription licenses in thedadgals closed in Q3 compared to prior trends2@3 also
benefited from about $0.9 million in deferred rewerirom Q2 2015 deals with delayed start dateds&iption
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revenues were up 1% and now account for 41% dfrevanue as of September 30, 2016 compared toi834%
the third quarter of 2015.

» Operating income in the third quarter was $0.6iamlicompared to income of $1.6 million in the thipdarter of
2015, driven primarily by sales mix towards morbssuiptions. Our teams continue to be resourdeful
spending, and expenses are now about $0.9 millkidemplanned budget despite investment in prodarais
employees.

* Net income in the third quarter of 2016 was $0.llioni compared to income of $0.6 million in therthquarter
of 2015. The relative improvement is primarily doghe change in valuation of outstanding warrants

» We finished the quarter with $1.6 million in cablkjow the cash balance at the end of the thirdtguar 2015
due to extended payment terms of several larges d&lbsequent collections in October were strowignee
finished the month with over $3.5 million in cash.

» We finished the quarter with $5.0 million in acctaireceivable, an increase of 50% over last Segemb
2015. Our largest sales transaction in Q3 wa$Xd million, of which $630K was paid in Octobé&r1® and
the remaining balance was contractually extendédctober 2017.

We remain convinced that Scientific Learning hasritecessary ingredients for success. We haveaeacguinique,
patented learning innovations that produce fastiastthg results. These solutions are now deltve@re our robust on-
demand platform anytime, anywhere, includingittael”, Chrome Browser, and Chromebook platforms as iaddil
delivery options. We are serving markets with antgeeed and growing accountability requirementser€ is growing
awareness of neuroplasticity and the importana@®ghitive skill development to academic successhdle talented,
dedicated employees committed to our important wikle have significantly reduced and aligned owt structures to
fit our transformation of the business model. Gusdr satisfaction is up, and more students eaclaagccessing our
solutions on mobile technology as well as usingenfl@xible protocols. We must continue to impreates productivity
through expansion of our existing customers, impr@venewal rates, and adding more new schoolictistrWe remain
optimistic about the future.

Attached to this letter are our financial stateradat the period ending September 30, 2016, asagdhe disclosures
according to the OTC Disclosure guidelines.

Your continued interest and support is most apptedi

Robert C. Bowen
Chairman and Chief Executive Officer

Forward-Looking Statements

This letter contains forward-looking statementsciSstatements are subject to substantial risksiaoértainties. Actual
events or results may differ materially as a restihany factors, including but not limited to: mipated future sales and
financial results, general economic and finanadmditions (including current adverse conditiong@vernment budgets
and the general economy); availability of fundingtirchase the Company's products and generalilpbleato schools,
including the amount and duration of federal amadestunding; the acceptance of new products andigtachanges in
existing and new markets; acceptance of subscnitil other recurring offerings; seasonality anelssaycles in
Scientific Learning's markets; competition; theesttto which the Company's development, marketalgs and
implementation strategies are successful; theteBom the Company’s free trial program; persoraenges; and the
Company's ability to continue to demonstrate tlieafy of its products. The Company disclaims abljgation to
update information contained in these forward-lagkstatements, whether as a result of new infoomatuture events,
or otherwise.
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SCIENTIFIC LEARNING CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

(Unaudited)

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful

accounts of $51 and $14, respectively
Prepaid expense and other current a

Total current assets

Property and equipment, net
Other assets
Total assets $

Liabilities and stockholders’ deficit
Current liabilties:

Accounts payable $

Accrued liabilties
Deferred revenue
Total current liabilties

Deferred revenue, net of current
Subordinated debt

Warrant liability

Other liabilties

September 30, 2016

December 31, 2015

Total liabilities

Commitments and contingencies (see Note 9 to the
consolidated financial statements)

Stockholders' deficit:

Common stock $0.001 par value: 40,000,000 autlihrize
24,448,176 and 24,386,210 shares issued and
outstanding as of September 30, 2016 and Decerfiber 3
2015, respectively, and additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss

Total stockholders' deficit

Total liabilities and stockholders' deficit $

1,613 $ 3,513
5,000 1,390
34z 842
6,956 5,745
1,212 789

113 121
8,281 $ 6,655
292 $ 41
1,365 1,348
8,669 7,832
10,326 9,221
991 224
4,864 4,794
1,188 903
49 96
17,418 15,238
7,497 97,240
(106,579) (105,818)
) (5)
(9,137) (8,583)
8,281 $ 6,655

See accompanying notes to consolidated financsients.
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SCIENTIFIC LEARNING CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

(Unaudited)
Three Months Ended September 3C Nine Months Ended September 3C
2016 2015 2016 2015

Revenues:

Subscription $ 1,984 $ 1,958 $ 5,620 $ 5,398

License 1,479 2,214 1,866 2,751

Service and support 1,411 1,654 4,618 5,243
Total revenues 4,874 5,826 12,104 13,392
Cost of revenues:

Cost of subscription 234 217 652 640

Cost of license 6 33 14 88

Cost of service and support 690 612 1,977 1,830
Total cost of revenues 930 862 2,643 2,558
Gross profit 3,944 4,964 9,461 10,834
Operating expenses:

Sales and marketing 1,905 1,764 5,290 5,408

Research and development 578 595 1,762 1,750

General and administrative 865 1,005 2,349 2,699
Total operating expenses 3,348 3,364 9,401 9,857
Operating income (loss) 596 1,600 60 977
Interest and other income (expense), net 71 (963) (815) (1,538)
Income (loss) before provision for income tax 667 637 (755) (561)
Provision for income taxes 3 - 6 5
Net income (loss) $ 664 $ 637 $ (761) $ (566)
Net income (loss) per share:

Basic $ 0.03 $ 0.03 $ (0.03) $ (0.02)

Diluted $ 0.02 $ 0.03 $ (0.03) $ (0.02)
Weighted average shares used in computing
net income (loss) per share:

Basic weighted average shares outstanding 24,485 24,312 24,397 24,138

Diluted weighted average sha

outstanding 26,866 24,397 24,397 24,138

Scientific Learning Corporation

See accompanying notes to consolidated financtgrsients.
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SCIENTIFIC LEARNING CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(In thousands)

(Unaudited)
Three Months Ended September 30, Nine Months Ended September 30,
2016 2015 2016 2015
Net income (lost $ 664 637 (761) ¢ (566)
Other comprehensive lo:
Foreign currency translation adjustments, netx
Comprehensive income (loss) $ 664 $ 634 $ (761) $ (569)

See accompanying notes to consolidated financtsients
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SCIENTIFIC LEARNING CORPORATION
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

(In thousands)

(Unaudite d)
Nine Months Ended September 30,
2016 2015
Operating Activities:
Net income (loss) $ (761) $ (566)
Adjustments to reconcile net income (loss) to cagiovided by (used in) operating activities:
Depreciation and amortization 289 260
Stock based compensation expense 207 195
Amortization of debt discount and deferred dehitaisse cost 97 187
Increase (decrease) in fair value of warrant 285 692
Changes in operating assets and liabilties:
Accounts receivable (3,610) ,504)
Prepaid expenses and other current assets 424 662
Other assets 5 (100)
Accounts payable 252 55
Accrued liabilties 17 (73)
Deferred revenue 1,603 303
Other liabilties (29) (16)
Net cash provided by (used in) operating activities (1,221) 329
Investing Activities:
Purchases of property and equipment and additiocafitalized development 6106 (297)
Net cash provided by (used in) investing activities (661) (297)
Financing Activities:
Borrowings under bank line of credit 571 232
Repayment of borrowings under bank line of credit (571) (232)
Repayment of borrowings under subordinated debt - X47)
Payments under capital le (1 (
Proceeds from issuance of subordinated debt - 5000
Debt issuance cost - 47)
Net cash provided by (used in) financing activities (18) 767
Effect of exchange rate changes on cash and cashleqt - (
Increase (decrease) in cash and cash equivalents (1,900) 796
Cash and cash equivalents at beginning of period 3,513 o
Cash and cash equivalents at end of period 1613 $ 2,828
Supplemental disclosure of cash flow information
Cash paid for income tay $ 1 %
Cash paid for interest $ 462  $ 420
Non-cash financing activities
Capital lease $ - $ 30
Fair value of common stock warrants issued in octiome
with subordinated debt financing $ - $ 261

See accompanying notes to consolidated finan@sients.
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Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policies
Description of Business

Scientific Learning Corporation (the “Company”) ééps, distributes and licenses technology thatlacates learning
by improving the processing efficiency of the brain

The Company'’s patented products build learning ciiyply rigorously and systematically applying nesgience-based
learning principles to improve the fundamental dgtigm skills required to read and learn. To faeli@ the use of the
Company’s products, the Company offers a varietyre$ite and remote professional and technicalicesyas well as
phone, email and web-based support. The Compdisypsienarily to K-12 schools in the United Statbsough a direct
sales force.

All of the Company’s activities are in one opergtsegment.

The Company was incorporated in 1995 in the Sta@atifornia and was reincorporated in 1997 in State of
Delaware.

Principles of Consolidation and Basis of Presentain

The consolidated financial statements include tloeants of the Company and its wholly-owned subsjdin Shanghai,
China. All significant intercompany balances arahs$actions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements, in conformvith accounting principles generally acceptedhie United States
("U.S. GAAP"), requires management to make ceregitimates and assumptions that affect the repartexdints of
assets and liabilities as of the date of the fir@rstatements as well as the reported amountsveiniues and expenses
during the periods presented. To the extent tieaktare material differences between these estinaaid actual results,
the Company’s consolidated financial statementsdcoe affected.

Immaterial Correction of Errors in Prior Period

During the third quarter of fiscal year 2016, then@pany identifieddome errors related to property and equipment and a
overstatement of depreciatioin accordance with ASC Topic 258;counting Changes and Error Corrections, the
Company evaluated the materiality of the errormfruantitative and qualitative perspectives, amtkaled that the

errors were immaterial to the Company’s prior peifterim and annual consolidated financial stat@seSince the
revisions were not material to any prior periogiith or annual consolidated financial statemerdsamendments to
previously filed interim or annual periodic repontere required. The Company has revised the histocbnsolidated
financial information presented herein to refldéwt torrection of these errors.

Interim Financial Information

The interim consolidated financial information dSeptember 30, 2016 and for the nine months eBaéptember 30,
2016 and 2015 is unaudited, and includes all nacgssljustments, which consisted only of normalingcg
adjustments, for a fair presentation of the Comjsafiiyancial position at such dates and the Comjsamggults of
operations and cash flows for those periods. Thenba sheet as of December 31, 2015 has been diérre audited
consolidated financial statements at that datelbes not include all of the information and notguired by generally
accepted accounting principles (“GAAP”) for annfiahncial statements. In addition, the resultsdrations for the
nine months ended September 30, 2016 are not meitgdsdicative of the results for the entire yeaiding December
31, 2016, or for any other period.
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These unaudited, condensed consolidated finartei@nsents and notes should be read in conjunctitintixe
Company’s audited consolidated financial statemantsnotes thereto contained in the Company’s AlriReport for the
year ended December 31, 2015, filed with the OT Ckigtz.

Critical Accounting Policies

In the ordinary course of business, we make a nuwifbestimates and assumptions relating to thertiegoof the
Company'’s results of operations and financial parsiin the preparation of our condensed consoldifibancial
statements in conformity with GAAP. We includedimr 2015 Annual Report discussion of our crite@etounting
policies that are particularly important to thegmetation of the Company’s financial position aeslults of operations
and that require the use of our management’s judgm&’e have made no material changes to any dfritieal
accounting policies discussed in our 2015 AnnugldRethrough September 30, 2016.

Net Income (loss) per Share

Basic net income (loss) per share is computed ubmgveighted-average number of common sharesanlisty during
the period. Diluted net income (loss) per shaflects the potential dilution of securities by atlgicommon stock
equivalents (computed using the treasury stock otto the weighted-average number of common slarssanding
during the period, if dilutive.

For the three months ended September 30, 201&, gptions and restricted awards exercisable for®ibshares of
common stock along with common stock equivalentdtfe common stock warrants exercisable for 3 aniléhares of
common stock were included from the calculatiodibfted net income per share because their exgpcice was below
the average market price for the quarter.

For the nine months ended September 30, 2016, sfuiadns exercisable for 2.4 million shares of camrstock along
with common stock warrants exercisable for 5.5iomllshares of common stock were excluded from #heutation of
diluted net loss per share because their effenttisdilutive.

New Accounting Pronouncements Adopted

In April 2015, the Financial Accounting StandardsaBl (“FASB”) issued Accounting Standards Update 2015-03,
“Interest - Imputation of Interest (Subtopic 835:3Bimplifying the Presentation of Debt Issuancest€b(*ASU 2015-
03"), which simplifies the presentation of debuiasce costs by requiring debt issuance costs podsented as a
deduction from the corresponding debt liabilityhextthan an asset that is amortized. The recogratiml measurement
guidance for debt issuance costs is not affecteatidogtandards. The Company adopted the standatids hine months
ended September 30, 2016. Upon adoption, the utizewdebt issuance costs previously reported hedssets, net,
with a carrying amount of approximately $36,000reve=classified and presented as a deduction afdfresponding
subordinated debt liabilities.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-B8yenue from Contracts with Customers (Topic 606). This new
standard will replace most existing U.S. GAAP guiton this topic. The new revenue recognitiondsiechprovides a
unified model to determine when and how revenuedegnized. The core principle is that a comparmykhrecognize
revenue to depict the transfer of promised good®prices to customers in an amount that reflbetsonsideration for
which the entity expects to be entitled in exchaiogehose goods or services. This guidance wikfiective for the
Company beginning January 1, 2018 and can be apgilieer retrospectively to each period presentexs@ cumulative-
effect adjustment as of the date of adoption. Tam@any is evaluating the impact of adopting this mecounting
standard on its consolidated financial statememish@s not selected a transition method.
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In November 2015, the FASB issued an ASU No. 204.3+tome Taxes (Topic 740). ASU 2015-17amends the
accounting for income taxes and requiring all deféttax assets and liabilities to be classified@scurrent on the
consolidated balance sheet. The ASU is effectivedporting periods beginning after December 13,620vith early
adoption permitted. The ASU may be adopted eithespectively or retrospectively. The Company igeutly
evaluating the method of adoption.

In February 2016, the FASB issued ASU No. 2016*Q2ases (Topic 842),” which requires lessees to recognize a right-
of-use asset and lease liability for all leasef vétms of more than 12 months. Recognition, nteasent and
presentation of expenses will depend on classifinats a finance or operating lease. ASU 2016-@¥ésctive for the
Company on December 15, 2018. The Company ismlyrassessing the impact of the adoption of tkis accounting
standard on the consolidated financial statements.

In March 2016, the FASB issued ASU No. 2016-09 “@ensation — Stock Compensation,” which amends the
accounting for stock-based compensation and rexjaiteess tax benefits and deficiencies to be rézedias a
component of income tax expense rather than edtlitig. guidance also requires excess tax beneflie foresented as an
operating activity on the statement of cash flond allows an entity to make an accounting poli@ctbn to either
estimate expected forfeitures or to account fomtlas they occur. The ASU is effective for reporfpegiods beginning
after December 15, 2016, with early adoption pdeditThe Company is currently evaluating the impétche ASU on
the consolidated financial statements.

2. Warrant Liability

In connection with the Company’s private commortistoffering that closed on March 28, 2012, the Camypissued
warrants (“PIPE warrants”) to purchase an aggregl?e505,852 shares of common stock. The warfzenie an
exercise price of $1.82 per share and expire faaryfrom the date of issuance. In addition, tagramts contain a cash
settlement provision that may be triggered upomiestiby the warrant holders if the Company is aegubr in the case
of a merger event, as defined by the warrant ageaem

Additionally, in connection with the Company’s suthimated debt financing completed on April 5, 20th& Company
issued warrants (“2013 Sub-debt warrants”) to pasehan aggregate of 1,846,940 shares of commda stbe warrants
have an exercise price of $1.03 per share andeettpiee years from the date of issuance. The warcamtain a cash
settlement provision that may be triggered upomniestiby the warrant holders if the Company is aeguor in the event
of a merger, as defined by the warrant agreemenbof/September 30, 2016, these warrants had ne eald have
expired.

On April 6, 2015, in connection with the Compansgsfinancing of its subordinated debt, the Compiasyed warrants
(2015 Sub-debt warrants”) to purchase an aggregfade000,000 shares of the Company’s common stbek initial
exercise price of $0.14 per share. The 2015 Sbbwigrrants expire five years from the date ofasme. The warrants
contain a cash settlement provision that may lggered upon request by the warrant holders if thagany is acquired
or in the event of a merger, as defined by theavdragreement.

Under the FASB Accounting Standards Codificatioh§C”) Topic 815 Derivatives and Hedging, an equity contract
that can be settled in cash at the request ofdlitehmust be classified as an asset or a liabilite accounting guidance
also requires that the warrants be re-measuredratdiue at each reporting date, with the chandair value recorded in
the Company’s consolidated statement of operatidbse Note 3 to the consolidated financial statesnd he fair value
was estimated using the Black-Scholes-Merton ogarazing model, which requires input of highly settive
assumptions as determined by management. To thetdkese assumptions change in future period$aithealue of the
common stock warrants may increase or decreastharghange in fair value will be recorded in owgules of
operations. As of September 30, 2016, all non-exb@iommon stock warrants were outstanding.

Scientific Learning Corporation Page 11



3. Fair Value Measurements of Financial Instruments

The Company generally invests its excess cash megnmarket funds. Cash and cash equivalents mmeekighly
liquid instruments with insignificant interest ratek and original maturities of three months @sle

The Company has established a three-tier fair Vailerarchy, categorizing the inputs used to measirealue. The
hierarchy can be described as follows: Level 1eolable inputs such as quoted prices in active etarkevel 2- inputs
other than the quoted prices in active marketsat@bbservable either directly or indirectly; drevel 3- unobservable
inputs for which there is little or no market datdnich require the reporting entity to developatsn assumptions.

Cash equivalents consist of money market fundshiénat original maturities of 90 days or less. Ehiestruments are
valued using quoted prices in active markets aadtkassified in Level 1 of the fair value hierarchyt September 30,
2016, the fair value of the money market instruraevas $0.37 million, accounted for at fair valueaorecurring basis by
level in accordance with the fair value hierarclegctibed above.

At September 30, 2016, the Company had no borr@dugstanding under its credit line with Bridge BaThe line of
credit is measured at the carrying value at egobrtieg period and is classified as a current lighias loan payable.
The line of credit is classified as a Level 1 ia thompany’s fair value hierarchy. The fair valfi¢he line of credit
approximates the carrying value.

The Company has no Level 2 financial assets oilitiab as of September 30, 2016 and 2015.

At September 30, 2016, the Company had outstarvdimgants to purchase shares of its common stocichwhere
issued on March 28, 2012 and April 6, 2015. Theavds are measured at fair value each reportiriggand are
classified as liabilities with a combined fair valaf $1.2 million at September 30, 2016. The wasare valued using
the Black-Scholes-Merton option pricing model usiaguation assumptions determined by managemenramnd
classified as Level 3 in the Company'’s fair valigrdrchy. To the extent these assumptions chanfygure periods, the
fair value of the common stock warrants may incee&sdecrease and the change in fair value witeberded in our
results of operations.

The Company used the following assumptions wheerdehing the fair value of the PIPE warrants:

September 30, 2016 December 31, 2015
Expected life (in years) 0.50 1.30
Risk-free interest rate 0.45 % 0.53 %
Dividend yield 0% 0%
Expected volatility 98 % 172 %

The Company used the following assumptions wheargehing the fair value of the 2013 Sub-debt wasamhese
warrants expired on April 5, 2016:

September 30, 2016 December 31, 2015
Expected life (in years) n/a 0.30
Risk-free interest rate n/a 0.2 %
Dividend yield n/a 0 %
Expected volatility n/a 127 %
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The Company used the following assumptions wheerd®hing the fair value of the 2015 Sub-debt waisan

September 30, 2016 December 31, 2015
Expected life (in years) 3.52 4.30
Risk-free interest rate 1.01 % 1.59 %
Dividend yield 0% 0%
Expected volatility 100 % 100 %

The following table summarizes the Company’s finanliiabilities as of September 30, 2016, thatareounted for at
fair value on a recurring basis by level in accamdawith the fair value hierarchy described abawel the changes in fair
value for the outstanding common stock warraimtshpusands):

Nine Months Ended September 30, 2016

Balance at December 31, 2015 $ 903
Total change in fair value 285
Balance at September 30, 2016 $ 1,188

4. Warranties and Indemnification

The Company generally provides a warranty thaQtbmpany’s software products substantially operatgesgcribed in

the manuals and guides that accompany the soffaeeperiod of 90 days. The warranty does notyaiopthe event of
misuse, accident, and certain other circumstantesdate, the Company has not incurred any matessts associated
with these warranties and has no accrual for sgchsi as of September 30, 2016.

From time to time, the Company enters into congrtttat require the Company, upon the occurrencertéin
contingencies, to indemnify parties against thidyclaims. These contingent obligations prinyardllate to (i) claims
against the Company’s customers for violation afitparty intellectual property rights caused by @ompany’s
products; (ii) claims resulting from personal injur property damage resulting from the Compangtiviies or
products; (iii) claims by the Company’s office Lesarising out of the use of the premises; andggreements with the
Company'’s officers and directors under which thenpany may be required to indemnify such persongigbilities
arising out of their activities on behalf of ther@gany. No liabilities have been recorded for thaslegations as of
September 30, 2016.

5. Subordinated debt

On April 6, 2015, the Company re-financed its sdbmated debt and issued $5.0 million of subordithakebt securities
(“2015 sub-debt”) and warrants to purchase an aggeecof 3,000,000 shares of the Company’s comnuak st an

initial exercise price of $0.14 per share to a grotiits current investors and one new investdne fiew subordinated
debt proceedwere used for the repayment of outstanding subateihdebt, working capital and general corporate
purposes. The notes issued pursuant to the sumatedi note and warrant purchase agreement bedesintgrest at a
rate of 12% per annum. The full principal is dueneaturity on April 6, 2018 with the option of tvame-year extensions.
The Company will pay accrued interest in arreardwogust 31 and November 30 and the final paymetat d@ihe Note
and Warrant Purchase Agreement (“2015 Agreementi)ains customary affirmative and negative covesyantliuding
notification and information covenants and covesaestricting the Company’s ability to merge oulipate, incur debt,
dispose of assets, incur liens, declare dividen@nter into transactions with affiliates. As ofp8amber 30, 2016, the
Company was in material compliance with all covegsaelated to the subordinated debt. The 2015 éygeat also
requires the Company to repay the notes upon ther@nce of a change of control (as defined ir20i5 Agreement) at
101% of the principal amount thereof plus accrusdi @anpaid interest.

The total value allocated to the 2015 sub-debtavasrwas approximately $261,000 and was recordadiabt discount
against the proceeds of the notes and is beingtaeato interest expense over term of the noBee Note 3 to the
consolidated financial statements. The aggregditiskuance costs associated with the 2015 sulaedirdebt financing
were $47,000 which were comprised of outside legats. These costs have been capitalized as delbhise costs,
under the contra liability, and are being amortiasdnterest expense over the life of the notesof/Aeptember 30, 2016,
the Company recorded interest expense relateatdetht issuance costs of $12,000.
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On April 5, 2013, the Company issued $4.6 millidrsabordinated debt securities (“2013 sub-debtt) @arrants to
purchase an aggregate of 1,846,940 shares of tmp&ty’s common stock, to a group of its currenesters. The notes
issued pursuant to the subordinated note and wateohase agreement bore simple interest at afdt2% per annum.
From the issuance date through April 5, 2014, tbem@any accrued unpaid interest quarterly in arreptacreasing the
principal amount of each note (“PIK Interest”) ghdreafter paid accrued interest in cash in arearkuly 31, 2014 and
November 30, 2014. The notes matured on AprilDd52 On April 6, 2015, the Company paid the outditagnbalance of
the 2013 sub-debt and the accrued interest inasmglrt of the subordinated debt re-financing dgsd above.

At September 30, 2016, the Company’s sub-debt mpatgable is made up of the followinigy (housands):

September 30, 2016 December 31, 2015
Subordinated notes payable $ 5,000 $ 5,000
Deferred debt discount (112) (170)
Debt issurance costs (24) (36)
Total subordinated debt $ 4,864 $ 4,794

To comply with the recent FASB accounting guidanie,Company changed the presentation of unamdrtiebt
issuance costs on the balance sheets from beisgniesl in other long term assets to a direct demufitbm the
subordinated debt liability. The Company also istexctively changed its December 31, 2015 balareet $br this
presentation.

6. Loan payable

On June 23, 2014, the Company executed a Busimessding Agreement (“line of credit”) with BridgeaBk. This
agreement provides the Company a line of credi2amillion secured by the Company’s personal priypeend related
assets. Advances on the line of credit are pezthiip to 80% of eligible accounts receivable. [ of credit requires
the Company to have a lock-box arrangement wherastomers are required to submit all payments woides to the
lock-box. Bridge Bank controls the lock-box anbcallections of financed receivables are usedayp qff advances on
the line of credit. The line of credit bears areigst rate of prime plus 3% per annum. The lingredit is a senior credit
facility to the Subordinated Debt. Borrowingsdenthe line of credit are subject to reportingermants requiring the
remittance of financial statements and supportingkimg capital reports to Bridge Bank.

On April 6, 2015, the Company extended the linereflit with Bridge Bank in conjunction with the ireince efforts as
disclosed in Note 5 of the consolidated finandatesments.

As of September 30, 2016, the Company had a zdéaod®in borrowings under its line of credit andsvimcompliance
with all financial reporting covenants.

7. Provision for Income Taxes

In the three and nine months ended September 36, #te Company recorded income tax of $3,000 &8,
respectively. The tax expense for the three ane mianths ended September 30, 2016 consists ohtwstede tax
expense. In the three months and nine months eé®elg@mber 30, 2015, the Company recorded no intaxrexpense
and $5,400 respectively. The tax expense forttteetmonths and nine months ended September 30,cadsists of
current state tax expense.

The Company has established and continues to rramfall valuation allowance against its defertex assets as the
Company does not believe that realization of trasseets is more likely than not.

At September 30, 2016, the Company has unrecogtazeloenefits of approximately $2.2 million. Ther@many does
not have unrecognized tax benefits that, if recogphi would affect the effective tax rate. The Conypadoes not believe
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there will be any material changes in the unrecgghtax positions over the next twelve months.résieand penalty
costs related to unrecognized tax benefits argriifitant and classified as a component of “Pravidor Income Taxes”
in the accompanying statement of operations.

The Company files income tax returns in the U.8efal jurisdiction and various state jurisdictiomax returns remain
open to examination by the appropriate governmeg@ahcies for tax years 2010 to 2015. The fedewhktate taxing
authorities may choose to audit tax returns foryeees beyond the statute of limitation period ttusignificant tax
attribute carryforwards from prior years, makinguatments only to carryforward attributes. The Campis not
currently under audit in any major tax jurisdictson

8. Stock-Based Compensation

The Company did not grant any options to purchhaees of common stock and granted 111,341 restrstteek awards
during the three months ended September 30, 206Company did not grant any options to purchaagestof
common stock and granted 200,000 restricted stagkds during the three months ended Septembel038, 2The
Company granted 508,750 stock options and 120 &4tfieted stock awards during the nine months é&Sdptember
30, 2016. The Company granted 303,750 stock opaads209,375 restricted stockawards during the miolths ended
September 30, 2015.

The fair value of each option award is estimatetherdate of grant using a Black-Scholes Mertoioagiricing model
with subjective assumptions, including expectedlstwrice volatility, the expected life of each adiand estimated pre-
vesting forfeitures noted in the table below:

Three Months Ended September 30, 2016 Nine Months Bad September 30, 2016
2016 2015 2016 2015
Expected life (in year n/e n/e 2.5 34
Risk-free interest ra n/e n/e 0.90% 1.10%
Dividend yielc nle nle 0% 0%
Expected volatilit nle nle 198% 171%
Estimated forfeiture rate n/a n/a 10.87% 16.43%

9. Commitments and Contingencies

On September 1, 2015, the Company entered intgrement to lease approximately 7,226 squarerig@akland,
California for its new corporate headquarters. fEmm of the lease agreement is for 63 months ff@vease
commencement, which began in December 2015 andesxpi March 2021. The Company also has a leaseagmt for
its Tucson, Arizona office, which was extendedunel 2012 through August 2017. In addition, the Gany leases
certain equipment under capital lease arrangentiesit€xtend through 2019.

At September 30, 2016, the Company's future minirrease payments are as follows thousands):

2020 anc
Remaining 2016 2017 2018 2019 thereafter Total
Lease obligations $ 144$ 429% 282% 280% 315% 1,450
Total $ 144 % 429% 282% 280% 315% 1,450

10. Subsequent Events

Management has evaluated subsequent events thikmygimber 08, 2016, the date the consolidated finhstatements
were available for issuance. No events have oeduhat would have a material impact on the codatdd financial
statements.
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OTC Disclosures

Section 1: Name of Issuer

Scientific Learning Corporation

Section 2: Address of the issuer’s principal execive offices

Company Headquarters
1956 Webster Street, Suite 200
Oakland, CA 94612-2943

888-665-9707
www.scilearn.com

IR Contact
No investor relations firm is currently engaged

Section 3: Security Information

Trading SymbolSCIL

Exact title and class of securities outstandidgmmon Stock

CUSIP:808760102

Par or Stated Valu&0.001

Total shares authorized: 40,000,000 as 0f:9/30/2016
Total shares outstanding: 24,488,176  as of:9/30/2016

Transfer Agent

Continental Stock Transfer & Trust Company
17 Battery Place

New York, NY 10004

212-509-4000

Is the Transfer Agent registered under the Exchawge* Yes:[X

List any restrictions on the transfer of security:

None

Describe any trading suspension orders issuedeb@HC in the past 12 months.

None

List any stock split, stock dividend, recapitalieat merger, acquisition, spin-off, or reorganiaateither
currently anticipated or that occurred within tleespl2 months:

None
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Section 4: Issuance History

List below any events, in chronological order, tteedulted in changes in total shares outstandirthdoyssuer in the past
two fiscal years and any interim period. The Imslsinclude all offerings of securities, whetheivpte or public, and all
shares or any other securities or options to aequich securities issued for services, descridipthé securities, (2) the
persons or entities to whom such securities wereeid and (3) the services provided by such peimoastities. The list
shall indicate:

A. The nature of each offering (e.g., Securities Rale 504, intrastate, etc.)

B. Any jurisdictions where the offering was registor qualified;

C. The number of shares offered;

D. The number of shares sold;

E. The price at which the shares were offered,thegmount actually paid to the issuer;

F. The trading status of the shares; and

G. Whether the certificates or other documentsekiitence the shares contain a legend (1) statatglie shares have

not been registered under the Securities Act andefging forth or referring to the restrictionstoansferability and sale
of the shares under the Securities Act.

The following table represents the Issuance Histmryhe nine months ended September 30, 2016:
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Date

3/10/2014
3/10/2014
3/10/2014
3/10/2014
3/10/2014
3/10/2014
5/20/2014
5/20/2014
6/3/2014
9/10/2014
9/10/2014
9/10/2014
9/10/2014
9/10/2014
9/10/2014
9/10/2014
11/20/2014
11/20/2014

3/10/2015
3/10/2015
3/10/2015
3/10/2015
3/10/2015
3/10/2015
3/10/2015
4/6/2015
5/20/2015
5/20/2015
7/1/2015
9/10/2015
9/10/2015
9/10/2015
9/10/2015
9/10/2015
9/10/2015
11/20/2015
11/20/2015

3/10/2016
3/10/2016
3/10/2016
3/10/2016
3/10/2016
4/6/2016

5/20/2016
5/20/2016
7/1/2016

7/1/2016

9/10/2016
9/10/2016
9/10/2016
9/10/2016
9/10/2016

Entity

Blanchard, Jr., Edward Vermont

Bowen, Robert C.
Moorhead Ill, Rodman W.
Moses, Michael A.
Tallal, Paula A.

Thomas, Jeffrey D.
Bowen, Robert C.
Employees

Employees

Blanchard, Jr., Edward Vermont

Bowen, Robert C.
Freeman, Jane A.
Moorhead Ill, Rodman W.
Moses, Michael A.
Tallal, Paula A.

Thomas, Jeffrey D.
Employees

Bowen, Robert C.

Blanchard, Jr., Edward Vermont

Bowen, Robert C.
Moorhead Ill, Rodman W.
Moses, Michael A.

Tallal, Paula A.

Thomas, Jeffrey D.
Employees/Consultants
Subordinated Debt Holders
Bowen, Robert C.
Employees/Consultants

Blanchard, Jr., Edward Vermont
Blanchard, Jr., Edward Vermont

Employees/Consultants
Moorhead Ill, Rodman W.
Moses, Michael A.
Tallal, Paula A.

Thomas, Jeffrey D.
Employees/Consultants
Bowen, Robert C.

Blanchard, Jr., Edward Vermont

Moorhead Ill, Rodman W.
Moses, Michael A.

Tallal, Paula A.

Thomas, Jeffrey D.
Subordinated Debt Holders
Bowen, Robert C.
Employees/Consultants

Blanchard, Jr., Edward Vermont

Moses, Michael A.

Blanchard, Jr., Edward Vermont

Moorhead Ill, Rodman W.
Moses, Michael A.
Tallal, Paula A.

Thomas, Jeffrey D.

A B c D E E E G
Sharef{ Price Trading
Nature of Offering Juris. Offered| Shares Solfl Offered| Price Solq Warrants Status Legend
Balance at December 31, 2013 23,873,705 23,873,705 4,352,792
Directoré/RS/ested DE 939 939 Restricted Rule 144
Directors RSU's Vested DE 26 6 626 Restricted Rule 144
Directors RSU'steds DE 813 813 Restricted Rule 144
Directors RSU's Vested DE 939 939 Restricted Rule 144
Directors RSU's Vested DE 399 939 Restricted Rule 144
Directors RSU's Vested ED 939 939 Restricted Rule 144
Director's RSU Vested DE 7493, 18,750 Restricted Rule 144
Employee's RSU Vested DE 28,110 28,110 Restricted Rule 144
ESPP DE 88,758 88,758 Restricted Rule 144
Directoi$$ R/ested DE 936 936 Restricted Rule 144
Director's RSU Vested DE 312 312 Restricted Rule 144
Director's RSU Vested DE 0025, 25,000 Restricted Rule 144
Director's RSU ¥est DE 1,124 1,124 Restricted Rule 144
Director's RSU Vested DE 693 936 Restricted Rule 144
Director's RSU Vested DE 936 936 Restricted Rule 144
Director's RSU Vested DE 36 9 936 Restricted Rule 144
Employee's RSU Vested DE 5,422 25,42 Restricted Rule 144
Director's RSU Vested DE ,798 18,750 Restricted Rule 144
Balance at December 31, 2014 24,068,870 24,068,870 4,352,792
DirectoiS{R/ested DE 939 939 Restricted  Rule 144
Director's RSU Vested DE 313 313 Restricted  Rule 144
Director's RSU ¥ést DE 1,126 1,126 Restricted  Rule 144
Director's RSU Vested DE 939 939 Restricted  Rule 144
Director's RSU Vested DE 939 939 Restricted  Rule 144
Director's RSU Vested DE 939 939 Restricted  Rule 144
Employee's/ConssiR8U Vested DE 12,500 12,500 Restricted  Rule 144
Warrants issuéil Stibordinated Debt Offering DE - - 3,000,000 Restricted  Rule 144
Director's RSU Vested DE 18,750 18,750 Restricted  Rule 144
Employee's/ConssiR&t Vested DE 4,429 4,429 Restricted  Rule 144
Director'#\R@sted DE 200,000 200,000 Restricted  Rule 144
DirectoiS$R/ested DE 624 624 Restricted  Rule 144
Employee's/ConssiR&t Vested DE 7,028 7,028 Restricted  Rule 144
Employee's/Constst&SU Vested DE 1,124 1,124 Restricted  Rule 144
Director's RSU Vested DE 624 624 Restricted  Rule 144
Director's RSU Vested DE 624 624 Restricted  Rule 144
Director's RSU Vested DE 624 624 Restricted  Rule 144
Director's RSU deste DE 4,859 4,859 Restricted  Rule 144
Director's RSU Vested DE 18,750 18,750 Restricted  Rule 144
Balance at December 31, 2015 24,344,001 24,344,001 7,352,792
DirectoiS$R/ested DE 1,251 1,251 Restricted Rule 144
Director's RSU ¥est DE 1,251 1,251 Restricted Rule 144
Director's RSU Vested DE 251, 1,251 Restricted Rule 144
Director's RSU Vested DE 51,2 1,251 Restricted Rule 144
Director's RSU Vested DE ,251 1,251 Restricted Rule 144
Warrants expirigidl 2013 Subordidnated Debt Offering DE - - (1,846,940) Restricted Rule 144
Director's RSU Vested DE 7493, 18,750 Restricted Rule 144
Employee's/ConssiR8U Vested DE 4,704 4,704 Restricted Rule 144
Director'sAR@®sted DE 53,202 53,202 Restricted Rule 144
Director's RSA Vested DE 189, 58,139 Restricted Rule 144
DirectoiS&$R/ested DE 625 625 Restricted Rule 144
Director's RSU ¥est DE 625 625 Restricted Rule 144
Director's RSU Vested DE 562 625 Restricted Rule 144
Director's RSU Vested DE 625 625 Restricted Rule 144
Director's RSU Vested DE 256 625 Restricted Rule 144
Balance at September 30, 2016 24,488,176 24,488,176 5,505,852

Section 5: Financial Statements

See above

- ______________________________________________________________________________________________________________________________________}
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Section 6: Issuer’s Business, Products and Servie
A. Description of the issuer’s business operations;

We are an education company that accelerates learg by applying proven research on how the brain
learns in online and on premise software solution®ur results show that learners who use our produst
can realize achievement gains of up to 2 years i éttle as 3 months and maintain an accelerated ta of
learning even after product use ends. We provide ouearning solutions primarily to U.S. K-12 schoolsin
traditional brick-and-mortar, virtual or blended le arning settings and also to parents and learning cers,
in over fifty-five countries around the world.

We are highly differentiated because of our focusrothe “science of learning” - combining advances ithe
field of brain research with standards-based learmg objectives to achieve dramatic student gains. Bof
that our products produce substantial academic gaswas demonstrated in 280 efficacy studies, includj
randomized controlled trials and longitudinal studies, representing results from approximately 120,000
aggregate participants. These studies show gaing fstudents at all K-12 grade levels, for at-risk, pecial
education, English language, Title | (low income, nder achieving), and a variety of other students. @ns
have been demonstrated throughout the United Statesnd in ten other countries. The studies show that
these gains endure over time.

In 2011, we began implementing a software as a sa# (SaaS) model. Our easy-to-use and easy-to-acces
web-based platforms are able to effectively delivandividualized learning opportunities to a large rumber
of students simultaneously. Our Fast ForWord and Rading Assistant educational software products are
now available on our browser-based SciLEARN Enterpise software platform, which can be hosted on the
customer’s servers, and our on-demand platform MySEEARN On Demand, which we host. The
SciLEARN Enterprise and MySciLEARN platforms meet the needs of institution and district-wide
installations by providing scalability, remote acces, centralized reporting, asynchronous online
professional development, and ease of administraticdfor multiple campuses.

B. Date and State (or Jurisdiction) of Incorporation:

The Company was incorporated in 1995 in the Statef €alifornia and was reincorporated in 1997 in the
State of Delaware.

C. lIssuer’s primary and secondary SIC Codes:

Primary SIC Code: 73729903 Educational Computer &tware
Secondary SIC Code: 8299, Schools and Educatiorgrvices

D. Issuer’s fiscal year end date;

December 31, Calendar year

E. Principal products or services, and their markets;

Our principal products include: Fast ForWord, Fast ForWord Language and Literacy, Fast ForWord
Reading, Reading Assistant, Results Now!, and FaBbrward Home.
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We sell to our principal market, K-12 schools and wtricts throughout the US and Canada, using a
diversified direct sales channel, including both iside and field sales personnel. In addition to sélg to K-
12 schools, we also sell to and through private pecéice professionals and learning centers, internatal
value-added resellers (VARS) and directly to consuers.

Section 7: Describe the Issuer’s Facilities

We currently have the following leased properties:

1. A lease for approximately 7,226 square feet of offe space in Oakland, California for our new
headquarters, which expires in March 2021.

2. Alease for approximately 10,800 square feet of a¢k space in Tucson, Arizona for our sales and
support center that expires in August 2017.

Section 8: Officers, Directors, and Control Persons

Robert C. Bowen — Chairman and Chief Executive Offier

Edward V. Blanchard Jr. — Director

Christopher Brookhart - General Counsel, Secretaryand Sr. Vice President
Rodman W. Moorhead Il - Director

Michael A. Moses — Director

Steve Nathan - Vice President of Finance, Corporat€ontroller, and Treasurer
Paula A. Tallal - Director

Jeffrey D. Thomas - Director

B. Legal/Disciplinary History. Please identify whet any of the foregoing persons have, in thefiastyears, been
the subject of:

1. A conviction in a criminal proceeding or named aefendant in a pending criminal proceeding (exadlgd
traffic violations and other minor offenses);

None
2. The entry of an order, judgment, or decree, nossgbently reversed, suspended or vacated, by aafour
competent jurisdiction that permanently or tempitranjoined, barred, suspended or otherwise lidhgtach
person’s involvement in any type of business, sgesy commaodities, or banking activities;
None
3. Afinding or judgment by a court of competenigdiction (in a civil action), the Securities aBgchange
Commission, the Commodity Futures Trading CommigSio a state securities regulator of a violatibn o
federal or state securities or commodities law,ciwtiinding or judgment has not been reversed, sulgu
or vacated; or

None

4. The entry of an order by a self-regulatory oigation that permanently or temporarily barred sumsjed or
otherwise limited such person’s involvement in &ype of business or securities activities.

None
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C. Beneficial Shareholders. Provide a list ofrthene, address and shareholdings or the percertabares owned
by all persons beneficially owning more than terceet (10%) of any class of the issuer’'s equitysées. If
any of the beneficial shareholders are corporadestiolders, provide the name and address of tiseme)
owning or controlling such corporate shareholdarbthe resident agents of the corporate sharelmlder

Below is a list of Beneficial Owners as of DecemBgy 2015. This is most recent information thatvailable.

As of 12/31/2015 Shares Beneficially Owned (1)
Beneficial Owner Number Percent
Nantahala Capital Management, L

Daniel Mack 7,393,857 30%
100 First Stamford Place"Floor
Stamford, CT 06902

(1) This table is based upon information supplied by th shareholders. Applicable percentages are
based on 24,344,001 shares outstanding on Decem®gy 2015.

Section 9: Third Party Providers

Below is the name, address, and telephone number edich of the following outside providers that advis
the issuer on matters relating to operations, busiess development and disclosure

External Legal Counsel:

Wilson, Sonsini Goodrich & Rosati
650 Page Mill Road

Palo Alto, CA 94304
650.493.9300

Auditor :

Armanino LLP

12657 Alcosta Blvd.
Suite 500

San Ramon, CA 94583
925-790-2755

Investor Relations Consultant
No investor relations firm is currently engaged

- ______________________________________________________________________________________________________________________________________}
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Section 10: Issuer Certification

I, Robert C. Bowen certify that:

1. | have reviewed this annual disclosure statemggtientific Learning Corporation for the nine mtlas ended
September 30, 2016 and September 30, 2015;

2. Based on my knowledge, this disclosure statewh@es not contain any untrue statement of a mafadaor
omit to state a material fact necessary to makstditements made, in light of the circumstancesuwtiich
such statements were made, not misleading witreot$p the period covered by this disclosure stateprand
3. Based on my knowledge, the financial statememid,other financial information included or incorgted by
reference in this disclosure statement, fairly @néén all material respects the financial conditicesults of
operations and cash flows of the issuer as offamdhe periods presented in this disclosure statg.

November 08, 2016

/s/Robert C. Bowen

Chairman and Chief Executive Officer

I, Steve Nathan certify that:

1. | have reviewed this annual disclosure statemggtientific Learning Corporation for the nine mtlas ended
September 30, 2016 and September 30, 2015;

2. Based on my knowledge, this disclosure statewh@es not contain any untrue statement of a mafadaor
omit to state a material fact necessary to makstitements made, in light of the circumstanceguwthich
such statements were made, not misleading witreot$p the period covered by this disclosure stateprand
3. Based on my knowledge, the financial statememid,other financial information included or incorgted by
reference in this disclosure statement, fairly @néén all material respects the financial conditicesults of
operations and cash flows of the issuer as offamdhe periods presented in this disclosure statg.

November 08, 2016

/s/Steve Nathan

Vice President of Finance, Corporate Corgraind Treasurer

- ______________________________________________________________________________________________________________________________________}
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