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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements. We intend such forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). All statements other than statements of historical facts contained in this Annual Report on Form 10-K may be forward-looking statements. In some cases, you can identify forward-looking statements by terms such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “could,” “intends,” “targets,” “projects,” “contemplates,” “believes,” “estimates,” “forecasts,” “predicts,” “potential” or “continue” or the negative of these terms or other similar expressions. Forward-looking statements contained in this Annual Report on Form 10-K include, but are not limited to statements regarding our future results of operations and financial position, industry and business trends, stock compensation, business strategy, plans, market growth and our objectives for future operations.

The forward-looking statements in this Annual Report on Form 10-K are only predictions. We have based these forward-looking statements largely on our current expectations and projections about future events and financial trends that we believe may affect our business, financial condition and results of operations. Forward-looking statements involve known and unknown risks, uncertainties and other important factors that may cause our actual results, performance or achievements to be materially different from any future results, performance or achievements expressed or implied by the forward-looking statements, including, but not limited to, the important factors discussed in Part I, “Item 1A. Risk Factors” in this Annual Report on Form 10-K. The forward-looking statements in this Annual Report on Form 10-K are based upon information available to us as of the date of this Annual Report on Form 10-K, and while we believe such information forms a reasonable basis for such statements, such information may be limited or incomplete, and our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all potentially available relevant information. These statements are inherently uncertain and investors are cautioned not to unduly rely upon these statements.

You should read this Annual Report on Form 10-K and the documents that we reference in this Annual Report on Form 10-K and have filed as exhibits to this Annual Report on Form 10-K with the understanding that our actual future results, levels of activity, performance and achievements may be materially different from what we expect. We qualify all of our forward-looking statements by these cautionary statements. These forward-looking statements speak only as of the date of this Annual Report on Form 10-K. Except as required by applicable law, we do not plan to publicly update or revise any forward-looking statements contained in this Annual Report on Form 10-K, whether as a result of any new information, future events or otherwise.
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BASIS OF PRESENTATION

On August 28, 2017, we executed a reorganization of our corporate structure. Our original parent company was called Lulu’s Holdings, LLC. This entity was converted to Lulu’s Holdings, L.P. (the “LP”). We formed two new subsidiaries, Lulu’s Fashion Lounge Holdings, Inc. and Lulu’s Fashion Lounge Parent, LLC, to sit between the LP and our operating company. Our operating company, previously known as Lulu’s Fashion Lounge, Inc., was converted from a California corporation to a Delaware limited liability company, Lulu’s Fashion Lounge, LLC, an indirect wholly-owned subsidiary of Lulu’s Fashion Lounge Holdings, Inc. In connection with our initial public offering, the LP was liquidated. Unless otherwise indicated or the context otherwise requires, references in this Annual Report on Form 10-K to the terms “Lulus,” “we,” “us,” “our,” or the “Company” refer to Lulu’s Fashion Lounge Holdings, Inc. and its consolidated subsidiaries.

Our fiscal year is a “52-53 week” year ending on the Sunday closest in proximity to December 31, such that each quarterly period will be 13 weeks in length, except during a 53 week year when the fourth quarter will be 14 weeks. References herein to “fiscal 2022” and/or “2022” relate to the year ending January 1, 2023, “fiscal 2021” and/or “2021” relate to the year ended January 2, 2022 and “fiscal 2020” and/or “2020” relate to the year ended January 3, 2021. The years ended January 1, 2023 and January 2, 2022 were 52-week years. The year ended January 3, 2021 was a 53-week year.

Throughout this Annual Report on Form 10-K, we provide a number of key performance indicators used by management and typically used by our competitors in our industry. These and other key performance indicators are discussed in more detail in the section titled “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Key Operating and Financial Metrics.” In this Annual Report on Form 10-K, we also reference Adjusted EBITDA, which is a non-GAAP (accounting principles generally accepted in the United States of America) financial measure. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Non-GAAP Financial Measures” for a discussion of Adjusted EBITDA, as well as a reconciliation of net income (loss) to Adjusted EBITDA. Net income (loss) is the most directly comparable financial measure to Adjusted EBITDA required by, or presented in accordance, with GAAP.
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SUMMARY RISK FACTORS

Our business is subject to numerous risks and uncertainties, including those described in Part I, “Item 1A. Risk Factors” in this Annual Report on Form 10-K. You should carefully consider these risks and uncertainties when investing in our common stock. The principal risks and uncertainties affecting our business include the following:

· If we are not able to successfully maintain our desired merchandise assortment or manage our inventory effectively, we may be unable to attract a sufficient number of customers or sell sufficient quantities of our merchandise;

· Our success depends on our ability to anticipate, identify, measure, and respond quickly to new and rapidly changing fashion trends, customer preferences and demands, and other factors;

· We rely on consumer discretionary spending and may be adversely affected by economic downturns and other macroeconomic conditions or trends;

· The COVID-19 pandemic has had and may in the future have an adverse effect on our labor workforce availability, supply chain, business, financial condition, and results of operations in ways that remain unpredictable;

· We may be unable to maintain a high level of engagement with our customers and increase their spending with us, which could harm our business, financial condition, and results of operations;

· Our business depends on our ability to maintain a strong community around the Lulus brand with engaged customers and influencers.

· We rely on third parties to drive traffic to our platform;

· Use of social media, influencers, affiliate marketing, email, SMS, podcast advertisements, promotional partnerships and direct mail may adversely impact our brand and reputation or subject us to fines or other penalties;

· We operate in the highly competitive retail apparel industry;

· We may not accurately forecast income and appropriately plan our expenses;

· Our business is affected by seasonality, which could result in fluctuations in our results of operations;

· We may not be able to successfully implement our growth strategy;

· As we pursue our international growth strategy, we will become subject to international business uncertainties;

· Our ability to obtain merchandise on a timely basis at competitive prices could suffer as a result of any deterioration or change in our supplier relationships or events that adversely affect our suppliers or their ability to obtain financing for their operations;

· Merchandise returns could harm our business;

· System security risk issues, including any real or perceived failure to protect confidential or personal information against security breaches and disruption of our internal operations or information technology systems, could have a material adverse effect on our business, financial condition, and results of operations;

· We rely significantly on technology and systems to support our supply chain, payments, financial reporting and other key aspects of our business;
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· Our business relies heavily on email and other messaging services, and any restrictions on the sending of emails or messages or an inability to timely deliver such communications could materially adversely affect our business, financial condition and results of operations;

· Our business, including our costs and supply chain, is subject to risks associated with sourcing, manufacturing, and warehousing;

· We have three distribution facilities and several administrative offices and disruptions to the operations at these locations could have a material adverse effect on our business, financial condition, cash flows, and results of operations;

· We rely on third-party suppliers, manufacturers, distributors, and other suppliers, and they may not continue to produce products or provide services that are consistent with our standards or applicable regulatory requirements;

· Many of our third-party suppliers and manufacturers are based in China, which exposes us to risks inherent in doing business there;

· We rely upon independent third-party transportation providers for substantially all of our merchandise;

· We may be unable to protect our trademarks or other intellectual property rights;

· Unfavorable changes or failure by us to comply with evolving internet and e-commerce regulations could substantially harm our business and results of operations;

· If our suppliers fail to comply with applicable laws, including a failure to use acceptable labor practices, or if our suppliers suffer disruptions in their businesses, we could suffer adverse business consequences;

· U.S. import levels may increase and could harm our business;

· Changes in laws, including employment laws and laws related to our merchandise, could make conducting our business more expensive or otherwise cause us to change the way we do business;

· A failure to comply with current laws, rules and regulations or changes to such laws, rules and regulations and other legal uncertainties may adversely affect our business, financial performance, results of operations or business growth;

· We may require additional capital to support business growth and this capital might not be available or may be available only by diluting existing stockholders;

· We expect that our stock price will fluctuate significantly;

· Changes in accounting standards and subjective assumptions, estimates and judgments by management related to complex accounting matters could significantly affect our financial results or financial condition;

· There are claims made against us from time to time that can result in litigation that could distract management from our business activities and result in significant liability or damage to our brand; and

· We depend on our senior management personnel.
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PART I

Item 1. Business.

Our Business

Lulus is a customer-driven, digitally-native fashion brand primarily serving a large, diverse community of Millennial and Gen Z women, who typically meet us in their 20s and stay with us through their 30s and beyond. We focus relentlessly on giving our customers what they want. We do this by using data coupled with human insight to deliver a curated and continuously evolving broad assortment of on-trend, affordable luxury fashion for many of life’s moments. Our customer obsession sets the tone for everything we do, from our personalized online shopping experience to our exceptional customer service.

We are focused on building authentic personal relationships with our customers and offering them coveted products they cannot purchase elsewhere. We incorporate the pulse of the consumer by engaging with her where she is: across the web, on social media and across our platform, through reviews, feedback and one-on-one interactions with our Style Advisors, Fit Experts and Bridal Concierge. Customers express their love for our brand on social media and by word-of-mouth (both in-person and online).

A key differentiator of our business model from traditional fashion retail is our use of data to optimize almost all elements of our business. Nowhere is this more pronounced than in our product creation and curation cycle. Traditional merchandising approaches are risk and capital intensive, characterized by extended in-house design cycles, seasonal assortment decisions, deep buys, limited customer feedback, and high markdowns. Unlike traditional retailers, we leverage a “test, learn, and reorder” strategy to bring hundreds of new products to market every week; we test them in small batches, learn about customer demand and then quickly reorder winning products in higher volume to optimize profitability. This strategy allows us to rapidly convert new products into profitable sales on a consistent and repeatable basis while minimizing fashion and trend risk.

Why We Win

Customer-Driven Fashion Brand: Lulus is one of the first digitally-native fashion brands in the United States primarily serving Millennial and Gen Z women. We take pride in our ability to offer more luxurious fabrics and incorporate elevated stylistic details into our products relative to what is offered by other comparably-priced brands. Our obsessive focus on customer experience creates deep personal connections, which in turn rewards us with customer loyalty and word-of-mouth sharing of the brand.

Customer-Centric Experience: We are passionate about building a brand synonymous with exceptional customer service. We have effectively brought the boutique experience online, developing one-on-one relationships with our customers in order to learn and then address their individual needs. Our customers value Lulus for our personalized fit and styling assistance, which remains a top reason for customer contact when additional advice is required beyond that of our popular automated fit analyst tool. Further, we are able to offer standardized sizing across the Lulus assortment, simplifying the shopping experience and giving our customer confidence that she is selecting the best fit.

Leveraging Data to Best Serve our Customer: We have built a massive dataset which gives us strong insight into our customers. Millions of customers have interacted with us, leaving detailed reviews, interacting with our on-demand Style Advisors, Fit Experts, and Bridal Concierge, and completing checkout surveys. Across Facebook, Instagram, Pinterest, Snapchat, TikTok, Twitter and YouTube, our over 8.1 million followers engage with us through their comments, feedback, photographs, and support of our brand with their digital followers. In aggregate, this dataset gives us a deep understanding of our customers’ preferences.

Marketing and Engagement Strategy: We engage with our customer where she is, in authentic and personalized ways: through our website, mobile app, email, SMS, and on social media. This strategy helps drive brand awareness while fostering deep connections with our customers. Our authentic partnerships with brand ambassadors span the full spectrum of followership and engagement levels, from nano- and micro-influencers, to college ambassadors and celebrities, all of whom wear and genuinely love our brand.

Data-Driven Product Creation Strategy: Our innovative product creation strategy leverages the power of data and our “test, learn, and reorder” approach to bring new styles online almost every weekday. We are highly focused on optimization of inventory levels to meet customer demand and minimize markdowns. This efficient, data-driven process, coupled with human insight, allows us to respond to fashion trends with speed and precision while significantly reducing risk in our business.
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Marketing

Our marketing strategy leverages our strong visual brand presence to build awareness and drive engagement with our large, diverse community of loyal customers. We integrate the power of data across multiple channels to offer a singular brand voice that speaks to Millennial and Gen Z women. We meet the Lulus customer wherever she is, enabling her discovery of the brand and providing her numerous opportunities to interact with others in the Lulus community. Through this engagement with our customers, we strive to build personal connections that are authentic and durable. We attract and engage customers through a combination of owned, earned and paid media.

Upon attracting a new or existing customer to our website or mobile experience, we seek to maximize conversion through a variety of strategies:

· Brand Strength and Exclusivity: As a digitally-native fashion brand, we benefit from the ability to focus our resources, as well as our customers’ attention, primarily on the Lulus brand, without the distraction or complexity of managing and marketing a large multi-brand portfolio. As a result, we focus on offering the best possible assortment of Lulus products for our customers.

· Product Reviews: One of the most important aspects of our digital shopping experience is our extensive database of proprietary customer product reviews, which we first enabled in 2012 and now amounts to over one million reviews. Our website has the functionality to allow customers to upload their own product photos along with their reviews, which bring the products to life on a diverse array of body types.

· Boutique Styling Experience: We strive to offer exceptional customer service before, during, and after each purchase. We accomplish this by continuously improving the boutique experience on our platform through features such as our product recommendation engine and targeted messaging and with our in-house team of customer service associates who maintain deep expertise of our brand, products, and systems.

· Personalized and Optimized Shopping Experience: We customize and personalize our interactions with each Lulus customer by monitoring information such as how she arrives on our site, her on-site behavior, and what she buys. Our customer insights, predictive capabilities, product recommendations, and custom-built website work seamlessly together to offer each customer a personalized experience across web, mobile, our mobile app, email, and SMS.

These strategies work in unison to help drive order conversion. Whether she is browsing social media or providing feedback on a recent purchase, we engage with our customer across a multitude of touchpoints throughout the discovery and purchase journey.
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Our Growth Strategies

Due to the mass market appeal of our brand, we believe there is a significant opportunity to bring new customers into the Lulus community through increased brand awareness. We intend to grow awareness of the Lulus brand and attract new customers through the following strategies:

· Further investment in performance digital marketing strategies;

· Exploration and expansion of new marketing channels;

· Continued expansion of our brand ambassador program at all engagement tiers, including celebrity, micro- and nano-influencers, and college ambassadors to introduce Lulus to new audiences;

· Expansion of marketing programs that leverage word-of-mouth referral;

· Further development and testing of physical retail opportunities to expand on brand awareness, such as in-store partnerships with third-party retailers and small-format pop-ups and showrooms; and

· Continued development of brand partnerships, with a clear focus on brands with strong customer affinity and crossover potential. This includes collaborations with apparel brands and influencers, as well as adjacent category opportunities such as beauty, home, and lifestyle.

Enhance and Retain Existing Customer Relationships

We have a large and growing Lulus community and 3.2 million Active Customers as of January 1, 2023. We continue to leverage data-driven customer insights to develop strong customer relationships and become a one-stop shop for Gen Z and Millennial women. For example, we have had success leveraging data-driven insights across categories to offer personalized suggestions and reminders at targeted points in time, and we are focused on expanding these capabilities to provide enhanced real-time recommendations and post-purchase engagement. Additionally, we continually develop and evaluate new tools and programs designed to improve the key customer metrics that drive our business, such as frequency of purchase and Average Order Value (“AOV”) through the following strategies:

· Optimization of our website and mobile experience through continued A/B and multivariate testing;

· Improvement of customer segmentation and personalization features;

· Leveraging our expanded multi-region distribution facilities to offer faster order delivery and developing new shipping options;

· Development of our loyalty program, including through the launch of our revamped loyalty program in February 2022, to engender even deeper brand engagement, drive repeat purchase behavior and increase wallet share;

· Enhancement of our customer service through the expansion of our Style Advisors, Fit Experts, and Bridal Concierge dedicated to creating a truly personalized digital boutique experience;

· Continued development of our affordable luxury brand positioning and content; and

· Incorporating new technology that enhances our customers’ experience.

We have learned that enhancing our existing customers’ experience drives increased word-of-mouth (in-person and online) recommendations, which in turn helps grow brand awareness.
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Pursue Category Expansion

We believe there is tremendous potential to continue to drive growth in our underpenetrated categories. We have a significant opportunity to grow our share of total apparel budget with expansion into these underdeveloped areas. For example, our success in apparel beyond our core dress categories demonstrates our ability to successfully launch and grow share in new categories. Our deep and personal engagement with our customers through product reviews, exit surveys and social media feedback helps us understand the product categories they are most interested in shopping and will continue to inform the breadth and depth of the categories we offer.

Due to our customer data-driven product creation strategy, we have the ability to test new categories with minimal upfront investment and risk. New categories are opened with a controlled assortment of branded and partner products through which we learn to understand customer demand via our reorder algorithms. Our ability to leverage our existing categories to introduce and grow new ones has resulted in customer repeat orders with strong product diversification.

Pursue International Expansion

While we expect the majority of our near-term growth to continue to come from the United States, we believe that serving international customers represents a long-term growth opportunity. To date, we have shipped our merchandise to over 100 countries, while spending minimal dollars on marketing outside of the United States, demonstrating our global appeal and broader market opportunity. Our long-term strategy is to increase our focus on our platform and distribution process for international customers, allowing for a more optimized shopping experience, including more flexibility across languages and currencies. We believe that providing a localized shopping experience will significantly enhance our ability to serve customers in international markets.

Suppliers

We collaborate with a network of more than 300 suppliers, who serve as our design and manufacturing partners. These suppliers often give us priority access and exclusivity to designs, given the strong relationships we have built over the last two decades. We do not have any long-term commitments requiring us to purchase minimum volumes from any supplier. We take great effort to ensure that all suppliers share our commitment to quality and ethics, including through adherence to our Vendor and Supplier Code of Conduct.

Technology

The www.lulus.com website, mobile app, merchandising, customer, order, and warehouse management systems are proprietary, purpose-built solutions with the goal of delivering the best possible customer experience and operational efficiency. From payment card industry compliant checkout to the software running on handheld barcode scanners in order fulfillment, these key software processes are developed, maintained, and enhanced by our in-house engineering and data teams to meet and exceed our customers’ expectations in a scalable way. Data-driven insights are core to what we do at Lulus. Technology drives and supports our business in several foundational areas, like our merchandising test, learn and reorder model, our cost-efficient marketing, and high operational efficiency.

Our proprietary reorder system is informed and powered by our data warehouse with predictive data modeling and business intelligence. Sales analyses across hundreds of product attributes and assortment architecture and trend analyses inform our buyers’ selection of new styles. Customer demand and return signal data, product profitability, seasonality, and product demand prediction are taken into consideration to advise our reorder buyers which products to reorder, when those reorders should arrive, and in what quantities.

We combine purpose-built technology systems with customer focused engineering and data teams, to provide us with deep customer behavior insights. Integrating information from many available sources, from customer actions and feedback on the platforms to predictive analysis, continuously enhances our understanding of customer preference. This understanding allows us to activate personalization across our platform and in our various marketing channels.

We also use our technology to optimize our operational efficiency as e-commerce fulfillment and reverse logistics are critical to profitability. We have implemented, and will continue to implement, robotics and other automation to support various processes and increase efficiency within our distribution facilities. Our business model is characterized by high SKU velocity, low to no SKU affinity, quick order-to-to-ship requirements, short return-to-refund timelines, and fast inventory turnover. We have built our own proprietary, integrated e-commerce backend system to minimize cost and maximize customer satisfaction.
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We have built our software development and deployment cycles such that software changes can be deployed daily after being verified by fully automated testing, as well as by human functional testing. We work with reputable cloud services providers across multiple data centers, with fully redundant infrastructure within each data center, as well as with full failover capability between data centers, which allows us to serve our customers at virtually any time. Our infrastructure is flexible and scalable to provide our customers with the best possible shopping experience.

Security and Data Protection

We are committed to the security of our customers’ data and personal information. We aggregate and analyze data in order to optimize the customer experience internally, and do not monetize the information we collect by selling it to third parties for money for their own external purposes. We utilize both on-premise and cloud-based technologies and undertake technical and other administrative measures to ensure the protection of our systems and customer data. We use various in-house and third-party tools to support our security policies and procedures including user access controls, server monitoring, (web) firewalls, security content policies, and data encryption. We also use external certified security partners to test for vulnerabilities in our software and infrastructure, and assist in our security practices, which are designed to comply with the Payment Card Industry Data Security Standard. Finally, we have implemented processes and procedures to allow customers to review and remove their non-transactional account data and to opt out of the sharing or selling of their personal information.

Competition

The women’s apparel, footwear, and accessories industry is large, fragmented, highly competitive and rapidly evolving. The industry consists of various brands and retailers that employ several different operating models at varying price points, and consumers have the option to shop both offline and online. Our competition includes traditional brands and retailers who market to consumers via offline and online channels. Our competition also includes e-commerce retailers that generally operate as online department stores for third-party and/or private label brands. Further, we may face new competitors and increased competition from existing competitors as we increase our brand awareness, expand our categories, and pursue international expansion.

Competition in our industry is based on, among other things, quality, concept, price, breadth, and style of merchandise, as well as customer service, brand image, brand quality, strength of brand relationships, and ability to anticipate, identify, and respond to new and changing fashion trends. Because we are an early mover in our category, we believe we have a significant head start on becoming the go-to brand for Millennial and Gen Z consumers. As one of the first digitally-native brands, Lulus is well-positioned to capitalize on our deep digital footprint, social media infrastructure, loyal and active customer community, and product creation model. As a vertically integrated business, we retain full control of critical aspects of our business including brand, product, marketing, distribution, and customer service. Our long operating history means that we have collected a valuable dataset over the last decade while refining an efficient, scalable business model.

Seasonality

We experience moderate seasonal fluctuations in aggregate sales volume during the year. Seasonality in our business does not follow that of traditional retailers, such as a typical concentration of revenue in the holiday quarter. Historically, our net revenue is highest in our second and third fiscal quarters compared to the rest of the year due to higher demand for special event dresses and spring and summer fashion. The seasonality of our business has resulted in variability in our total net revenue quarter-to-quarter. We believe that this seasonality has affected and will continue to affect our results of operations. We recognized 25%, 30%, 24% and 21% of our annual net revenue during the first, second, third and fourth quarters of 2022, respectively.

Trademarks and Intellectual Property

Our trademarks, including LULUS® and [image: ]®, are registered with the United States Patent and Trademark Office. We also own the registrations for LULU’S®, LOVELULUS®, and COVETED CURATED COLLECTED®. We own the domain name www.lulus.com. We believe the Lulus® trademark has significant value in the marketing of our merchandise. We have registrations in Canada, the European Union (the “EU”), the United Kingdom, Australia, Mexico, China, and several other countries, as well as additional pending international applications. We vigorously protect our intellectual property rights.
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Regulation and Legislation

We are subject to labor and employment laws, laws governing advertising and promotions, privacy laws, safety regulations, customer protection regulations and other laws that regulate retailers and govern the promotion and sale of merchandise and warehouse facilities. We monitor changes in these laws and believe that we are in material compliance with applicable laws.

We are also subject to a number of domestic and foreign laws and regulations that affect companies conducting business on the internet, many of which are still evolving and could be interpreted in ways that could harm our business. These laws and regulations include federal and state consumer protection laws and regulations, which address, among other things, the privacy and security of consumer information, sending of commercial email, and unfair and deceptive trade practices.

Under applicable federal and state laws and regulations addressing privacy and data security, we must provide notice to consumers of our policies with respect to the collection and use of personal information, our sharing of personal information with third parties, and notice of any changes to our data handling practices. In some instances, we may be obligated to give customers the right to prevent sharing or selling of their personal information with third parties. Under applicable federal and state laws, we also are required to adhere to a number of requirements when sending commercial email to consumers, including identifying advertising and promotional emails as such, ensuring that subject lines are not deceptive, giving consumers an opportunity to opt-out of further communications and clearly disclosing our name and physical address in each commercial email. Regulation of privacy and data security matters is an evolving area, with new laws and regulations enacted frequently. For example, California enacted the California Consumer Privacy Act (“CCPA”) which has been significantly amended and expanded by the California Privacy Rights Act (“CPRA”) and which, among other things, requires certain disclosures to California consumers, and affords such consumers new abilities to opt out of certain sales and sharing of personal information, including with regard to targeted advertising activities. Additionally, Colorado, Connecticut, Virginia, and Utah have all enacted data privacy legislation and other states are following suit. In addition, under applicable federal and state unfair competition laws, including the California Consumer Legal Remedies Act and Federal Trade Commission (“FTC”) regulations, we must, and our network of influencers may be required to, accurately identify product offerings, not make misleading claims on our websites or in advertising, and use qualifying disclosures where and when appropriate. The growth and demand for e-commerce could result in more stringent domestic and foreign consumer protection laws that impose additional compliance burdens on companies that transact substantial business on the internet.

Our international business is subject to additional laws and regulations, including environmental laws and restrictions on imports from, exports to, and services provided to persons located in certain countries and territories, as well as foreign laws and regulations addressing topics such as advertising and marketing practices, customs duties and taxes, privacy, data protection, information security and consumer rights, any of which might apply by virtue of our sales in foreign countries and territories or our contacts with consumers in such foreign countries and territories. For example, the United States and China and the United States and Mexico, where certain of our products are manufactured, have recently engaged in an escalating trade war, which has led to each side threatening tariffs that could adversely affect our business and results of operations or cause us to relocate manufacturing to other countries and territories, which could disrupt our operations. In addition, the General Data Protection Regulation (“GDPR”), the UK General Data Protection Regulation (“UK GDPR”), the UK Data Protection Act 2018, and the Swiss Data Protection Act (“FADP”) impose stringent requirements regarding the collection, handling, use and transfer of personal data of individuals located in the European Economic Area (“EEA”) and provide for substantial penalties for noncompliance. These regulations impact the use of cookies, tracking technologies and other e-marketing efforts, and there has been significant recent European court and regulatory decisions in this area, including through privacy activists. More generally, many foreign jurisdictions have laws, regulations, or other requirements relating to privacy, data protection, and consumer protection, and countries and territories are adopting new legislation or other obligations with increasing frequency. Many of these laws may require disclosure to and consent from consumers for the use of data for various purposes, including marketing, which may reduce our ability to market our products. In addition, in December 2022, a provisional political agreement was reached between the European Parliament and the Council of the EU regarding deforestation-free supply chains. The resulting proposed regulation, once it is formally adopted, is expected to require that certain commodities including cattle, cocoa, coffee, oil palm, soya, wood, and rubber, and certain products derived therefrom, that are placed on the EU market, or exported from the EU market, no longer contribute to deforestation or forest degradation. This proposed EU regulation, of which draft text has been approved by the Permanent Representatives’ Committee (Interinstitutional File No. 2021/0366 (COD)), is expected at this time to contain requirements including due diligence and traceability obligations necessitating the linking of certain commodities and certain derived products to their place of production. We do not know of any existing environmental law, regulation nor condition that reasonably would be expected to have a material adverse effect on our business, capital expenditures, or operating results. However, future changes to environmental laws or regulations may impact our operations and could result in increased costs.
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In many jurisdictions, there is great uncertainty whether or how existing laws governing issues such as property ownership, sales and other taxes, libel and personal privacy apply to the internet and e-commerce. New legislation or regulation, the application of laws and regulations from jurisdictions whose laws do not currently apply to our business or the application of existing laws and regulations to the internet and e-commerce could result in significant additional obligations on our business or may necessitate changes to our business practices. These obligations or required changes could have an adverse effect on our cash flows and results of operations. Further, any actual or alleged failure to comply with any of these laws or regulations by us, our suppliers or our network of influencers could hurt our reputation, brand and business, force us to incur significant expenses in defending against proceedings or investigations, distract our management, increase our costs of doing business, result in a loss of customers and suppliers and may result in the imposition of monetary penalties. See “Risk Factors—Risks Related to Our Business and Industry— A failure to comply with current laws, rules and regulations, or changes to such laws, may adversely affect our business, financial performance, results of operations, or business growth.”

Environmental, Social, and Governance (ESG)

At Lulus, we believe in being responsible business stewards and strive to understand the impact that our business has on our employees, customers, and the planet. We will look for opportunities to play a constructive role in addressing the environmental, social, and governance (“ESG”) challenges of the fashion industry while working towards creating long-term value for our Company and our stakeholders.

Governance. Lulus’ ESG efforts are overseen by our Board of Directors through our Nominating and Corporate Governance Committee. Our Executive Chairman and General Counsel work with internal stakeholders, including a cross-functional ESG Steering Committee, as well as with outside specialists, to set and implement the Company’s ESG strategy. Our ESG strategy and initiatives are discussed regularly at the Board level.

Approach. In 2022, we engaged a third-party ESG consultant to conduct a materiality assessment. Working with internal and external stakeholders, this process helped us to identify the priority material topics that our stakeholders care about. As part of our developing strategy, we plan to formalize a framework for our efforts and reporting around these topics and look forward to sharing our continued progress on ESG matters. We also engaged a third-party greenhouse gas (“GHG”) consulting firm to assess our 2021 Scope 1 and 2 GHG emissions and will be working with the same firm to assess our 2022 Scope 1 and 2 GHG emissions. This will enable us to set a baseline for our GHG Scope 1 and 2 emissions and create a plan for improvement. Laying the groundwork for a greater oversight of our suppliers and supporting the health and wellbeing of all the people who make our products, we formalized our Vendor and Supplier Code of Conduct which sets forth our expectations for working conditions in all factories producing Lulus products. We make available our Vendor and Supplier Code of Conduct free of charge through our investor relations website, which is located at https://investors.lulus.com. We also held a Vendor Summit on social aspects of the supply chain and began providing training to our vendors on responsible sourcing and production practices. We have engaged an outside supply chain risk management and audit company to evaluate our supply chain risks and develop an oversight and auditing program, which we will be starting in 2023.

Recent Developments

Leadership Changes

On November 11, 2022, our Board of Directors approved a leadership succession plan (“Succession Plan”) that took effect on March 6, 2023 (the "Effective Date"). Specifically, Crystal Landsem, former Co-President and Chief Financial Officer, became Chief Executive Officer as of the Effective Date. David McCreight, former Chief Executive Officer, became Executive Chairman as of the Effective Date and succeeded Evan Karp as Chairman of the Board of Directors. Mr. Karp will continue his service as a director on the Board of Directors. Mark Vos, former Co-President and Chief Information Officer, received a title change to President and Chief Information Officer and reports to the Executive Chairman as of the Effective Date. On March 5, 2023, Lulus entered into a new employment agreement with Ms. Landsem, reflecting her new role as Chief Executive Officer, which became effective on the Effective Date. On November 11, 2022, Lulus entered into a new employment agreement with Mr. McCreight, reflecting his new role as Executive Chairman, which became effective on the Effective Date. On March 5, 2023, Lulus entered into an amendment to the employment agreement with Mr. Vos reflecting the updates described above which became effective on the Effective Date.
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On March 6, 2023, the Board of Directors appointed Tiffany R. Smith as the new Chief Financial Officer, as of the Effective Date. On March 8, 2023, Lulus entered into an employment agreement with Ms. Smith, reflecting her role as Chief Financial Officer, which became effective on the Effective Date.

Human Capital Resources

Employees and Demographics. Our employees, also known as the “LuCrew” are integral to the success of the Company, and we strive to prioritize our employees’ development, growth, and wellbeing. As of January 1, 2023, we had 805 full-time and part-time employees. We use contingent labor in varying levels throughout the year to augment our workforce. None of our employees are represented by a labor union, and we have had no labor-related work stoppages. We believe that we have good relationships with our employees.

	As of January 1, 2023:
	
	
	
	
	
	
	
	
	

	Gender
	
	Board of Directors
	Leadership (1)
	
	
	All Employees

	Female
	
	44.4
	%
	
	50.0
	%
	65.6
	%

	Male
	55.6 %
	
	50.0 %
	33.7 %

	Non-Binary
	- %
	
	- %
	0.7 %

	
	
	
	
	
	
	
	
	
	

	Age
	
	
	
	
	
	
	
	

	Gen Z & Millennial (2)
	22.2 %
	
	60.7 %
	79.4 %

	All Other
	77.8 %
	
	39.3 %
	20.6 %

	
	
	
	
	
	
	
	
	
	

	Race / Ethnicity
	
	
	
	
	
	
	
	

	Native American or Alaska Native
	- %
	
	- %
	0.5 %

	Asian
	33.3 %
	
	10.7 %
	6.7 %

	Black or African American
	- %
	
	- %
	5.8 %

	Hispanic or Latinx
	- %
	
	14.3 %
	41.0 %

	Native Hawaiian or Pacific Islander
	- %
	
	- %
	0.4 %

	Two or More Races or Ethnicities (3)
	11.1 %
	
	7.1 %
	4.2 %

	White
	55.6 %
	
	67.9 %
	41.4 %



(1) Leadership includes all employees at the director level or higher.

(2) Gen Z & Millennials includes individuals forty-one years of age or younger.

(3) Individuals who identify as two or more races are included in “Two or More Races or Ethnicities” and excluded from other categories.

Company Culture and Values. We are proud of our strong culture, which is embodied by our diverse workforce. Our culture is defined by our core values: “All Voices, All In, Always Evolving.”

· “All Voices” means every voice, at every level, is valued and encouraged. We are a team made up of individuals, and diversity and self-expression are welcome. We treat each other with respect. We listen actively and are open and honest with each other.

· “All In” means we are “all in” on ensuring the best possible customer experience, from placing the order to opening the package upon delivery, and every interaction along the way. We pitch in to support our team members and get the job done.

· “Always Evolving” means we are digital natives, changing and evolving along with our customers and technology. We are never satisfied with the status quo. We constantly seek to improve ourselves, our product, and our Company. We take pride in the growth of our teams, promoting top performers and infusing our Company with new and fresh ideas from outside hires. We strive to embody these core values in our connections with our customers as well as our employees.

We strive to embody these core values in our connections with our customers as well as our employees. Our core values form an integral part of our employee experience and expectations. Employees are introduced to these core values during orientation, and they
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are a component of employees’ performance evaluation. We also honor “Core Values Champions” in our monthly company newsletter and in our “All Voices” meetings, which are open to the entire Company.

Diversity and Inclusion. In support of diversity and inclusion, we are committed to a program of Belonging, Dignity, Justice and Joy (BDJJ) and strive to incorporate these concepts into all that we do. This program, backed by strong leadership support, has the goal of fostering an environment where everyone feels honored and respected when they are being their authentic self. We also recognize that representation is important, but not enough—we transcend a commitment to diversity with a commitment to anti-racism. During 2022, Lulus continued to develop our BDJJ program with ongoing BDJJ learning sessions offered to all employees; BDJJ task forces; a BDJJ focus in our monthly newsletter; and a renewed dedication to our Affinity Groups. These Affinity Groups create opportunities for employees to share their diverse perspectives and connect with each other on a deeper level and are intended to foster a culture that is open, inclusive and respectful. They have also contributed to greater understanding Companywide of different perspectives, with celebrations and learning experiences open to the entire Company, such as a Black History Month Lunch & Learn, AAPI Employee Panel Discussion and Lunch, Hispanic Heritage Month Panel Discussion, LGBTQIA+ Pride Month Celebrations (including a popular costume contest), and an Intergenerational Poverty Group Food Drive. The Affinity Groups also helped Lulus identify nonprofits to support, including The Trevor Project, The Asian American Foundation, The Loveland Foundation, Puerto Rico Rise Up, and the Hispanic Access Foundation. We recognize Juneteenth as a Company holiday and offered a special Juneteenth learning session to understand the significance of the celebration. Lulus is also dedicated to increasing opportunities for women and girls, particularly in fields such as technology where they are underrepresented. In August 2022 we partnered with Girls Who Code to support their summer technology program for girls in high school. This work with Girls Who Code, a program aimed at closing the gender gap in technology and in which over half of the participants come from historically underrepresented or marginalized groups, is only a recent addition to Lulus’ long history of supporting organizations that empower women and girls.

Leadership and Development. Central to our “Always Evolving” core value is a dedication to developing our LuCrew members by providing them with skills and development opportunities. We have a dedicated Manager of Culture and Learning, and new in 2022, a Talent Engagement and Development Specialist, both of whom are dedicated to employee learning and development, including our BDJJ program. Our Leadership Advisory Committee contributes to the prioritization and planning of new internal development strategies and training opportunities for the LuCrew. In 2022 we formalized LuCrew Leadership Competencies and developed more than ten leadership development courses to build proficiency in those Leadership Competencies. We also offer a targeted leadership fundamentals training series for our new and emerging leaders. Further, we work to celebrate our leaders, with annual leadership awards (both peer and executive nominated).

Compensation and Benefits. Our compensation and benefits are designed to enable us to attract, motivate, and retain qualified and dedicated talent. We regularly evaluate wages and salary bands to be competitive with the market. We also offer competitive employee benefits including life and health insurance (medical, dental, and vision), paid time off, paid sick leave, and 401(k) plan with Company match. In 2022 we implemented an Employee Stock Purchase Program, and in 2023 we implemented paid parental leave and doubled the paid time off offered to entry level employees. We recognize employee birthdays and milestone anniversaries both in our newsletter and with individual gifts. Almost all of our corporate and customer service employees have the option of working remotely or on a hybrid basis, and our offices are pet-friendly.

Health and Safety. The health and safety of our employees is core to our Lulus values. Each of our Distribution Centers has a safety team and safety captains dedicated to maintaining a safe workplace. Throughout the COVID-19 pandemic we have taken proactive and precautionary steps to protect the health and safety of our employees, including protocols regarding social distancing and face coverings, symptom screenings, and enhanced cleanings. We also encouraged our employees to obtain COVID-19 vaccinations once they became available. In addition, during 2022, we continued to offer paid COVID-19 leave for absences related to COVID-19. We provide several channels for employees to make suggestions or report concerns related to health and safety. In support of our employees’ mental health, we have an Employee Assistance Program that provides all employees up to three visits per year with a licensed professional counselor. We also highlighted mental health resources for Mental Health Awareness month and provided trainings on emotional intelligence.
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Available Information

Our investor relations website is investors.lulus.com. In addition to the information about us contained in this Annual Report on Form 10-K, information about us can be found on our website. Our website and information included in or linked to our website are not part of this Annual Report on Form 10-K. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, are available free of charge through our website as soon as reasonably practicable after they are electronically filed with or furnished to the SEC. Additionally the SEC maintains an internet site that contains reports, proxy and information statements and other information. The address of the SEC’s website is www.sec.gov.

Item 1A. Risk Factors.

Our operations and financial results are subject to various risks and uncertainties including these described below. You should carefully consider the risks and uncertainties described below, together with the other information contained in this Annual Report on Form 10-K, including our consolidated financial statements and related notes. The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties not presently known to us, or that we currently deem immaterial, may also become important factors that adversely affect our business. If any of the following risks or others not specified below materialize, our business, financial condition, results of operations and liquidity could be materially and adversely affected. In that case, the market price of our common stock could decline, and you may lose all or part of your investment. See “Forward-Looking Statements.”

Risks Related to Our Business

Our business depends on our ability to maintain a strong community around the Lulus brand with engaged customers and influencers. We may not be able to maintain and enhance our existing brand community if we receive customer complaints, negative publicity or otherwise fail to live up to consumers’ expectations, which could materially adversely affect our business, financial condition, and results of operations.

We believe that maintaining our brand image, particularly with our core target customers, is important to maintaining and expanding our customer base and sales. Maintaining and enhancing our brand image may require us to make additional investments in areas such as merchandising, marketing, online operations, online displays and other promotions, and employee training. These investments may be substantial and may not ultimately be successful. If we are unable to maintain or enhance our brand image, brand awareness, and reputation, our business, financial condition, and results of operations may be materially and adversely affected.

Our ability to identify new styles and maintain and enhance our existing brand is critical to retaining and expanding our base of customers. A significant portion of our customers’ experience depends on third parties outside of our control, including suppliers and logistics providers such as UPS and the U.S. Postal Service. If these third parties do not meet our or our customers’ expectations or if they increase their rates, our business may suffer irreparable damage or our costs may increase. In addition, maintaining and enhancing relationships with third-party brands may require us to make substantial investments, and these investments may not be successful. Also, if we fail to promote and maintain our brand, or if we incur excessive expenses in this effort, our business, financial condition, and results of operations may be materially adversely affected. We anticipate that, as our market becomes increasingly competitive, maintaining, and enhancing our brand may become increasingly difficult and expensive.

Customer complaints or negative publicity about our website or mobile app, products, merchandise quality, product delivery times, customer data handling and security practices or customer support, especially on social media, blogs, and in reviews, could rapidly and severely diminish consumer use of our website or mobile app and customer and supplier confidence in us, and result in harm to our brand. We believe that much of the growth in our customer base to date has originated from word-of-mouth, including social media and our influencer-driven marketing strategy. If we are not able to develop and maintain positive relationships with our network of influencers or our online customer community, our ability to promote and maintain or enhance awareness of Lulus and leverage social media platforms to drive visits to www.lulus.com or our mobile app may be adversely affected.
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The COVID-19 pandemic has had and may in the future have an adverse effect on our labor workforce availability, supply chain, business, financial condition, and results of operations in ways that remain unpredictable.

While there continues to be uncertainty related to the COVID-19 pandemic, we believe the significant impact of the pandemic on the demand for our product, related to social distancing mandates, lockdowns, cancelled social events and travel, has largely subsided. However, we are still susceptible to broader COVID-19 risks globally, especially in relation to our supply chain. We continue to take actions to anticipate changes in the business environment and supply chain pressures, including placing orders earlier than pre-pandemic times, leveraging our “test, learn and reorder” approach to test small order quantities and then graduate successful styles to our re-order algorithms and diversifying our supply chain network to mitigate rising costs and service delays. We have modified our business practices in response to the COVID-19 pandemic and plan to continue to take proactive measures.

The COVID-19 outbreak has the potential to cause a disruption in our supply chain and may adversely impact economic conditions in North America, Europe, China, and elsewhere. These and other disruptions, as well as poor economic conditions generally, may lead to a decline in our sales and operating results. In addition, the continuation of the COVID-19 pandemic may adversely affect the economies and financial markets of many countries and could result in a sustained reduction in the demand for our products, delayed or cancelled orders by customers, or unanticipated inventory accumulation or shortages. A decline in the sales and operating results of our products could in turn materially and adversely affect our ability to pursue our growth strategy. Each of these results would reduce our future sales and profit margins, which in turn could materially and adversely affect our business, financial condition, and results of operations.

We are unable to accurately predict the ultimate impact on our operations that the COVID-19 pandemic will continue to have on our operations going forward due to uncertainties that will be dictated by the length of time that such disruptions continue, which will, in turn, depend on among other factors, the currently unknowable duration, trajectory, and severity of the COVID-19 pandemic, including with respect to variants, the impact of governmental regulations that might be imposed in response to the COVID-19 pandemic, the distribution, uptake, efficiency and efficacy of vaccination programs and other treatments, and overall changes in consumer behavior.

Economic conditions resulting from the continuation or future outbreaks of the COVID-19 pandemic, which may have an adverse impact on discretionary consumer spending, could also impact our business. A reduction in consumer spending or disposable income could affect us more significantly than companies in other industries and companies with a more diversified product offering due in part to the fact that the discretionary retail items and specialty retail products we sell are discretionary purchases for consumers. In the past, governments have taken unprecedented actions in an attempt to address and rectify these extreme market and economic conditions by providing liquidity and stability to financial markets. If these actions are not successful, the return of adverse economic conditions could have a negative effect on our business, financial condition, and results of operations.

Our efforts to acquire or retain customers may not be successful, which could prevent us from maintaining or increasing our sales.

Our success depends on our ability to acquire customers in a cost-effective manner. In order to expand our customer base, we must appeal to and acquire customers who have historically used other means of commerce in shopping for apparel and may prefer alternatives to our offerings, such as traditional brick-and-mortar retailers and the websites and mobile apps of our competitors. We have made significant investments related to customer acquisition and expect to continue to spend significant amounts to acquire additional customers. For example, we engage in social media marketing campaigns and maintain relationships with thousands of social media and celebrity influencers. Such campaigns can be expensive and may not result in cost-effective acquisition of customers. We cannot assure that the benefit of acquiring new customers will exceed the cost. If we fail to deliver a quality shopping experience, or if consumers do not perceive the products we offer to be of high value and quality, we may not be able to acquire new customers. If we are unable to acquire or retain customers who purchase products in numbers sufficient to grow our business, we may not be able to generate the scale necessary to drive beneficial network effects with our suppliers, our net revenue may decrease, and our business, financial condition, and results of operations may be materially adversely affected.

We also seek to engage with our customers and build awareness of our brands through sponsoring unique events and experiences, such as in-person influencer events or pop-ups, which are experiences we create for our customers and influencers. We anticipate that our marketing initiatives may become increasingly expensive as competition increases and generating a meaningful return on those initiatives may be difficult. If our marketing efforts are not successful in promoting awareness of our brands and products, driving customer engagement or attracting new customers, or if we are not able to effectively manage our marketing expenses, our business, financial condition, and results of operations will be adversely affected.
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We obtain a significant amount of traffic via social networking platforms or other online channels used by our current and prospective customers. As e-commerce and social networking platforms continue to rapidly evolve, we must continue to maintain and establish relationships with these channels and may be unable to develop or maintain these relationships on acceptable terms. We also acquire and retain customers through paid search/product listing ads, paid social, retargeting, affiliate marketing, and personalized email and direct mail marketing. If we are unable to cost-effectively drive traffic to our website or mobile app, our ability to acquire new customers and our financial condition would suffer.

We may be unable to maintain a high level of engagement with our customers and increase their spending with us, which could harm our business, financial condition, cash flows, or results of operations.

A high proportion of our net revenue comes from repeat purchases by existing customers, especially those existing customers who are highly engaged and purchase a significant amount of merchandise from us. If existing customers no longer find our merchandise appealing, they may make fewer purchases and may stop shopping with us. Even if our existing customers find our merchandise appealing, if customer buying preferences change, they may decide to purchase less merchandise over time. Additionally, if customers who purchase a significant amount of merchandise from us were to make fewer purchases or stop shopping with us, then our sales may decline. A decrease in the number of our customers or a decrease in their spending on the merchandise we offer could negatively impact our business, financial condition, cash flows, and results of operations. Further, we believe that our future success will depend in part on our ability to increase sales to our existing customers over time and, if we are unable to do so, our business may suffer.

Our success depends on our ability to anticipate, identify, measure, and respond quickly to new and rapidly changing fashion trends, customer preferences and demands and other factors.

Our core market of apparel, footwear, and accessories for women is subject to new and rapidly changing fashion trends, constantly evolving consumer preferences and demands, and a modest brand loyalty. Accordingly, our success is dependent on our ability to anticipate, identify, measure and respond to the latest fashion trends and customer demands, and to translate such trends and demands into appropriate, desirable product offerings in a timely manner. A select team of our employees is primarily responsible for performing this analysis and making initial product decisions, and they rely on feedback on fashion trends from a variety of sources, which may not accurately predict evolving fashion trends. Our failure to anticipate, identify or react swiftly and appropriately to new and changing styles, trends or desired customer preferences or to accurately anticipate and forecast demand for certain product offerings is likely to lead to lower demand for our merchandise, which could cause, among other things, sales declines, excess inventories, a greater number of markdowns and lower margins. Further, if we are not able to anticipate, identify and respond to changing fashion trends and customer preferences, we may lose customers and market share to our competitors who are able to better anticipate, identify and respond to such trends and preferences. In addition, because our success depends on our brand image, our business could be materially adversely affected if new product offerings are not accepted by our customers. We cannot assure investors that our new product offerings will be met with the same level of acceptance as our past product offerings or that we will be able to adequately respond to fashion trends or the preferences of our customers in a timely manner or at all. If we do not accurately anticipate, identify, forecast, or analyze fashion trends and sales levels, it could have a material adverse effect on our business, financial condition, cash flows, and results of operations.

We rely on third parties to drive traffic to our platform, which could negatively affect our business, financial condition, cash flows, and results of operations.

Our success depends on our ability to attract customers cost effectively. With respect to our marketing channels, we rely heavily on relationships with providers of online services, search engines, social media, directories, and other websites and e-commerce businesses to provide content, advertising banners, and other links that direct customers to our websites. We rely on these relationships to provide significant traffic to our website. In particular, we rely on digital platforms, such as Google and Facebook, as important marketing channels. Digital channels change their algorithms periodically, and our rankings in organic searches and visibility in social media feeds may be adversely affected by those changes, as has occurred from time to time, requiring us to increase our spending on paid marketing to offset the loss in traffic. Search engine companies may also determine that we are not in compliance with their guidelines and consequently penalize us in their algorithms as a result. Even with an increase in marketing spend to offset any loss in search engine optimization traffic as a result of algorithm changes, the recovery period in organic traffic may span multiple quarters or years. If digital platforms change or penalize us with their algorithms, terms of service, display and featuring of search results, or if competition increases for advertisements, we may be unable to cost-effectively attract customers.
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Our relationships with digital platforms are not covered by long-term contractual agreements and do not require any specific performance commitments. In addition, many of the platforms and agencies with whom we have advertising arrangements provide advertising services to other companies, including retailers with whom we compete. As competition for online advertising has increased, the cost for some of these services has also increased. A significant increase in the cost of the marketing providers upon which we rely could adversely impact our ability to attract customers cost effectively and harm our business, financial condition, results of operations, and prospects.

Lastly, in response to changes in advertising and consumer privacy requirements, our advertising partners may change the types of information we can use for targeted advertising, and this could affect our ability to advertise effectively and efficiently.

Certain of our key operating metrics are subject to inherent challenges in measurement and real or perceived inaccuracies in such metrics may harm our reputation and negatively affect our business.

We track certain key operating metrics using internal data analytics tools, which have certain limitations. In addition, we rely on data received from third parties, including third-party platforms, to track certain performance indicators. Data from both such sources may include information relating to fraudulent accounts and interactions with our sites or the social media accounts of our influencers (including as a result of the use of bots or other automated or manual mechanisms to generate false impressions that are delivered through our sites or their accounts). We have only limited abilities to verify data from our sites or third parties and perpetrators of fraudulent impressions may change their tactics and may become more sophisticated, which would make it still more difficult to detect such activity.

Our methodologies for tracking metrics may also change over time, which could result in changes to the metrics we report. If we undercount or overcount performance due to the internal data analytics tools we use or issues with the data received from third parties, or if our internal data analytics tools contain algorithmic or other technical errors, the data we report may not be accurate or comparable with prior periods.

In addition, limitations, changes or errors with respect to how we measure data may affect our understanding of certain details of our business, which could affect our longer-term strategies. If our performance metrics are not accurate representations of the reach or monetization of our brand, if we discover material inaccuracies in our metrics or the data on which such metrics are based, or if we can no longer calculate any of our key performance metrics with a sufficient degree of accuracy and cannot find an adequate replacement for the metric, our business, financial condition and operating results could be adversely affected.

Use of social media, influencers, affiliate marketing, email, SMS, podcast advertisements, promotional partnerships and direct mail may adversely impact our brand and reputation or subject us to fines or other penalties.

We use social media including Facebook, Instagram, Pinterest, Snapchat, TikTok, Twitter and YouTube, as well as affiliate marketing, email, SMS, podcast advertisements, promotional partnerships and direct mail as part of our multi-channel approach to marketing, and we encourage our customers to use social media while shopping. We utilize various marketing-related contests and giveaways that are subject to applicable laws. We also maintain relationships with thousands of social media influencers, who serve as our brand ambassadors, and engage in sponsorship initiatives. Laws and regulations governing the use of these platforms and other digital marketing channels are rapidly evolving. It may become more difficult for us or our partners to comply with such laws, and future data privacy laws and regulations or industry standards may restrict or limit our ability to use some or all of the marketing strategies on which we currently rely. The failure by us, our employees or third parties acting at our direction to abide by applicable laws and regulations in the use of these platforms could adversely impact our reputation or subject us to fines or other penalties. In addition, our employees or third parties acting at our direction, including our large network of social media brand ambassadors, may knowingly or inadvertently make use of social media in ways that could lead to the loss or infringement of intellectual property, as well as the public disclosure of proprietary, confidential or sensitive personal information of our business, employees, customers, or others. Any such inappropriate use of social media tools could also cause business interruptions and reputational damage.

Customers value readily available information concerning retailers and their goods and services and often act on such information without further investigation and without regard to its accuracy. Information concerning us, whether accurate or not, may be posted on social media platforms at any time and may have a disproportionately adverse impact on our brand, reputation, or business. The harm may be immediate without affording us an opportunity for redress or correction and could have a material adverse effect on our business, financial condition, and results of operations.
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In addition, an increase in the use of social media for product promotion and marketing may cause an increase in the burden on us to monitor compliance of such materials, and increase the risk that such materials could contain problematic product or marketing claims in violation of applicable regulations. For example, in some cases, the FTC has sought enforcement action where an endorsement has failed to clearly and conspicuously disclose a financial relationship between an influencer and an advertiser.

Negative commentary regarding us, our products, or influencers and other third parties who are affiliated with us may also be posted on social media platforms and may have an adverse impact to our reputation or business. Influencers with whom we maintain relationships could engage in behavior or use their platforms to communicate directly with our customers in a manner that reflects poorly on our brand and may be attributed to us or otherwise adversely affect us. It is not possible to prevent such behavior, and the precautions we take to detect this activity may not be effective in all cases. Our target customers often value readily available information and often act on such information without further investigation and without regard to its accuracy. The harm may be immediate, without affording us an opportunity for redress or correction.

We have not historically used traditional advertising channels, and if we become unable to continue to connect with our target customer base, it could have a material adverse effect on our business, financial condition, and results of operations.

We utilize organic, content, affiliate marketing, email, SMS, direct mail, paid search, and social media marketing, along with newer channels such as podcast advertisements and promotional partnerships, to capture the interest of our customers and drive them to our platform. We historically have not used traditional advertising channels, such as newspapers, magazines, and television, which are used by some of our competitors. In the future, we expect to increase our use of social media, such as Facebook, Instagram, Pinterest, Snapchat, TikTok, Twitter and YouTube for marketing purposes. If our marketing efforts are not successful, there may be no immediately available or cost-effective alternative marketing channel for us to use to build or maintain brand awareness. As we execute our growth strategy, our ability to successfully integrate into our target customers’ communities or to expand into new markets will be dependent on our ability to connect with our target customers through marketing channels. Failure to successfully connect with our target customers in new and existing markets could have a material adverse effect on our business, financial condition, and results of operations.

Further, the social media platforms we rely on for marketing purposes are dependent on third party mobile operating systems that we do not control, such as iOS and Android, and any changes in such systems must be adapted to. These changes could adversely affect our ability to connect with our target customers, and our customer growth could be harmed and our business, financial condition and operating results may be materially and adversely affected.

We may not accurately forecast income and appropriately plan our expenses.

We base our current and future expense levels on our operating forecasts and estimates of future income. Income and results of operations are difficult to forecast because they generally depend on the volume and timing of the orders we receive, which are uncertain. Additionally, our business is affected by general economic and business conditions around the world. A softening in income, whether caused by changes in customer preferences or a weakening in global economies, may result in decreased net revenue levels, and we may be unable to adjust our spending in a timely manner to compensate for any unexpected shortfall in income. This inability could cause our (loss)/income after tax in a given quarter to be (higher)/lower than expected. We also will make certain assumptions when forecasting the amount of expense we expect related to our future share based payments, which includes the expected volatility of our share price, the expected life of share awards granted and the expected rate of share awards forfeitures. These assumptions are partly based on historical results. If actual results differ from our estimates, our net income in a given quarter may be lower than expected or our net loss in a given quarter may be higher than expected.

Our business depends on the transportation of a large number of products. Our ability to accurately forecast and plan expenses could be adversely impacted by limitations on fuel supplies or increases in fuel prices that result in higher costs of transportation and distribution of our products. Although we are able to update our forecasts and estimates based on current data and modify the pricing of our products accordingly, there is often a lag before such modified pricing is reflected in our operating results, and there is a limit to how much of any fuel price or other distribution cost increases we can pass onto our customers. Any such limits may adversely affect our results of operations.
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If we fail to provide high-quality customer support, it could have a material adverse effect on our business, financial condition, and results of operations.

Our ongoing customer support is important to the successful marketing and sale of our merchandise. Providing this support requires that our customer support personnel have fashion, retail, technical, and other knowledge and expertise, making it difficult for us to hire qualified personnel and scale our support operations. The demand on our customer support organization will increase as we expand our business and pursue new customers, and such increased support could require us to devote significant development services and support personnel, which could strain our team and infrastructure and reduce our profit margins. If we do not help our customers quickly resolve issues and provide effective ongoing customer support, our ability to sell additional merchandise to existing and future customers could suffer and our reputation would be harmed. If we are unable to hire and retain customer support personnel capable of consistently providing customer support at a high level, as demonstrated by their enthusiasm for our culture, understanding of our customers, and knowledge of the merchandise that we offer, our ability to expand our business may be impaired.

Our business is affected by seasonality, which could result in fluctuations in our results of operations.

We experience moderate fluctuations in aggregate sales volume during the year. Historically, our net revenue has been highest in our second and third fiscal quarters. The seasonality of our business has resulted in variability in our total net revenue quarter-to-quarter. In addition, our customers may change their order patterns and buying habits, including frequency of purchase and/or number of items per order. As a result, we may not be able to accurately predict our quarterly sales. Accordingly, our results of operations are likely to fluctuate significantly from period to period. This seasonality, along with other factors that are beyond our control, including general economic conditions, changes in consumer preferences, weather conditions, including the effects of climate change, the availability of import quotas, transportation disruptions and foreign currency exchange rate fluctuations, could adversely affect our business and cause our results of operations to fluctuate.

We are subject to payment-related risks that could increase our operating costs, expose us to fraud or theft, subject us to potential liability and potentially disrupt our business.

We accept payments online via credit and debit cards, Klarna, Afterpay, PayPal, Lulus gift cards, and Lulus online credit, which subject us to certain regulations and risk of fraud, and we may in the future offer new payment options to customers that would be subject to additional regulations and risks. We pay interchange and other fees in connection with credit card payments, which may increase over time and adversely affect our results of operations. While we use third parties to process credit and debit card payments, we are subject to payment card association operating rules and certification requirements, including the Payment Card Industry Data Security Standard and rules governing electronic funds transfers. If we fail to comply with applicable rules and regulations or experience a security breach involving payment card information, we may be subject to fines, assessments and/or higher transaction fees and may lose our ability to accept online payments or other payment card transactions. If any of these events were to occur, our business, financial condition, and results of operations could be adversely affected.

Our cash could be adversely affected if the financial institutions in which we hold our cash fail.

The Company maintains domestic cash deposits in Federal Deposit Insurance Corporation (“FDIC”) insured banks. The domestic bank deposit balances may exceed the FDIC insurance limits. These balances could be impacted if one or more of the financial institutions in which we deposit monies fails or is subject to other adverse conditions in the financial or credit markets.

We may incur significant losses from customer and or credit card fraud.

We have in the past incurred and may in the future incur losses from various types of fraud, including stolen credit card numbers, claims that a customer did not authorize a purchase, merchant fraud, and customers who have closed bank accounts or have insufficient funds in open bank accounts to satisfy payments, and any such losses may be significant. In addition to the direct costs of such losses, if the fraud is related to credit card transactions and becomes excessive, it could potentially result in us paying higher fees or losing the right to accept credit cards for payment. In addition, under current credit card practices, we are liable for fraudulent credit card transactions because we do not obtain a cardholder’s signature. Our failure to adequately prevent fraudulent transactions could damage our reputation, result in litigation or regulatory action and lead to expenses that could substantially impact our results of operations.
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Risks Related to Our Growth

The estimates of market opportunity and forecasts of market growth included in this Annual Report on Form 10-K may prove to be inaccurate, and even if the markets in which we compete achieve the forecasted growth, our business may not grow at similar rates, or at all.

Market opportunity estimates and growth forecasts included in this Annual Report on Form 10-K are subject to significant uncertainty and are based on assumptions and estimates which may not prove to be accurate. The estimates and forecasts included in this Annual Report on Form 10-K relating to size and expected growth of our target market may prove to be inaccurate. Even if the markets in which we compete meet the size estimates and growth forecasts included in this Annual Report on Form 10-K, our business may not grow at similar rates, or at all. Our growth is subject to many factors, including our success in implementing our business strategy, which is subject to many risks and uncertainties.

Our past results may not be indicative of future results.

Although our net revenue and profitability have historically grown rapidly prior to and immediately following the impact of the COVID-19 pandemic in the United States in 2020, this should not be considered as indicative of our future performance. We operate in a rapidly evolving industry that may not develop in a manner favorable to our business. You should consider our business and prospects in light of the risks and challenges we may encounter.

Our future success will depend in large part upon our ability to, among other things:

· cost-effectively acquire new customers and engage with and retain existing customers;

· overcome the impacts of the ongoing COVID-19 pandemic;

· adequately and effectively staff our distribution facilities;

· manage our inventory effectively;

· anticipate and respond to macroeconomic changes;

· increase our market share;

· increase consumer awareness of our brand and maintain our reputation;

· successfully expand our offering and geographic reach;

· offer an assortment of merchandise that is attractive to our customers;

· compete effectively;

· avoid interruptions in our business from information technology downtime, cybersecurity breaches, or labor stoppages;

· effectively manage our growth;

· hire, integrate, and retain talented people at all levels of our organization;

· maintain the quality of our technology infrastructure;

· expand internationally;

· develop new features to enhance the customer experience on our sites; and
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· add new suppliers and deepen our relationships with existing suppliers.

If we fail to address the risks and challenges that we face, including those associated with the challenges listed above as well as those described elsewhere in this “Risk Factors” section, our business and our operating results will be adversely affected.

We may not be able to successfully implement our growth strategy.

Our future growth, profitability and cash flows depend upon our ability to successfully implement our business strategy, which, in turn, is dependent upon a number of factors, including our ability to:

· grow our brand awareness and attract new customers;

· enhance and retain our existing customer relationships;

· pursue category expansion; and

· pursue international expansion.

We cannot assure that we can successfully achieve any or all of the above initiatives in the manner or time period that we expect. Further, achieving these objectives will require investments which may result in short-term costs without generating any net revenue and, therefore, may be dilutive to our earnings. We cannot provide any assurance that we will realize, in full or in part, the anticipated benefits we expect our strategy will achieve. The failure to realize those benefits could have a material adverse effect on our business, financial condition, and results of operations.

Our current growth plans may place a strain on our existing resources and could cause us to encounter challenges we have not faced before.

As we expand, our operations will become more complex. We have grown rapidly, with our net revenue increasing from $133 million in 2016 to $370 million in 2019, followed by a decrease in net revenue growth from $370 million in 2019 to $249 million in 2020 due primarily to the impact of the COVID-19 pandemic. Our net revenue growth rebounded from $249 million in 2020 to $376 million in 2021 as our customer returned to a more normal social and event calendar following the COVID-19 pandemic and lockdowns in 2020. Our net revenue growth continued through the first half of 2022 and slowed in the second half of 2022 as macroeconomic pressures emerged resulting in net revenue growth from $376 million in 2021 to $440 million in 2022. We expect our future growth to bring new challenges. Among other difficulties that we may encounter, this growth may place a strain on our existing infrastructure, including our distribution facilities, information technology systems, financial controls, merchandising, and operations personnel. We may also place increased demands on our suppliers, to the extent we increase the size of our merchandise orders. The increased demands that our growth plans may place on our infrastructure may cause us to operate our business less efficiently or effectively, which could cause a deterioration in the performance of our business. New order delivery times could lengthen as a result of the strains that growth may place on our existing resources, and our growth may make it otherwise difficult for us to respond quickly to changing trends, customer preferences and other factors. This could impair our ability to continue to offer on-trend merchandise which could result in excess inventory, greater markdowns, loss of market share and decreased sales which, in turn, could have a material adverse effect on our business, financial condition, and results of operations.

In addition, our growth may place increased demands on our existing operational, managerial, administrative, and other resources. Specifically, our inventory management systems and personnel processes may need to be further upgraded to keep pace with our growth strategy. We cannot anticipate all of the demands that our expanding operations will impose on our business, and our failure to appropriately address these demands could have an adverse effect on business, financial condition, and results of operations.

We may not be able to manage our growth effectively, and such rapid growth may adversely affect our corporate culture.

We have rapidly and significantly expanded our operations and anticipate expanding further as we pursue our growth strategies. Such expansion increases the complexity of our business and places a significant strain on our management, operations, technical systems, financial resources, and internal control over financial reporting functions. Our current and planned personnel, systems, procedures, and controls may not be adequate to support and effectively manage our future operations.
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Our collaborative culture is important to us, and we believe it has been a major contributor to our success. We may have difficulties maintaining our culture or adapting it sufficiently to meet the needs of our future and evolving operations as we continue to grow, including as we expand internationally. In addition, our ability to maintain our culture as a public company, with the attendant changes in policies, practices, corporate governance, and management requirements may be challenging. Failure to maintain our culture could have a material adverse effect on our business, financial condition, and results of operations.

As we pursue our international growth strategy, we will become subject to international business uncertainties.

We intend to increase sales of our products to customers located outside the United States. Further, we may establish additional relationships in other countries to grow our operations. The substantial up-front investment required, the lack of consumer awareness of our products in jurisdictions outside of the United States, differences in consumer preferences and trends between the United States and other jurisdictions, the risk of inadequate intellectual property protections and differences in packaging, labeling and related laws, rules and regulations are all substantial matters that need to be evaluated prior to doing business in new territories. We cannot assure that our international efforts will be successful. International sales and increased international operations may be subject to risks such as:

· difficulties in staffing and managing foreign operations;

· burdens of complying with a wide variety of laws and regulations, including more stringent regulations relating to data privacy and security, particularly in the EU;

· adverse tax effects and foreign exchange controls making it difficult to repatriate earnings and cash;

· political, economic instability, terrorism and wars, such as the current situation with Ukraine and Russia and increased tensions between Taiwan and China;

· global macroeconomic conditions, including inflation, labor shortages, supply chain shortages, or other economic, political or legal uncertainties or adverse developments;

· natural disasters;

· trade restrictions;

· differing employment practices and laws and labor disruptions;

· differing consumer protection and product laws;

· the imposition of government controls;

· an inability to use or to obtain adequate intellectual property protection for our key brands and products;

· tariffs and customs duties and the classifications of our goods by applicable governmental bodies;

· a legal system subject to undue influence or corruption;

· a business culture in which illegal sales practices may be prevalent;

· logistics and sourcing;

· military conflicts; and

· acts of terrorism.

The occurrence of any of these risks could negatively affect our international business and consequently our overall business, financial condition, and results of operations.
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Risks Related to Our Industry

The global apparel industry is subject to intense pricing pressure.

The apparel industry is characterized by low barriers to entry for both suppliers and marketers, global sourcing through suppliers located throughout the world, trade liberalization, continuing movement of product sourcing to lower cost countries, regular promotional activity and the ongoing emergence of new competitors with widely varying strategies and resources. These factors have contributed, and may continue to contribute in the future, to intense pricing pressure and uncertainty throughout the supply chain. Pricing pressure has been exacerbated by the availability of raw materials in recent years. Additionally, inflation and supply chain constraints caused by business challenges resulting from, among other things, the COVID-19 pandemic could increase pricing pressure on our business. This pressure could have adverse effects on our business and financial condition, including:

· reduced gross margins across our product lines and distribution channels;

· increased supplier demands for allowances, incentives, and other forms of economic support; and

· increased pressure on us to reduce our product costs and operating expenses.

We operate in the highly competitive retail apparel industry, and the size and resources of some of our competitors may allow them to compete more effectively than we can, which could adversely impact our growth and market share, and have a material adverse effect on our business, financial condition, and results of operations.

We operate in the highly competitive retail apparel industry. We compete on the basis of a combination of factors, including our quality, concept, price, breadth, and style of merchandise, as well as our online experience and level of customer service, our brand image, and our ability to anticipate, identify and respond to new and changing fashion trends and customer demands. While we believe that we compete primarily with apparel retailers and internet businesses that specialize in women’s apparel, footwear, and accessories, we also face competition from national and regional department stores, specialty retailers, fast-fashion retailers, value retailers, and mass merchants. In addition, our expansion into markets served by our competitors and entry of new competitors or expansion of existing competitors into our markets could have a material adverse effect on our business, financial condition, and results of operations.

We also compete with a wide variety of large and small retailers for customers, suppliers, influencers and personnel. The competitive landscape we face, particularly among apparel retailers, is subject to rapid change as new competitors emerge and existing competitors change their offerings. We cannot assure investors that we will be able to continue to compete successfully and navigate the shifts in the competitive landscape in our markets.

Additionally, the COVID-19 pandemic has accelerated the need for traditional brick-and-mortar retailers to invest significant resources in their e-commerce operations, including traditional retailers that either did not have e-commerce operations prior to the COVID-19 pandemic or only had a nascent platform. As a result of these significant investments, the e-commerce market for apparel has become extremely competitive, and we now face competition from a broad range of national and international firms. Although the COVID-19 pandemic has negatively affected demand for apparel and fashion as retail categories, this increased competition has resulted in greater and continued downward price pressure, which could have a material adverse effect on our business, financial condition, and results of operations.

Many of our existing and potential competitors are, and many of our potential competitors may be, larger and have greater name recognition and access to greater financial, marketing and other resources than us. Therefore, these competitors may be able to adapt to changes in trends and customer desires more quickly, devote greater resources to the marketing and sale of their products, generate greater brand recognition or adopt more aggressive pricing policies than we can. Many of our competitors also utilize advertising and marketing media which we have not historically used, including advertising via newspapers, magazines, and television, which may provide them with greater brand recognition than we have. As a result, we may lose market share, which could reduce our sales and have a material adverse effect on our business, financial condition, and results of operations.

Our competitors may also sell certain products or substantially similar products through outlet centers or discount stores, increasing the competitive pressure for those products. We cannot assure investors that we will continue to be able to compete successfully against existing or future competitors. Our expansion into markets served by our competitors and entry of new competitors or expansion of
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existing competitors into our markets could have a material adverse effect on us. Competitive forces and pressures may intensify as our presence in the retail marketplace grows.

We do not possess exclusive rights to many of the elements that comprise our online experience and merchandise offerings. Some apparel retailers offer a personalized shopping experience that in certain ways is similar to the one we strive to provide to our customers. Our competitors may seek to emulate facets of our business strategy, including “test, learn, and reorder,” speed-to-market and online experience, which could result in a reduction of any competitive advantage or special appeal that we might possess. In addition, some of our merchandise offerings are sold to us on a non-exclusive basis. As a result, our current and future competitors, especially those with greater financial, marketing, or other resources, may be able to duplicate or improve upon some or all of the elements of our online experience or merchandise offerings that we believe are important in differentiating our website and our customers’ shopping experience. If our competitors were to duplicate or improve upon some or all of the elements of our online experience or product offerings, our competitive position could suffer, which could have a material adverse effect on our business, financial condition, and results of operations.

We rely on consumer discretionary spending and may be adversely affected by economic downturns and other macroeconomic conditions or trends.

Our business and results of operations are subject to global economic conditions and their impact on consumer discretionary spending. Customer purchases of discretionary retail items and specialty retail products, which include our apparel, footwear, and accessories, may be adversely affected by economic conditions such as employment levels, salary and wage levels, the availability of customer credit, inflation, high interest rates, high tax rates, high fuel prices, and customer confidence with respect to current and future economic conditions. Customer purchases may decline during recessionary periods or at other times when unemployment is higher, fuel prices are higher or disposable income is lower. During 2022, we experienced reductions in net revenue during periods when fuel prices were at their highest levels. These risks may be exacerbated for retailers like us that focus significantly on selling discretionary fashion merchandise to customers who seek value. Customer willingness to make discretionary purchases may decline, may stall or may be slow to increase due to national and regional economic conditions.

Our sales may be particularly susceptible to economic and other conditions in certain regions or states. Considerable uncertainty and volatility remains in the national and global economy, and any further or future slowdowns or disruptions in the economy could adversely affect online shopping traffic and customer discretionary spending and could have a material adverse effect on our business, financial condition, and results of operations. In addition, we may not be able to maintain our recent rate of growth in net revenue if there is a decline in customer spending.

Risks Related to Our Merchandise and Inventory

If we are not able to successfully maintain our desired merchandise assortment or manage our inventory effectively, we may be unable to attract a sufficient number of customers or sell sufficient quantities of our merchandise, which could result in excess inventories, markdowns, and foregone sales.

We offer our customers a broad merchandise assortment with new styles introduced virtually every day in small batches. This enables us to learn about customer demand using our proprietary reorder algorithm, which allows us to reorder winning products in higher volume. We cannot assure investors that we will be able to continue to stock a broad assortment of merchandise at our current frequency. If we are unable to offer a broad merchandise assortment or manage our inventory effectively, customers may choose to visit our website less frequently, our brand could be impaired, we could lose sales, and our ability to compete successfully and our market share may decline. Further, any failure to manage our merchandise assortment could lead to excess inventories which could lead to markdowns. We have experienced logistics issues that have adversely affected our ability to manage our inventory in the past and may experience such issues in the future. If we are unable to successfully maintain our desired merchandise assortment, it could have a material adverse effect on our business, financial condition, and results of operations.

Our ability to obtain merchandise on a timely basis at competitive prices could suffer as a result of any deterioration or change in our supplier relationships or events that adversely affect our suppliers or their ability to obtain financing for their operations.

We have many important supplier relationships. We do not own or operate any manufacturing facilities. Instead, we purchase nearly all of our merchandise from third-party suppliers. During 2022, our top 11 suppliers accounted for approximately 50% of our purchases,
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with no single supplier accounting for more than 9.1% of our purchases. During 2021, our top 12 suppliers accounted for approximately 50% of our purchases, with no single supplier accounting for more than 9.7% of our purchases. Our business and financial performance depend in large part on our ability to evaluate merchandise quickly for style and then modify if needed or to improve the quality, look, and fit of the item. We must also be able to quickly source merchandise and place orders in order to successfully execute our strategy of rapidly responding to evolving fashion trends. Merchandise may not be available to meet our fashion needs on a timely basis, at competitive prices, or at all. Due to the nature of our product strategy, we do not have long-term commitments with any of our suppliers, and we generally operate without any contractual assurances of continued supply, pricing, or access to new products. Our standard terms and conditions do not commit us or our suppliers to any particular quantities, which are established on a purchase order basis.

Our supplier relationships, and therefore our business, could be materially adversely affected if our suppliers:

· raise the prices they charge us;

· change pricing terms to require us to pay upfront or upon delivery;

· reduce our access to styles, brands, and merchandise by entering into broad exclusivity arrangements with our competitors or otherwise in the marketplace;

· sell similar merchandise to our competitors with similar or better pricing, many of whom already purchase merchandise in significantly greater volume and, in some cases, at lower prices than we do;

· lengthen their lead times;

· decrease the quality of their merchandise;

· initiate or expand sales of apparel, footwear, and accessories to retail customers directly through their own stores, catalogs, or on the internet and compete with us directly; or

· otherwise choose to discontinue selling merchandise to us.

The success of our business is driven in part by the price-value proposition we offer our customers. If the costs of the raw materials, for example cotton, synthetics, and trim, or other inputs, such as energy costs or prevailing wages, used in producing our merchandise increase, our suppliers may look to pass these cost increases along to us. The price and availability of such raw materials may fluctuate significantly, depending on many factors which are outside of our control, including commodity prices, crop yields, and weather patterns. In addition, the costs of other inputs are also outside of our control. If our suppliers attempt to pass any cost increases on to us and we refuse to pay the increases, we could lose those suppliers, resulting in the risk that we could not fill our purchase orders in a timely manner or at all. If we pay the increases, we could either attempt to raise retail prices for our merchandise, which could adversely affect our sales and our brand image, or choose not to raise prices, which could adversely affect the profitability of our merchandise sales. As a result, any increase in the cost of raw materials or other inputs could have a material adverse effect on our business, financial condition, and results of operations.

We historically have established good working relationships with many suppliers, some of which have more limited resources, production capacities and operating histories than others. Market and economic events that adversely impact our suppliers could impair our ability to obtain merchandise in sufficient quantities. Such events include difficulties or problems associated with our suppliers’ business, finances, ability to import or ship merchandise as a result of strikes, labor disruptions or other events, costs, production, insurance, and reputation. We cannot assure investors that we will be able to acquire desired merchandise in sufficient quantities on acceptable terms or at all in the future, especially if we need significantly greater amounts of inventory in connection with the growth of our business, or that we will be able to get such merchandise delivered to our distribution facilities on a timely basis. We may need to develop new relationships, as our current suppliers may be unable to supply us with needed quantities and we may not be able to find similar merchandise on the same terms. If we are unable to acquire suitable merchandise in sufficient quantities, at acceptable prices with adequate delivery times due to the loss of or a deterioration or change in our relationship with one or more of our key suppliers or if events harmful to our suppliers occur, it could have a material adverse effect on our business, financial condition, and results of operations.
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If new trade restrictions are imposed or existing trade restrictions become more burdensome, our ability to source imported merchandise efficiently and cost effectively could be materially adversely affected.

A majority of our inventory is produced by foreign manufacturers, including those based in China, which is either directly imported by domestic importers or imported by us from foreign suppliers. Our dependence on foreign supply sources are subject to risks associated with global sourcing and manufacturing which could result in disruptions to our operations.

Suppliers, to the extent they obtain merchandise from outside of the United States, are subject to trade restrictions, including tariffs, safeguards, or quotas, changes to which could increase the cost or reduce the supply of merchandise available to us. Under the World Trade Organization Agreement, effective January 1, 2005, the United States and other World Trade Organization member countries removed quotas on goods from World Trade Organization members, which in certain instances we believe affords our suppliers greater flexibility in importing textile and apparel products from World Trade Organization countries from which they source our merchandise. However, as the removal of quotas resulted in an import surge from China, the United States imposed safeguard quotas on a number of categories of goods and apparel from China and may impose additional quotas in the future. These and other trade restrictions could have a significant impact on our suppliers’ sourcing patterns in the future. The extent of this impact, if any, and the possible effect on our purchasing patterns and costs, cannot be determined at this time. We cannot predict whether any of the countries in which our suppliers’ merchandise is currently manufactured or may be manufactured in the future will be subject to additional trade restrictions imposed by the United States or foreign governments, nor can we predict the likelihood, type or effect of any restrictions. Trade restrictions, including increased tariffs or quotas, embargoes, safeguards, and customs restrictions against items we offer, as well as U.S. or foreign labor strikes, work stoppages or boycotts, could increase the cost or reduce the supply of merchandise to our suppliers, and we would expect the costs to be passed along in increased prices to us, which we may be unable to pass on to our customers, which could have a material adverse effect on our business, financial condition, and results of operations.

Merchandise returns could harm our business.

We allow our customers to return merchandise, subject to our return policy. If merchandise return economics become more costly, our business, financial condition, and results of operations could be harmed. Further, we modify our policies relating to returns from time to time, which may result in customer dissatisfaction or an increase in the number of merchandise returns. Supplier non-compliance can also result in increased returns. From time to time our products are damaged in transit, which can increase return rates and harm our brand. Competitive pressures could cause us to alter our return policies or our shipping policies, which could result in an increase in damaged products and an increase in merchandise returns.

Risks Related to Our Technology Infrastructure

System security risk issues, including any real or perceived failure to protect confidential or personal information against security breaches and disruption of our internal operations or information technology systems, could have a material adverse effect on our business, financial condition, and results of operations.

External parties, such as experienced computer programmers and hackers, or even internal users (including both employees and non-employees with authorized access), may be able to penetrate or create systems disruptions or cause shutdowns of our networks, systems and applications or those of third-party companies with which we have contracted to provide services. We collect and use personal information about our employees, customers and others, and sometimes rely upon third-party service providers to maintain or process data on our behalf and to provide security for the information in their possession. Any real or perceived compromise of such information could deter customers from using our platform, subject us to governmental investigations and/or enforcement actions, fines and penalties, litigation, claims and other liabilities, and harm our reputation, which could have a material adverse effect on our business, financial condition and results of operations. Moreover, we could incur significant expenses or disruptions of our operations in connection with system failures or other factors beyond our control. Such failures or breaches in our information systems could also result in the disclosure, misappropriation or misuse of or unauthorized access to our confidential, proprietary, or personal information, disruption of our operations or damage to our networks and systems. An increasing number of websites, including several large internet companies, have recently disclosed breaches of their security, some of which have involved increasingly sophisticated and highly targeted attacks on portions of their sites. For example, online businesses have been targeted with attacks aimed at compromising the security of payment card information submitted by customers for online purchases, including by injecting malicious code or scripts on website pages or by gaining unauthorized access to payment systems. As an online retailer, we may be targeted with similar attempts.
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Although we take steps to protect our networks, systems, applications and data, we or our service providers may be unable to anticipate, defend against, or timely identify and respond to such activity, including hacking, malware, viruses, social engineering (such as phishing or other scams), extortion, account takeover attacks, denial or degradation of service attacks, supply chain attacks, computer and network vulnerabilities or the negligence and malfeasance of individuals with authorized access to our data. For example, an unauthorized actor interfered with one of our payment processing systems during a five-day period in August 2016, and intermittently may have been able to intercept approximately 12,500 payment card numbers used for purchases by customers entering a new payment card on our website during that period. We remediated the incident and notified affected customers and state regulators of the incident in accordance with our response plan. In addition to remediating the issue, we have subsequently implemented various additional security measures to prevent and mitigate the attack vectors used to gain access to the www.lulus.com file system. When we notified potentially affected customers, we provided them with information on how to help detect and prevent abuse of their personal and credit card information. The incident did not appear to have any negative impact on customers’ purchasing confidence. In addition, sophisticated hardware and operating system software and applications that we buy or license from third parties may contain defects in design or manufacture, including “bugs” and other problems that could unexpectedly interfere with the security and operation of the systems. The costs to us to eliminate or alleviate security problems, viruses and bugs, or any problems associated with the outsourced services provided to us, could be significant, and efforts to address these problems could result in interruptions, delays or cessation of service that may impede our sales, distribution, or other critical functions and have a material adverse effect on our business, financial condition and results of operations.

In addition, many governments have enacted laws or regulations that require companies to notify individuals about certain types of security incidents or breaches, and any such disclosures may lead to negative publicity and may deter customers from shopping on our platform. It is also possible that security breaches affecting our competitors or others in our industry could also result in negative publicity that indirectly harms our reputation. Increasing public, industry, and governmental focus on privacy and data security may continue to lead to additional guidance or legislative and regulatory action, and the increased emphasis on privacy may lead customers to request that we take additional measures to enhance security or restrict the manner in which we collect and use customer information to gather insights into customer behavior and craft our marketing programs. As a result, we may have to modify our business systems and practices with the goal of further improving data security, which could result in reduced net revenue, increased expenditures and operating complexity. Any compromise of our security or security breach could result in a violation of applicable privacy and other laws, significant legal and financial exposure or damage to our reputation, which could have a material adverse effect on our business, financial condition, and results of operations.

Our existing general liability and cybersecurity insurance may not cover any, or cover only a portion of any, potential claims or expenses related to security breaches that affect us or may not be adequate to indemnify us for all or any portion of liabilities that may be imposed. In addition, we cannot assure investors that the limitations on liability in our contracts would be enforceable or adequate or would otherwise protect us from any such liabilities with respect to any particular claim. Any imposition of liability that is not covered by insurance or is in excess of insurance coverage would increase our operating expenses and reduce our net income, if any, or increase our net loss.

We continually update, augment and add technology systems, which could potentially disrupt our operations and have a material adverse effect on our business, financial condition, and results of operations.

Over the years, we have found a balance between developing proprietary applications that are optimized for and tailored to our business and customers’ needs on the one hand, and best-in-class third-party solutions on the other hand. We periodically evaluate whether our proprietary application solutions can be replaced by either more advanced or more cost effectively scaled third-party solutions. While currently our order and warehouse management systems are developed in-house, when suitable third-party solutions become available, we might replace our internal systems depending on the growth and the demands of the business.

For example, in 2017 we implemented a data warehouse solution that in near real-time integrates data from our proprietary software applications and third-party software applications to unlock the various data silos and allow for holistic business intelligence analysis and reporting. The actionable insights we have been able to gather from these analytics have allowed us to detect and act on trends sooner, identify improvement opportunities and implement predictive analysis models to gain efficiencies.

Additionally, from time to time, our systems require modifications and updates, including by adding new hardware, software, and applications; maintaining, updating, or replacing legacy programs; and integrating new service providers, and adding enhanced or new functionality. Although we are actively selecting systems and vendors and implementing procedures to enable us to maintain the integrity
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of our systems when we modify them, there are inherent risks associated with modifying or replacing systems, and with new or changed relationships, including accurately capturing and maintaining data, realizing the expected benefit of the change and managing the potential disruption of the operation of the systems as the changes are implemented. The failure of our information systems and the third-party systems we rely on to perform as designed, or our failure to implement and operate them effectively, could disrupt our business or subject us to liability and thereby harm our profitability.

The risks associated with the above systems changes, as well as any failure of such systems to operate effectively, could disrupt and adversely impact the promptness and accuracy of our merchandise distribution, transaction processing, financial accounting and reporting, and our internal controls over financial reporting, the efficiency of our operations and our ability to properly forecast earnings and cash requirements. We could be required to make significant additional expenditures to remediate any such failures or problems in the future.

We may not be able to successfully implement these new systems or, if implemented, we may still face unexpected disruptions or cost overruns in the future, any of which could have a material adverse effect on our business, financial condition, and results of operations.

We rely significantly on technology and systems to support our supply chain, payments, financial reporting and other key aspects of our business. Any failure, inadequacy, interruption or security failure of those systems could have a material adverse effect on our business, reputation and brand, financial condition, and results of operations.

The satisfactory performance, reliability and availability of our sites, transaction-processing systems and technology infrastructure are critical to our reputation and our ability to acquire and retain customers, as well as maintain adequate customer service levels. Our ability to effectively manage our business depends significantly on our information systems and platforms provided by third parties, which we use primarily to manage items, purchase orders, stock ledgers and allocation and supply chain planning. To manage the growth of our operations and personnel, we will need to continue to improve and expand our operational and financial systems, transaction processing and internal controls and business processes; in doing so, we could encounter transitional issues and incur substantial additional expenses. If we are unable to maintain our current relationships with these service providers, there is no assurance that we will be able to locate replacements on a timely basis or on acceptable terms. The failure of our information systems to operate effectively, problems with transitioning to upgraded or replacement systems or expanding them, or a breach in security of these systems, could materially adversely affect the promptness and accuracy of our merchandise distribution, transaction processing, financial accounting and reporting, the efficiency of our operations and our ability to properly forecast earnings and cash requirements. We could be required to make significant additional expenditures to remediate any such failure, problem or breach. Any such events could have a material adverse effect on our business, financial condition, and results of operations.

Further, we house many of our systems offsite at third-party data centers. Our data centers may be subject to cyber-attacks or other technology-related incidents, and also break-ins, sabotage and intentional acts of vandalism that could cause disruptions in our ability to serve our customers and protect data. Some of our systems are not fully redundant, and our disaster recovery planning cannot account for all eventualities. The occurrence of a natural disaster, intentional sabotage or other anticipated problems could result in lengthy interruptions to our service. Any errors or vulnerability in our systems or damage to or failure of our systems, or a third-party data center hosting our data, could result in interruptions in our operations and could have a material adverse effect on our business, financial condition, and results of operations.

In addition, we may now and in the future implement new systems to increase efficiencies and profitability. We may encounter transitional issues and incur substantial additional expenses in connection with any implementation or change to existing processes, any of which could have a material adverse effect on our business, financial condition, and results of operations.

Our business relies heavily on email and other messaging services, and any restrictions on the sending of emails or messages or an inability to timely deliver such communications could materially adversely affect our business, financial condition, and results of operations.

Our business is highly dependent upon email and other messaging services for promoting our brand and platform. We send promotional emails to inform customers of new products, shipping specials and other offers, and transactional emails to communicate updates to customer orders and returns. We believe these messages are an important part of our customer experience. If we are unable to successfully deliver emails or other messages to our subscribers, or if subscribers decline to open or read our messages, our net
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revenue and profitability would be materially adversely affected. Changes in how web and mail services block, organize and prioritize email may reduce the number of subscribers who receive or open our emails. For example, Google’s Gmail service has a feature that organizes incoming emails into categories (for example, primary, social and promotions). Such categorization or similar inbox organizational features may result in our emails being delivered in a less prominent location in a subscriber’s inbox or viewed as “spam” by our subscribers and may reduce the likelihood of that subscriber reading our emails. Actions by third parties to block, impose restrictions on or charge for the delivery of emails or other messages could also adversely impact our business. From time to time, emails service providers or other third parties may block bulk email transmissions or otherwise experience technical difficulties that could result in our inability to successfully deliver emails or other messages to customers. Changes in the laws or regulations that limit our ability to send such communications or impose additional requirements upon us in connection with sending such communications would also materially adversely impact our business. Our use of email and other messaging services to send communications to customers may also result in legal claims against us, which may cause us increased expense, and if successful might result in fines or orders with costly reporting and compliance obligations or might limit or prohibit our ability to send emails or other messages. We also rely on social media platforms to communicate with our customers and to encourage our customers to engage with our brand. Changes to the terms of these social networking services to limit promotional communications, any restrictions that would limit our ability or our customers’ ability to send communications through their services, disruptions or downtime experienced by these social media platforms or decline in the use of or engagement with social media platforms by consumers could materially adversely affect our business, financial condition, and results of operations.

Some of our software and systems contain open source software, which may pose particular risks to our proprietary applications.

We utilize open source software in the applications we have developed to operate our business and will use open source software in the future. Such open source software is generally licensed by its authors or other third parties under open source licenses and is typically freely accessible, usable, and modifiable. Pursuant to such open source licenses, we may be subject to certain conditions, including requirements that we offer our proprietary software that incorporates the open source software for no cost, that we make available source code for modifications or derivative works we create based upon, incorporating or using the open source software, and that we license such modifications or derivative works under the terms of the particular open source license. We may face claims from third parties claiming ownership of, or demanding the release or license of, the open source software or derivative works that we developed from such software (which could include our proprietary source code), or otherwise seeking to enforce the terms of the applicable open source license. These claims could result in litigation and could require us to purchase a costly license, publicly release the affected portions of our source code, or cease offering the implicated software unless and until we can re-engineer it to avoid infringement. We also may be required to re-engineer products if the license terms for incorporated open source software change. The re-engineering process of some or all of our software could require significant additional research and development resources, and we may not be able to complete it successfully. In addition, use of open source software can lead to greater risks than use of third-party commercial software because open source licensors generally do not provide warranties or controls on the origin of the software. Use of open source software may also present additional security risks because the public availability of such software may make it easier for hackers and other third parties to determine how to breach our website and systems that rely on open source software. These risks could be difficult to eliminate or manage and, if not addressed, could adversely affect our business, results of operations, and financial conditions.

Risks Related to the Supply of Our Products

Our business, including our costs and supply chain, is subject to risks associated with sourcing, manufacturing, and warehousing.

We currently source nearly all of the merchandise we offer from third-party suppliers, and as a result we may be subject to price fluctuations or demand disruptions. Our results of operations would be negatively impacted by increases in the prices of our merchandise, and we have no guarantees that prices will not rise. In addition, as we expand into new categories and product types, we expect that we may not have strong purchasing power in these new areas, which could lead to higher prices than we have historically seen in our current categories. We may not be able to pass increased prices on to customers, which could adversely affect our results of operations. Moreover, in the event of a significant disruption in the supply of the fabrics or raw materials used in the manufacture of the merchandise we offer, the suppliers we work with might not be able to locate alternative suppliers of materials of comparable quality at an acceptable price. For example, natural disasters could increase raw material costs, impacting pricing with certain of our suppliers, or cause shipping delays for certain of our merchandise. Global climate change is resulting in certain types of natural disasters occurring more frequently or with more intense effects. Any delays, interruption, damage to, or increased costs in the manufacture of the merchandise we offer
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could result in higher prices to acquire the merchandise or non-delivery of merchandise altogether and could adversely affect our results of operations.

We believe that we have strong supplier relationships, and we work continuously with our suppliers to manage cost increases. Our overall profitability depends, in part, on the success of our ability to mitigate rising costs or shortages of raw materials used to manufacture our merchandise. Cotton, synthetics and other raw materials used to manufacture our merchandise are subject to availability constraints and price volatility impacted by a number of factors, including supply and demand for fabrics, weather, government regulations, economic climate, and other unpredictable factors. In addition, our sourcing costs may fluctuate due to labor conditions, transportation, or freight costs, energy prices, currency fluctuations, or other unpredictable factors. The cost of labor at many of our third-party suppliers has been increasing in recent years, and we believe it is unlikely that such cost pressures will abate.

Most of our merchandise is shipped from our suppliers by ocean vessel. If a disruption occurs in the operation of ports through which our merchandise is imported, we may incur increased costs related to air freight or use of alternative ports. Shipping by air is significantly more expensive than shipping by ocean and our margins and profitability could be reduced. Shipping to alternative ports could also lead to delays in receipt of our merchandise. We rely on third-party shipping companies to deliver our merchandise to us. Failures by these shipping companies to deliver our merchandise to us or lack of capacity in the shipping industry could lead to delays in receipt of our merchandise or increased expense in the delivery of our merchandise. Any of these developments could have a material adverse effect on our business, financial condition, and results of operations.

In addition, we cannot guarantee that merchandise we receive from suppliers will be of sufficient quality or free from damage, or that such merchandise will not be damaged during shipping, while stored in one of our distribution facilities, or when returned by customers. While we take measures to ensure merchandise quality and avoid damage, including evaluating supplier product samples, conducting inventory inspections and inspecting returned product, we cannot control merchandise while it is out of our possession or prevent all damage while in our distribution facilities. We may incur additional expenses and our reputation could be harmed if customers and potential customers believe that our merchandise is not of sufficiently high quality or may be damaged.

We have three distribution facilities and disruptions to the operations at these locations could have a material adverse effect on our business, financial condition, and results of operations.

We have two distribution facilities located in California and one in Pennsylvania. All of our merchandise is shipped from our suppliers to one of our distribution facilities and then packaged and shipped from our distribution facilities to our customers. The success of our business depends on our timely receipt of merchandise so we can continuously bring new, on-trend products online for sale. The success of our business also depends on customer orders being timely processed and delivered to meet promised delivery dates and satisfy our customers. The efficient flow of our merchandise requires that we have adequate capacity and uninterrupted service in our distribution facilities to support both our current level of operations and the anticipated increased levels that may follow from our growth plans. In order to accommodate future growth, we will either need to expand and upgrade our existing distribution facilities or open additional distribution facilities. Upgrading our existing distribution facilities or transferring our operations to a facility with greater capacity will require us to incur additional costs, which could be significant, and may require us to secure additional favorable real estate or may require us to obtain additional financing. Appropriate locations or financing for the purchase or lease of such additional real estate may not be available at reasonable costs or at all. Our failure to provide adequate order fulfillment, secure additional distribution capacity when necessary, or retain a suitable third-party logistics provider could impede our growth plans. Further increasing this capacity could increase our costs, which in turn could have a material adverse effect on our business, financial condition, and results of operations.

In addition, if we encounter difficulties associated with our distribution facilities or if they were to shut down or be unable to operate for any reason, including because of fire, natural disaster, power outage, or other event, we could face inventory shortages, resulting in “out-of-stock” conditions on our website, and delays in shipments, resulting in significantly higher costs and longer lead times distributing our merchandise. In addition, operations and distribution staff would need to find an alternative location, causing further disruption to our business and operations and increased costs associated with opening a new location.

Without stronger disaster recovery, business continuity and document retention plans, if we encounter difficulties or disasters with our distribution facilities or corporate offices, our critical systems, operations and information may not be restored in a timely manner, or at all, and this could have a material adverse effect on our business, financial condition, and results of operations.

32
[image: ]

Table of Contents


We rely on third-party suppliers, manufacturers, distributors, and other suppliers, and they may not continue to produce products or provide services that are consistent with our standards or applicable regulatory requirements, which could harm our brand, cause consumer dissatisfaction, and require us to find alternative suppliers of our products or services.

We do not own or operate any manufacturing facilities. We use multiple third-party suppliers who source from manufacturers based primarily in China and, to a lesser extent, Brazil, the Dominican Republic, Guatemala, India, Italy, Korea, Mexico, Nicaragua, Spain, United States, and Vietnam, to source and manufacture all of our products under our owned brand and third-party brands. We engage our third-party suppliers and manufacturers on a purchase order basis combined with customary terms and conditions and are not party to any long-term contracts containing purchase obligations. The ability of these third parties to supply and manufacture our products may be affected by competing orders placed by other clients and the demands of those clients. If we experience significant increases in demand, or need to replace a significant number of existing suppliers or manufacturers, we cannot assure that additional supply and manufacturing capacity will be available when required on terms that are acceptable to us, or at all, or that any supplier or manufacturer will allocate sufficient capacity to us in order to meet our requirements.

In addition, quality control problems, such as the use of materials and delivery of products that do not meet our quality control standards and specifications or comply with applicable laws or regulations, could harm our business. We do not regularly inspect our suppliers and quality control problems could result in regulatory action, such as restrictions on importation, products of inferior quality or product stock outages or shortages, harming our sales, and creating inventory write-downs for unusable products.

Further, our third-party manufacturers, suppliers, and distributors may:

· have economic or business interests or goals that are inconsistent with ours;

· take actions contrary to our instructions, requests, policies or objectives;

· be unable or unwilling to fulfill their obligations under relevant purchase orders, including obligations to meet our production deadlines, quality standards, pricing guidelines and product specifications, and to comply with applicable regulations, including those regarding the safety and quality of products;

· have financial difficulties;

· encounter raw material or labor shortages;

· encounter increases in raw material or labor costs which may affect our procurement costs;

· disclose our confidential information or intellectual property to competitors or third parties;

· engage in activities or employ practices that may harm our reputation; and

· work with, be acquired by, or come under control of, our competitors.

Many of our third-party suppliers and manufacturers are based in China, which exposes us to risks inherent in doing business there.

We use third-party suppliers and manufacturers based in China. This sourcing concentration increases our dependence of these suppliers and exposes us to the risks of doing business in China. We may have greater risks than our peers due to the concentration of our suppliers and manufacturers in China. With the rapid development of the Chinese economy, the cost of labor has increased and may continue to increase in the future. Our results of operations will be materially and adversely affected if the labor costs of our third-party suppliers increase significantly.

In addition, our suppliers may not be able to find a sufficient number of qualified workers due to the intensely competitive and fluid market for skilled labor in China. Sourcing products from China exposes us to political, legal and economic risks. In particular, the political, legal and economic climate in China, both nationally and regionally, is fluid and unpredictable. Our ability to operate in China may be adversely affected by changes in U.S. and Chinese laws and regulations such as those related to, among other things, taxation,
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import and export tariffs, custom duties, environmental regulations, land use rights, intellectual property, currency controls, network security, sanctions, embargoes, employee benefits and other matters. In addition, we may not obtain or retain the requisite legal permits to continue to operate in China, and costs or operational limitations may be imposed in connection with obtaining and complying with such permits. In addition, Chinese trade regulations are in a state of flux, and we may become subject to other forms of taxation, tariffs and duties in these jurisdictions.

Furthermore, the third parties we rely on in China may disclose our confidential information or intellectual property to competitors or third parties, which could result in the illegal distribution and sale of counterfeit versions of our products. If any of these events occur, our business, financial condition and results of operations could be materially and adversely affected.

Any failure by us or our suppliers to comply with product safety, labor or other laws, our Vendor and Supplier Code of Conduct, or our standard terms and conditions, or to provide safe factory conditions for their workers may damage our reputation and brand and harm our business.

The merchandise we sell to our customers is subject to regulation by the U.S. Consumer Product Safety Commission (the “CPSC”) and similar state and international regulatory authorities. As a result, such merchandise could be in the future subject to recalls and other remedial actions. Product safety, labeling, and licensing concerns may require us to voluntarily remove selected merchandise from our inventory. Such recalls or voluntary removal of merchandise can result in, among other things, lost sales, diverted resources, potential harm to our reputation, and increased customer service costs and legal expenses, which could have a material adverse effect on our results of operations.

Additionally, we are subject to regulations related to the manufacture of the merchandise that we sell. For example, in California, we are subject to record keeping and wage guarantor obligations pursuant to SB 62 (the “Garment Worker Protection Act”), for certain items that we contract to manufacture, as well as AB 701, which requires us to ensure that quotas do not interfere with warehouse worker meal and rest periods under California’s wage orders.

Some of the merchandise we sell may expose us to product liability claims and litigation or regulatory action relating to personal injury or environmental or property damage. Although we maintain liability insurance, we cannot be certain that our coverage will be adequate for liabilities actually incurred or that insurance will continue to be available to us on economically reasonable terms or at all. In addition, some of our agreements with our suppliers may not indemnify us from product liability for a particular supplier’s merchandise or our suppliers may not have sufficient resources or insurance to satisfy their indemnity and defense obligations.

We purchase our merchandise from numerous domestic and international suppliers. Our standard vendor terms and conditions require suppliers to comply with applicable laws and to warrant that the products are made without use of child labor, convict labor, indentured or bonded labor, or labor obtained through human trafficking. Our Vendor and Supplier Code of Conduct, which our vendors contractually agree to, further sets forth our baseline expectations for safe and humane factory conditions. Failure of our suppliers to comply with applicable laws and regulations and contractual requirements could damage our reputation and brand and lead to litigation against us, resulting in increased legal expenses and costs. In addition, the failure of any such suppliers to provide safe and humane factory conditions and oversight at their facilities could damage our reputation with customers or result in legal claims against us.

Our current and future products may experience quality problems from time to time that could result in negative publicity, litigation, product recalls and warranty claims, which could result in decreased net revenue and harm to our brand.

We cannot assure that we will be able to detect, prevent or fix all defects that may affect our merchandise. Inconsistency of legislation and regulations may also affect the costs of compliance with such laws and regulations. Such problems could hurt the image of our brand, which is critical to maintaining and expanding our business. Any negative publicity or lawsuits filed against us related to the perceived quality of our products could harm our brand and decrease demand for our products.

We rely upon independent third-party transportation providers for substantially all of our merchandise shipments and any disruptions or increased transportation costs could have a material adverse effect on our business, financial condition, and results of operations.

We currently rely upon independent third-party transportation providers for substantially all of our merchandise shipments, including shipments to all of our distribution facilities and our customers. Our shipments are subject to risks, including increases in fuel
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prices, which would increase our distribution costs, and employee strikes and inclement weather, which may impact the third party’s ability to provide delivery services that adequately meet our needs. For example, it can take as long as six to seven days to get shipments from our distribution facilities. If we change shipping companies, we could face logistical difficulties that could adversely impact deliveries and we would incur costs and expend resources in connection with such change. Moreover, we may not be able to obtain terms as favorable as those received from the independent third-party transportation providers we currently use, which would increase our costs. Historically, the shipping and handling fees we charge our customers are intended to partially offset the related shipping and handling expenses. Pure-play and omni-channel retailers are increasing their focus on delivery services, as customers are increasingly seeking faster, guaranteed delivery times and low-price or free shipping. To remain competitive, we may be required to offer discounted, free or other more competitive shipping options to our customers, including expedited delivery services, which may result in declines in our shipping and handling fees and increased shipping and handling expense. Any increase in shipping costs or any other significant shipping difficulties or disruptions could have a material adverse effect on our business, financial condition, and results of operations.

Risks Related to Regulation, Taxation and Litigation

We may be subject to liability and other risks if we, our suppliers or the manufacturers of our merchandise infringe upon the trademarks, copyrights or other intellectual property rights of third parties, including the risk that we could acquire merchandise from our suppliers without the full right to sell it.

We purchase merchandise that may be subject to copyrights, design patents, trademark, trade dress or otherwise may incorporate protected intellectual property. Typically we are not involved in the manufacture of any of the merchandise that we purchase from our suppliers for sale to our customers, and we do not independently investigate whether our suppliers or the manufacturers with whom they do business hold intellectual property rights to the merchandise we purchase. Third parties have and may bring legal claims, or threaten to bring legal claims, against us that their intellectual property rights are being infringed or violated by our use of intellectual property if our suppliers or the manufacturers of our merchandise infringe upon the intellectual property rights of third parties. Litigation or threatened litigation, regardless of merit, could be costly, time consuming to defend, require us to redesign or rebrand our products or packaging, if feasible, distract our senior management from operating our business and require us to enter into royalty or licensing agreements in order to obtain the right to use a third party’s intellectual property. Any such royalty or licensing agreements, if required, may not be available to us on acceptable terms or at all. If we were to be found liable for any such infringement, we could be required to pay substantial damages which our indemnifying suppliers may not be able to fully pay, and could be subject to injunctions preventing further infringement. In addition, any payments we are required to make and any injunctions with which we are required to comply as a result of infringement claims could be costly. While our standard terms and conditions require our suppliers to indemnify us against third-party intellectual property claims, certain agreements with our suppliers may not indemnify us from intellectual property claims for a particular supplier’s merchandise or our suppliers may not have sufficient resources or insurance to satisfy their indemnity and defense obligations. Any legal claims or litigation could have a material adverse effect on our business, financial condition, and results of operations.

If a third party claims to have licensing rights with respect to merchandise we purchased from a supplier, or if we acquire unlicensed merchandise, we may be obligated to remove this merchandise from our platform, incur costs associated with this removal if the distributor or supplier is unwilling or unable to reimburse us and be subject to liability under various civil and criminal causes of action, including actions to recover unpaid royalties and other damages and injunctions. Additionally, we could need to purchase new merchandise to replace any we remove. Any such events could have a material adverse effect on our business, financial condition, and results of operations.

We may be unable to protect our trademarks or other intellectual property rights.

We believe that our trademarks are integral to our business and our success in building our brand image and customer loyalty. We rely on trademark registrations and common law trademark rights to protect the distinctiveness of our brand and have registered, or have applied to register, those trademarks that we believe are important to our business with the United States Patent and Trademark Office and in many foreign countries. We cannot assure that our applications will be approved or that these registrations will prevent imitation of our name, merchandising concept, website design or merchandise or the infringement of our other intellectual property rights by others. Third parties may also oppose our trademark applications or otherwise challenge our use of the trademarks. In certain cases, the merchandise we sell is purchased on a non-exclusive basis from suppliers that also sell to our competitors. While we use our brand name on these items, our competitors may seek to replicate aspects of our business strategy and online experience, thereby diluting the experience we offer and adversely affecting our brand and competitive position. Imitation of our name, concept, website design or
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merchandise in a manner that projects lesser quality or carries a negative connotation of our brand image could have a material adverse effect on our business, financial condition, and results of operations.

We cannot be certain that the actions we have taken to establish, police and protect our trademarks or our resources will be adequate to prevent imitation of our merchandise by others or to prevent others from seeking to block sales of our merchandise as a violation of the trademarks or proprietary rights of others. If disputes arise in the future, we may not be able to successfully resolve these types of conflicts to our satisfaction. In the event that our trademarks are successfully challenged, we could be forced to rebrand our products, which could result in loss of brand recognition and could require us to devote resources to advertising and marketing new brands. Although we cannot currently estimate the likelihood of success of any such lawsuit or ultimate resolution of such a conflict, such a conflict, regardless of outcome, could have an adverse effect on our business, financial condition, and results of operations.

Litigation may be necessary to protect our trademarks and other intellectual property rights or to enforce these rights. Any litigation or claims brought by us could result in substantial costs and diversion of our resources, which could have a material adverse effect on our business, financial condition, and results of operations.

Unfavorable changes or failure by us to comply with evolving internet and e-commerce regulations could substantially harm our business and results of operations.

We are subject to general business regulations and laws as well as regulations and laws specifically governing the internet and e-commerce. These regulations and laws may involve taxes, privacy and data security, customer protection, the ability to collect and/or share necessary information that allows us to conduct business on the internet, marketing communications and advertising, content protection, electronic contracts or gift cards. Furthermore, the regulatory landscape impacting internet and e-commerce businesses is constantly evolving.

We collect personal information and other data from our employees, customers, prospective customers and others. We use this information to provide services and relevant products to our customers, to support, expand and improve our business, and to tailor our marketing and advertising efforts. We may also share customers’ personal information with certain third parties as authorized by the customer or as described in our privacy policy.

As a result, we are subject to or affected by laws, governmental regulation and other legal obligations related to data protection, privacy and information security in certain countries where we do business, and there has been and will continue to be new proposed laws and regulations and changes to existing legal frameworks that govern how we collect, use, share, and process personal data.

In the United States, the federal government and various state governments have adopted or proposed guidelines or rules for the collection, distribution, use and storage of information collected from or about individuals or their devices. For example, in 2020, the CCPA came into force, and provides new data privacy rights for California consumers and new operational requirements for covered companies. Specifically, the CCPA mandates that covered companies provide new disclosures to California consumers and afford such consumers new data privacy rights that include, among other things, the right to request a copy from a covered company of the personal information collected about them, the right to request deletion of such personal information, and the right to request to opt-out of certain sales of such personal information. The California Attorney General can enforce the CCPA, including seeking an injunction and civil penalties for violations. The CCPA also provides a private right of action for certain data breaches that is expected to increase data breach litigation. Additionally, a new privacy law, the CPRA, took effect on January 1, 2023 and significantly amends and expands the CCPA, which could result in further uncertainty and require us to incur additional costs and expenses in an effort to comply. In addition, Virginia enacted the Virginia Consumer Data Protection Act, (the “CDPA”), which became effective on January 1, 2023, Colorado enacted the Colorado Privacy Act, (the “CPA”), which takes effect on July 1, 2023, Utah enacted the Utah Consumer Privacy Act (“UCPA”), which takes effect on December 31, 2023, and Connecticut enacted the Connecticut Data Privacy Act (“CTDPA”), which takes effect on July 1, 2023. The CPA, CDPA, UCPA and CTDPA are similar to the CCPA and CPRA but aspects of these state privacy statutes remain unclear, resulting in further legal uncertainty and potentially requiring us to modify our data practices and policies and to incur substantial additional costs and expenses in an effort to comply. Complying with the GDPR in Europe, the UK General Data Protection Regulation (“UK GDPR”); the UK Data Protection Act 2018, FADP, the CCPA, CPRA, CDPA, CPA, UCPA and CTDPA or other laws, regulations, amendments to or re-interpretations of existing laws and regulations, and contractual or other obligations relating to privacy, data protection, data transfers, data localization, or information security may require us to make changes to our services to enable us or our customers to meet new legal requirements, incur substantial operational costs, modify our data practices and policies, and restrict our business operations. Any actual or perceived failure by us to comply with these laws, regulations, or other
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obligations may lead to significant fines, penalties, regulatory investigations, lawsuits, significant costs for remediation, damage to our reputation, or other liabilities. Other state regulators and the FTC with authority to enforce federal and state customer protection laws may also impose standards for the online collection, use and dissemination of data.

Foreign privacy laws are also undergoing a period of rapid change, have become more stringent in recent years and may increase the costs and complexity of offering our products and services in new geographies. In Canada, the Personal Information Protection and Electronic Documents Act, or PIPEDA, and various provincial laws require that companies give detailed privacy notices to consumers; obtain consent to use personal information, with limited exceptions; allow individuals to access and correct their personal information; and report certain data breaches. In addition, Canada’s Anti-Spam Legislation, or CASL, prohibits email marketing without the recipient’s consent, with limited exceptions. Failure to comply with PIPEDA, CASL or provincial privacy or data protection laws could result in significant fines and penalties or possible damage awards.

The GDPR imposes stringent requirements for processing personal data. The GDPR has increased compliance burdens, including by mandating extensive documentation requirements and granting certain rights to individuals to control how businesses collect, use, disclose, retain and leverage information about them or how they obtain consent from them. In addition, the GDPR and UK GDPR provide for breach reporting requirements, more robust regulatory enforcement and greater penalties for noncompliance than previous data protection laws, including fines under each regime of up to €20/£17.5 million or 4% of a noncompliant company’s global annual revenues for the preceding financial year, whichever is greater.

EU, United Kingdom and Swiss rules also relate to cross-border transfers of personal data out of the EEA, the United Kingdom and Switzerland, respectively. In July 2020, the Court of Justice of the European Union (“CJEU”) invalidated the EU-U.S. Privacy Shield framework, a mechanism for companies to comply with data protection requirements when transferring personal data from the EU to the United States. Additionally, in September 2020, the Federal Data Protection and Information Commissioner of Switzerland issued an opinion concluding that the Swiss-U.S. Privacy Shield did not provide an adequate level of protection for data transfers from Switzerland to the United States under Swiss data protection law. Following these decisions and subsequent guidance, it seems that reliance on standard contractual clauses alone may not necessarily be sufficient in all circumstances. Use of the standard contractual clauses must now be assessed on a case-by-case basis taking into account the legal regime applicable in the destination country, in particular applicable surveillance laws and rights of individuals and additional measures and/or contractual provisions may need to be put in place. We make use of alternative data transfer mechanisms such as standard contractual clauses approved by the European Commission, or the SCCs. On June 4, 2021, the European Commission adopted new SCCs under the GDPR for personal data transfers outside the EEA, and more recently the United Kingdom’s Information Commissioner’s Office has published new data transfer standard contracts for transfers from the UK under the UK GDPR. This new documentation will be mandatory for relevant data transfers from September 21, 2022; existing standard contractual clauses arrangements must be migrated to the new documentation by March 21, 2024 – these changes may require us to expend significant resources to update our contractual arrangements and to comply with such obligations. Further, data protection authorities may require measures to be put in place in addition to SCCs for transfers to countries outside of the EEA as well as Switzerland and the UK. Our third-party service providers may also be affected by these changes. In addition to other impacts, we may experience additional costs to comply with these changes, and we and our customers face the potential for regulators in the EEA, Switzerland, or the UK to apply different standards to the transfer of personal data from the EEA, Switzerland, or the UK to the United States and other non-EEA countries, and to block, or require ad hoc verification of measures taken with respect to certain data flows from the EEA, Switzerland, and the UK to the United States and other non-EEA countries. We also may be required to engage in new contract negotiations with third parties that aid in processing data on our behalf, to the extent that any of our service providers or consultants have been relying on invalidated or insufficient contractual protections for compliance with evolving interpretations of and guidance for cross-border data transfers pursuant to the GDPR. In such cases, we may not be able to find alternative service providers, which could limit our ability to process personal data from the EEA, Switzerland, or the UK and increase our costs.

EU and UK privacy laws on cookies, tracking technologies and e-marketing are also evolving. In the EU and the UK under national laws derived from the ePrivacy Directive, informed consent is required for the placement of a cookie or similar technologies on a user’s device and for direct electronic marketing. The GDPR also imposes conditions on obtaining valid consent for cookies, such as a prohibition on pre-checked consents and a requirement to ensure separate consents are sought for each type of cookie or similar technology. The current national laws that implement the ePrivacy Directive are highly likely to be replaced across the EU (but not directly in the UK) by an EU regulation known as the ePrivacy Regulation which will significantly increase fines for non-compliance. While the text of the ePrivacy Regulation is still under development, there has been significant enforcement activity including through privacy activists driving increased attention to cookies and tracking technologies. If the trend of increasing enforcement by regulators of the strict approach in recent guidance and decisions continues, this could lead to substantial costs, require significant systems changes,
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limit the effectiveness of our marketing activities, divert the attention of our technology personnel, adversely affect our margins, increase costs and subject us to additional liabilities. Regulation of cookies and similar technologies, and any decline of cookies or similar online tracking technologies as a means to identify and potentially target users, may lead to broader restrictions and impairments on our marketing and personalization activities and may negatively impact our efforts to understand users.

As we continue to expand and new laws are enacted or existing laws change, we may be subject to new laws, regulations or standards or new interpretations of existing laws, regulations or standards, which could require us to incur additional costs and restrict our business operations. Furthermore, these obligations may be interpreted and applied inconsistently from one jurisdiction to another and may conflict with other requirements or our practices. Any failure or perceived failure by us to comply with rapidly evolving data protection laws and regulations, policies (including our own stated privacy policies), legal obligations, contractual obligations or industry standards, or any security incident that results in the unauthorized release or transfer of personally identifiable information or other customer data, may result in governmental investigations and/or enforcement actions, litigation (including customer class actions), claims by our customers and other third parties, fines, penalties and other liabilities, damage to our reputation or adverse publicity, and could cause our customers to lose trust in us, which could have a material adverse effect on our business, results of operations, financial condition, and prospects.

If our suppliers fail to comply with applicable laws, including a failure to use acceptable labor practices, or if our suppliers suffer disruptions in their businesses, we could suffer adverse business consequences.

Our suppliers source the merchandise we sell from manufacturers both inside and outside of the United States. Although each of our purchase orders is subject to our terms and conditions, which require compliance with all applicable laws including labor and employment, immigration, customs, environmental and product safety, we do not own, supervise or control our suppliers or the manufacturers that produce the merchandise we sell. In the past we have purchased merchandise from our suppliers solely within the United States. In the future, we expect to increase direct purchases from suppliers outside the United States, which may expose us to additional risks. The violation, or perception of any violation, of any labor, immigration, product safety, or other laws by any of our suppliers, their U.S. and non-U.S. manufacturers, or our direct suppliers, such as use of forced or child labor, or the divergence of the labor practices followed by any of our suppliers or these manufacturers from those generally accepted in the United States, could damage our brand image or subject us to boycotts by our customers or activist groups which could have a material adverse effect on our business, financial condition, and results of operations.

Any event causing a sudden disruption of manufacturing or imports, including the imposition of additional import restrictions, could interrupt, or otherwise disrupt the shipment of finished products to us by our suppliers. Political and financial instability outside the United States, strikes, adverse weather conditions or natural disasters that may occur or acts of war or terrorism in the United States or worldwide, may affect the production, shipment or receipt of merchandise. These factors, which are beyond our control, may require us to modify our current business practices or incur increased costs and could have a material adverse effect on our business, financial condition, and results of operations.

Changes in laws, including employment laws and laws related to our merchandise, could make conducting our business more expensive or otherwise cause us to change the way we do business, which could have a material adverse effect on our business, financial condition, and results of operations.

We are subject to numerous regulations, including labor and employment, truth-in-advertising, California’s Proposition 65 and other environmental laws and regulations, customer protection and zoning and occupancy laws and ordinances that regulate retailers generally or govern the promotion and sale of merchandise and the operation of warehouse facilities. If these regulations were to change or were violated by our management, employees, or suppliers, the costs of certain goods could increase, or we could experience delays in shipments of our goods, be subject to fines or penalties or suffer reputational harm, which could reduce demand for our merchandise and have a material adverse effect on our business, financial condition, and results of operations. In addition to increased regulatory compliance requirements, changes in laws could make the ordinary conduct of our business more expensive or require us to change the way we do business.

Laws related to employee benefits and treatment of employees, including laws related to limitations on employee hours, immigration laws, child labor laws, supervisory status, leaves of absence, wages, pay transparency, mandated health benefits or overtime pay, could also increase compensation and benefits costs. Moreover, changes in product safety or other customer protection laws, could lead to increased costs to us for some merchandise, or additional labor costs associated with readying merchandise for sale. It is often difficult
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for us to plan and prepare for potential changes to applicable laws, and future actions or increased costs related to these changes could have a material adverse effect on our business, financial condition, and results of operations.

Amendments to existing tax laws, rules or regulations or enactment of new unfavorable tax laws, rules or regulations could have an adverse effect on our business, financial condition, and results of operations.

Many of the underlying laws, rules or regulations imposing taxes and other obligations were established before the growth of the internet and e-commerce. Tax authorities in non-U.S. jurisdictions and at the U.S. federal, state and local levels continue to review the appropriate treatment of companies engaged in internet commerce and consider changes to existing tax or other laws that could regulate our transmissions and/or levy sales, income, consumption, use or other taxes relating to our activities, and/or impose obligations on us to collect such taxes. We cannot predict whether such changes will occur, nor the effect of current attempts to impose taxes on commerce over the internet. If such tax or other laws, rules or regulations were amended, or if new unfavorable laws, rules or regulations were enacted, the results could increase our tax payments or other obligations, prospectively or retrospectively, subject us to interest and penalties, decrease the demand for our services if we pass on such costs to the consumer, result in increased costs to update or expand our technical or administrative infrastructure or effectively limit the scope of our business activities if we decided not to conduct business in particular jurisdictions. As a result, these changes may have a material adverse effect on our business, financial condition, results of operations, and prospects.

In addition, various governments and intergovernmental organizations could introduce proposals for tax legislation, or adopt tax laws, that may have a significant adverse effect on our worldwide effective tax rate, or increase our tax liabilities, the carrying value of deferred tax assets, or our deferred tax liabilities. For example, the U.S. federal government could enact significant changes to the taxation of business entities including, among others, a permanent increase in the corporate income tax rate, an increase in the tax rate applicable to the global intangible low-taxed income and elimination of certain exemptions, and the imposition of minimum taxes or surtaxes on certain types of income. It is possible that other jurisdictions in which we operate or do business could enact tax legislation that could adversely affect us through increasing our tax liabilities.

The application of indirect taxes could adversely affect our business and results of operations.

The application of indirect taxes, such as sales and use tax, value-added tax, provincial taxes, goods and services tax, business tax and gross receipt tax, to our business and to our retailers and brands is a complex and evolving issue. Significant judgment is required to evaluate applicable tax obligations. As a result, amounts recorded may be subject to adjustments by the relevant tax authorities. In many cases, the ultimate tax determination is uncertain because it is not clear how new and existing statutes might apply to our business or to the businesses of our retailers and brands. One or more states, the federal government or other countries may seek to impose additional reporting, record-keeping or indirect tax collection obligations on businesses like ours that facilitate e-commerce. For example, state and local taxing authorities in the United States and taxing authorities in other countries have identified e-commerce platforms as a means to calculate, collect and remit indirect taxes for transactions taking place over the internet. Multiple U.S. states have enacted related legislation and other states are now considering similar legislation. Such legislation could require us to incur substantial costs in order to comply, including costs associated with legal advice, tax calculation, collection, remittance and audit requirements, which could make selling in such markets less attractive and could adversely affect our business. In 2018, the U.S. Supreme Court held in South Dakota v. Wayfair that a U.S. state may require an online retailer to collect sales taxes imposed by that state, even if the retailer has no physical presence in that state, thus permitting a wider enforcement of such sales tax collection requirements. Most U.S. states have enacted new sales tax laws requiring remote vendors and online marketplaces to collect, remit and report sales tax. While we now collect, remit, and report sales tax in all states where we have assessed such obligation, it is still possible that one or more jurisdictions could assert that we have a liability from previous periods that could result in additional liabilities.

U.S. import taxation levels may increase and could harm our business.

Increases in taxes imposed on goods imported to the United States have been proposed by U.S. lawmakers and the President of the United States and, if enacted, may impede our growth and negatively affect our results of operations. The majority of our inventory is made outside of the United States and would be subject to increased taxation if new taxes on imports were imposed. Such taxes would increase the cost of our inventory and would raise retail prices of our merchandise to the extent we pass the increased costs on to customers, which could adversely affect our results of operations.
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A failure to comply with current laws, rules and regulations or changes to such laws, rules and regulations and other legal uncertainties may adversely affect our business, financial performance, results of operations or business growth.

Our business and financial performance could be adversely affected by unfavorable changes in or interpretations of existing laws, rules, and regulations or the promulgation of new laws, rules and regulations applicable to us and our businesses, including those relating to the internet and e-commerce, including geo-blocking and other geographically based restrictions, internet advertising and price display, customer protection, anti-corruption, antitrust and competition, economic and trade sanctions, tax, banking, data security, data protection, and privacy. As a result, regulatory authorities could prevent or temporarily suspend us from carrying on some or all of our activities or otherwise penalize us if our practices were found not to comply with applicable regulatory or licensing requirements or any binding interpretation of such requirements. Unfavorable changes or interpretations could severely damage our reputation and our relationship with our customers, associates and investors as well as decrease demand for our services, limit marketing methods and capabilities, affect our margins, increase costs or subject us to additional liabilities.

For example, there are, and will likely continue to be, an increasing number of laws and regulations pertaining to the internet and e-commerce that may relate to liability for information retrieved from or transmitted over the internet, display of certain taxes and fees, online editorial and customer-generated content, user privacy, data security, behavioral targeting and online advertising, taxation, liability for third-party activities and the quality of services. Furthermore, the growth and development of e-commerce may prompt calls for more stringent customer protection laws and more aggressive enforcement efforts, which may impose additional burdens on online businesses generally.

Likewise, the SEC, the U.S. Department of Justice, the U.S. Treasury Department’s Office of Foreign Assets Controls (“OFAC”), the U.S. Department of State, as well as other foreign regulatory authorities continue to enforce economic and trade regulations and anti-corruption laws, across industries. U.S. trade sanctions relate to transactions with designated foreign countries and territories, as well as specifically targeted individuals and entities that are identified on U.S. and other blacklists, and those owned by them or those acting on their behalf. Anti-corruption laws, including the U.S. Foreign Corrupt Practices Act (the “FCPA”), generally prohibit direct or indirect corrupt payments to government officials and, under certain laws, private persons to obtain or retain business or an improper business advantage.

Although we have policies and procedures in place designed to promote compliance with laws and regulations, our employees, partners, or agents could take actions in contravention of our policies and procedures, or violate applicable laws or regulations. As regulations continue to develop and regulatory oversight continues to focus on these areas, we cannot guarantee that our policies and procedures will ensure compliance at all times with all applicable laws or regulations. In the event our controls should fail or we are found to be not in compliance for other reasons, we could be subject to monetary damages, civil and criminal monetary penalties, withdrawal of business licenses or permits, litigation, and damage to our reputation and the value of our brand.

As we expand our operations in existing and new jurisdictions internationally, we will need to increase the scope of our compliance programs to address the risks relating to the potential for violations of the FCPA and other anti-bribery and anti-corruption laws. Further, the promulgation of new laws, rules and regulations, or the new interpretation of existing laws, rules and regulations, in each case that restrict or otherwise unfavorably impact the ability or manner in which we or our retailers and brands conduct business could require us to change certain aspects of our business, operations and commercial relationships to ensure compliance, which could decrease demand for services, reduce net revenue, increase costs or subject us to additional liabilities.

Regulations related to conflict minerals may cause us to incur additional expenses and could limit the supply and increase the costs of certain metals used in the manufacturing of our products.

We are subject to requirements under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, which will require us to conduct due diligence on and disclose whether or not our products contain conflict minerals for the fiscal year ending December 31, 2023 and going forward. The implementation of these requirements could adversely affect the sourcing, availability, and pricing of the materials used in the manufacture of components used in our products. In addition, we will incur additional costs to comply with the disclosure requirements, including costs related to conducting diligence procedures to determine the sources of minerals that may be used or necessary to the production of our products and, if applicable, potential changes to products, processes, or sources of supply as a consequence of such due diligence activities. It is also possible that we may face reputational harm if we determine that certain of our products contain minerals not determined to be conflict free or if we are unable to alter our products, processes, or sources of supply to avoid such materials.

40
[image: ]

Table of Contents


Risks Related to Our Indebtedness

We have outstanding borrowings and we may incur additional indebtedness in the future, which may require us to use a portion of our cash flow to service debt and limit our financial and operating flexibility.

During November 2021, we entered into a Credit Agreement (the “Credit Agreement”) with Bank of America (the “New Revolving Facility”) to provide a revolving facility that allows for borrowings up to $50.0 million, under which we borrowed $25.0 million on November 15, 2021 that remained outstanding as of January 1, 2023. The New Revolving Facility matures three years after November 15, 2021 and requires interest payments. Further, the New Revolving Facility contains a financial maintenance covenant requiring a maximum total leverage ratio of no more than 2.50:1.00, stepping down to 2.00:1.00 after 18 months. We believe that our cash and cash equivalents and cash flows from operating activities will be sufficient to meet our debt and interest payment requirements for the foreseeable future. However, we cannot ensure that our business will generate sufficient cash flow from operating activities or that future borrowings will be available under our borrowing agreements in amounts sufficient to fund other working capital needs.

Risks Related to Our Company and Our Ownership Structure

Operating and managing a public company presents new challenges.

We are subject to various regulatory requirements, including those of the SEC and Nasdaq. These requirements include record keeping, financial reporting and corporate governance rules and regulations. While certain members of our management team have experience managing a public company, we do not have the resources typically found in a public company. Our internal infrastructure may not be adequate to support our increased reporting obligations, and we may be unable to hire, train, or retain necessary staff and may be reliant on engaging outside consultants or professionals to overcome our lack of experience or personnel. If our internal infrastructure is inadequate, we are unable to engage outside consultants or are otherwise unable to fulfill our public company obligations, it could have a material adverse effect on our business, financial condition, and results of operations.

We may require additional capital to support business growth and this capital might not be available or may be available only by diluting existing stockholders.

We may need to raise additional funds, and we may not be able to obtain additional debt or equity financing on favorable terms or at all. If we raise additional equity financing, stockholders may experience significant dilution of their ownership interests. If we raise additional debt financing, we may be required to accept terms that restrict our ability to incur additional indebtedness, force us to maintain specified liquidity or other ratios or restrict our ability to pay dividends or make acquisitions. If we need additional capital and cannot raise it on acceptable terms, or at all, our ability to continue to support our business growth and to respond to business challenges could be significantly limited and our business and prospects could fail or be adversely affected.

Concentration of ownership among our existing executive officers, directors and principal stockholders may prevent new investors from influencing significant corporate decisions.

As of the date of this Annual Report on Form 10-K, our executive officers, directors, and principal stockholders own, in the aggregate, approximately 85% of our outstanding common stock. These stockholders will be able to exercise significant control over all matters requiring stockholder approval, including the election of directors, amendment of our amended and restated certificate of incorporation, and approval of significant corporate transactions and will have significant control over our management and policies. This concentration of influence could be disadvantageous to other stockholders with interests different from those of our officers, directors, and principal stockholders and could have an adverse effect on the price of our common stock.

In addition, these stockholders could take actions that have the effect of delaying or preventing a change-in-control of us or discouraging others from making tender offers for our shares, which could prevent stockholders from receiving a premium for their shares. These actions may be taken even if other stockholders oppose them.
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Anti-takeover provisions in our amended and restated certificate of incorporation and bylaws and under Delaware law could make an acquisition of us more difficult, limit attempts by our stockholders to replace or remove our current management and limit the market price of our common stock.

Provisions in our certificate of incorporation and bylaws may have the effect of delaying or preventing a change of control or changes in our management. Our amended and restated certificate of incorporation and amended and restated bylaws include provisions that:

· authorize our Board of Directors (the “Board of Directors”) to issue, without further action by the stockholders, up to 10,000,000 shares of undesignated preferred stock;

· subject to certain exceptions, including that entities affiliated with H.I.G Capital, LLC (“H.I.G.”), Institutional Venture Partners (“IVP”) and the Canada Pension Plan Investment Board (“CPPIB”) hold at least 50% of our common stock, require that any action to be taken by our stockholders be effected at a duly called annual or special meeting and not by written consent;

· specify that special meetings of our stockholders can be called only by a majority of our Board of Directors, the Chair of our Board of Directors or our Chief Executive Officer;

· establish an advance notice procedure for stockholder proposals to be brought before an annual meeting, including proposed nominations of persons for election to our Board of Directors;

· establish that our Board of Directors is divided into three classes, with each class serving three-year staggered terms;

· prohibit cumulative voting in the election of directors; and

· provide that vacancies on our Board of Directors may be filled only by a majority of directors then in office, even though less than a quorum.

These provisions may frustrate or prevent any attempts by our stockholders to replace or remove our current management by making it more difficult for stockholders to replace members of our Board of Directors, which is responsible for appointing the members of our management.

In addition, because we are incorporated in Delaware, we have opted out of the provisions of Section 203 of the Delaware General Corporation Law (the “DGCL”), which generally prohibits a Delaware corporation from engaging in any of a broad range of business combinations with any “interested” stockholder (any stockholder with 15% or more of our capital stock) for a period of three years following the date on which the stockholder became an “interested” stockholder. However, our amended and restated certificate of incorporation contain a provision that provides us with protections similar to Section 203 of the DGCL and prevent us from engaging in a business combination with a person who acquires at least 15% of our common stock for a period of three years from the date such person acquired such common stock, unless board or stockholder approval is obtained prior to the acquisition, except that it provides that H.I.G. or any affiliate thereof, or any person or entity to which any of the foregoing stockholders transfers shares of our voting stock (subject to specified exceptions), in each case regardless of the total percentage of our voting stock owned by such stockholder or such person or entity, shall not be deemed an “interested stockholder” for purposes of this provision of our amended and restated certificate of incorporation and therefore not subject to the restrictions set forth in this provision.

Our amended and restated certificate of incorporation designates the Court of Chancery of the State of Delaware and the federal district courts of the United States as the sole and exclusive forums for certain types of actions and proceedings that may be initiated by our stockholders, which could limit our stockholders’ ability to obtain a favorable judicial forum for disputes with the Company or our directors, officers, or other employees.

Our amended and restated certificate of incorporation provides that, unless we consent to the selection of an alternative forum, the Court of Chancery of the State of Delaware shall, to the fullest extent permitted by law, be the sole and exclusive forum for any (1) derivative action or proceeding brought on behalf of the Company, (2) action asserting a claim of breach of a fiduciary duty owed by any of our directors or officers to the Company or our stockholders, (3) action asserting a claim against the Company or any director or
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officer of the Company arising pursuant to any provision of the DGCL or our amended and restated certificate of incorporation or our amended and restated bylaws, or (4) action asserting a claim against us or any director or officer of the Company governed by the internal affairs doctrine. Additionally, our amended and restated certificate of incorporation further provides that the federal district courts of the United States will be the exclusive forum for resolving any complaint asserting a cause or causes of action arising under the Securities Act, including all causes of action asserted against a defendant to such complaint. The choice of forum provisions would not apply to claims or causes of action brought to enforce a duty or liability created by the Exchange Act or any other claim for which the federal courts have exclusive jurisdiction, as Section 27 of the Exchange Act creates exclusive federal jurisdiction over all claims brought to enforce any duty or liability created by the Exchange Act or the rules and regulations thereunder. Accordingly, actions by our stockholders to enforce any duty or liability created by the Exchange Act or the rules and regulations thereunder must be brought in federal court. We note that there is uncertainty as to whether a court would enforce the choice of forum provision with respect to claims under the federal securities laws, and that investors cannot waive compliance with the federal securities laws and the rules and regulations thereunder.

Any person or entity purchasing or otherwise acquiring any interest in any shares of our capital stock shall be deemed to have notice of and to have consented to the forum provisions in our amended and restated certificate of incorporation. This choice-of-forum provision may limit a stockholder’s ability to bring a claim in a judicial forum that it finds favorable for disputes with us or our directors, officers, or other employees, which may discourage such lawsuits. Alternatively, if a court were to find this provision of our amended and restated certificate of incorporation inapplicable or unenforceable with respect to one or more of the specified types of actions or proceedings, we may incur additional costs associated with resolving such matters in other jurisdictions, which could materially and adversely affect our business, financial condition, and results of operations and result in a diversion of the time and resources of our management and Board of Directors. These provisions may also result in increased costs for investors seeking to bring a claim against us or any of our directors, officers, or other employees.

Lulu’s Fashion Lounge Holdings, Inc. is a holding company with no operations of its own and, as such, it depends on its subsidiaries for cash to fund its operations and expenses, including future dividend payments, if any.

As a holding company, our principal source of cash flow will be distributions or payments from our operating subsidiaries. Therefore, our ability to fund and conduct our business, service our debt, and pay dividends, if any, in the future will depend on the ability of our subsidiaries and intermediate holding companies to make upstream cash distributions or payments to us, which may be impacted, for example, by their ability to generate sufficient cash flow or limitations on the ability to repatriate funds whether as a result of currency liquidity restrictions, monetary or exchange controls, or otherwise. Our operating subsidiaries and intermediate holding companies are separate legal entities, and although they are directly or indirectly wholly owned and controlled by us, they have no obligation to make any funds available to us, whether in the form of loans, dividends, or otherwise.

Risks Related to Ownership of Our Common Stock

We expect that our stock price will fluctuate significantly, which could cause the value of investments in our common stock to decline, and investors may not be able to resell their shares at a price at or above the price for which they purchased them.

Securities markets worldwide have experienced, and are likely to continue to experience, significant price and volume fluctuations. The market volatility, as well as general economic, market or political conditions, could reduce the market price of our common stock regardless of our results of operations. The trading price of our common stock is likely to be volatile and subject to significant price fluctuations, as observed in 2022, in response to many factors, including:

· market conditions or trends in our industry or the economy as a whole and, in particular, in the retail sales environment;

· changes in our merchandise mix and supplier base;

· timing of promotional events;

· changes in key personnel;

· entry into new markets;
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· changes in customer preferences and fashion trends;

· announcements by us or our competitors of new product offerings or significant acquisitions, divestitures, strategic partnerships, joint ventures, or capital commitments;

· actions by competitors;

· inventory shrinkage beyond our historical average rates;

· changes in operating performance and stock market valuations of other retail companies;

· investors’ perceptions of our prospects and the prospects of the retail industry;

· fluctuations in quarterly results of operations, as well as differences between our actual financial results and results of operations and those expected by investors;

· the public’s response to press releases or other public announcements by us or third parties, including our filings with the SEC and/or negative earnings or other announcements by us or other retail apparel companies;

· announcements, media reports, or other public forum comments related to litigation, claims, or reputational charges against us;

· guidance, if any, that we provide to the public, any changes in this guidance, or our failure to meet this guidance;

· changes in financial estimates or ratings by any securities analysts who follow our common stock, our failure to meet these estimates, or the failure of those analysts to initiate or maintain coverage of our common stock;

· the development and sustainability of an active trading market for our common stock;

· downgrades in our credit ratings or the credit ratings of our competitors;

· investor perceptions of the investment opportunity associated with our common stock relative to other investment alternatives;

· future sales of our common stock by our officers, directors, and significant stockholders;

· global macroeconomic conditions, including inflation, labor shortages, supply chain shortages, or other economic, political or legal uncertainties or adverse developments;

· political unrest, terrorism and wars, such as the current situation with Ukraine and Russia and increased tensions between Taiwan and China, which could delay or disrupt our business, and if such political unrest escalates or spills over to or otherwise impacts additional regions it could heighten many of the other risk factors included in this Item 1A;

· other events or factors, including those resulting from system failures and disruptions, earthquakes, hurricanes, other natural disasters, pandemics, or responses to these events; and

· changes in accounting principles.

These and other factors may cause the market price and demand for shares of our common stock to fluctuate substantially, which may limit or prevent investors from readily selling their shares of our common stock and may otherwise negatively affect the liquidity of our common stock. As a result of these factors, our quarterly and annual results of operations and sales may fluctuate significantly. Accordingly, results for any one quarter are not necessarily indicative of results to be expected for any other quarter or for any year and sales for any particular future period may decrease. In the future, our results of operations may fall below the expectations of securities analysts and investors. In that event, the price of our common stock would likely decrease. In the past, when the market price of a stock
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has been volatile, security holders have often instituted class action litigation against the company that issued the stock. If we become involved in this type of litigation, regardless of the outcome, we could incur substantial legal costs and our management’s attention could be diverted from the operation of our business, which could have a material adverse effect on our business, financial condition, and results of operations.

Future sales of our common stock in the public market could cause the market price of our common stock to decrease significantly.

Sales of substantial amounts of our common stock in the public market by our existing stockholders, upon the exercise of stock options granted in the future or by persons who acquired shares in our initial public offering (“IPO”) may cause the market price of our common stock to decrease significantly. The perception that such sales could occur could also depress the market price of our common stock. Any such sales could also create public perception of difficulties or problems with our business and might also make it more difficult for us to raise capital through the sale of equity securities in the future at a time and price that we deem appropriate.

Certain of our outstanding shares of common stock are “restricted securities,” as defined under Rule 144 under the Securities Act and eligible for sale in the public market subject to the requirements of Rule 144.

As restrictions on resale expire or as shares are registered, our share price could drop significantly if the holders of these restricted or newly registered shares sell them or are perceived by the market as intending to sell them. These sales might also make it more difficult for us to raise capital through the sale of equity securities in the future at a time and at a price that we deem appropriate.

We do not intend to pay dividends on our common stock and, consequently, the ability of common stockholders to achieve a return on investment will depend on appreciation, if any, in the price of our common stock.

Investors should not rely on an investment in our common stock to provide dividend income. Because we do not expect to pay any cash dividends for the foreseeable future, investors may be forced to sell their shares in order to realize a return on their investment, if any. We do not anticipate that we will pay any dividends to holders of our common stock for the foreseeable future. Any payment of cash dividends will be at the discretion of our Board of Directors and will depend on our financial condition, capital requirements, legal requirements, earnings, and other factors. Consequently, investors in our common stock should not rely on dividends in order to receive a return on their investment. Accordingly, investors must rely on sales of their common stock after price appreciation, which may never occur, as the only way to realize any return on their investment. As a result, investors seeking cash dividends should not purchase our common stock.

General Risk Factors

Changes in accounting standards and subjective assumptions, estimates and judgments by management related to complex accounting matters could significantly affect our financial results or financial condition.

Generally accepted accounting principles and related accounting pronouncements, implementation guidelines and interpretations with regard to a wide range of matters that are relevant to our business, including but not limited to revenue recognition, leases, impairment of goodwill and intangible assets, inventory, income taxes and litigation, are highly complex and involve many subjective assumptions, estimates and judgments. Changes in these rules or their interpretation or changes in underlying assumptions, estimates or judgments could significantly change or increase volatility of our reported or expected financial performance or financial condition. Refer to Note 2, Significant Accounting Policies, in the accompanying notes to our consolidated financial statements included in this Annual Report on Form 10-K for a description of recent accounting pronouncements.

There are claims made against us from time to time that can result in litigation that could distract management from our business activities and result in significant liability or damage to our brand.

As a growing company with expanding operations, we increasingly face the risk of litigation and other claims against us. Litigation and other claims may arise in the ordinary course of our business and include employee claims, commercial disputes, intellectual property issues, privacy and customer protection claims, and product-oriented allegations. These claims can raise complex factual and legal issues that are subject to risks and uncertainties and could require significant management time and allocation. Litigation and other claims and regulatory proceedings against us could result in unexpected expenses and liabilities, which could have a material adverse effect on our business, financial condition, and results of operations.
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We depend on our senior management personnel and may not be able to retain or replace these individuals or recruit additional personnel, which could have a material adverse effect on our business, financial condition, and results of operations.

Our future success is substantially dependent on the continued service of our senior management. Further, there is risk that the Succession Plan described in the “Recent Events” section of Part I, “Item 1. Business” in this Annual Report on Form 10-K may not be successful or will take longer than anticipated. If we fail to manage the Succession Plan successfully, we could experience significant delays or difficulty in the achievement of our strategic objectives and our business, financial condition and results of operations could be materially and adversely harmed. The Succession Plan primarily impacts members of senior management, particularly David McCreight, our Executive Chairman, Crystal Landsem, our Chief Executive Officer, Mark Vos, our President and Chief Information Officer and Tiffany R. Smith, our Chief Financial Officer. These individuals have extensive experience in our industry and are familiar with our business, systems, and processes. Changes in management, however, have the potential to disrupt our business, and any such disruption could adversely affect our operations, growth, financial condition and results of operations. Further, new members of management and the Board of Directors may have different perspectives on our operations and opportunities for our business, which may cause us to change our business plan or vision for our company. The loss of services of these individuals or any other of our key employees could impair our ability to manage our business effectively, as we may not be able to find suitable individuals to replace them on a timely basis or at all, which could have a material adverse effect on our business, financial condition, and results of operations. In addition, any departures of key personnel could be viewed in a negative light by investors and analysts, which could cause our common stock price to decline. We do not maintain key person insurance on any employee.

In addition to the aforementioned employees, we have other employees in positions responsible for our merchandising, marketing, software development, accounting, finance, information technology, and operations departments, that, if vacant, could cause a temporary disruption in our operations until such positions are filled, which could have a material adverse effect on our business, financial condition, and results of operations. Our success depends in part upon our ability to attract, motivate, and retain a sufficient number of employees who understand our business, customers, brand and corporate culture. Our planned growth will require us to hire and train even more personnel to manage such growth. If we are unable to hire and retain personnel capable of consistently performing at a high level, our ability to expand our business may be impaired.

If securities analysts or industry analysts downgrade our shares, publish negative research or reports, or do not publish reports about our business, our share price and trading volume could decline.

The trading market for our common stock is influenced by the research and reports that industry or securities analysts publish about us, our business and our industry. If one or more analysts adversely change their recommendation regarding our shares or our competitors’ stock, our share price would likely decline. If one or more analysts cease coverage of us or fail to regularly publish reports on us, we could lose visibility in the financial markets, which in turn could cause our share price or trading volume to decline. As a result, the market price for our common stock may decline and shares of our common stock may not be resold at or above the price at which they were purchased.

Our results of operations could be adversely affected by natural disasters, public health crises, political crises, or other catastrophic events.

Our principal offices and one of our distribution facilities are located in Chico, California, an area which has a history of wildfires, and are thus vulnerable to damage. We also operate offices in other cities and states and have a second distribution facility in Southern California and a third distribution facility in Pennsylvania. Natural disasters, such as earthquakes, wildfires, hurricanes, tornadoes, floods, and other adverse weather and climate conditions; unforeseen public health crises, such as pandemics and epidemics; political crises, such as terrorist attacks, war, and other political instability; or other catastrophic events, whether occurring in the United States or internationally, could disrupt our operations in any of our offices and distribution facilities or the operations of one or more of our third-party providers or suppliers. For example, in the fall of 2018 there was a wildfire near Chico, California where our headquarters and one of our distribution facilities are located. In particular, these types of events could impact our merchandise supply chain, including our ability to ship merchandise to customers from or to the impacted region, our suppliers’ ability to ship merchandise or our ability to operate our platform. In addition, these types of events could negatively impact customer spending in the impacted regions. Sales of certain seasonal apparel items are dependent in part on the weather and may decline when weather conditions do not favor the use of this apparel. To the extent any of these events occur, our business and results of operations could be adversely affected.
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Climate change and increased focus by governmental and non-governmental organizations, customers, consumers and investors on sustainability issues, including those related to climate change, may adversely affect our business and financial results and damage our reputation.

Our business and results of operations could be adversely affected by climate change and the adoption of new climate change related laws, policies and regulations. Growing concerns about climate change and greenhouse gas emissions have led to the adoption of various regulations and policies, including the Paris Agreement negotiated at the 2015 United Nations Conference on Climate Change. Climate change may impact our business in numerous ways. For example, governments may impose new taxes to finance efforts to reduce the impact of climate change, which may increase shipping and freight costs and prices for our products. We also face the risk that governmental or non-governmental organizations may increase their focus on the fashion sector and implement greater environmental regulation on the fashion sector in the United States or the fashion sector in other markets. For example, the fashion industry’s process for dying fabrics uses large quantities of water, and the disposition of the waste water is often regulated and may affect the environment. Increased scrutiny and regulation of this practice may adversely affect our business. If we or our suppliers are required to comply with new or additional legislation and regulations to mitigate or reduce the potential impact of climate change, or if we choose to take voluntary steps to mitigate or reduce our impact on climate change, we may experience increases in raw material costs, energy, production, transportation, capital expenditures, insurance premiums and deductibles, which could adversely impact our business or results of operations. Inconsistency of legislation and regulations among jurisdictions may also adversely affect the costs of compliance with such laws and regulations. Any assessment of the potential impact of future climate change legislation, regulations, or industry standards, as well as any international treaties and accords, is uncertain given the breadth of potential regulatory change in the countries in which we operate. Additionally, some scientists have concluded that increasing concentrations of greenhouse gases in the earth’s atmosphere may produce climate changes that have significant physical effects, such as increased frequency and severity of storms, droughts, floods and other climatic events. Increased frequency of extreme weather could cause increased incidence of disruption to the production and distribution of our products and an adverse impact on consumer demand and spending. If any such climate changes or additional climate change were to occur, they could have an adverse effect on our financial condition and results of operations.

Increased scrutiny and changing expectations from investors, customers, employees and others regarding our environmental, social and governance practices and reporting could cause us to incur additional costs, devote additional resources and expose us to additional risks, which could adversely impact our reputation, customer acquisition and retention, access to capital and employee retention.

Companies across all industries are facing increasing scrutiny related to their environmental, social and governance (“ESG”) practices and reporting. Investors, customers, employees and other stakeholders have focused increasingly on ESG practices and placed increasing importance on the implications and social cost of their investments, purchases and other interactions with companies. With this increased focus and demand, public reporting regarding ESG practices is becoming more broadly expected. If our ESG practices and reporting do not meet investor, customer or employee expectations, which continue to evolve, our brand, reputation and customer retention may be negatively impacted.

Our ability to achieve any ESG objective or goal, including with respect to GHG emissions, and accurately and transparently report our progress is subject to numerous operational, financial, legal and other risks, many of which are dependent on the actions of third parties and outside of our control. Examples of such risks include:

· the availability and cost of low- or non-carbon-based energy sources;

· the evolving regulatory requirements affecting ESG standards or disclosures;

· the availability of suppliers that can meet our sustainability, diversity and other ESG standards;

· our ability to recruit, develop and retain diverse talent in our labor markets; and

· the success of our organic growth and acquisitions or dispositions of businesses or operations.

If we fail, or are perceived to be failing, to meet the objectives, goals or standards included in any sustainability disclosure or the expectations of our various stakeholders or if we are perceived to have not responded appropriately, it could negatively impact our
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reputation, customer acquisition and retention, access to capital and employee retention. In addition, in recent years, investor advocacy groups and certain institutional investors have placed increasing importance on ESG matters. If, as a result of their assessment of our ESG practices, certain investors are unsatisfied with our actions or progress, they may reconsider their investment in our company. As the nature, scope and complexity of ESG reporting, diligence and disclosure requirements expand, including the SEC’s recently proposed disclosure requirements regarding, among other matters, GHG emissions, we may have to undertake additional costs to control, assess and report on ESG metrics. Any failure or perceived failure, whether or not valid, to pursue or fulfill our ESG goals, targets and objectives or to satisfy various ESG reporting standards within the timelines we announce, or at all, could increase the risk of litigation.

We are an emerging growth company, and the reduced disclosure requirements applicable to emerging growth companies may make our common stock less attractive to investors.

We are an emerging growth company as defined in the JOBS Act. Under the JOBS Act, emerging growth companies can delay adopting new or revised financial accounting standards until such time as those standards apply to private companies. We intend to take advantage of the extended transition period for adopting new or revised financial accounting standards under the JOBS Act as an emerging growth company.

For as long as we continue to be an emerging growth company, we may also take advantage of other exemptions from certain reporting requirements that are applicable to other public companies, including not being required to comply with the auditor attestation requirements of Section 404(b) of the Sarbanes-Oxley Act, exemption from any rules that may be adopted by the Public Company Accounting Oversight Board requiring mandatory audit firm rotations or a supplement to the report of independent registered public accounting firm, 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 any golden parachute arrangements, and reduced financial reporting requirements. Investors may find our common stock less attractive because we will rely on these exemptions, which could result in a less active trading market for our common stock, increased price fluctuation, and a decrease in the trading price of our common stock.

We will remain an emerging growth company until the earlier of (1) the last day of the fiscal year following the fifth anniversary of our IPO,

(2) the last day of the fiscal year in which we have total annual gross revenue of at least $1.235 billion, (3) the last day of the fiscal year in which we are deemed to be a “large accelerated filer,” as defined in the rules under the Exchange Act, or (4) the date on which we have issued more than $1.0 billion in non-convertible debt during the prior three-year period.

Failure to achieve and maintain effective internal control over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act could have a material adverse effect on our business, financial condition, and results of operations.

As a privately held company, we were not required to evaluate our internal control over financial reporting in a manner that meets the standards of publicly traded companies required by Section 404(a) of the Sarbanes-Oxley Act (“Section 404”). Section 404 of the Sarbanes-Oxley Act requires annual management assessments of the effectiveness of our internal control over financial reporting, starting with the second annual report that we file with the SEC as a public company, and generally requires in the same report a report by our independent registered public accounting firm on the effectiveness of our internal control over financial reporting. However, under the JOBS Act, our independent registered public accounting firm will not be required to attest to the effectiveness of our internal control over financial reporting pursuant to Section 404 of the Sarbanes-Oxley Act until we are no longer an emerging growth company. We could be an emerging growth company for up to five years subsequent to becoming a public company.

Once we are no longer an emerging growth company, our independent registered public accounting firm will be required to attest to the effectiveness of our internal control over financial reporting on an annual basis. The rules governing the standards that must be met for our management to assess our internal control over financial reporting are complex and require significant documentation, testing and possible remediation and the incurrence of significant additional expenditures. Testing and maintaining internal controls may divert our management’s attention from other matters that are important to our business.

The process of designing and implementing effective internal controls is a continuous effort that requires us to anticipate and react to changes in our business and the economic and regulatory environments and to expend significant resources to maintain a system of internal controls that is adequate to satisfy our reporting obligations as a public company. If we are unable to establish or maintain appropriate internal financial reporting controls and procedures, it could cause us to fail to meet our reporting obligations on a timely basis, result in material misstatements in our consolidated financial statements and harm our results of operations.
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In connection with the implementation of the necessary procedures and practices related to internal control over financial reporting, we may identify deficiencies that we may not be able to remediate in time to meet the deadline imposed by the Sarbanes-Oxley Act for compliance with the requirements of Section 404. In addition, we may encounter problems or delays in completing the remediation of any deficiencies identified by our independent registered public accounting firm in connection with the issuance of their attestation report. Our testing, or the subsequent testing by our independent registered public accounting firm, may reveal deficiencies in our internal controls over financial reporting that are deemed to be material weaknesses. We may not be able to conclude on an ongoing basis that we have effective internal control over financial reporting in accordance with Section 404. If we are unable to conclude that we have effective internal control over financial reporting, investors may lose confidence in our reported financial information, which could have a material adverse effect on the trading price of our common stock, and we could become subject to litigation or investigations by Nasdaq, the SEC, or other regulatory authorities, which could require additional financial and management resources.

The requirements of being a public company may strain our resources, divert management’s attention and affect our ability to attract and retain executive management and qualified board members.

As a publicly traded company, we have incurred and will continue to incur significant legal, accounting, and other expenses that we were not required to incur in the recent past, particularly after we are no longer an emerging growth company as defined under the JOBS Act. We are required to file with the SEC annual and quarterly information and other reports that are specified in Section 13 of the Exchange Act. We are also required to ensure that we have the ability to prepare financial statements that are fully compliant with all SEC reporting requirements on a timely basis. We are also subject to other reporting and corporate governance requirements, including the requirements of Nasdaq, and certain provisions of the Sarbanes-Oxley Act and the regulations promulgated thereunder, which impose significant compliance obligations upon us. As a public company, among other things, we have to:

· prepare and distribute periodic public reports and other stockholder communications in compliance with our obligations under the federal securities laws and applicable Nasdaq rules;

· create or expand the roles and duties of our Board of Directors and committees of the board;

· institute more comprehensive financial reporting and disclosure compliance functions;

· enhance our investor relations function;

· establish new internal policies, including those relating to disclosure controls and procedures; and

· involve and retain to a greater degree outside counsel and accountants in the activities listed above.

These changes will require a significant commitment of additional resources and many of our competitors already comply with these obligations. We may not be successful in complying with these obligations and the significant commitment of resources required for complying with them could have a material adverse effect on our business, financial condition, and results of operations. In addition, if we fail to implement the requirements with respect to our internal accounting and audit functions, our ability to report our results of operations on a timely and accurate basis could be impaired and we could suffer adverse regulatory consequences or violate Nasdaq listing standards. There could also be a negative reaction in the financial markets due to a loss of investor confidence in us and the reliability of our consolidated financial statements, which could have a material adverse effect on our business, financial condition, and results of operations.

The changes necessitated by becoming a public company require a significant commitment of resources and management oversight that has increased and may continue to increase our costs and might place a strain on our systems and resources. As a result, our management’s attention might be diverted from other business concerns. If we fail to maintain an effective internal control environment or to comply with the numerous legal and regulatory requirements imposed on public companies, we could make material errors in, and be required to restate, our consolidated financial statements. Any such restatement could result in a loss of public confidence in the reliability of our consolidated financial statements and sanctions imposed on us by the SEC.
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Short sellers of our stock may be manipulative and may drive down the market price of our common stock.

Short selling is the practice of selling securities that the seller does not own, but rather has borrowed or intends to borrow from a third party with the intention of buying identical securities at a later date to return to the lender. A short seller hopes to profit from a decline in the value of the securities between the sale of the borrowed securities and the purchase of the replacement shares, as the short seller expects to pay less in that purchase than it received in the sale. It is therefore in the short seller’s interest for the price of the stock to decline, and some short sellers publish, or arrange for the publication of, opinions or characterizations regarding the relevant issuer, often involving misrepresentations of the issuer’s business prospects and similar matters calculated to create negative market momentum, which may permit them to obtain profits for themselves as a result of selling the stock short.

As a public entity, we may be the subject of concerted efforts by short sellers to spread negative information in order to gain a market advantage. In addition, the publication of misinformation may also result in lawsuits, the uncertainty and expense of which could adversely impact our business, financial condition, and reputation. There are no assurances that we will not face short sellers' efforts or similar tactics in the future, and the market price of our common stock may decline as a result of their actions.

Item 1B. Unresolved Staff Comments

Not applicable.


Item 2. Properties

We do not own any real property. Our corporate headquarters are located in a leased facility in Chico, California. We also operate a leased facility primarily used for office space in Chico, California, and we also lease a retail space in Chico, California. We operate three leased distribution facilities: a facility (which includes office space) located in Chico, California; a facility located in Easton, Pennsylvania; and a facility located in Ontario, California. Our creative buying and inventory planning offices and our creative studio are located in Los Angeles, California in a leased facility.

See Note 6, Leases, of the accompanying notes to our consolidated financial statements included elsewhere within this Annual Report on Form 10-K for additional information on our leases.

	Location
	Type
	Square Footage
	

	
	
	(approximate)
	

	Chico, California
	
	Distribution facility and office space
	
	109,600
	

	Chico, California
	Corporate headquarters
	7,600
	

	Chico, California
	Studio space
	7,400
	

	Chico, California
	Retail space
	8,400
	

	Los Angeles, California
	Office and studio space
	26,800
	

	Ontario, California
	Distribution facility
	140,400
	

	Easton, Pennsylvania
	Distribution facility
	258,200
	



Item 3. Legal Proceedings

We are from time to time subject to various legal proceedings and claims, including employment claims, wage and hour claims, intellectual property claims, contractual and commercial disputes and other matters that arise in the ordinary course of our business. While the outcome of these and other claims cannot be predicted with certainty, we do not believe that the outcome of these matters will have a material adverse effect on our business, financial condition, cash flows, or results of operations. We are not presently a party to any legal proceedings that we believe would, if determined adversely to us, materially and adversely affect our future business, financial condition, cash flows, or results of operations.
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Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities Market Price of and Dividends on the Registrant’s Common Equity and Related Stockholder Matters
Market Information

Our common stock is listed on the Nasdaq and began trading under the symbol “LVLU” on November 11, 2021. Prior to that date, there was no public trading market for our common stock.

Holders of Record

As of March 10, 2023, there were 113 holders of record of our common stock.

Dividends

We currently intend to retain all available funds and future earnings, if any, to fund the development and expansion of our business, and we do not anticipate paying any cash dividends in the foreseeable future. Any future determination regarding the declaration and payment of dividends, if any, will be at the discretion of our Board of Directors and will depend on then-existing conditions, including our financial condition, operating results, contractual restrictions, capital requirements, business prospects and other factors our Board of Directors may deem relevant. Our future ability to pay cash dividends on our capital stock is limited by the terms of our New Revolving Facility and may be limited by any future debt instruments or preferred securities.



52
[image: ]

Table of Contents


Performance Graph

The following graph and table compare the performance of (1) an investment in our common stock over the period of November 11, 2021 through January 1, 2023, beginning with an investment at the $13.06 closing market price on November 11, 2021, the end of the first day our common stock traded on the Nasdaq following our initial public offering at $16.00 per share, and thereafter based on the closing price of our common stock on the Nasdaq, with (2) an investment in the S&P 500 and the S&P Retail Select Industry, in each case beginning with an investment at the closing price on November 11, 2021 and thereafter based on the closing price of the index. The graph and table assume $100 was invested on the starting date at the price indicated above and that dividends, if any, were reinvested. The comparisons are based on historical data and are not indicative of, nor intended to forecast, the future performance of our common stock.
[image: ]
































	Company/Index
	November 11,
	
	January 2,
	
	January 1,
	

	
	
	2021
	
	
	2022
	
	
	2023
	

	Lulu's Fashion Lounge Holdings, Inc.
	
	$
	100.00
	
	$
	78.33
	
	$
	19.22
	

	S&P 500 Index
	$
	100.00
	
	$
	102.51
	
	$
	82.58
	

	S&P Retail Select Industry Index
	$
	100.00
	
	$
	89.54
	
	$
	60.37
	



Recent Sales of Unregistered Securities; Use of Proceeds from Registered Securities

Recent Sales of Unregistered Securities

None.


53
[image: ]

Table of Contents


Purchases of Equity Securities by the Issuer and Affiliated Purchasers

None.
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Item 6. [Reserved]

Item 7. 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 related notes included elsewhere in this Annual Report on Form 10-K. This discussion contains forward-looking statements based upon current plans, expectations and beliefs involving risks and uncertainties. Our actual results may differ materially from those anticipated in these forward-looking statements as a result of various factors, including those set forth in Part I, “Item 1A. Risk Factors” and other factors set forth in other parts of this Annual Report on Form 10-K. Discussion of the year-to-year comparisons between 2021 and 2020 can be found in “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Part II, Item 7 of the Company’s Annual Report on Form 10-K for the fiscal year ended January 2, 2022.

Overview

Lulus is a customer-driven, digitally-native fashion brand primarily serving a large, diverse community of Millennial and Gen Z women, who typically meet us in their 20s and stay with us through their 30s and beyond. We focus relentlessly on giving our customers what they want. We do this by using data coupled with human insight to deliver a curated and continuously evolving broad assortment of on-trend, affordable luxury fashion for many of life’s moments. Our customer obsession sets the tone for everything we do, from our personalized online shopping experience to our exceptional customer service.

Initial Public Offering

On November 10, 2021, our registration statement on Form S-1 relating to its IPO was declared effective by the SEC and the shares of its common stock began trading on the Nasdaq Global Market on November 11, 2021. The IPO closed on November 15, 2021, pursuant to which we issued and sold 5,750,000 shares of our common stock at a public offering price of $16.00 per share. On November 15, 2021, we received net proceeds of approximately $82.0 million from the IPO, after deducting underwriting discounts and commissions of approximately $6.1 million and other issuance costs of approximately $3.9 million. Immediately prior to the completion of the IPO, we filed an amended and restated certificate of incorporation, which authorized a total of 250,000,000 shares of common stock at $0.001 par value per share, and 10,000,000 shares of preferred stock, $0.001 par value per share. Immediately prior to the completion of the IPO, all shares of the Series A Preferred Stock then outstanding were converted into 15,000,000 shares of common stock. Additionally, 215,702 shares of common stock were issued to the LP immediately prior to the completion of the IPO. All shares of the Series B Preferred Stock and the Series B-1 Preferred Stock were redeemed and extinguished for a total payment of approximately $17.9 million on November 15, 2021.

Impact of the COVID-19 Pandemic

While there continues to be uncertainty related to the COVID-19 pandemic, we believe the significant impact of the pandemic on the demand for our product related to social distancing mandates, lockdowns, cancelled social events and travel has largely subsided. However, we are still susceptible to broader COVID-19 risks globally, especially in relation to our supply chain. We continue to take actions to anticipate changes in the business environment and supply chain pressures, including placing orders earlier than pre-pandemic times, leveraging our “test, learn and reorder” approach to test small order quantities and then graduate successful styles to our re-order algorithms and diversifying our supply chain network to mitigate rising costs and service delays. We have modified our business practices in response to the COVID-19 pandemic and plan to continue to take proactive measures.

We expect ongoing volatility in these trends as the continued impact from COVID-19 remains uncertain. We may take further actions that impact our business operations as may be required by federal, state, or local authorities or that we determine to be in the best interests of our employees and our customers. For additional discussion of risks related to the COVID-19 pandemic and the impact of the COVID-19 pandemic on our Company, see “Risk Factors—Risks Related to our Business—The COVID-19 pandemic has had and may in the future have an adverse effect on our labor workforce availability, supply chain, business, financial condition, cash flows, and results of operations in ways that remain unpredictable.”
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Impact of Macroeconomic Trends on Business

Changing macroeconomic factors, including inflation, interest rates, fuel prices, and overall consumer confidence with respect to current and future economic conditions have directly impacted our sales in fiscal 2022 as discretionary consumer spending levels and shopping behavior fluctuate with these factors. During fiscal 2022, we have responded to these factors by taking appropriate pricing, promotional and other actions to stimulate customer demand. These factors are expected to continue to have an impact on our business, results of operations, our growth and financial condition.

Historically, our business model has resulted in strong growth. Between fiscal years 2016 and 2019, we grew our net revenue by 179% to $370 million, or an annual compounded growth rate of 41%. In fiscal year 2020, our net revenue declined by 33% to $249 million as a result of the COVID-19 pandemic. In fiscal year 2021, our business rebounded from the initial impact of the pandemic on consumer behavior, and we grew our net revenue by 51% compared to 2020. Our sales growth slowed in fiscal year 2022 due to heightened macro-economic pressures, resulting in a 17% growth in net revenue compared to 2021.

Key Operating and Financial Metrics

We collect and analyze operating and financial data to assess the performance of our business and optimize resource allocation. The following table sets forth our key performance indicators for the periods presented (in thousands, except for percentages and Average Order Value).

	
	
	2022
	
	2021
	
	2020

	
	
	
	
	
	
	

	Gross Margin
	
	43.5 %
	
	47.1 %
	
	44.4 %

	Net income (loss)
	$
	3,725
	$
	2,045
	$
	(19,304)

	Adjusted EBITDA (1)
	$
	29,096
	$
	41,406
	$
	18,911

	Adjusted EBITDA Margin (1)
	
	6.6 %
	
	11.0 %
	
	7.6 %

	Active Customers (2)
	
	3,223
	
	2,760
	
	2,000

	Average Order Value
	$
	131
	$
	120
	$
	106


[image: ]

(1) For a reconciliation of non-GAAP financial measures to the most directly comparable GAAP financial measure and why we consider them useful, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Non-GAAP Financial Measures.”

(2) Active Customers count is based on de-duplication logic using customer account and guest checkout name, address, and email information. Active Customer count is as of the last day of the relevant period.

Active Customers

We define Active Customers as the number of customers who have made at least one purchase across our platform in the prior 12-month period. We consider the number of Active Customers to be a key performance metric on the basis that it is directly related to consumer awareness of our brand, our ability to attract visitors to our digital platform, and our ability to convert visitors to paying customers. Active Customers counts are based on de-duplication logic using customer account and guest checkout name, address, and email information.

Average Order Value

We define Average Order Value (“AOV”) as the sum of the total gross sales before returns across our platform in a given period, plus shipping revenue, less discounts and markdowns, divided by the Total Orders Placed in that period. AOV reflects average basket size of our customers. AOV may fluctuate as we continue investing in the development and introduction of new Lulus merchandise and as a result of our promotional discount activity.

Total Orders Placed

We define Total Orders Placed as the number of customer orders placed across our platform during a particular period. An order is counted on the day the customer places the order. We do not adjust the number of Total Orders Placed for any cancellation or return that may have occurred subsequent to a customer placing an order. We consider Total Orders Placed as a key performance metric on the
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basis that it is directly related to our ability to attract and retain customers as well as drive purchase frequency. Total Orders Placed, together with Average Order Value, is an indicator of the net revenue we expect to generate in a particular period.

Gross Margin

We define Gross Margin as gross profit as a percentage of our net revenue. Gross profit is equal to our net revenue less cost of revenue. Certain of our competitors and other retailers report cost of revenue differently than we do. As a result, the reporting of our gross profit and Gross Margin may not be comparable to other companies.

Non-GAAP Financial Measures

We report our financial results in accordance with accounting principles generally accepted in the United States of America (“GAAP”). However, management believes that certain non-GAAP financial measures provide investors of our financial information with additional useful information in evaluating our performance and that excluding certain items that may vary substantially in frequency and magnitude period-to-period from net income (loss) provides useful supplemental measures that assist in evaluating our ability to generate earnings and to more readily compare these metrics between past and future periods. These non-GAAP financial measures may be different than similarly titled measures used by other companies.

To supplement our audited consolidated financial statements which are prepared in accordance with GAAP, we use “Adjusted EBITDA”, “Adjusted EBITDA Margin” and “Net Debt” which are non-GAAP financial measures (collectively referred to as “Adjusted EBITDA”). Our non-GAAP financial measures should not be considered in isolation from, or as substitutes for, financial information prepared in accordance with GAAP. There are several limitations related to the use of our non-GAAP financial measures as compared to the closest comparable GAAP measures. Some of these limitations include:

· Adjusted EBITDA does not reflect our cash expenditures, or future requirements for capital expenditures or contractual commitments;

· Adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;

· Adjusted EBITDA does not reflect the interest expense, or the cash requirements necessary to service interest or principal payments on our debt;

· Adjusted EBITDA does not reflect our tax expense or the cash requirements to pay our taxes;

· although depreciation and amortization are non-cash charges, the assets being depreciated and amortized will often have to be replaced in the future and such measures do not reflect any cash requirements for such replacements;

· Net Debt subtracts cash and cash equivalents and therefore may imply that there is less Company debt than the most comparable GAAP measure indicates; and

· other companies in our industry may calculate such measures differently than we do, limiting their usefulness as comparative measures.

Due to these limitations, Adjusted EBITDA, Adjusted EBITDA margin, and Net Debt should not be considered as measures of discretionary cash available to us to invest in the growth of our business. We compensate for these limitations by relying primarily on our GAAP results and using these non-GAAP measures only supplementally. As noted in the table below, Adjusted EBITDA includes adjustments to exclude the impact of depreciation and amortization, interest expense, income taxes, management fees, transaction fees, which represent the write-off of offering costs deferred during 2019 upon abandonment of a prior offering in 2020, and equity-based compensation. It is reasonable to expect that some of these items will occur in future periods. However, we believe these adjustments are appropriate because the amounts recognized can vary significantly from period to period, do not directly relate to the ongoing operations of our business and may complicate comparisons of our internal results of operations and results of operations of other companies over time. In addition, Adjusted EBITDA includes adjustments for other items that we do not expect to regularly record. Each of the normal recurring adjustments and other adjustments described in this paragraph and in the following reconciliation table
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help management with a measure of our core operating performance over time by removing items that are not related to day-to-day operations. Adjusted EBITDA Margin is a non-GAAP financial measure that we calculate as Adjusted EBITDA (as defined above) as a percentage of our net revenue.

The following table provides a reconciliation for Adjusted EBITDA and Adjusted EBITDA margin:

	
	
	2022
	
	
	
	2021
	
	
	
	2020
	
	

	
	
	
	
	
	
	(in thousands)
	
	
	
	
	

	Net income (loss)
	$
	3,725
	
	
	$
	2,045
	
	
	$
	(19,304)
	

	Depreciation and amortization
	
	4,134
	
	
	
	2,828
	
	
	
	3,216
	
	

	Interest expense
	
	1,103
	
	
	
	12,774
	
	
	
	16,037
	
	

	Loss on extinguishment of debt
	
	—
	
	1,392
	
	
	
	—
	

	Income tax provision (benefit)
	
	4,047
	
	
	
	6,212
	
	
	
	(1,271)
	

	Management fees (1)
	
	—
	
	534
	
	
	
	626
	
	

	Write-off of previously capitalized transaction fees (2)
	
	—
	
	—
	
	1,950
	
	

	Transaction fees (3)
	
	—
	
	476
	
	
	
	—
	

	Equity-based compensation expense (4)
	
	16,087
	
	
	
	13,664
	
	
	
	9,086
	
	

	Equity-based compensation expense related to redeemable preferred stock
	
	
	
	
	
	
	
	
	
	
	
	

	issuance (5)
	
	—
	
	1,481
	
	
	
	8,571
	
	

	Adjusted EBITDA
	$
	29,096
	
	
	$
	41,406
	
	
	$
	18,911
	
	

	Adjusted EBITDA Margin
	
	
	%
	
	
	
	%
	
	
	
	

	
	
	6.6
	
	
	
	11.0
	
	
	
	7.6
	%
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(1) Represents management fees and expenses paid pursuant to the professional services agreement with H.I.G. and IVP for consulting and other services. All outstanding management fees were settled and the management agreement was terminated at the time of the Company’s IPO in 2021.

(2) Represents the write-off of offering costs deferred during 2019 upon abandonment of a prior offering in 2020.

(3) Represents costs related primarily to marketing and presentations for the investment community, as well as travel and other miscellaneous costs incurred as a result of the Company’s IPO.

(4) 2022 includes equity-based compensation expense for restricted stock units (“RSUs”) granted during the period, as well as equity-based awards granted in prior periods. 2021 includes equity-based compensation expense related to modifications and vesting of Class P unit awards, as well as stock options and special compensation awards granted during the period. 2020 includes equity-based compensation expense related to modifications and vesting of Class P unit awards.

(5) Represents the excess of fair value over the consideration paid for Series B Preferred Stock that was issued to an employee, H.I.G., and IVP in June 2020. In addition, represents the excess of fair value over the consideration paid for Series B-1 Preferred Stock that was issued to certain employees in March 2021.
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Net Debt

We define Net Debt as total debt, which includes short-term borrowings and long-term obligations, less cash and cash equivalents. We consider net debt to be an important supplemental measure of our financial position, which allows us to analyze our leverage.

A reconciliation of non-GAAP Net Debt as of January 1, 2023 and January 2, 2022 is as follows:

	
	
	As of
	
	

	
	
	January 1, 2023
	
	
	January 2, 2022
	

	
	
	(in thousands)
	

	Revolving line of credit, long term
	$
	(25,000)
	$
	(25,000)
	

	Cash and cash equivalents
	
	10,219
	
	
	11,402
	

	Net Debt
	$
	(14,781)
	
	$
	(13,598)
	

	
	
	
	
	
	
	



Factors Affecting Our Performance

Our financial condition and results of operations have been, and will continue to be, affected by a number of factors that present significant opportunities for us but also pose risks and challenges, including what is discussed below. See “Risk Factors.”

Customer Acquisition

Our business performance depends in part on our continued ability to cost-effectively acquire new customers. We define customer acquisition cost (“CAC”) as our brand and performance marketing expenses attributable to acquiring new customers, including, but not limited to, agency costs and marketing team costs but excluding any applicable equity-based compensation, divided by the number of customers who placed their first order with us in a given period. As a digital brand, our marketing strategy is primarily focused on brand awareness marketing and digital advertising in channels like search, social, and programmatic – platforms that enable us to engage our customer where she spends her time, and in many cases also quickly track the success of our marketing, which allows us to adjust and optimize our marketing spend.

Customer Retention

Our continued success depends in part on our ability to retain and drive repeat purchases from our existing customers. We monitor retention across our entire customer base. Our goal is to attract and convert visitors into active customers and foster relationships that drive repeat purchases. During the trailing twelve months ended January 1, 2023, we served 3.2 million Active Customers compared to 2.8 million for the trailing 12 months ended January 2, 2022.

Inventory Management

We utilize a data-driven strategy that leverages our proprietary reorder algorithm to manage inventory as efficiently as possible. Our “test, learn, and reorder” approach consists of limited inventory purchases followed by the analysis of proprietary data including real-time transaction data and customer feedback, which then informs our selection and customization of popular merchandise prior to reordering in larger quantities. While our initial orders are limited in size and financial risk and our supplier partners are highly responsive, we nonetheless purchase inventory in anticipation of future demand and therefore are exposed to potential shifts in customer preferences and price sensitivity over time. As we continue to grow, we will adjust our inventory purchases to align with the current needs of the business.

Investment in Our Operations and Infrastructure

We will continue to invest in our operations and infrastructure to facilitate further growth of our business. While we expect our expenses to increase accordingly, we will harness the strength of our existing platform and our on-trend fashion expertise to make informed investment decisions. We intend to invest in headcount, inventory, fulfillment, logistics, and our software and data capabilities in order to improve our platform, expand into international markets, and drive operational efficiencies. We cannot guarantee that increased spending on these investments will be cost effective or result in future growth in our customer base. However, we set a high

59
[image: ]

Table of Contents


bar for approval of any capital spending initiative. We believe that our disciplined approach to capital spending will enable us to generate positive returns on our investments over the long term.

Components of Our Results of Operations

Net Revenue

Net revenue consists primarily of gross sales, net of merchandise returns and promotional discounts and markdowns, generated from the sale of apparel, footwear, and accessories. Net revenue excludes sales taxes assessed by governmental authorities. We recognize net revenue at the point in time when control of the ordered product is transferred to the customer, which we determine to have occurred upon shipment.

Net revenue is impacted by our number of customers and their spending habits, AOV, product assortment and availability, and marketing and promotional activities. During any given period, we may seek to increase sales by increasing promotional discounts, and in other periods we may instead seek to increase sales by increasing our selling and marketing expenses. We consider both actions together, so increased promotional discounts in a period, which would reduce net revenue accordingly in such period, might also result in lower selling and marketing expenses in such period. Similarly, if we increase selling and marketing expenses in a given period, promotional discounts may be correspondingly reduced, thereby improving net revenue.

Cost of Revenue and Gross Margin

Cost of revenue consists of the product costs of merchandise sold to customers; shipping and handling costs, including all inbound, outbound, and return shipping expenses; rent, insurance, business property tax, utilities, depreciation and amortization, and repairs and maintenance related to our distribution facilities; and charges related to inventory shrinkage, damages, and our allowance for excess or obsolete inventory. Cost of revenue is primarily driven by growth in orders placed by customers, the mix of the product available for sale on our site, and transportation costs related to inventory receipts from our suppliers. We expect our cost of revenue to fluctuate as a percentage of net revenue primarily due to how we manage our inventory and merchandise mix.

Gross profit is equal to our net revenue less cost of revenue. We calculate Gross Margin as gross profit as a percentage of our net revenue. Our Gross Margin varies across Lulus, exclusive to Lulus, and third-party branded products. Exclusive to Lulus consists of products that we develop with design partners and have exclusive rights to sell across our platform, but that do not bear the Lulus brand. Gross Margin on sales of Lulus and exclusive to Lulus merchandise is generally higher than Gross Margin on sales of third-party branded products, which we offer for customers to “round out” the shopping basket. As we continue to optimize our distribution capabilities and gain more negotiation leverage with suppliers as we scale, our Gross Margin may fluctuate from period to period depending on the interplay of these factors.

Selling and Marketing Expenses

Our selling and marketing expenses consist primarily of payment processing fees, advertising, targeted online performance marketing and customer order courtesy adjustments. Selling and marketing expenses also include our spend on brand marketing channels, including compensation and free clothing to social media influencers, events, and other forms of online and offline marketing related to growing and retaining the customer base. As discussed in “Net Revenue” above, in any given period, the amount of our selling and marketing expense can be affected by the use of promotional discounts in such period.

General and Administrative Expenses

General and administrative expenses consist primarily of payroll and benefits costs, including equity-based compensation for our employees involved in general corporate functions including finance, merchandising, marketing, and technology, as well as costs associated with the use by these functions of facilities and equipment, including depreciation, rent, and other occupancy expenses. General and administrative expenses are primarily driven by increases in headcount required to support business growth and meeting our obligations as a public company.

Since our IPO, we have incurred significant legal, accounting, and other expenses that we did not incur as a private company. We expect that compliance with the Sarbanes-Oxley Act and the Dodd-Frank Wall Street Reform and Consumer Protection Act, as well as
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rules and regulations subsequently implemented by the SEC, will increase our legal and financial compliance costs and will make some activities more time consuming and costly.

Other Income (Expense), Net

Other income (expense), net consists primarily of interest expense and other miscellaneous income.

(Provision) Benefit for Income Taxes

The (provision) benefit for income taxes represents federal, state, and local income taxes. The effective rate differs from the statutory rate primarily due to non-deductible equity-based compensation expenses and state taxes. Our effective tax rate will change from quarter to quarter based on recurring and nonrecurring factors including, but not limited to, the geographical mix of earnings, enacted tax legislation, state and local income taxes, the impact of permanent tax adjustments, and the interaction of various tax strategies.

Our Results of Operations

The following tables set forth our consolidated results of operations for the years presented and as a percentage of net revenue:

	
	
	
	
	2022
	
	
	2021
	
	Percentage Change
	
	
	2020
	

	
	
	
	
	
	
	
	
	
	2022 VS 2021
	
	
	
	
	

	
	
	
	
	
	
	
	(in
	thousands)
	
	
	
	
	

	
	Net revenue
	$
	439,652
	$
	375,625
	
	17 %
	
	$
	248,656
	

	
	Cost of revenue
	
	
	248,206
	
	
	198,893
	
	25
	
	
	
	138,364
	

	
	Gross profit
	
	
	191,446
	
	
	176,732
	
	8
	
	
	
	110,292
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Selling and marketing expenses
	
	
	83,559
	
	
	66,684
	
	25
	
	
	
	47,812
	

	
	General and administrative expenses
	
	
	99,148
	
	
	87,710
	
	13
	
	
	
	67,155
	

	
	Income (loss) from operations
	
	
	8,739
	
	
	22,338
	
	(61)
	
	
	
	(4,675)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Other income (expense), net:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Interest expense
	
	
	(1,103)
	
	
	(12,774)
	
	(91)
	
	
	
	(16,037)
	

	
	Loss on extinguishment of debt
	
	
	—
	
	
	(1,392)
	
	(100)
	
	
	
	—
	

	
	Other income, net
	
	
	136
	
	
	85
	
	60
	
	
	
	137
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total other expense, net
	
	
	(967)
	
	
	(14,081)
	
	(93)
	
	
	
	(15,900)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (loss) before income taxes
	
	
	7,772
	
	
	8,257
	
	(6)
	
	
	
	(20,575)
	

	
	Income tax (provision) benefit
	
	
	(4,047)
	
	
	(6,212)
	
	(35)
	
	
	
	1,271
	

	Net income (loss)
	
	$
	3,725
	
	$
	2,045
	
	82 %
	
	
	$
	(19,304)
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	2022
	
	
	2021
	
	2020
	

	Net revenue
	
	100
	%
	100
	%
	100
	%

	Cost of revenue
	56
	
	53
	
	56
	

	
	
	
	
	
	
	
	

	Gross profit
	44
	
	47
	
	44
	

	
	
	
	
	
	
	
	

	Selling and marketing expenses
	19
	
	18
	
	19
	

	General and administrative expenses
	23
	
	23
	
	27
	

	
	
	
	
	
	
	
	

	Income (loss) from operations
	2
	
	6
	
	(2)

	
	
	
	
	
	
	
	

	Other income (expense), net:
	
	
	
	
	
	

	Interest expense
	—
	(3)
	(6)

	Loss on extinguishment of debt
	—
	—
	—

	Other income, net
	—
	—
	—

	
	
	
	
	
	
	
	

	Total other expense, net
	—
	(3)
	(6)

	
	
	
	
	
	
	
	

	Income (loss) before income taxes
	2
	
	3
	
	(8)

	Income tax (provision) benefit
	(1)
	(2)
	—

	
	
	
	
	
	
	
	

	Net income (loss)
	1 %
	1 %
	(8)%

	
	
	
	
	
	
	
	



Comparisons for the Fiscal Years Ended January 1, 2023 and January 2, 2022

Net Revenue

Net revenue increased in 2022 by $64.0 million, or 17%, compared to 2021. The increase in revenue was primarily due to 17% increase in Active Customers, 16% increase in Total Orders Placed and 9% increase in Average Order Value. The higher revenue was partially offset by higher sales returns, markdowns and promotional discounts compared to 2021.

Cost of Revenue

Cost of revenue increased in 2022 by $49.3 million, or 25%, compared to 2021, primarily due to the increase in our net revenue. Additionally, there were sales mix shifts into higher product cost categories, higher outbound and returned product shipping costs, as well as the impact of higher depreciation and allocated facility costs related to our Southern California distribution facility that was not in place until late 2021.

Selling and Marketing Expenses

Selling and marketing expenses increased in 2022 by $16.9 million, or 25% compared to 2021. There was a $14.2 million increase in online marketing expenses to acquire new customers and retain existing customers compared to 2021. In addition, merchant processing fees increased by $2.7 million in 2022 compared to the same period of the prior year largely due to the increase in net revenue coupled with higher merchant fee rates.

General and Administrative Expenses

General and administrative expenses increased by $11.4 million in 2022, or 13%, compared to 2021. The increase was primarily due to a $3.3 million increase in variable labor costs, which increased by 15% from 2021 to 2022 and was in line with our increase in net revenue. Additionally, fixed labor costs increased by $2.0 million primarily due to higher base wages and health insurance which were partially offset by lower bonus expenses. There was higher equity-based compensation expense of $0.9 million related to equity-based awards during 2022 due to an increase of $2.9 million in equity-based compensation expense and an additional $0.5 million of expense related to Executive Chairman liability-classified awards, offset by a decrease of $1.5 million in equity-based compensation expense related to redeemable preferred stock issuance and a decrease of $1.0 million in CEO special compensation awards expense. In
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addition, there was a $4.5 million increase in insurance costs and professional services, which was primarily driven by a $3.2 million increase in director and officer insurance costs associated with being a public company. There was also an increase of $1.1 million in hardware, software and supplies. These increases were partially offset by a $0.4 million reduction in other expenses, primarily comprised of management fees that were eliminated at the time of our IPO in November 2021.

Interest Expense

Interest expense decreased significantly in 2022 by $11.7 million, or 91%, compared to 2021. The decrease is attributable to the repayment of our Term Loan with the proceeds from our IPO in November 2021, which was partially offset by interest expense and unused fees related to the New Revolving Facility, under which $25.0 million of borrowings remained outstanding as of January 1, 2023.

Income Tax Provision

Our income tax provision in 2022 decreased by $2.2 million, or 35%, to $4.0 million, from $6.2 million in 2021. The decrease in the income tax provision was primarily due to an increase in non-deductible equity-based compensation expenses and non-deductible officer compensation.

Quarterly Trends and Seasonality

We experience moderate seasonal fluctuations in aggregate sales volume during the year. Seasonality in our business does not follow that of traditional retailers, such as a typical concentration of revenue in the holiday quarter. Our quarterly net revenue in 2021 was most highly concentrated outside of the fourth fiscal quarter. In 2021, we saw our highest net revenue in the second and third fiscal quarters compared to the rest of the year as customers purchased dresses and event wear for special occasions that had been postponed during the height of the COVID-19 pandemic. Our quarterly net revenue in 2022 reflected the highest concentrations in the first and second fiscal quarters compared to the rest of the year, as customer demand remained strong for dresses and event wear, carrying forward the trend seen in 2021 with the resurgence of events and special occasions. The third and fourth fiscal quarters of 2022 were impacted by a worse macroeconomic environment where consumers generally lowered their spending levels and sought higher levels of promotions and discounts.

Our quarterly gross profit fluctuates primarily based on how we manage our inventory and merchandise mix and has typically been in line with fluctuations in net revenue. When quarterly gross profit fluctuations have been unfavorable relative to the fluctuations in sales, these situations have been driven by non-recurring, external factors, such as the COVID-19 pandemic and the ensuing macroeconomic slowdown that began in mid-2022. We saw strong demand and favorable gross profits, with very limited promotions and discounts, during 2021 and the first half of 2022, largely due to the increase in demand for event and occasion wear. During the second half of 2022, we successfully utilized increased promotional discounts and markdowns to optimize our inventory mix and quantities and stimulate customer demand, which was negatively impacted by macroeconomic conditions, such as inflation and higher fuel prices.

Selling and marketing expenses generally fluctuate with net revenue. Further, in any given period, the amount of our selling and marketing expense can be affected by the use of promotional discounts in such period. In addition, we may increase or decrease marketing spend to assist with optimizing inventory mix and quantities.

General and administrative expenses consist primarily of payroll and benefit costs and vary quarter to quarter due to changes in the number of seasonal workers to meet demand based on our seasonality.

Liquidity and Capital Resources

Our primary sources of liquidity and capital resources are cash generated from operating activities and borrowings under our New Revolving Facility. Our primary requirements for liquidity and capital are inventory purchases, payroll and general operating expenses, capital expenditures associated with distribution, network expansion and capitalized software and debt service requirements. Our corporate banking relationship is with Bank of America.
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Credit Facilities

During November 2021, we entered into a Credit Agreement with Bank of America to provide a revolving facility that provides for borrowings up to $50.0 million. During the term of the Credit Agreement, we may increase the aggregate amount of the New Revolving Facility up to an additional $25.0 million (for maximum aggregate lender commitments of up to $75.0 million), subject to the satisfaction of certain conditions under the Credit Agreement, including obtaining the consent of the administrative agent and an increased commitment from existing or new lenders. In addition, the Credit Agreement may be used to issue letters of credit up to $7.5 million (the “Letter of Credit”). During 2022, we borrowed $30.0 million under the New Revolving Facility and repaid $30.0 million of the outstanding balance. As of January 1, 2023, we had $25.0 million outstanding under the New Revolving Facility and had utilized $0.3 million under the Letter of Credit. As of January 1, 2023, we had $24.7 million available for borrowing under the New Revolving Facility and $7.2 million available to issue letters of credit.

The New Revolving Facility matures three years after November 15, 2021, and borrowings thereunder will accrue interest at a rate equal to, at our option, either (x) the term SOFR rate, plus the applicable SOFR adjustment plus a margin of 1.75% per annum or (y) the base rate plus a margin of 0.75% (with the base rate being the highest of the federal funds rate plus 0.50%, the prime rate and term SOFR for a period of one month plus 1.00%). The New Revolving Facility contains a financial maintenance covenant requiring a maximum total leverage ratio of no more than 2.50:1.00, stepping down to 2.00:1.00 after 18 months. A commitment fee of 37.5 basis points will be assessed on unused commitments under the New Revolving Facility.

Availability and Use of Cash

As of January 1, 2023, we had cash and cash equivalents of $10.2 million and no restricted cash. We believe that our cash and cash equivalents, cash flows from operating activities and the available borrowings under our New Revolving Facility, will be sufficient to meet our capital expenditures, working capital needs and debt repayments for at least the next 12 months from the date of this Annual Report on Form 10-K. However, we cannot ensure that our business will generate sufficient cash flow from operating activities or that future borrowings will be available under our borrowing agreements in amounts sufficient to pay indebtedness or fund other working capital needs. Actual results of operations will depend on numerous factors, many of which are beyond our control as further discussed in Part I, “Item 1A. Risk Factors” included elsewhere in this Annual Report on Form 10-K.

Cash Flow Analysis

The following table summarizes our cash flows for the periods indicated:

	
	
	
	2022
	
	
	2021
	
	
	2020

	
	
	
	
	
	
	(in thousands)
	

	Net cash provided by (used in):
	
	
	
	
	
	
	
	
	

	Operating activities
	$
	6,199
	$
	26,896
	$
	4,856

	Investing activities
	
	
	(5,123)
	
	
	(3,394)
	
	
	(1,913)

	Financing activities
	
	
	(2,765)
	
	
	(27,653)
	
	
	6,755

	Net (decrease) increase in cash, cash equivalents and restricted cash
	
	$
	(1,689)
	
	$
	(4,151)
	
	$
	9,698

	
	
	
	
	
	
	
	
	
	



Operating Activities

During 2022, net cash provided by operating activities was $6.2 million after net income of $3.7 million was adjusted for certain non-cash items, including depreciation and amortization, non-cash lease expense, amortization of debt discount and debt issuance costs, equity-based compensation, deferred taxes and the effect of changes in working capital and other activities.

In 2022, net cash provided by operating activities decreased $20.7 million from $26.9 million in 2021 to $6.2 million in 2022. The changes in cash provided was primarily driven by an increase of $1.7 million due to an increase in net income from $2.0 million in 2021 to net income of $3.7 million in 2022, a decrease of $29.5 million related to changes in our operating assets and liabilities and an increase of $7.1 million of non-cash items. The decrease of $29.5 million was due to changes in our operating assets and liabilities from a net increase of $6.6 million in 2021 to net decrease of $22.9 million in 2022. This was primarily driven by a $19.6 million decrease in accrued expenses and other current liabilities, $15.7 million increase in inventory balances, $6.5 million increase in income tax receivable and a $2.6 million decrease in operating lease liabilities; these were partially offset by $4.0 million increase in accounts
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payable, $3.4 million increase in prepaid and other current assets, $3.5 million decrease in accounts receivable, $2.6 million decrease in assets for recovery, and a $1.4 million decrease in other non-current liabilities. In addition, the increase of $7.1 million of non-cash items was from a net increase of $18.3 million in 2021 to a net increase of $25.4 million in 2022. This was primarily driven by $3.8 million less payments in interest capitalized to principal of long term debt and revolving line of credit, $3.4 million increase in deferred income taxes, $3.3 million increase in non-cash lease expense as a result of the adoption of Financial Accounting Standards Board Accounting Standards Codification 842, Leases (“ASC 842”) in 2022, $1.3 million increase in depreciation and amortization and an increase of $0.9 million in non-cash equity-based compensation expenses due to increase in non-cash equity-based compensation expense including employee and Executive Chairman equity-based compensation grants, which were partially offset by reductions in equity-based compensation expense related to CEO special compensation awards and redeemable preferred stock issuance. These increases in non-cash expenses were offset by reductions associated with the payoff of our long-term debt in 2021, including decreases of $2.1 million of amortization of debt discount and debt issuance costs, $2.1 million of interest capitalized to principal of long-term debt and revolving line of credit, and $1.4 million of loss on debt extinguishment.

Investing Activities

Our primary investing activities have consisted of purchases of equipment to support our overall business growth and internally developed software for the continued development of our proprietary technology infrastructure. Purchases of property and equipment may vary from period-to-period due to timing of the expansion of our operations. We have no material commitments for capital expenditures.

In 2022, net cash used in investing activities was $5.1 million, which was a $1.7 million increase from $3.4 million in 2021. This was attributable to capital expenditures related to the opening of our new distribution facility in Ontario, California, the relocation and opening of our new studio facility in Los Angeles, California, as well as equipment for our general operations, software and hardware purchases, and internally developed software.

Financing Activities

Financing activities consist primarily of borrowings and repayments related to our New Revolving Facility and Credit Facility, and issuance of common and preferred stock.

In 2022, net cash used in financing activities was $2.8 million, which was a decrease of $24.9 million from $27.7 million of net cash used in financing activities in 2021. This decrease was attributable primarily to a reduction of $110.1 million in repayments of long-term debt and debt issuance cost and a reduction of $16.5 million related to the net of redemption and issuance of redeemable preferred stock. This was offset by a reduction of $83.4 million of net proceeds from the IPO in 2021 and related offering costs, a $16.5 million decreases in proceeds (net of repayments) from our revolving line of credit facilities, $1.1 million of withholding tax payments related to vesting of RSUs, and a $0.8 million increase of finance lease payments primarily attributed to the robotics system at the Pennsylvania distribution center.

Contractual Obligations and Other Commitments

Our most significant contractual obligations relate to our New Revolving Facility and operating lease obligations on our distribution facilities and corporate offices. For information on our New Revolving Facility, see Note 5, Debt, and for information on our contractual obligations for operating leases, see Note 6, Leases, of the accompanying notes to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K.

Critical Accounting Policies and Estimates

Our consolidated financial statements and the related notes thereto included elsewhere in this Annual Report on Form 10-K are prepared in accordance with GAAP. The preparation of consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, costs and expenses and related disclosures. We base our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances. Actual results could differ significantly from our estimates. To the extent that there are differences between our estimates and actual results, our future financial statement presentation, financial condition, results of operations and cash flows will be affected.
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We believe that the assumptions and estimates associated with revenue recognition, equity-based compensation, and income taxes have the greatest potential impact on our consolidated financial statements. Therefore, we consider these to be our critical accounting policies and estimates. For further information on all of our significant accounting policies, please see Note 2, Significant Accounting Policies, of the accompanying notes to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K.

Revenue Recognition

While our revenue recognition does not involve significant judgment, it represents an important accounting policy. We generate revenue from the sale of merchandise products sold directly to end customers. We recognize revenue when the product is transferred to the customer, which is generally upon shipment. We estimate a reserve of future returns based on historical return rates. There is judgment in utilizing historical trends for estimating future returns. Our refund liability for sales returns is included in returns reserve on the consolidated balance sheets and represents the expected value of the refund that will be due to our customers.

Leases

On January 3, 2022, we adopted ASC 842. We elected the practical expedient package, which among other practical expedients, includes the option to retain the historical classification of leases entered into prior to January 3, 2022, and allows entities to recognize lease payments on a straight-line basis over the lease term for leases with a term of 12 months or less. We also elected the practical expedient to combine lease and non-lease components. We determine if an arrangement contains a lease at inception based on whether the Company has the right to control the asset during the contract period and other facts and circumstances.

We are the lessee in a lease contract when we obtain the right to control the asset. Operating leases are included in lease right-of-use ("ROU") assets, lease liabilities, current and lease liabilities, noncurrent in our consolidated balance sheets. ROU assets represent our right to use an underlying asset for the lease term, and lease liabilities represent our obligation to make lease payments arising from the lease. Lease liabilities are recognized based on the present value of the future minimum lease payments over the lease term at lease inception or modification, with ROU assets recorded based on the corresponding lease liability at lease inception or modification adjusted for payments made to the lessor at or before the lease commencement date, initial direct costs incurred and any tenant incentives allowed for under the lease. We determine the lease term by assuming the exercise of renewal options that are reasonably certain. As most of our leases do not provide an implicit interest rate, we use our incremental borrowing rate (“IBR”) to determine the present value of lease payments. The determination of the IBR requires judgment and is primarily based on publicly-available information for companies within similar industries and with similar credit profiles. We adjust the rate for the impact of collateralization, the lease term and other specific terms included in each lease arrangement. The IBR is determined at the lease commencement and is subsequently reassessed upon a modification to the lease arrangement. Refer to Note 6, Leases, of the accompanying notes to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K.

Equity-Based Compensation

Equity-based compensation is measured at the grant date or modification date (“measurement date”) for all equity-based awards made to employees and nonemployees based on the estimated fair value of the awards. Equity-based compensation expense is recognized on a straight-line basis over the period the employee or non-employee is required to provide service in exchange for the award, which is generally the vesting period. We recognize forfeitures as they occur.

Under an employment agreement entered into with Mr. McCreight in 2021 and subject to ongoing employment, and in light of the closing of the IPO, Mr. McCreight will receive two bonuses to settled in fully-vested shares of our common stock equal to $3.0 million each ($6.0 million in aggregate) on March 31, 2022 and March 31, 2023. We initially concluded that the two bonuses were liability-classified upon issuance. Upon the completion of the IPO, the two bonuses became equity-classified as they no longer met the criteria for liability classification and $2.9 million was reclassified from accrued expenses and other current liabilities and other noncurrent liabilities to additional paid-in capital in 2021. Under a new employment agreement with Mr. McCreight signed in November 2022, reflecting his new role as Executive Chairman, which became effective on the Effective Date, Mr. McCreight will receive two bonuses equal to $2.0 million and $1.0 million in March 2023 and March 2024, respectively, which will be settled in RSUs that vest in 4 and 2 quarterly installments from March 2023 and March 2024, respectively, through December 2023 and June 2024, respectively. We concluded that the two bonuses were liability-classified upon issuance in November 2022.
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The fair value of grants of restricted stock or restricted stock units is based on the fair value of our common stock underlying the award on the measurement date. For stock option awards, we apply the Black-Scholes option pricing model to determine the fair value. The model utilizes the estimated per share fair value of our underlying common stock at the measurement date, the expected or contractual term of the option, the expected stock price volatility, risk-free interest rates, and the expected dividend yield of the common stock.

We base estimates of expected volatility on the historical volatility of comparable companies from a representative peer group selected based on industry, financial, and market capitalization data.

Determining the grant date fair value of options using the Black-Scholes option pricing model requires us to make assumptions and judgments. These estimates involve inherent uncertainties and, if different assumptions had been used, stock-based compensation expense could have been materially different from the amounts recorded.

Income Taxes

We compute our provision for income taxes using the asset and liability method, under which deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary differences between the financial reporting and tax bases of assets and liabilities and for operating losses and tax credit carryforwards. Deferred tax assets and liabilities are measured using the currently enacted tax rates that apply to taxable income in effect for the years in which they are expected to be realized or settled.

Deferred tax assets are evaluated for future realization and reduced by a valuation allowance to the amount that is more likely than not to be realized. We consider many factors when assessing the likelihood of future realization, including our recent cumulative loss, earnings expectations in earlier future years, and other relevant factors. We believe that it is more likely than not that forecasted income, together with future reversals of existing taxable temporary differences and results of recent operations, will be sufficient to fully recover the deferred tax assets. In the event that the Company determines all or part of the net deferred tax assets are not realizable in the future, the Company would record a valuation allowance.

Recent Accounting Pronouncements

See Note 2, Significant Accounting Policies—Recently Issued Accounting Pronouncements, of the accompanying notes to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K for more information about recent accounting pronouncements, the timing of their adoption, and our assessment, to the extent we have made one, of their potential impact on our financial position and our results of operations.

JOBS Act Accounting Election

We are an “emerging growth company,” as defined in the JOBS Act. 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 elected to use this extended transition period until we are no longer an emerging growth company or until we affirmatively and irrevocably opt out of the extended transition period. Accordingly, our consolidated financial statements and our unaudited interim consolidated financial statements may not be comparable to companies that comply with new or revised accounting pronouncements as of public company effective dates.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Our operations are solely based within the United States and the majority of our sales are within the United States. We are exposed to market risks in the ordinary course of our business, including the effects of foreign currency fluctuations, interest rate changes and inflation. Information relating to quantitative and qualitative disclosures about these market risks is set forth below.

Interest Rate Sensitivity

Cash and cash equivalents are held primarily in money market funds and cash deposits. The fair value of our cash and cash equivalents would not be significantly affected by either an increase or decrease in interest rates due mainly to the short-term nature of these instruments. Interest on any borrowings incurred pursuant to our New Revolving Facility accrue at a floating rate based on a
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formula tied to certain market rates at the time of incurrence; however, we do not expect that any change in prevailing interest rates will have a material impact on our results of operations.

Foreign Currency Risk

All of our sales and operating expenses are denominated in U.S. dollars, and therefore, our net revenue is not currently subject to foreign currency risk.

Inflation

We have experienced inflationary pressures in our supply chain and in our operating costs, as well as impacts related to our customers’ spending levels, which fluctuate with inflation. 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.



68
[image: ]

	Table of Contents
	
	

	Item 8. Financial Statements and Supplementary Data.
	

	
	
	
	
	LULU’S FASHION LOUNGE HOLDINGS, INC.
	

	
	
	
	INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
	

	
	
	
	
	
	
	
	
	
	
	
	Page

	Report of Independent Registered Public Accounting Firm (PCAOB ID No. 34)
	70

	Financial Statements:
	
	

	Consolidated Balance Sheets as of January 1, 2023 and January 2, 2022
	71

	
	
	
	
	
	
	
	
	
	

	Consolidated Statements of Operations and Comprehensive Income (Loss) for the fiscal years ended January 1, 2023, January 2, 2022,
	

	
	and January 3, 2021
	
	
	72

	Consolidated Statements of Redeemable Preferred Stock, Convertible Preferred Stock and Stockholders’ Equity (Deficit) for the fiscal
	

	
	years ended January 1, 2023, January 2, 2022, and January 3, 2021
	
	73

	
	
	
	
	
	

	Consolidated Statements of Cash Flows for the fiscal years ended January 1, 2023, January 2, 2022, and January 3, 2021
	
	74

	Notes to Consolidated Financial Statements
	76

	
	
	
	
	
	
	
	
	
	
	
	







69
[image: ]

Table of Contents


REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the stockholders and the Board of Directors of Lulu’s Fashion Lounge Holdings, Inc.

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Lulu’s Fashion Lounge Holdings, Inc. and subsidiaries (the "Company") as of January 1, 2023 and January 2, 2022, the related consolidated statements of operations and comprehensive income (loss), redeemable preferred stock, convertible preferred stock and stockholders’ equity (deficit), and cash flows, for each of the three years in the period ended January 1, 2023, and the related notes (collectively referred to as the "financial statements"). In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of January 1, 2023 and January 2, 2022, and the results of its operations and its cash flows for each of the three years in the period ended January 1, 2023, in conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the Company's financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud. The Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of our audits, we are required to obtain an understanding of internal control over financial reporting 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.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for our opinion.

/s/ Deloitte & Touche LLP

San Francisco, California

March 14, 2023

We have served as the Company's auditor since 2017.
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LULU’S FASHION LOUNGE HOLDINGS, INC.

Consolidated Balance Sheets

(in thousands, except share and per share amounts)

	
	
	
	
	January 1,
	
	
	January 2,
	

	
	
	
	
	2023
	
	
	2022
	

	
	Assets
	
	
	
	
	
	
	

	
	Current assets:
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	10,219
	$
	11,402
	

	
	Accounts receivable
	
	
	3,908
	
	
	5,649
	

	
	Inventory, net
	
	
	43,186
	
	
	22,176
	

	
	Assets for recovery
	
	
	3,890
	
	
	3,754
	

	
	Income tax refund receivable
	
	
	4,078
	
	
	748
	

	
	Prepaids and other current assets
	
	
	3,738
	
	
	5,364
	

	
	Total current assets
	
	
	69,019
	
	
	49,093
	

	
	Restricted cash
	
	
	—
	
	
	506
	

	
	Property and equipment, net
	
	
	4,391
	
	
	3,231
	

	
	Goodwill
	
	
	35,430
	
	
	35,430
	

	
	Tradename
	
	
	18,509
	
	
	18,509
	

	
	Intangible assets, net
	
	
	3,090
	
	
	2,244
	

	
	Lease right-of-use assets
	
	
	32,514
	
	
	—
	

	
	Other noncurrent assets
	
	
	4,251
	
	
	4,763
	

	
	Total assets
	
	$
	167,204
	
	$
	113,776
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Liabilities and Stockholders' Equity
	
	
	
	
	
	
	

	
	Current liabilities:
	
	
	
	
	
	
	

	
	Accounts payable
	$
	5,320
	$
	4,227
	

	
	Accrued expenses and other current liabilities
	
	
	17,976
	
	
	21,948
	

	
	Returns reserve
	
	
	9,066
	
	
	9,731
	

	
	Stored-value card liability
	
	
	10,828
	
	
	7,240
	

	
	Lease liabilities, current
	
	
	4,456
	
	
	—
	

	
	Total current liabilities
	
	
	47,646
	
	
	43,146
	

	
	Revolving line of credit
	
	
	25,000
	
	
	25,000
	

	
	Lease liabilities, noncurrent
	
	
	29,042
	
	
	—
	

	
	Other noncurrent liabilities
	
	
	623
	
	
	1,108
	

	
	Total liabilities
	
	
	102,311
	
	
	69,254
	

	
	Commitments and Contingencies (Note 7)
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Stockholders' equity:
	
	
	
	
	
	
	

	
	Preferred stock: $0.001 par value, 10,000,000 shares authorized, and no shares issued or outstanding
	
	
	—
	
	
	—
	

	
	Common stock: $0.001 par value, 250,000,000 shares authorized; and 39,259,328 and 38,421,124 shares issued and
	
	
	
	
	
	
	

	
	outstanding as of January 1, 2023 and January 2, 2022, respectively
	
	
	39
	
	
	38
	

	
	Additional paid-in capital
	
	
	238,725
	
	
	222,080
	

	
	Accumulated deficit
	
	
	(173,871)
	
	
	(177,596)
	

	
	Total stockholders' equity
	
	
	64,893
	
	
	44,522
	

	
	Total liabilities and stockholders' equity
	
	$
	167,204
	
	$
	113,776
	

	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of the consolidated financial statements.
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LULU’S FASHION LOUNGE HOLDINGS, INC.

Consolidated Statements of Operations and Comprehensive Income (Loss)

(in thousands, except share and per share amounts)

	
	
	
	
	
	Fiscal Years Ended
	
	
	
	

	
	
	
	January 1,
	
	
	January 2,
	
	
	January 3,
	

	
	
	
	2023
	
	
	2022
	
	
	2021
	

	
	
	
	(52 weeks)
	
	
	(52 weeks)
	
	
	(53 weeks)
	

	Net revenue
	
	$
	439,652
	
	$
	375,625
	
	$
	248,656
	

	Cost of revenue
	
	
	248,206
	
	
	198,893
	
	
	138,364
	

	Gross profit
	
	
	191,446
	
	
	176,732
	
	
	110,292
	

	Selling and marketing expenses
	
	
	83,559
	
	
	66,684
	
	
	47,812
	

	General and administrative expenses
	
	
	99,148
	
	
	87,710
	
	
	67,155
	

	Income (loss) from operations
	
	
	8,739
	
	
	22,338
	
	
	(4,675)
	

	Other income (expense), net:
	
	
	
	
	
	
	
	
	
	

	Interest expense
	
	
	(1,103)
	
	
	(12,774)
	
	
	(16,037)
	

	Loss on extinguishment of debt
	
	
	—
	
	
	(1,392)
	
	
	—
	

	Other income, net
	
	
	136
	
	
	85
	
	
	137
	

	Total other expense, net
	
	
	(967)
	
	
	(14,081)
	
	
	(15,900)
	

	Income (loss) before (provision) benefit for income taxes
	
	
	7,772
	
	
	8,257
	
	
	(20,575)
	

	Income tax (provision) benefit
	
	
	(4,047)
	
	
	(6,212)
	
	
	1,271
	

	Net income (loss) and comprehensive income (loss)
	
	
	3,725
	
	
	2,045
	
	
	(19,304)
	

	Deemed dividend to preferred stockholders
	
	
	—
	
	
	(122,962)
	
	
	(504)
	

	Stock dividend issued to LP
	
	
	—
	
	
	(3,451)
	
	
	—
	

	Deemed contribution from redemption of redeemable preferred stock
	
	
	—
	
	
	1,420
	
	
	—
	

	Net income (loss) attributable to common stockholders
	
	$
	3,725
	
	$
	(122,948)
	
	$
	(19,808)
	

	Net income (loss) per share attributable to common stockholders:
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Basic
	$
	0.10
	$
	(6.08)
	$
	(1.13)
	

	Diluted
	
	$
	0.10
	
	$
	(6.08)
	
	$
	(1.13)
	

	Weighted average shares used to compute net income (loss) per share attributable
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	to common stockholders:
	
	
	
	
	
	
	
	
	
	

	Basic
	
	
	38,583,854
	
	
	20,229,675
	
	
	17,462,283
	

	Diluted
	
	
	
	
	
	
	
	
	
	

	
	
	
	38,853,393
	
	
	20,229,675
	
	
	17,462,283
	

	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of the consolidated financial statements.
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LULU’S FASHION LOUNGE HOLDINGS, INC.

Consolidated Statements of Redeemable Preferred Stock, Convertible Preferred Stock and Stockholders’

Equity (Deficit)

(in thousands, except share amounts)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Additional
	
	
	
	
	
	Total

	
	Redeemable Preferred Stock
	Convertible Preferred Stock
	
	Common Stock
	
	Paid-In
	Accumulated
	
	Stockholders'

	
	Shares
	
	
	Amount
	
	
	Shares
	
	Amount
	
	
	Shares
	
	Amount
	
	
	Capital
	
	Deficit
	
	Equity (Deficit)

	Balance as of December 29, 2019
	—
	
	
	$
	—
	
	
	3,129,634
	
	$
	117,038
	
	
	17,462,283
	
	$
	18
	
	$
	2,040
	
	$
	(160,337)
	
	
	$
	(158,279)

	Series B redeemable preferred stock
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	issuance, net of issuance costs of $163
	7,500,001
	
	
	
	16,412
	
	
	—
	
	—
	
	—
	
	—
	
	(504)
	
	
	—
	
	
	(504)

	Equity-based compensation expense
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	9,086
	
	
	—
	
	
	9,086

	Net loss and comprehensive loss
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	—
	
	(19,304)
	
	
	(19,304)

	Balance as of January 3, 2021
	7,500,001
	
	
	
	16,412
	
	
	3,129,634
	
	
	117,038
	
	
	17,462,283
	
	
	18
	
	
	10,622
	
	
	(179,641)
	
	
	
	(169,001)

	Series B-1 redeemable preferred stock
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	issuance, net of issuance costs of $23
	1,450,000
	
	
	
	2,908
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	—
	
	
	—

	Issuance of common stock upon initial
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	public offering (IPO), net of underwriting
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	discounts and commissions and issuance
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	costs of $10,016
	—
	
	
	—
	
	—
	
	—
	
	5,750,000
	
	
	5
	
	
	81,983
	
	
	—
	
	
	81,988

	Deemed dividend to convertible preferred
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	stockholders upon the IPO
	—
	
	
	—
	
	—
	
	122,962
	
	
	—
	
	—
	
	(122,962)
	
	
	—
	
	
	(122,962)

	Conversion of convertible preferred stock to
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	common stock upon the IPO
	—
	
	
	—
	(3,129,634)
	
	
	(240,000)
	
	15,000,000
	
	
	15
	
	
	239,985
	
	
	—
	
	
	240,000

	Redemption of redeemable preferred stock
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	upon the IPO
	(8,950,001)
	
	
	(19,320)
	
	—
	
	—
	
	—
	
	—
	
	1,420
	
	
	—
	
	
	1,420

	Stock dividend for issuance of common
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	stock to LP upon the IPO
	—
	
	
	—
	
	—
	
	—
	
	215,702
	
	
	—
	
	—
	
	—
	
	
	—

	Reclassification of liability-classified CEO
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	award to equity-classified award
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	2,887
	
	
	—
	
	
	2,887

	Forfeiture of unvested restricted stock
	—
	
	
	—
	
	—
	
	—
	
	(6,861)
	
	—
	
	—
	
	—
	
	
	—

	Equity-based compensation
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	8,145
	
	
	—
	
	
	8,145

	Net income and comprehensive income
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	—
	
	2,045
	
	
	
	2,045

	Balance as of January 2, 2022
	—
	
	
	
	—
	
	
	—
	
	
	—
	
	
	38,421,124
	
	
	38
	
	
	222,080
	
	
	(177,596)
	
	
	
	44,522

	Issuance of common stock for vesting of
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	RSUs
	—
	
	
	—
	
	—
	
	—
	
	791,064
	
	
	1
	
	
	(1)
	
	
	—
	
	
	—

	Issuance of common stock for special
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	compensation award
	—
	
	
	—
	
	—
	
	—
	
	208,914
	
	
	—
	
	—
	
	—
	
	
	—

	Shares withheld for withholding tax on
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	RSUs
	—
	
	
	—
	
	—
	
	—
	
	(139,081)
	
	—
	
	(1,200)
	
	
	—
	
	
	(1,200)

	Offering costs related to IPO
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	(290)
	
	
	—
	
	
	(290)

	Settlement of distributions payable to former
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Class P unit holders
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	2,648
	
	
	—
	
	
	2,648

	Forfeited shares of restricted stock
	—
	
	
	—
	
	—
	
	—
	
	(22,693)
	
	—
	
	—
	
	—
	
	
	—

	Equity-based compensation expense
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	15,488
	
	
	—
	
	
	15,488

	Net income and comprehensive income
	—
	
	
	—
	
	—
	
	—
	
	—
	
	—
	
	—
	
	3,725
	
	
	
	3,725

	Balance as of January 1, 2023
	—
	
	
	$
	—
	
	
	—
	
	$
	—
	
	
	39,259,328
	
	$
	39
	
	$
	238,725
	
	$
	(173,871)
	
	
	$
	64,893

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of the consolidated financial statements.
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LULU’S FASHION LOUNGE HOLDINGS, INC.

Consolidated Statements of Cash Flows

(in thousands)

	
	
	
	
	
	Fiscal Years Ended
	
	
	
	

	
	
	
	
	January 1,
	
	
	January 2,
	
	
	January 3,
	

	
	
	
	
	2023
	
	
	2022
	
	
	
	2021
	

	
	
	
	
	(52 weeks)
	
	
	(52 weeks)
	
	
	(53 weeks)
	

	
	Cash Flows from Operating Activities
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	$
	3,725
	$
	2,045
	
	$
	(19,304)
	

	
	Adjustments to reconcile net income (loss) to net cash provided by operating activities:
	
	
	
	
	
	
	
	
	
	
	

	
	Depreciation and amortization
	
	
	4,134
	
	
	2,828
	
	
	
	3,216
	

	
	Noncash lease expense
	
	
	3,257
	
	
	—
	
	
	—
	

	
	Loss on debt extinguishment
	
	
	—
	
	
	1,392
	
	
	
	—
	

	
	Amortization of debt discount and debt issuance costs
	
	
	157
	
	
	2,283
	
	
	
	2,485
	

	
	Interest expense capitalized to principal of long-term debt and revolving line of credit
	
	
	—
	
	
	2,074
	
	
	
	1,747
	

	
	Payment of interest capitalized to principal of long-term debt and revolving line of credit
	
	
	—
	
	
	(3,821)
	
	
	
	—
	

	
	Equity-based compensation expense
	
	
	16,087
	
	
	13,664
	
	
	
	9,086
	

	
	Equity-based compensation expense related to redeemable preferred stock issuance
	
	
	—
	
	
	1,481
	
	
	
	8,571
	

	
	Write-off of deferred offering costs
	
	
	—
	
	
	—
	
	
	1,950
	

	
	Deferred income taxes
	
	
	1,658
	
	
	(1,663)
	
	
	
	(14)
	

	
	Loss (gain) on disposal of property and equipment
	
	
	18
	
	
	9
	
	
	
	(25)
	

	
	Changes in operating assets and liabilities:
	
	
	
	
	
	
	
	
	
	
	

	
	Accounts receivable
	
	
	1,740
	
	
	(1,816)
	
	
	
	123
	

	
	Inventories
	
	
	(21,010)
	
	
	(5,281)
	
	
	
	9,242
	

	
	Assets for recovery
	
	
	(136)
	
	
	(2,650)
	
	
	
	2,147
	

	
	Income taxes (receivable) payable
	
	
	(4,364)
	
	
	2,094
	
	
	
	(302)
	

	
	Prepaid and other current assets
	
	
	694
	
	
	(2,721)
	
	
	
	339
	

	
	Accounts payable
	
	
	1,148
	
	
	(2,895)
	
	
	
	(3,702)
	

	
	Accrued expenses and other current liabilities
	
	
	1,691
	
	
	21,263
	
	
	
	(9,346)
	

	
	Operating lease liabilities
	
	
	(2,608)
	
	
	—
	
	
	—
	

	
	Other noncurrent liabilities
	
	
	8
	
	
	(1,390)
	
	
	
	(1,357)
	

	
	Net cash provided by operating activities
	
	
	6,199
	
	
	26,896
	
	
	
	4,856
	

	
	Cash Flows from Investing Activities
	
	
	
	
	
	
	
	
	
	
	

	
	Capitalized software development costs
	
	
	(2,500)
	
	
	(1,522)
	
	
	
	(1,273)
	

	
	Purchases of property and equipment
	
	
	(2,511)
	
	
	(1,447)
	
	
	
	(700)
	

	
	Other
	
	
	(112)
	
	
	(425)
	
	
	
	60
	

	
	Net cash used in investing activities
	
	
	(5,123)
	
	
	(3,394)
	
	
	
	(1,913)
	

	
	Cash Flows from Financing Activities
	
	
	
	
	
	
	
	
	
	
	

	
	Proceeds from borrowings on revolving line of credit
	
	
	30,000
	
	
	25,000
	
	
	
	5,300
	

	
	Repayments on revolving line of credit
	
	
	(30,000)
	
	
	(8,580)
	
	
	
	(800)
	

	
	Repayment of long-term debt
	
	
	—
	
	
	(109,608)
	
	
	
	(2,531)
	

	
	Payment of debt issuance costs
	
	
	—
	
	
	(514)
	
	
	
	(437)
	

	
	Issuance of common stock upon IPO, net of underwriting discounts and commissions and issuance costs
	
	
	—
	
	
	82,546
	
	
	
	—
	

	
	Proceeds from the issuance of redeemable preferred stock, net of issuance costs
	
	
	—
	
	
	1,427
	
	
	
	7,337
	

	
	Redemption of redeemable preferred stock
	
	
	—
	
	
	(17,900)
	
	
	
	—
	

	
	Principal payments on finance lease obligations
	
	
	(786)
	
	
	—
	
	
	—
	

	
	Payment of offering costs related to the IPO
	
	
	(832)
	
	
	—
	
	
	—
	

	
	Advance from LP
	
	
	—
	
	
	—
	
	
	37
	

	
	Repayment of advance from LP
	
	
	—
	
	
	—
	
	
	(2,040)
	

	
	Withholding tax payments related to vesting of RSUs
	
	
	(1,115)
	
	
	—
	
	
	—
	

	
	Other
	
	
	(32)
	
	
	(24)
	
	
	
	(111)
	

	
	Net cash (used in) provided by financing activities
	
	
	(2,765)
	
	
	(27,653)
	
	
	
	6,755
	

	
	Net (decrease) increase in cash, cash equivalents and restricted cash
	
	
	(1,689)
	
	
	(4,151)
	
	
	
	9,698
	

	
	Cash, cash equivalents and restricted cash at beginning of period
	
	
	11,908
	
	
	16,059
	
	
	
	6,361
	

	Cash, cash equivalents and restricted cash at end of period
	
	$
	10,219
	
	$
	11,908
	
	
	$
	16,059
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Reconciliation of cash, cash equivalents and restricted cash
	
	
	
	
	
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	10,219
	$
	11,402
	
	$
	15,554
	

	
	Restricted cash
	
	
	—
	
	
	506
	
	
	
	505
	

	
	Total cash, cash equivalents and restricted cash at end of period
	
	$
	10,219
	
	$
	11,908
	
	
	$
	16,059
	

	
	
	
	
	
	
	
	
	
	
	
	
	



(Continued)
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(in thousands)


	
	
	
	
	
	Fiscal Years Ended
	
	
	
	

	
	
	
	
	January 1,
	
	
	January 2,
	
	
	January 3,
	

	
	
	
	
	2023
	
	
	2022
	
	
	
	2021
	

	
	
	
	
	(52 weeks)
	
	
	(52 weeks)
	
	
	(53 weeks)
	

	
	Supplemental Disclosure
	
	
	
	
	
	
	
	
	
	
	

	
	Cash paid for income taxes, net
	$
	6,436
	$
	6,112
	
	$
	171
	

	
	Cash paid for interest
	$
	893
	$
	8,555
	
	$
	12,732
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Supplemental Disclosure of Non-Cash Investing and Financing Activities
	
	
	
	
	
	
	
	
	
	
	

	
	Addition of right-of-use assets, including prepaid rent, net of deferred rent recorded upon adoption of ASC 842
	$
	28,018
	$
	—
	$
	—
	

	
	Addition of lease liabilities recorded upon adoption of ASC 842
	$
	28,599
	$
	—
	$
	—
	

	
	Right-of-use assets acquired under operating lease obligations
	$
	2,299
	$
	—
	$
	—
	

	
	Remeasurement of operating lease right-of-use assets for lease modification
	$
	1,616
	$
	—
	$
	—
	

	
	Assets acquired under finance lease obligations
	$
	4,750
	$
	—
	$
	—
	

	
	Prepaid rent reclassified to lease right-of-use assets
	$
	381
	$
	—
	$
	—
	

	
	Purchases of property and equipment included in accounts payable and accrued expenses
	$
	259
	$
	55
	
	$
	94
	

	
	Debt issuance costs included in accrued expenses
	$
	—
	$
	—
	$
	917
	

	
	Deemed dividend to preferred stockholders
	$
	—
	$
	(122,962)
	
	$
	504
	

	
	Paid-in-kind interest added to principal balance of long-term debt and revolving line of credit
	$
	—
	$
	2,074
	
	$
	1,747
	

	
	Offering costs included in accrued expenses
	$
	—
	$
	542
	
	$
	—
	

	
	Deemed contribution from redemption of redeemable preferred stock
	$
	—
	$
	1,420
	
	$
	—
	

	
	Conversion of convertible preferred stock to common stock upon the IPO
	$
	—
	$
	240,000
	
	$
	—
	

	
	Reclassification of CEO special compensation award from a liability award to an equity award
	$
	—
	$
	2,887
	
	$
	—
	

	
	
	
	
	
	
	
	
	
	
	
	(Concluded)
	



The accompanying notes are an integral part of the consolidated financial statements.
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1. Description of Business, Organization and Liquidity

Organization and Business

Pursuant to a reorganization, Lulu’s Fashion Lounge Holdings, Inc., a Delaware Corporation (“Lulus”, “we”, “our”, or the “Company”), was formed on August 25, 2017 as a holding company and its primary asset is an indirect membership interest in Lulu’s Fashion Lounge, LLC (“Lulus LLC”). Prior to the Company’s initial public offering, the Company was majority-owned by Lulu’s Holdings, L.P. (the “LP”). In connection with the Company’s initial public offering, the LP was liquidated.

Lulus LLC was founded in 1996, starting as a vintage boutique in Chico, CA that began selling online in 2005 and transitioned to a purely online business in 2008. The LP was formed in 2014 as a holding company and purchased 100% of Lulus LLC’s outstanding common stock in 2014. The Company, through Lulus LLC, is an online retailer of women’s clothing, shoes and accessories based in Chico, CA.

Initial Public Offering

On November 10, 2021, the Company’s registration statement on Form S-1 relating to its initial public offering (“IPO”) was declared effective by the Securities and Exchange Commission (“SEC”) and the shares of its common stock began trading on the Nasdaq Global Market on November 11, 2021. The IPO closed on November 15, 2021, pursuant to which the Company issued and sold 5,750,000 shares of its common stock at a public offering price of $16.00 per share. On November 15, 2021, the Company received net proceeds of approximately $82.0 million from the IPO, after deducting underwriting discounts and commissions of approximately $6.1 million and other issuance costs of approximately $3.9 million. Immediately prior to the completion of the IPO, the Company filed an amended and restated certificate of incorporation, which authorized a total of 250,000,000 shares of common stock at $0.001 par value per share, and 10,000,000 shares of preferred stock, $0.001 par value per share. Immediately prior to the completion of the IPO, all shares of the Series A Preferred Stock then outstanding were converted into 15,000,000 shares of common stock. Additionally, 215,702 shares of common stock were issued to the LP immediately prior to the completion of the IPO. All shares of the Series B Preferred Stock and the Series B-1 Preferred Stock were redeemed and extinguished for a total payment of approximately $17.9 million on November 15, 2021.

Impact of COVID-19

While there continues to be uncertainty related to the COVID-19 pandemic, we believe the significant impact of the pandemic on the demand for our product, related to social distancing mandates, lockdowns, cancelled social events and travel, has largely subsided. However, we are still susceptible to broader COVID-19 risks globally, especially in relation to our supply chain. We continue to take actions to anticipate changes in the business environment and supply chain pressures, including placing orders earlier than pre-pandemic times, leveraging our “test, learn and reorder” approach to test small order quantities and then graduate successful styles to our re-order algorithms and diversifying our supply chain network to mitigate rising costs and service delays. We have modified our business practices in response to the COVID-19 pandemic and plan to continue to take proactive measures.

Impact of Macroeconomic Trends on Business

Changing macroeconomic factors, including inflation, interest rates, fuel prices, and overall consumer confidence with respect to current and future economic conditions, have directly impacted our sales in 2022 as discretionary consumer spending levels and shopping behavior fluctuate with these factors. During 2022, we have responded to these factors by taking appropriate pricing, promotional and other actions to stimulate customer demand. These factors are expected to continue to have an impact on our business, results of operations, our growth and financial condition.
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2. Significant Accounting Policies

Basis of Presentation and Fiscal Year

The Company’s fiscal year consists of a 52-week or 53-week period ending on the Sunday nearest December 31. The fiscal year ended January 1, 2023 (“2022”) consisted of 52 weeks, the fiscal year ended January 2, 2022 (“2021”) consisted of 52 weeks, and the fiscal year ended January 3, 2021 (“2020”) consisted of 53 weeks.

The consolidated financial statements and accompanying notes include the accounts of the Company and its wholly owned subsidiaries, after elimination of all intercompany balances and transactions. The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the Unites States of America (“GAAP”) and the requirements of the Securities and Exchange Commission.

Use of Estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenue and expenses during the reporting period. The significant estimates and assumptions made by management relate to sales return reserves and related assets for recovery, lease right-of-use assets and related lease liabilities, income tax valuation allowance and fair value of equity awards. Management evaluates its estimates and assumptions on an ongoing basis using historical experience and other factors, including the current economic environment, which management believes to be reasonable under the circumstances. The Company adjusts such estimates and assumptions when facts and circumstances dictate. Changes in those estimates resulting from continuing changes in the economic environment will be reflected in the consolidated financial statements in future periods. As future events and their effects cannot be determined with precision, actual results could materially differ from those estimates and assumptions.

Segment Reporting

The Company manages its business on the basis of one operating and reportable segment, retail. The Company’s chief operating decision maker is its chief executive officer (“CEO”). All long-lived assets are located in the United States and substantially all revenue is attributable to customers based in the United States. International sales are not significant.

Concentration of Credit Risks

Financial instruments that potentially subject the Company to concentrations of credit risk consist of cash, cash equivalents and restricted cash. Such amounts may exceed federally insured limits. The Company reduces credit risk by depositing its cash with major credit-worthy financial institutions within the United States. To date, the Company has not experienced any losses on its cash deposits. As of January 1, 2023, and January 2, 2022, a single wholesale customer represented 15% and 24% respectively, of the Company’s accounts receivable balance. No customer accounted for greater than 10% of the Company’s net revenue during 2022, 2021 and 2020.

Accounts Receivable

Accounts receivable consist primarily of receivables from credit card processing agencies and wholesale customers. Based on historical collections from these agencies and wholesale customers, no allowance for doubtful accounts was deemed necessary as of January 1, 2023 and January 2, 2022.
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Inventory

Inventory consists of finished goods, which are recorded at the lower of cost or net realizable value, with cost determined using the first-in-first-out method. The cost of inventory consists of merchandise costs and inbound freight costs. Inventory levels are reviewed to identify slow-moving merchandise, and promotions and markdowns are used to clear merchandise. In the period in which the Company determines estimated selling price, less costs to sell, is below cost, or identifies excess, obsolete, or unsalable items, the Company writes its inventory down to its net realizable value.

Property and Equipment, net

Property and equipment are recorded at cost and depreciated on a straight-line basis over their estimated useful lives, which range from 3 to 9 years. Improvements that extend the life of a specific asset are capitalized, while normal maintenance and repairs are expensed as incurred. When assets are sold or otherwise retired, their cost and related accumulated depreciation are removed from the balance sheet with any resulting gain or loss reflected in general and administrative expenses in the consolidated statements of operations and comprehensive income (loss).

Goodwill and Tradename

Goodwill is stated at the excess of the acquisition price over the fair value of net assets acquired in a purchase acquisition and is not amortized. Goodwill arose from the LP’s purchase of 100% of the outstanding common stock of Lulus LLC on July 25, 2014 and the Company has one reporting unit. The Company’s tradename is an indefinite-lived intangible asset and is not amortized. The Company reviews its goodwill and tradename for impairment at least annually (on the first day of the fourth quarter) or more frequently whenever events or changes in circumstances indicate that the carrying amount may be impaired.

When testing goodwill for impairment, the Company first performs an assessment of qualitative factors (“Step 0 Test”). The qualitative assessment includes assessing the totality of relevant events and circumstances that affect the fair value or carrying value of the reporting unit. These events and circumstances include macroeconomic conditions, industry and competitive environment conditions, overall financial performance, reporting unit specific events and market considerations. The Company also considers recent valuations of the reporting unit, including the magnitude of the difference between the most recent fair value estimate and the carrying value, as well as both positive and adverse events and circumstances, and the extent to which each of the events and circumstances identified may affect the comparison of a reporting unit’s fair value with its carrying value. If the qualitative assessment results in a conclusion that it is more likely than not that the fair value of a reporting unit exceeds the carrying value, then no further testing is performed for that reporting unit. The Company performed the qualitative assessment of its goodwill and determined that it is more likely than not that the fair value of its reporting unit exceeds the carrying value of the reporting unit. As a result, there was no goodwill impairment during 2022, 2021 and 2020. There was no accumulated impairment of goodwill as of January 1, 2023, and January 2, 2022.

When testing the tradename for impairment, the Company first performs an assessment of qualitative factors. If qualitative factors indicate that it is more likely than not that the fair value of the tradename is less than its carrying amount, the Company tests the tradename for impairment at the asset level. The Company determines the fair value of the tradename and compares it to the carrying value. If the carrying value of the tradename exceeds the fair value, the Company recognizes an impairment loss in an amount equal to the excess. The Company performed the qualitative assessment of its tradename and determined that it is more likely than not that the fair value of the tradename exceeds the carrying value of the reporting unit. There were no additions to, disposals of, or impairments of the tradename during 2022, 2021 and 2020, There was no accumulated impairment of the tradename as of January 1, 2023, and January 2, 2022.
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Intangible Assets, net

Intangible assets, net consists of capitalized internal-use software development, which is amortized over a 3-year period. The Company capitalizes certain costs in connection with obtaining or developing software for internal use. Additionally, the Company capitalizes qualifying costs incurred for upgrades and enhancements that result in additional functionality to existing software. Amortization of such costs begins when the project is substantially complete and ready for its intended use. Costs related to design or maintenance are expensed as incurred. Intangible asset amortization expense was $1.7 million, $1.6 million and $1.7 million during 2022, 2021 and 2020, respectively.

Intangible assets are amortized on a straight-line basis over the estimated useful life of the assets. The Company reviews intangible assets for impairment under the long-lived asset model described below. No impairment of intangible assets was recorded during the years presented.

Long-Lived Asset Impairment

The Company evaluates long-lived assets, including lease right-of-use assets, for impairment periodically whenever events or changes in circumstances indicate that their related carrying amounts may not be recoverable. In evaluating long-lived assets for recoverability, the Company uses its best estimate of future cash flows expected to result from the use of the asset and eventual disposition. To the extent that projected undiscounted future net cash flows attributable to the asset are less than the carrying amount, an impairment loss is recognized in an amount equal to the difference between the carrying value of such asset and its estimated fair value. There was no impairment recorded during the years presented.

Deferred Offering Costs

Deferred offering costs consist of expenses incurred in connection with an equity offering, including legal, accounting, printing, and other IPO-related costs. Deferred offering costs are written off to operating expenses in the consolidated statements of operations and comprehensive income (loss) upon the termination or significant delay of a planned equity offering. During 2020, approximately $2.0 million of deferred offering costs from an offering that was postponed were written off to general and administrative expenses in the Company’s consolidated statements of operations and comprehensive income (loss). There were no deferred offering costs related to the IPO capitalized in the consolidated balance sheets as of January 1, 2023, January 2, 2022 and January 3, 2021.

Leases

Prior to the adoption of Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 842 on January 3, 2022

Leases were reviewed for classification as operating or capital leases. For operating leases, the Company recognized rent on a straight-line basis over the term of the lease. The Company recorded the difference between cash payments and rent expense recognized as a deferred rent liability included in accrued expenses and other current liabilities and other noncurrent liabilities on the condensed consolidated balance sheets. Incentives granted under the Company’s facility leases, including allowances to fund leasehold improvements, were deferred and are recognized as adjustments to rental expense on a straight-line basis over the term of the lease. The Company changed its method of accounting for leases as of January 3, 2022 due to the adoption of FASB ASC 842, Leases (“ASC 842”).

Subsequent to the adoption of ASC 842 on January 3, 2022

Contracts that have been determined to convey the right to use an identified asset are evaluated for classification as an operating or finance lease. For the Company’s operating and finance leases, the Company records a lease liability based
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on the present value of the lease payments at lease inception. The present value of lease payments is determined by using the interest rate implicit in the lease, if that rate is readily determinable; otherwise, the Company uses its incremental borrowing rate (“IBR”). The determination of the IBR requires judgment and is primarily based on publicly-available information for companies within similar industries and with similar credit profiles. We adjust the rate for the impact of collateralization, the lease term and other specific terms included in each lease arrangement. The IBR is determined at the lease commencement and is subsequently reassessed upon a modification to the lease arrangement. The right-of-use asset is recorded based on the corresponding lease liability at lease inception, adjusted for payments made to the lessor at or before the commencement date, initial direct costs incurred and any tenant incentives allowed for under the lease. The Company does not include optional renewal terms or early termination provisions unless the Company is reasonably certain such options would be exercised at the inception of the lease. Lease right-of-use assets, current portion of lease liabilities, and lease liabilities, net of current portion are included on the condensed consolidated balance sheets.

Fixed lease expense for operating leases is recognized on a straight-line basis, unless the right-of-use assets have been impaired, over the reasonably assured lease term based on the total lease payments and is included in operating expenses in the condensed consolidated statements of operations and comprehensive income (loss). Fixed and variable lease expense on operating leases is recognized within operating expenses in the condensed consolidated statements of operations and comprehensive income (loss). Finance lease expenses are recognized on a straight-line basis. Fixed and variable expenses are captured within interest expense and depreciation expense, which has components within general and administrative expenses and cost of revenue. The Company’s non-lease components are primarily related to maintenance, insurance and taxes, which varies based on future outcomes and is thus recognized in lease expense when incurred.

Revenue Recognition

The Company generates revenue primarily from the sale of merchandise products directly to end customers. The sale of products is a distinct performance obligation, and revenue is recognized at a point in time when control of the promised product is transferred to customers, which the Company determined occurs upon shipment based on its evaluation of the related shipping terms. Revenue is recognized in an amount that reflects the transaction price consideration that the Company expects to receive in exchange for those products. The Company’s payment terms are typically at the time of order processing and shipment.

The Company elected to exclude from revenue taxes assessed by governmental authorities, including value-added and other sales-related taxes, that are imposed on and concurrent with revenue-producing activities. The Company has elected to apply the practical expedient, relative to e-commerce sales, which allows an entity to account for shipping and handling as fulfillment activities, and not a separate performance obligation. Accordingly, the Company recognizes revenue for only one performance obligation, the sale of the product, at shipping point (when the customer gains control). Shipping and handling costs associated with outbound freight are accounted for as fulfillment costs and are included in cost of goods sold. The Company has elected to apply the practical expedient to expense costs as incurred for incremental costs to obtain a contract when the amortization period would have been one year or less.

Revenue from merchandise product sales is reported net of sales returns, which includes an estimate of future returns based on historical return rates, with a corresponding reduction to cost of sales. There is judgment in utilizing historical trends for estimating future returns. The Company’s refund liability for sales returns is included in the returns reserve on its consolidated balance sheets and represents the expected value of the refund that will be due to the Company’s customers. The Company also has a corresponding asset for recovery that represents the expected net realizable value of the merchandise inventory to be returned.

The Company sells stored-value gift cards to customers and offers merchandise credit stored-value cards for certain returns. Such stored-value cards do not have an expiration date. The Company recognizes revenue from stored-value cards when the card is redeemed by the customer. The Company has determined that sufficient evidence exists to support an
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estimate for stored-value card breakage. Subject to requirements to remit balances to governmental agencies, breakage is recognized as revenue in proportion to the pattern of rights exercised by the customer, which is substantially within thirty-six months from the date of issuance. The amount of breakage recognized in revenue during 2022, 2021 and 2020 was not material.

The Company has two types of contractual liabilities: (i) cash collections from its customers prior to delivery of products purchased (“deferred revenue”), which are initially recorded within accrued expenses and recognized as revenue when the products are shipped, (ii) unredeemed gift cards and online store credits, which are initially recorded as a stored-value card liability and are recognized as revenue in the period they are redeemed.

The following table summarizes the significant changes in the contract liabilities balances during 2022, 2021 and 2020 (in thousands):

	
	
	
	
	Deferred
	
	
	Stored-Value

	
	
	
	
	Revenue
	
	
	Cards

	
	Balance as of December 29, 2019
	
	$
	547
	
	
	$
	4,605

	
	Revenue recognized that was included in contract liability balance at the beginning of the
	
	
	
	
	
	
	

	period
	
	
	(547)
	
	
	
	(2,094)

	
	Increase due to cash received, excluding amounts recognized as revenue during the period
	
	
	792
	
	
	
	2,462

	Balance as of January 3, 2021
	
	
	792
	
	
	
	4,973

	
	Revenue recognized that was included in contract liability balance at the beginning of the
	
	
	
	
	
	
	

	
	period
	
	
	(792)
	
	
	
	(1,471)

	
	Increase due to cash received, excluding amounts recognized as revenue during the period
	
	
	145
	
	
	
	3,738

	
	Balance as of January 2, 2022
	
	
	145
	
	
	
	7,240

	
	Revenue recognized that was included in contract liability balance at the beginning of the
	
	
	
	
	
	
	

	period
	
	
	(145)
	
	
	
	(3,282)

	
	Increase due to cash received, excluding amounts recognized as revenue during the period
	
	
	69
	
	
	
	6,870

	Balance as of January 1, 2023
	
	$
	69
	
	
	$
	10,828

	
	
	
	
	
	
	
	
	



Cost of Revenue

Cost of revenue consists of the product costs of merchandise sold to customers; shipping and handling costs including all inbound, outbound, and return shipping expenses; rent, insurance, business property tax, utilities, depreciation and amortization, and repairs and maintenance related to the Company’s distribution facilities; and charges related to inventory shrinkage, damages and the allowance for excess or obsolete inventory.

General and Administrative Expenses

General and administrative expenses consist primarily of payroll and benefits costs, including equity-based compensation for the Company’s employees involved in general corporate functions including finance, merchandising, marketing, and technology, as well as costs associated with the use by these functions of facilities and equipment, including depreciation and amortization, rent and other occupancy expenses.
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Selling and Marketing Expenses

Selling and marketing expenses consist primarily of customer service, payment processing fees, advertising, targeted online performance marketing and search engine optimization costs. Selling and marketing expenses also include spend on brand marketing channels, including cash and free clothing compensation to influencers, events and other forms of online and offline marketing related to growing and retaining the customer base. Advertising costs included in selling and marketing expenses were $64.4 million, $53.6 million, and $38.1 million in 2022, 2021 and 2020, respectively.

Equity-Based Compensation

The Company grants stock-based awards to certain employees, officers, directors, and other nonemployee service providers. Equity-based compensation is measured at the grant date or modification date for all equity-based awards made to employees and nonemployees based on the estimated fair value of the awards. Equity-based compensation expense is recognized on a straight-line basis over the period the employee or non-employee is required to provide service in exchange for the award, which is generally the vesting period. The Company classifies equity-based compensation expense as general and administrative expense in the Company’s consolidated statements of operations and comprehensive income (loss).

The Company has elected to recognize forfeitures by reducing the equity-based compensation expense in the same period as the forfeitures occur.

The fair value of grants of restricted stock or restricted stock units (“RSUs”) is based on the fair value of the Company’s common stock underlying the award on the grant date or modification date. For stock option awards, the Company applies the Black-Scholes option pricing model to determine the fair value. The model utilizes the estimated per share fair value of the Company’s underlying common stock at the grant date, the expected or contractual term of the option, the expected stock price volatility, risk-free interest rates, and the expected dividend yield of the common stock.

The Company bases its estimate of expected volatility on the historical volatility of comparable companies from a representative peer group selected based on industry, financial, and market capitalization data. The risk-free interest rate for the expected term of the option is based on the U.S. Treasury implied yield at the date of grant. The Company has elected to use the “simplified method” to determine the expected term which is the midpoint between the vesting date and the end of the contractual term because it has insufficient history upon which to base an assumption about the term; the Company believes the simplified method approximates a term if it were to be based on expected life. The expected dividend yield is 0.0% as the Company has not paid and does not anticipate paying dividends on its common stock.

Determining the grant date fair value of options using the Black-Scholes option pricing model requires management to make assumptions and judgments. These estimates involve inherent uncertainties and, if different assumptions had been used, stock-based compensation expense could have been materially different from the amounts recorded.

Certain prior year amounts have been reclassified for consistency with the current year presentation. The Company combined equity-based compensation expense and equity-based compensation expense related to CEO special compensation awards into one line item, equity-based compensation expense, in the consolidated statements of cash flows.

Income Taxes

The Company accounts for income taxes using the asset and liability method, under which deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary differences between the financial reporting and tax basis of assets and liabilities and for operating losses and tax credit carryforwards. Deferred tax assets and liabilities
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are measured using the currently enacted tax rates that apply to taxable income in effect for the years in which they are expected to be realized or settled.

The Company believes that it is more likely than not that forecasted income, together with future reversals of existing taxable temporary differences and results of recent operations, will be sufficient to fully recover the deferred tax assets. In the event that the Company determines all or part of the net deferred tax assets are not realizable in the future, the Company would record a valuation allowance.

The Company recognizes tax benefits from uncertain tax positions only if it is more likely than not that the tax position will be sustained on examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the consolidated financial statements from such positions are then measured based on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate settlement. The Company recognizes interest and penalties related to unrecognized tax benefits, if any, as income tax expense.

Net Income (Loss) Per Share Attributable to Common Stockholders

The Company calculates basic and diluted net income (loss) per share attributable to common stockholders in conformity with the two-class method required for participating securities as the application of the if converted method is not more dilutive. The two-class method requires income (loss) available to common stockholders for the period to be allocated between common stock and participating securities based upon their respective rights to receive dividends as if all income for the period had been distributed.

The Company considers its redeemable preferred stock and convertible preferred stock to be participating securities. In accordance with the two-class method, net income (loss) is adjusted for earnings allocated to these participating securities and the related number of outstanding shares of the participating securities, which include contractual participation rights in undistributed earnings, have been excluded from the computation of basic and diluted net income (loss) per share attributable to common stockholders. The redeemable preferred stock and convertible preferred stock contractually entitle the holders of such shares to participate in dividends but do not contractually require the holders of such shares to participate in the Company’s losses. As such, where applicable, net losses were not allocated to these securities.

Basic net income (loss) per share attributable to common stockholders is computed using net income (loss) attributable to common stockholders divided by the weighted average number of common shares outstanding during the period. Diluted net income (loss) per share attributable to common stockholders represents net income (loss) attributable to common stockholders divided by the weighted average number of common shares outstanding during the period, including the effects of any dilutive securities outstanding.
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The following table presents the calculation of basic and diluted weighted average shares used to compute net income (loss) per share attributable to common stockholders:

	
	2022
	
	2021
	
	2020
	

	Weighted average shares used to compute net
	
	
	
	
	
	

	income (loss) per share attributable to common
	
	
	
	
	
	

	stockholders – Basic
	38,583,854
	
	20,229,675
	
	17,462,283
	

	Dilutive securities:
	
	
	
	
	
	

	Unvested restricted stock
	55,127
	
	-
	
	-
	

	Unvested RSUs
	139,064
	
	-
	
	-
	

	Special compensation awards
	67,547
	
	-
	
	-
	

	Employee Stock Purchase Plan
	7,801
	
	-
	
	-
	

	Weighted average shares used to compute net
	
	
	
	
	
	

	income (loss) per share attributable to common
	38,853,393
	
	20,229,675
	
	17,462,283
	

	stockholders – Diluted
	
	
	
	
	
	

	
	
	
	
	
	
	



The following securities were excluded from the computation of diluted net income (loss) per share attributable to common stockholders for the fiscal years presented because including them would have been anti-dilutive (on an as-converted basis):

	
	2022
	
	2021
	
	2020

	Series A convertible preferred stock
	—
	
	—
	
	3,129,634

	Stock options
	322,793
	
	322,793
	
	—

	Unvested restricted stock
	78,303
	
	381,612
	
	—

	Unvested RSUs
	904,076
	
	—
	—

	CEO award share settlement
	—
	417,828
	
	—

	Total
	1,305,172
	
	1,122,233
	
	3,129,634

	
	
	
	
	
	



Redeemable Preferred Stock

The Company has elected to record its redeemable preferred stock at the greater of its redemption value or the issuance date fair value, net of issuance costs, as it is probable of becoming redeemable due to the passage of time. Any change to the carrying value of redeemable preferred stock recognized in each period is recorded to additional paid-in capital, or in the absence of additional paid-in capital, recorded to accumulated deficit.

The issuance date fair value of the redeemable preferred stock shares purchased by entities related to current employees, board members, and service providers was higher than the consideration paid and such excess was recorded as equity-based compensation. The excess of the fair value over consideration paid for redeemable preferred stock shares purchased by an existing convertible preferred stockholder was accounted for as a deemed dividend and recorded in additional paid-in capital.

Comprehensive Income (Loss)

Comprehensive income (loss) is defined as a change in equity of a business enterprise during a period, resulting from transactions from non-owner sources. To date, the Company has not had any transactions that are required to be reported in comprehensive income (loss) other than the net income (loss) incurred from operations. Thus, comprehensive income (loss) is the same as net income (loss) for the periods presented.
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Recently Adopted Accounting Pronouncements

The Company is an emerging growth company, as defined in the Jumpstart Our Business Startups Act of 2012 (the “JOBS Act”). Under the JOBS Act, emerging growth companies can delay adopting new or revised accounting standards issued subsequent to the enactment of the JOBS Act until such time as those standards apply to private companies. The Company has elected to use this extended transition period for complying with new or revised accounting standards that have different effective dates for public and private companies until the earlier of the date that it (i) is no longer an emerging growth company or (ii) affirmatively and irrevocably opts out of the extended transition period provided in the JOBS Act. As a result, these consolidated financial statements may not be comparable to companies that comply with the new or revised accounting pronouncements as of public company effective dates.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), as amended, which requires lessees to recognize a right-of-use asset and lease liability on their condensed consolidated balance sheets for all leases with a term longer than 12 months. Under the new lease standard, the Company determines if an arrangement is a lease at inception. Lease liabilities and their corresponding right-of-use assets are recorded based on the present value of lease payments over the expected lease term. In determining the present value of lease payments, the Company uses its incremental borrowing rate based on the information available at the lease commencement date if the rate implicit in the lease is not readily determinable. The new standard requires lessees to apply a dual approach, classifying leases as either finance or operating leases based on the principle of whether or not the lease is effectively a financed purchase by the lessee. This classification will determine whether lease expense is recognized based on an effective interest method or on a straight-line basis over the term of the lease. A lessee is also required to record right-of-use assets and lease liabilities for all leases with a term of greater than 12 months regardless of their classification. Leases with a term of 12 months or less may be accounted for similar to existing guidance for operating leases today and are not recorded on the Company’s balance sheet. The Company adopted the new standard as of January 3, 2022 on a modified retrospective basis under the alternative transition method. The Company elected to take the practical expedient to not separate lease and non-lease components as part of the adoption. Lease agreements entered into after the adoption of Topic 842 that include lease and non-lease components are accounted for as a single lease component. Beginning on January 3, 2022, the Company’s operating leases, excluding those with terms less than 12 months, were discounted and recorded as assets and liabilities on the Company’s balance sheet. As of the effective date of adoption, the Company recognized lease right-of-use assets of $28.0 million, which included $0.4 million previously recorded as prepaid rent net of $1.0 million previously recorded as deferred rent, $2.2 million of current lease liabilities and $26.4 million in lease liabilities, net of current portion, related to its operating leases.

In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes, which is intended to simplify various aspects related to accounting for income taxes. ASU 2019-12 removes certain exceptions to the general principles in Topic 740 and also clarifies and amends existing guidance to improve consistent application. This standard is effective for fiscal periods beginning after December 15, 2021, including interim periods within fiscal years beginning after December 15, 2022, with early adoption permitted. The Company adopted this guidance on January 3, 2022, and it did not have a material impact on its condensed consolidated financial statements.

Recently Issued Accounting Pronouncements

In June 2016, the FASB issued ASU 2016-13, Financial Instruments – Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, as amended, which amends guidance on reporting credit losses for assets held at amortized cost basis and available-for-sale debt securities from an incurred loss methodology to an expected loss methodology. For assets held at amortized cost basis, the guidance eliminates the probable initial recognition threshold and instead requires an entity to reflect its current estimate of all expected credit losses. The allowance for credit losses is a valuation account that is deducted from the amortized cost basis of the assets to present the net amount expected to be collected. For available-for-sale debt securities, credit losses are recorded through an allowance for credit losses, rather than a write-down, limited to the amount by which fair value is below amortized cost. Additional disclosures about
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significant estimates and credit quality are also required. The guidance is effective for the Company for fiscal years beginning after December 15, 2022. The Company will adopt this guidance on January 2, 2023, and does not expect such adoption to have a material impact on its consolidated financial statements or disclosure requirements.

3. Fair Value Measurements

The Company discloses and recognizes the fair value of its assets and liabilities using a hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (an exit price) in an orderly transaction between market participants at the measurement date. The guidance establishes three levels of the fair value hierarchy as follows:

Level 1—Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement

date.

Level 2—Inputs are observable, unadjusted quoted prices in active markets for similar assets or liabilities, unadjusted quoted prices for identical or similar assets or liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the related assets or liabilities.

Level 3—Unobservable inputs that are significant to the measurement of the fair value of the assets or liabilities that are supported by little or no market data.

The Company’s financial instruments consist of cash and cash equivalents, restricted cash, accounts payable, accrued expenses, revolving line of credit and long-term debt. As of January 1, 2023 and January 2, 2022, the carrying values of cash and cash equivalents, restricted cash, accounts payable and accrued expenses and other current liabilities approximate fair value due to their short-term maturities. The fair value of the Company’s new revolving facility that provides for borrowings up to $50.0 million (the “New Revolving Facility” — see Note 5, Debt) approximates its carrying value as the stated interest rates reset daily at the daily secured overnight financing rate (“SOFR”) plus an applicable margin and, as such, approximate market rates currently available to the Company. The Company does not have any financial instruments that were determined to be Level 3.

4. Balance Sheet Components

Property and Equipment, net

Property and equipment, net consisted of the following (in thousands) as of:

	
	
	
	Estimated Useful Lives
	
	January 1,
	
	January 2,
	

	
	
	
	in Years
	
	
	2023
	
	
	2022
	
	

	
	Leasehold improvements
	
	3-9
	
	$
	3,802
	
	$
	3,502
	
	

	
	Equipment
	3-7
	
	
	2,659
	
	
	3,278
	
	

	
	Furniture and fixtures
	3-7
	
	
	1,880
	
	
	2,123
	
	

	
	Construction in progress
	
	
	
	
	36
	
	
	107
	
	

	
	Total property and equipment
	
	
	
	
	8,377
	
	
	9,010
	
	

	
	Less: accumulated depreciation and amortization
	
	
	
	
	(3,986)
	
	
	(5,779)
	
	

	
	Property and equipment, net
	
	
	
	$
	4,391
	
	$
	3,231
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Depreciation of property and equipment was $2.4 million, $1.3 million and $1.5 million for 2022, 2021 and 2020, respectively.

Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consisted of the following (in thousands) as of:

	
	
	January 1,
	
	
	January 2,

	
	
	2023
	
	
	
	2022

	Accrued compensation and benefits
	$
	6,751
	
	
	$
	8,136

	Accrued distributions payable to former Class P unit holders
	
	—
	
	
	2,648

	Accrued marketing
	
	3,206
	
	
	
	3,621

	Accrued inventory
	
	3,411
	
	
	
	2,928

	Other
	
	4,608
	
	
	
	4,615

	Accrued expenses and other current liabilities
	$
	17,976
	
	
	$
	21,948

	
	
	
	
	
	
	



5. Debt

New Revolving Facility

During November 2021, the Company entered into a Credit Agreement with Bank of America (the “Credit Agreement”) to provide the New Revolving Facility that provides for borrowings up to $50.0 million. During the term of the Credit Agreement, the Company can increase the aggregate amount of the New Revolving Facility up to an additional $25.0 million (for maximum aggregate lender commitments of up to $75.0 million), subject to the satisfaction of certain conditions under the Credit Agreement, including obtaining the consent of the administrative agent and an increased commitment from existing or new lenders. In addition, the Credit Agreement may be used to issue letters of credit up to $7.5 million (the “Letter of Credit”). During 2022, the Company borrowed $30.0 million under the New Revolving Facility and repaid $30.0 million of the outstanding balance. The New Revolving Facility matures on November 15, 2024, while the Letter of Credit matures on November 8, 2024. As of January 1, 2023, the Company had $0.3 million outstanding under the Letter of Credit. As of January 1, 2023, the Company had $24.7 million available for borrowing under the New Revolving Facility and $7.2 million available to issue letters of credit.

All borrowings under the Credit Agreement accrue interest at a rate equal to, at the Company’s option, either (x) the term daily SOFR, plus the applicable SOFR adjustment plus a margin of 1.75% per annum or (y) the base rate plus a margin of 0.75% (with the base rate being the highest of the federal funds rate plus 0.50%, the prime rate and term SOFR for a period of one month plus 1.00%). Additionally, a commitment fee of 37.5 basis points will be assessed on unused commitments under the New Revolving Facility, taking into account the sum of outstanding borrowings and letter of credit obligations. As of January 1, 2023, the interest rate for the New Revolving Facility was 6.2%, and during 2022 and 2021, the effective interest rate for the New Revolving Facility was 4.2% and 2.5%, respectively.

Amounts borrowed under the Credit Agreement are collateralized by all assets of the Company and contains various financial and non-financial covenants for reporting, protecting and obtaining adequate insurance coverage for assets collateralized and for coverage of business operations, and complying with requirements, including the payment of all necessary taxes and fees for all federal, state and local government entities. Immediately upon the occurrence and during the continuance of an event of default, including the noncompliance with the above covenants, the lender may increase the
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interest rate per annum by 2.0% above the rate that would be otherwise applicable. As of January 1, 2023, management has determined that the Company was in compliance with all financial covenants.

Term Loan

In August 2017, the Company entered into a term loan with a principal amount of $135.0 million (the “Term Loan”) and a revolving credit facility of $10.0 million (the “Revolving Facility”) with certain financial institutions for which Credit Suisse acted as an administrative agent (the “Credit Facility”).

During November 2021, the Company utilized the proceeds from the IPO and the New Revolving Facility to repay the $105.8 million of outstanding principal and $1.4 million of accrued interest related to the Term Loan. The Credit Facility was terminated on November 15, 2021 and no prepayment penalties were incurred. With the repayment of the Credit Facility, the Company recognized a loss on debt extinguishment of $1.4 million, comprised of the write-off of $2.3 million in unamortized debt issuance costs and debt discounts, net of forgiveness of accrued debt amendment fees of $0.9 million in accordance with the Fifth Amendment.

The effective interest rate on the Term Loan was 15.3% and 13.3% for 2021 and 2020, respectively.

Revolving Facility

Outstanding amounts under the Revolving Facility bore interest at variable rates with a minimum of 7.00%. The Company repaid $8.6 million outstanding under the Revolving Facility in March 2021, and the Revolving Facility was terminated on November 15, 2021. The effective interest rate for the Revolving Facility was 11.6% and 10.4% for 2021 and 2020, respectively.

Debt Discounts and Issuance Costs

Debt discounts and issuance costs are deferred and amortized over the life of the related loan using the effective interest method. The associated expense is included in interest expense in the consolidated statements of operations and comprehensive income (loss). Debt discounts and issuance costs are presented as a reduction of long-term debt with the exception of debt issuance costs related to the New Revolving Facility, which are included in other non-current assets in the consolidated balance sheets. As of January 1, 2023, and January 2, 2022, unamortized debt issuance costs recorded within other non-current assets were $0.3 million and $0.4 million, respectively.

Future minimum payments of principal on the Company’s outstanding debt were as follows (in thousands):

	Fiscal Year Ending
	
	Amounts

	2023
	$
	—

	2024
	
	25,000

	Total principal amount
	$
	25,000

	
	
	




6. Leases

Subsequent to the adoption of ASC 842

On January 3, 2022, the Company adopted ASC 842 using the alternative transition method and applied the standard only to leases that existed at that date. Under the alternative transition method, the Company did need to restate the
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comparative periods in transition and will continue to present financial information and disclosures for periods before January 3, 2022, in accordance with FASB ASC 840, Leases. The Company elected the practical expedient package, which among other practical expedients, includes the option to retain the historical classification of leases entered into prior to January 3, 2022, and allows entities to recognize lease payments on a straight-line basis over the lease term for leases with a term of 12 months or less. The Company also elected the practical expedient to combine lease and non-lease components.

The Company is a lessee under various lease agreements. The determination of whether an arrangement contains a lease, and the lease classification is made at lease commencement (date upon which the Company takes possession of the asset). At lease commencement, the Company also measures and recognizes a right-of-use asset, representing the Company’s right to use the underlying asset, and a lease liability, representing the Company’s obligation to make lease payments under the terms of the arrangement. The lease term is defined as the noncancelable portion of the lease term plus any periods covered by an option to extend the lease if it is reasonably certain that the option will be exercised. For the purposes of recognizing right-of-use assets and lease liabilities associated with the Company’s leases, the Company has elected the practical expedient of not recognizing a right-of-use asset or lease liability for short-term leases, which are leases with a term of 12 months or less. The Company has one finance lease and multiple operating leases that are combined and included in the lease right-of-use assets, lease liabilities, current, and lease liabilities, noncurrent on the Company’s condensed consolidated balance sheets.

The Company primarily leases its distribution facilities and corporate offices under operating lease agreements expiring on various dates through December 2031, most of which contain options to extend. As of January 3, 2022, the Company had various operating leases with a lease term of less than 12 months for its office spaces. In addition to payment of base rent, the Company is also required to pay property taxes, insurance, and common area maintenance expenses. The Company records lease expense on a straight-line basis over the term of the lease. As of January 1, 2023, the Company had immaterial remaining obligations for the base rent related to the short-term leases.

The Company also leases equipment under one master finance lease agreement, with two equipment leases that commenced in March 2022 and August 2022, and both expire in March 2026 with lease payments due quarterly through December 2025.

As of January 1, 2023, the future minimum lease payments for the Company’s operating and finance leases for each of the next five fiscal years, and thereafter, were as follows (in thousands):

	Fiscal Year:
	
	Operating Leases
	
	Finance Leases
	
	Total

	2023
	$
	5,173
	
	$
	1,252
	
	$
	6,425

	2024
	
	5,229
	
	
	1,252
	
	
	6,481

	2025
	
	5,883
	
	
	1,252
	
	
	7,135

	2026
	
	4,610
	
	
	—
	
	4,610

	2027
	
	5,138
	
	
	—
	
	5,138

	Thereafter
	
	11,631
	
	
	—
	
	11,631

	Total undiscounted lease payment
	
	37,664
	
	
	3,756
	
	
	41,420

	Present value adjustment
	
	(7,759)
	
	(163)
	
	(7,922)

	Total lease liabilities
	
	29,905
	
	
	3,593
	
	
	33,498

	Less: lease liabilities, current
	
	(3,294)
	
	(1,162)
	
	(4,456)

	Lease liabilities, noncurrent
	$
	26,611
	
	$
	2,431
	
	$
	29,042

	
	
	
	
	
	
	
	
	



Under the terms of the remaining lease agreements, the Company is also responsible for certain variable lease payments that are not included in the measurement of the lease liability, including non-lease components such as common area maintenance fees, taxes, and insurance.
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The following information represents supplemental disclosure of lease costs, components of the statement of cash flows related to operating and finance leases and components of right-of-use assets (in thousands):



Finance lease cost
[image: ]
Amortization of ROU assets

Interest on lease liabilities
[image: ]
Operating lease cost

Short-term lease cost
[image: ]
Variable lease cost
[image: ]
Total lease cost

Lease cost included in cost of revenue
[image: ]
Lease cost included in general and administrative expenses
[image: ]

Cash paid for amounts included in the measurement of lease liabilities
Operating cash flows from operating leases
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Operating cash flows from finance leases

Financing cash flows from finance leases
[image: ]

Right-of-use assets obtained in exchange for new finance
[image: ]

lease liabilities

Right-of-use assets obtained in exchange for new

operating lease liabilities

Remeasurement of operating lease right-of-use
[image: ]
assets for lease modification

Weighted-average remaining lease term - finance leases
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Weighted-average remaining lease term - operating leases

Weighted-average discount rate - finance leases
[image: ]
Weighted-average discount rate - operating leases

Prior to the adoption of ASC 842




	
	2022

	$
	920

	
	90

	
	4,631

	
	771

	
	743

	$
	7,155

	
	

	$
	6,038

	$
	1,117

	$
	4,706

	$
	—

	$
	786

	$
	4,750

	$
	2,299

	$
	1,616

	
	39 months


87 months

3.00%

6.50%



Rent expense for non-cancelable operating leases was $3.3 million and $3.1 million in 2021 and 2020, respectively.


7. Commitments and Contingencies

Litigation and Other

From time to time, the Company may be a party to litigation and subject to claims incurred in the ordinary course of business, including personal injury and indemnification claims, labor and employment claims, threatened claims, breach of contract claims, and other matters. The Company accrues a liability when management believes information available prior to the issuance of the consolidated financial statements indicates it is probable a loss has been incurred as of the date of the consolidated financial statements and the amount of loss can be reasonably estimated. The Company adjusts its accruals to reflect the impact of negotiations, settlements, rulings, advice of legal counsel, and other information and events
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pertaining to a particular case. Legal costs are expensed as incurred. Although the results of litigation and claims are inherently unpredictable, management concluded that it was not probable that it had incurred a material loss during the periods presented related to such loss contingencies. Therefore, the Company has not recorded a reserve for any contingencies.

During the normal course of business, the Company may be a party to claims that are not covered by insurance. While the ultimate liability, if any, arising from these claims cannot be predicted with certainty, management does not believe that the resolution of any such claims would have a material adverse effect on the Company’s consolidated financial statements. As of January 1, 2023 and January 2, 2022, the Company was not aware of any currently pending legal matters or claims, individually or in the aggregate, that are expected to have a material adverse impact on its consolidated financial statements.

Indemnification

The Company also maintains director and officer insurance, which may cover certain liabilities arising from its obligation to indemnify the Company’s directors. To date, the Company has not incurred any material costs and has not accrued any liabilities in the consolidated financial statements as a result of these provisions.

8. Preferred Stock

Pursuant to the Company’s amended and restated certificate of incorporation, the Company is authorized to issue 10,000,000 shares of preferred stock having a par value of $0.001 per share. The Company’s Board of Directors has the authority to issue preferred stock and to determine the rights, preferences, privileges, and restrictions, including voting rights, of those shares. As of January 1, 2023, no shares of preferred stock were issued and outstanding.

In connection with the Company’s IPO in 2021, all of the Company’s outstanding 3,129,634 shares of convertible preferred stock were converted to 15,000,000 shares of the Company’s common stock. The Company’s convertible preferred stock contained a down round provision that if preferred stock or common stock without consideration or for a consideration per share less than the conversion price for the convertible preferred stock of $38.34 per share was issued, then the preferred stock conversion price would be automatically adjusted. As a result of issuing common stock at $16.00 per share in connection with the IPO, the down round feature within the convertible preferred stock was triggered and resulted in the Company issuing 11,870,366 additional shares of common stock. The Company recorded a deemed dividend of $123.0 million in additional paid-in capital related to the conversion of the convertible preferred stock that represented the difference between the liquidation amount of $240.0 million and the carrying value of $117.0 million

Series B and Series B-1 Redeemable Preferred Stock Issuance.

During February 2021, the Company amended its Second Amended and Restated Certificate of Incorporation to amend the liquidation preference of the Series B preferred stock to an amount per share equal to a) two times the original issue price of $1.00 per share until August 28, 2022, or b) two times the original issue price of $1.00 per share plus an amount equal to 15% per annum accruing on two times the original issue price from August 28, 2022 through and including the date of payment, plus any dividends declared but unpaid.

During March 2021, the Company issued and sold 1,450,000 shares of Series B-1 Preferred Stock at $1.00 per share to current executives of the Company. The Company received gross cash proceeds of $1.5 million and incurred nominal issuance costs associated with the Series B-1 Preferred Stock issuance. For accounting purposes, the Company determined the fair value of the Series B-1 Preferred Stock to be $2.02 per share at issuance. The Series B-1 Preferred Stock shares were recorded at fair value and the excess of the fair value over the consideration paid was recorded as equity-based compensation of $1.5 million.
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In connection with the sale of the Series B-1 Preferred Stock, the Company filed an amended and restated certificate of incorporation which authorized the issuance of up to 2,500,000 shares of Series B-1 Preferred Stock with the same rights, preferences and privileges of the Series B Preferred Stock and increased the authorized shares of common stock to 24,000,000.

The fair value of the Series B Preferred Stock and Series B-1 Preferred Stock was estimated using a two-step process. First, the Company’s enterprise value was established using generally accepted valuation methodologies, including discounted cash flow analysis and comparable public company analysis. Second, the Company’s enterprise value was allocated among the various classes of outstanding securities using the Black-Scholes option-pricing method. The option-pricing method treats all levels of the capital structure as call options on the enterprise’s value, with the exercise price based on the “breakpoints” between each of the different claims on the securities. The inputs necessary for the Series B Preferred Stock option-pricing model include the Company’s then-current enterprise value, breakpoints (the various characteristics for each class of equity, including liquidation preferences and priority distributions), time to liquidity of 3 years, risk-free rate of 0.21%, and volatility of 72.0%.The inputs necessary for the Series B-1 Preferred Stock option-pricing model include the Company’s then-current enterprise value, breakpoints (the various characteristics for each class of equity, including liquidation preferences and priority distributions), time to liquidity ranging from 0.5 to 1.5 years depending on the scenario, risk-free rate of 0.11%, and volatility of 78.0%.

In connection with the Company’s IPO in 2021, all redeemable preferred stock was redeemed for $17.9 million and extinguished. The difference between the liquidation amount of $17.9 million and the carrying value of $19.3 million was recorded as a deemed contribution of $1.4 million in additional paid-in capital.

9. Common Stock

Pursuant to the Company’s amended and restated certificate of incorporation the Company is authorized to issue 250,000,000 shares of common stock with a $0.001 par value. Holders of common stock are entitled to one vote per share on all matters to be voted upon by the stockholders of the Company. Subject to the preferences that may be applicable to any outstanding share of preferred stock, the holders of common stock are entitled to receive dividends, if any, as may be declared by the Board of Directors. No dividends have been declared to date.

The IPO closed on November 15, 2021, pursuant to which the Company issued and sold 5,750,000 shares of its common stock at a public offering price of $16.00 per share. The Company received net proceeds of $82.0 million, after deducting underwriting discounts and commissions of approximately $6.1 million and other issuance costs of approximately $3.9 million. In connection with the IPO, all outstanding shares of convertible preferred stock were converted into 15,000,000 shares of common stock. Immediately prior to the completion of the Company’s IPO, 215,702 shares of common stock were issued to the LP. The Company concluded that these additional 215,702 shares are considered stock dividends of $3.5 million based on the Company’s IPO price of $16.00 per share during 2021. The 215,702 shares were subsequently distributed to the LP’s unit holders, which included current and prior employees (Class P unit holders), board members, and service providers upon the liquidation of the LP on November 15, 2021.

As of January 1, 2023, the Company has reserved 322,793 shares of common stock for issuance upon the exercise of stock options, 208,914 shares of common stock to settle the CEO Special Compensation Awards in March 2023, and 4,237,022 shares of common stock for future issuance under the equity plans described in Note 10, Equity-Based Compensation.
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10. Equity-Based Compensation

Omnibus Equity Plan and Employee Stock Purchase Plan

In connection with the closing of the IPO, the Company adopted the Omnibus Equity Plan (the “Omnibus Equity Plan”) and the 2021 Employee Stock Purchase Plan (the “ESPP”).

Under the Omnibus Equity Plan, incentive awards may be granted to employees, directors, and consultants of the Company. The Company initially reserved 3,719,000 shares of common stock for future issuance under the Omnibus Equity Plan, including any shares subject to awards under the 2021 Equity Incentive Plan (the “2021 Equity Plan”) that are forfeited or lapse unexercised. The number of shares reserved for issuance under the Omnibus Equity Plan will automatically increase on the first day of each fiscal year, starting in 2022 and continuing through 2031, by a number of shares equal to (a) 4% of the total number of shares of the Company’s common stock outstanding on the last day of the immediately preceding year or (b) such smaller number of shares as determined by the Company’s Board of directors.

Under the ESPP, the Company initially reserved 743,803 shares of common stock for future issuance. The number of shares of common stock reserved for issuance will automatically increase on the first day of each fiscal year beginning in 2022 and ending in 2031, by a number of shares equal to (a) 1% of the total number of shares of the Company’s common stock outstanding on the last day of the immediately preceding fiscal year or (b) such smaller number of shares as determined by the Company’s Board of Directors.

On April 1, 2022, the Company filed a Registration Statement on Form S-8 (the “Form S-8”) with the SEC for the purpose of registering an additional 5,921,056 shares of the Company’s common stock, inclusive of 1,536,845 and 384,211 shares associated with automatic increases that occurred on January 3, 2022 under the Omnibus Equity Plan and ESPP, respectively. An additional 3,200,000 and 800,000 shares were registered in the Form S-8 for the Omnibus Equity Plan and the ESPP, respectively, which represents two years’ worth of estimated future automatic increases in availability for these plans. As of January 1, 2023, the Company had 3,109,008 and 1,128,014 shares available for issuance under the Omnibus Equity Plan and ESPP, respectively. The compensation committee of the Company’s Board of Directors (the “compensation committee”) administers the Omnibus Equity Plan and determines to whom awards will be granted, the exercise price of any options, the rates at which awards vest and the other terms and conditions of the awards granted under the Omnibus Equity Plan. The compensation committee may or may not issue the full number of shares that are reserved for issuance.

The Company’s initial ESPP offering period commenced on August 26, 2022. The ESPP consists of consecutive, overlapping 12-month offering periods that begin on each August 26 and February 26 during the term of the ESPP, and end on each August 25 and February 25 occurring 12 months later, as applicable. Each offering period is comprised of two consecutive six-month purchase periods that begin on each August 26 and February 26 within each offering period and end on each February 25 and August 25, respectively, thereafter. The duration and timing of offering periods and purchase periods may be changed by the Company’s Board of Directors or compensation committee at any time. The ESPP allows participants to purchase shares of the Company’s common stock at a 15 percent discount from the lower of the Company’s stock price on (i) the first day of the offering period or on (ii) the last day of the purchase period and includes a rollover mechanism for the purchase price if the stock price on the purchase date is less than the stock price on the offering date. The ESPP also allows participants to reduce their percentage election once during the offering period, but they cannot increase their election until the next offering period. The Company recognizes equity-based compensation expense related to shares issued pursuant to the ESPP on a graded vesting approach over each offering period. During 2022, equity-based compensation expense related to the ESPP was $54 thousand.
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The Company used the Black-Scholes model to estimate the fair value of the purchase rights under the ESPP. During 2022, the

Company utilized the following assumptions:

	Expected term (in years)
	
	0.50 to 1.00
	

	Expected volatility
	
	63.80 to 78.05 %

	Risk-free interest rate
	
	3.26 to 3.36
	%

	Dividend yield
	
	-
	

	Weighted average fair value per share of ESPP awards granted
	$
	2.33 to 2.56
	



2021 Equity Plan

During April 2021, the Company’s Board of Directors adopted the 2021 Equity Plan. The 2021 Equity Plan provides for the issuance of incentive stock options, restricted stock, restricted stock units and other stock-based and cash-based awards to the Company’s employees, directors, and consultants. The maximum aggregate number of shares reserved for issuance under the 2021 Equity Plan was 925,000 shares. The Company’s Board of Directors administers the 2021 Equity Plan. The options outstanding under the 2021 Equity Plan expire ten years from the date of grant. The Company issues new common shares to satisfy stock option exercises. In connection with the closing of the IPO, no further awards will be granted under the 2021 Equity Plan.

CEO Stock Options and Special Compensation Awards

In April 2021, the Company entered into an Employment Agreement (“Employment Agreement”) with the CEO and granted stock options under the 2021 Equity Plan to purchase 322,793 shares of common stock with an exercise price of $11.35 per share, which vest based on service and performance conditions. 275,133 of these stock options have only service vesting conditions, and 47,660 of these stock options have both service and performance vesting conditions. In addition, a portion of these stock options were subject to accelerated vesting conditions upon the occurrence of certain future events, which were satisfied upon the closing of the IPO. Upon completion of the IPO, 137,567 stock options with service conditions and 23,830 stock options with both service and performance vesting conditions were accelerated.

Under the Employment Agreement and subject to ongoing employment, and in light of the closing of the IPO, the CEO will receive two bonuses which will be settled in fully-vested shares of the Company’s common stock equal to $3.0 million each ($6.0 million in aggregate) on March 31, 2022 and March 31, 2023. The Company initially concluded that the two bonuses were liability-classified upon issuance. Upon the completion of the IPO, the two bonuses became equity-classified as they no longer met the criteria for liability classification and $2.9 million was reclassified from accrued expenses and other current liabilities and other noncurrent liabilities to additional paid-in capital in 2021. During 2022 and 2021, the Company recognized equity-based compensation related to the two bonuses of $2.3 million and $3.3 million, respectively, and issued 208,914 of fully-vested shares in 2022 upon satisfaction of the service performed through March 31, 2022. On March 31, 2023, the Company will issue 208,914 fully-vested shares to the CEO upon satisfaction of the requisite service period. As of January 1, 2023, the unrecognized equity-based compensation expense is $0.4 million and will be recognized over a weighted-average period of 0.3 years.

Under a new employment agreement with Mr. McCreight signed in November 2022, reflecting his new role as Executive Chairman, which became effective on March 6, 2023, Mr. McCreight will receive two equity-based awards equal to $2.0 million and $1.0 million in March 2023 and March 2024, respectively, which will be settled in RSUs that vest in four and two quarterly installments from March 2023 and March 2024, respectively, through December 2023 and June 2024, respectively. We concluded that the two awards are liability-classified upon issuance in November 2022 and are recorded within accrued expense and other current liabilities and other noncurrent liabilities. During 2022, the Company recognized expense of $0.5 million for the two awards. As of January 1, 2023, the unrecognized expense is $2.5 million and will be recognized over a weighted-average period of 1.2 years.
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Stock Options

A summary of stock option activity in 2022 is as follows:

	
	
	
	
	
	Weighted-
	Weighted-
	
	
	
	

	
	
	
	
	
	Average
	Average
	
	
	Aggregate
	

	
	
	Options
	
	
	Exercise
	Remaining
	
	
	
	

	
	
	
	
	
	Price per
	Contractual
	
	
	Intrinsic
	

	
	
	Outstanding
	
	
	Option
	Life (years)
	
	
	Value
	

	
	Balance as of January 2, 2022
	322,793
	
	$
	11.35
	
	9.29
	
	
	
	

	
	Granted
	—
	
	
	—
	—
	
	
	
	

	
	Outstanding as of January 1, 2023
	322,793
	
	$
	11.35
	
	8.29
	
	
	
	

	Exercisable as of January 1, 2023
	161,397
	
	$
	11.35
	
	8.29
	$
	—
	

	
	Vested and expected to vest as of January 1, 2023
	322,793
	
	$
	11.35
	
	8.29
	
	$
	—
	

	
	
	
	
	
	
	
	
	
	
	
	



There were no options granted during 2022. There were 322,793 options granted during 2021 with a weighted-average grant-date fair value of $16.44 per share.

The following table presents the range of assumptions used to estimate the fair value of options granted during 2021:

	Fair value of common stock
	$
	25.86
	

	Expected term (in years)
	
	6.48
	

	Expected volatility
	
	50.62
	%

	Risk-free rate
	
	1.17
	%

	Dividend yield
	
	0
	%



Fair Value of Common Stock – Given the absence of a public market prior to the IPO, the Board of Directors, with the assistance of a third-party valuation specialist, determined the fair value of the Company’s common stock at the time of the grant of stock options by considering a number of objective and subjective factors, including the Company’s actual operating and financial performance, market conditions and performance of comparable publicly-traded companies, developments and milestones in the Company, the likelihood of achieving a liquidity event and transactions involving the Company’s common stock, among other factors. The fair value of the underlying common stock was determined by the Board of directors. The Company has not granted any stock options subsequent to the IPO.

Risk-Free Interest Rate - The risk-free interest rate is based on the U.S. Treasury yield in effect at the time the options are granted for zero coupon U.S. Treasury notes with maturities approximately equal to the expected term of the option.

Expected Term - The expected term is based upon the Company’s consideration of the historical life of options, the vesting period of the option granted, and the contractual period of the option granted. The Company has a limited history of granting options, accordingly, the expected life was calculated using the simplified method.

Volatility - As the Company was not publicly traded prior to the IPO, the expected volatility for the Company’s stock options was determined by using an average of historical volatilities of selected industry peers deemed to be comparable to the Company’s business corresponding to the expected term of the awards.

Dividend Yield - The expected dividend rate is zero as the Company currently has no history or expectation of declaring dividends on its common stock.

During 2022 and 2021, equity-based compensation expense of $1.4 million and $3.2 million, respectively, was recorded to general and administrative expense related to the stock options. As of January 1, 2023, total unrecognized
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compensation cost related to unvested stock options was $1.2 million, which is expected to be recognized over a weighted average remaining service period of 1.25 years.

Restricted Stock and RSUs

Immediately before the completion of the IPO, the LP was liquidated and the unit holders of the LP received shares of the Company’s common stock in exchange for their units of the LP. The Class P unit holders (see below) received 1,964,103 shares of common stock, comprised of 1,536,304 shares of vested common stock and 427,799 shares of unvested restricted stock. Any such shares of restricted stock received in respect of unvested Class P units of the LP are subject to vesting and a risk of forfeiture to the same extent as the corresponding Class P units. The Company recorded equity-based compensation expense of $2.6 million during 2022, related to the exchanged restricted stock. As of January 1, 2023, the unrecognized equity-based compensation expense for all restricted stock is $1.1 million and will be recognized over a weighted-average period of 1.67 years.

The following table summarizes the rollforward of unvested restricted stock in 2022:

	
	Unvested
	
	Weighted-
	

	
	Restricted
	
	Average Fair
	

	
	Stock
	
	Value per Share
	

	Balance at January 2, 2022
	381,612
	
	$
	5.39
	

	Restricted stock granted
	—
	
	—
	

	Restricted stock vested
	(280,616)
	
	5.39
	

	Restricted stock forfeited
	(22,693)
	
	5.39
	

	Balance at January 1, 2023
	78,303
	
	$
	5.38
	

	The fair value of restricted stock vested during 2022 was $2.2 million.
	
	
	
	
	

	
	
	
	
	
	



During 2022, the Company granted 2,088,544 RSUs to certain executives and employees which vest over a two- or three-year service period, and 197,374 RSUs to certain directors which vest over a six-month to three-year service period pursuant to the Company’s Non-Employee Director Compensation Program. The Company recognized equity-based compensation expense of $8.8 million related to the RSUs during 2022. As of January 1, 2023, the unrecognized equity-based compensation expense related to the RSUs is $10.8 million and will be recognized over a weighted-average period of 1.42 years.

The following table summarizes the rollforward of unvested RSUs in 2022:

	
	
	
	
	Weighted-

	
	Unvested
	
	Average Fair

	
	RSUs
	
	Value per Share

	Balance at January 2, 2022
	—
	
	
	—

	RSUs granted
	2,285,918
	
	$
	9.41

	RSUs vested
	(791,064)
	
	10.08

	RSUs forfeited
	(158,180)
	
	10.02

	Balance at January 1, 2023
	1,336,674
	
	$
	8.94

	
	
	
	
	



The fair value of RSUs vested during 2022 was $5.3 million.
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The Company recognized a tax benefit of $0.8 million related to equity-based compensation expense in 2022. There was no income tax benefit recognized related to equity-based compensation expense in 2021 or 2020.

Class P Units

Certain of the Company’s employees participated in an equity incentive program (consisting of Class P units) offered by the LP. The LP’s Class P units were available to be issued as incentive compensation to employees, officers, directors, and other nonemployee service providers or consultants of the Company. During 2020, all outstanding Class P units totaling 1,858,210 were modified ($7.22 weighted average modification date fair value per unit) to include a provision that if the employment with or service to the Company is terminated, then all outstanding Class P units that have satisfied the service-based vesting requirements will remain outstanding. 384,522 of the outstanding Class P units were also modified to include both a service condition and a performance condition. The performance-based vesting condition was satisfied upon completion of the IPO. As of the modification dates, the Company measured the fair value of all modified Class P units. During 2020, the LP granted an additional 1,094,861 Class P units which vest monthly over four years from the grant date and only include a service condition ($4.54 weighted average grant date fair value per unit).

During 2021, the LP modified the vesting schedule related to 763,178 outstanding Class P units for two senior executives to accelerate vesting if the two senior executives perform service after the completion of the IPO over the subsequent 12-month period. The Company concluded that the amendment to the Class P units was a modification under ASC 718 and there was no incremental equity-based compensation expense to recognize. With the completion of the Company’s IPO, the remaining unrecognized expense associated with the restricted stock, received in exchange at the IPO for the modified Class P units, was recognized over the subsequent 12-month period through November 2022.

The Company recorded equity-based compensation expense of $1.9 million and $8.8 million ($8.4 million upon modification) during 2021 and 2020, respectively, related to the outstanding and vested service-based Class P units and after the conversion to restricted stock discussed above. The total fair value of Class P units vested during 2021 was $3.4 million.

Class P - Distributions

With the completion of the IPO, the performance condition for the distributions related to the Class P units was met and the Company recognized a cumulative catch-up to equity-based compensation expense of $2.6 million during 2021. Such amounts payable to the former Class P unit holders (“FCPUs”) of $2.6 million were included in accrued expenses and other current liabilities as of January 2, 2022. The distributions payable to the FCPUs were determined to be settled in 2022 as a result of agreements reached with the FCPUs, and were recorded as an increase to additional paid-in capital as such amounts were related to the shares of common stock received by the FCPUs as part of the liquidation of the LP in November 2021. The agreements provided for payments to the FCPUs of up to $0.6 million (if future sales of shares of common stock held by the FCPUs during 2022 occur at a price less than the threshold stated in the agreements). No material amounts were recorded as equity-based compensation expense in 2022 as the period in which the FCPUs were eligible for this payment expired on June 20, 2022 with one immaterial payment being triggered under this agreement.
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11. Income Taxes

All of the Company’s income (loss) before income taxes is from the United States. The following table presents the components of the income tax (provision) benefit (in thousands):

	
	
	
	2022
	
	
	
	
	
	2021
	
	
	
	
	
	2020
	

	Current:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Federal
	$
	(2,325)
	
	$
	(5,919)
	
	$
	900

	State
	
	(64)
	
	
	(1,956)
	
	
	357

	Total current (provision) benefit
	
	(2,389)
	
	
	
	(7,875)
	
	
	
	1,257

	Deferred:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Federal
	
	(1,263)
	
	
	1,341
	
	
	
	
	(220)

	State
	
	(395)
	
	
	322
	
	
	
	
	234

	Total deferred (provision) benefit
	
	(1,658)
	
	
	
	1,663
	
	
	
	
	14

	Income tax (provision) benefit
	$
	(4,047)
	
	
	$
	(6,212)
	
	
	$
	1,271

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	The following table presents a reconciliation of the statutory federal rate to the Company’s effective tax rate:
	
	
	

	
	
	
	2022
	
	
	
	
	
	2021
	
	
	
	
	
	2020
	

	Federal statutory rate
	
	
	21.0 %
	
	
	
	
	21.0 %
	
	
	
	
	21.0 %

	State income taxes, net of federal tax benefit
	
	0.9
	
	
	
	
	
	16.3
	
	
	
	
	
	0.9
	

	Non-deductible equity-based compensation expense
	
	17.3
	
	
	
	
	
	22.0
	
	
	
	
	
	(18.0)

	Non-deductible officer compensation
	
	20.4
	
	
	
	
	
	14.0
	
	
	
	
	
	—

	Tax credits
	
	—
	
	—
	
	0.4
	

	Change in uncertain tax position
	
	3.9
	
	
	
	
	
	(0.9)
	
	
	
	
	1.5
	

	Prior year adjustments
	
	(1.0)
	
	
	
	
	2.3
	
	
	
	
	
	0.2
	

	Federal 2018 amended return
	
	(10.2)
	
	
	
	
	—
	
	—

	Other
	
	
	(0.4)
	
	
	
	
	0.5
	
	
	
	
	
	0.2
	

	Effective tax rate
	
	
	51.9
	%
	
	
	
	
	75.2
	%
	
	
	
	
	6.2
	%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The 2021 non-deductible officer compensation rate impact has been reclassified from non-deductible equity-based compensation expense rate impact in the table above to conform to the current year presentation.

Deferred income taxes reflect the net effects of (a) temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amount used for income tax purposes, and (b) operating losses and tax credit carryforwards.
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The following table presents the significant components of the Company’s deferred tax assets and liabilities (in thousands) as of:

	
	
	January 1,
	
	January 2,

	
	
	2023
	
	
	2022
	

	Deferred tax assets:
	
	
	
	
	
	

	Accruals and allowances
	$
	1,928
	
	$
	2,888
	

	Interest disallowance
	
	1,910
	
	
	3,456
	

	Inventory capitalization and other adjustments
	
	1,405
	
	
	849
	

	Deferred revenue
	
	1,475
	
	
	1,142
	

	Equity-based compensation
	
	698
	
	
	531
	

	Net operating losses and tax credit carryforwards
	
	148
	
	
	488
	

	R&D capitalization
	
	1,113
	
	
	—
	

	Lease liabilities
	
	8,319
	
	
	—
	

	Other
	
	166
	
	
	423
	

	Gross deferred tax assets
	
	17,162
	
	
	9,777
	

	Deferred tax liabilities:
	
	
	
	
	
	

	Depreciation and amortization
	
	(7,825)
	
	(6,856)
	

	Lease right-of-use asset
	
	(8,074)
	
	—
	

	Other
	
	—
	
	—
	

	Gross deferred tax liabilities
	
	(15,899)
	
	
	(6,856)
	

	Net deferred tax assets
	$
	1,263
	
	$
	2,921
	

	
	
	
	
	
	
	



Net deferred tax assets are included in other noncurrent assets on the consolidated balance sheets as of January 1, 2023 and January 2, 2022.

The tax benefit of net operating losses, temporary differences and credit carryforwards is required to be recorded as an asset to the extent that management assesses the realization is “more likely than not.” Realization of the future tax benefit is dependent on the Company’s ability to generate sufficient taxable income within the carryforward period. A valuation allowance is recognized if, based on the weight of available evidence, it is more-likely-than-not that some portion, or all, of the deferred tax asset will not be realized. Management must analyze all available positive and negative evidence regarding realization of the deferred tax assets and make an assessment of the likelihood of sufficient future taxable income. We have not provided a valuation allowance on our federal and state deferred tax assets as we have determined that it its more-likely-than-not that they are realizable based upon the available positive evidence such as cumulative taxable income and estimated future taxable income.

As of January 1, 2023, the Company had state net operating loss carryforwards of $1.67 million. The state net operating loss carryforwards will begin to expire in 2039. The Company also has state tax credit carryforwards of $0.04 million. The state tax credits will begin to expire in 2026. Lastly, the Company currently has $8.27 million of a federal disallowed interest expense carryforward under Section 163(j) of the Internal Revenue Code, which can be carried forward indefinitely.

Utilization of our net operating loss carryforwards, interest expense carryforwards, and tax credits may be subject to an annual limitation due to ownership changes that may have occurred or that could occur in the future, as required by Section 382 of the Internal Revenue Code and similar state provisions. These ownership change limitations may limit the amount of net operating loss carryforwards or interest expense carryforwards and tax credits that can be utilized annually to offset future taxable income and tax, respectively.

99
[image: ]

Table of Contents


LULU’S FASHION LOUNGE HOLDINGS, INC.

Notes to Consolidated Financial Statements


The Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”) was enacted on March 27, 2020 in the United States, which includes several significant provisions for corporations, including a payment deferral of employer payroll taxes. The Company elected to defer the payment of employer payroll taxes in 2020. The Company repaid $0.5 million during 2021 and repaid the remaining $0.5 million during 2022.

As of January 1, 2023 and January 2, 2022, the Company’s uncertain tax positions and related accrued interest and penalties were not material. The Company’s policy is to recognize interest and penalties related to unrecognized tax benefits in the financial statements as a component of income tax expense. The Company does not anticipate that the uncertain tax positions balance as of January 1, 2023 will change significantly over the next 12 months.

The Company’s federal and state income tax returns are generally not subject to examination by taxing authorities for fiscal years before 2018.

12. Related Party Transactions

Transactions with the LP

Certain of the Company’s transactions with the LP are classified as a component within additional paid-in capital in the consolidated statements of stockholders’ deficit as there are no defined payments or other terms associated with these transactions. Such transactions included equity-based compensation related to outstanding Class P units of $4.5 million during 2021 and $9.1 million during 2020. With the completion of the IPO, the performance condition for pre-vesting distributions related to the Class P units was met and the Company recognized a cumulative catch-up to general and administrative expenses of $2.6 million during 2021 and $2.6 million payable to the Class P unit holders is included in accrued expense and other current liabilities as of January 2, 2022.

Immediately prior to the completion of the IPO, 215,702 shares of common stock were issued to the LP as a stock dividend for $3.5 million based on the Company’s IPO price of $16.00 per share during 2021.

Series B Redeemable Preferred Stock Issuance

The Series B Preferred Stock shares purchased by entities related to current employees, board members, and service providers were recorded at fair value and the excess of the fair value of $2.21 per share over the consideration paid of $1.00 per share was recorded as equity-based compensation of $8.6 million in 2020. The Series B Preferred Stock shares purchased by an existing Series A stockholder was recorded at fair value and excess of the fair value of $2.21 per share over the consideration paid of $1.00 per share was recorded as a deemed dividend of $0.5 million in additional paid-in capital in 2020.

Series B-1 Redeemable Preferred Stock Issuance

The Series B-1 Preferred Stock shares purchased by current executives were recorded at fair value and the excess of the fair value of $2.02 per share over the consideration paid of $1.00 per share was recorded as equity-based compensation of $1.5 million in 2021.

Advance to/from the LP

An additional $37,000 was advanced to the Company from the LP during 2020. During 2020, the Company repaid the $2.0 million of advances from the LP plus accrued interest of $0.1 million, and such repayment was used by the LP to pay accrued Class P unit distributions to certain current employees of the Company.
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Management & Consulting Fees

The Company has accrued for management and consulting fees to H.I.G. Capital, LLC (“H.I.G.”, the LP’s ultimate parent), Institutional Venture Partners (Series A Preferred Stockholder), and certain board members. Expenses for such services were $0.4 million to H.I.G and $0.3 million to other related parties during 2021 and $0.5 million to H.I.G and $0.2 million to other related parties during 2020. All outstanding management fees were settled at the time of our IPO and the management and consulting agreements were terminated upon the IPO.

Significant Shareholder Relationships

The Company identified three shareholders with aggregate ownership interest in the Company greater than 10%. The Company reviewed the respective investment portfolio holdings of these shareholders and identified investments in other entities that the Company engages in business with. All of these business relationships were obtained without the support of these shareholders, and as such, are believed to be at terms comparable to those that would be obtained through arm’s length dealings with unrelated third parties.

Operating Leases

Until June 2021, the Company leased operations and warehouse spaces from a limited partner of the LP and a Series B Preferred Stockholder of the Company. After June 2021, the Company continued to lease a retail space from this limited partner and Series B Preferred Stockholder. Following the liquidation of the LP and the redemption of the Series B Preferred Stock in November 2021, the Company leased this retail space from the same party, who remains related as a common stockholder of the Company. Total rent expense to the related party was $0.1 million, $0.1 million and $0.1 million during 2022, 2021 and 2020, respectively.

13. Defined Contribution Plans

The Company sponsors a participant-directed 401(k) profit sharing plan for employees who have been working at the Company for at least three months and are at least 18 years of age. Participants may make wage-deferred contributions up to the maximum allowed by law. The Company matches 100% of each participating employee’s deferral up to a maximum of 4% of eligible compensation. The Company may make additional discretionary matching contributions up to 6% of eligible compensation. The Company made matching contributions of $1.0 million, $0.9 million, and $0.7 million during 2022, 2021, and 2020, respectively.

14. Subsequent Events

On February 13, 2023, Mr. McCreight voluntarily forfeited 161,396 unvested stock options of the Company, which the Company expects will result in an immediate acceleration of the remaining $1.2 million of compensation expense related to the unvested stock options in the first quarter of 2023.

Additionally, on February 13, 2023, the Company and Mr. McCreight entered into the First Amendment to Lulu’s Fashion Lounge Holdings, Inc. 2021 Equity Incentive Plan Stock Option Agreement (the “Amendment”) in order to extend the post-termination exercise period of 161,397 vested stock options from 90 days to three (3) years from a termination of service other than for cause, death or disability. No other changes to the option agreement were made. The Company expects the Amendment will result in an immediate compensation expense to the Company of between $50,000 to $80,000.

On March 5, 2023, the Company entered into an employment agreement with Ms. Landsem for her service as Chief Executive Officer (the “CEO Employment Agreement”), which became effective on March 6, 2023. Under the terms of the CEO Employment Agreement, Ms. Landsem will receive an annual base salary of $500,000 and will be eligible to
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earn an annual bonus target equal to 80% of base salary for the 2023 fiscal year (with target amounts for fiscal years after 2023 determined by the Compensation Committee, which shall in no event be less than a target of 80% of base salary) based on performance against bonus key performance indicators. Pursuant to the terms of the CEO Employment Agreement, Ms. Landsem received a grant of 1,811,572 RSUs, which will vest in quarterly installments beginning on June 30, 2023 through December 31, 2026, and a grant of 1,811,571 Performance Stock Units (“PSUs”), which will vest in three equal annual installments if the volume-weighted average price of the Company's common stock over trailing ten (10) trading days equals or exceeds certain thresholds and Ms. Landsem remains employed under the terms of the CEO Employment Agreement on each of March 5, 2024, March 5, 2025 and March 5, 2026.

On March 6, 2023, the Board appointed Tiffany R. Smith as the Chief Financial Officer of the Company effective as of March 6, 2023. On March 8, 2023, the Company entered into an employment agreement with Ms. Smith for her service as Chief Financial Officer (the “CFO Employment Agreement”), which governs her employment terms effective as of March 6, 2023. Under the terms of the CFO Employment Agreement, Ms. Smith will receive an annual base salary of $385,000 and will be eligible to earn an annual bonus target equal to 50% of base salary based on the achievement of the applicable performance goals and pursuant to the Company’s bonus policies and plans at that time. Ms. Smith is entitled to receive an initial grant of RSUs for fiscal year 2023 with a target value of $385,000 based on the initial share price, as defined in the CFO Employment Agreement which shall vest in three (3) substantially equal installments annually on each of March 8, 2024, March 7, 2025 and March 6, 2026.

On March 8, 2023, the Board approved, upon the Compensation Committee’s recommendation, a bonus program for 2023 applicable to certain executive officers and employees that allows, based on established performance criteria (which can be Company financial performance criteria or a combination of Company financial and individual performance criteria), participants to earn a bonus to be paid in RSUs up to an aggregate program maximum of approximately 1.5 million RSUs. If the applicable performance criteria are achieved, the RSUs would be granted and fully vested upon completion of the Company's fiscal year 2023 financial statement audit and confirmation of bonus eligibility. The RSU awarded under the bonus program will be issued pursuant to the Omnibus Equity Plan.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Limitations on effectiveness of controls and procedures

In designing and evaluating our disclosure controls and procedures, management recognizes that any 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 judgment in evaluating the benefits of possible controls and procedures relative to their costs.

Evaluation of disclosure controls and procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures pursuant to Rule 13a-15(e) and Rule 15d-15(e) under the Securities Exchange Act of 1934, as amended, as of January 1, 2023. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of January 1, 2023, such that the information required to be included in our SEC reports is: (i) recorded, processed, summarized and reported within the time periods specified in SEC rules and forms relating to the Company, including our consolidated subsidiaries; and (ii) accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Management’s Annual Report on Internal Control Over Financial Reporting

Management, including our Chief Executive Officer and Chief Financial Officer, is responsible for establishing and maintaining adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Our internal control over financial reporting is a process designed to provide reasonable assurance regarding the preparation of reliable financial statements in accordance with U.S. GAAP.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. We continue to review our internal control over financial reporting and may from time to time make changes aimed at enhancing their effectiveness and to ensure that our systems evolve with our business.

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we have conducted an evaluation of the effectiveness of our internal control over financial reporting based on criteria established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on that evaluation under the COSO criteria, management determined that our internal control over financial reporting was effective as of January 1, 2023.

This Form 10-K does not include an attestation report on internal controls over financial reporting by our independent registered accounting firm. Our independent registered accounting firm will not be required to opine on the effectiveness of our internal control over financial reporting pursuant to Section 404 until we are no longer an “emerging growth company” as defined in the JOBS Act.
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Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the quarter ended January 1, 2023 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Item 9B. Other Information

None.

Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections

Not applicable.
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PART III

Item 10. Directors, Executive Officers, and Corporate Governance

We have adopted a written code of ethics, entitled “Code of Business Conduct and Ethics,” that applies to all of our directors, executive officers and employees, including our principal executive officer, principal financial officer, principal accounting officer and controller, or persons performing similar functions. We make available our Code of Business Conduct and Ethics free of charge through our investor relations website, which is located at https://investors.lulus.com. We intend to post on our website all disclosures that are required by law or Nasdaq listing standards concerning any amendments to, or waivers from, any provision of our code of ethics.

Certain information relating to our executive officers and directors is included in Part I, Item 1 of this Form 10-K. The remaining information required by this item is incorporated by reference to the Company’s Proxy Statement for its 2022 Annual Meeting of Stockholders.

Item 11. Executive Compensation

The information required by this item is incorporated by reference to the Company’s Proxy Statement for its 2023 Annual Meeting of Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this item is incorporated by reference to the Company’s Proxy Statement for its 2023 Annual Meeting of Stockholders.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is incorporated by reference to the Company’s Proxy Statement for its 2023 Annual Meeting of Stockholders.

Item 14. Principal Accountant Fees and Services

Information about aggregate fees billed to us by our principal accountant, Deloitte & Touche LLP (PCAOB ID No. 34) is incorporated herein by reference to the Company’s Proxy Statement for its 2023 Annual Meeting of Stockholders.
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PART IV

Item 15. Exhibit and Financial Statement Schedules

(a) The following documents are filed as part of this Annual Report on Form 10-K:

(1) The consolidated financial statements are filed as part of this Annual Report on Form 10-K under, Part II, “Item 8. Financial Statements and Supplementary Data.”

(2) The financial statement schedules are omitted because they are either not applicable, or the required information is included in the consolidated financial statements or notes thereto under Part II, “Item 8. Financial Statements and Supplementary Data” in this Annual Report on Form 10-K

(3) The exhibits listed in the following Exhibit Index are filed, furnished or incorporated by reference as part of this Annual Report on Form 10-K.
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· Filed herewith.

· Furnished herewith.

· Indicates a management contract or compensatory plan or arrangement
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Item 16. Form 10-K Summary

None.
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SIGNATURES

Pursuant to the requirements of Section 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.

LULU’S FASHION LOUNGE HOLDINGS, INC.

Date: March 14, 2023	By:	/s/ Crystal Landsem
[image: ]

Crystal Landsem

Chief Executive Officer

(Principal Executive Officer)


Date: March 14, 2023	By:	/s/ Tiffany R. Smith
[image: ]

Tiffany R. Smith

Chief Financial Officer

(Principal Financial and Accounting Officer)


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

	Signature
	
	Title
	Date

	/s/ Crystal Landsem
	Chief Executive Officer (Principal Executive Officer)
	March 14, 2023

	Crystal Landsem
	and Director
	

	/s/ Tiffany R. Smith
	Chief Financial Officer (Principal Financial and
	March 14, 2023

	Tiffany R. Smith
	Accounting Officer)
	

	/s/ David McCreight
	Executive Chairman
	March 14, 2023

	David McCreight
	
	
	

	/s/ Dara Bazzano
	Director
	March 14, 2023

	Dara Bazzano
	
	
	

	/s/ John Black
	Director
	March 14, 2032

	John Black
	
	
	

	/s/ Evan Karp
	
	Director
	March 14, 2023

	Evan Karp
	
	
	

	/s/ Anisa Kumar
	Director
	March 14, 2023

	Anisa Kumar
	
	
	

	/s/ Eric Liaw
	Director
	March 14, 2023

	Eric Liaw
	
	
	

	/s/ Michael Mardy
	Director
	March 14, 2023

	Michael Mardy
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	/s/ Danielle Qi
	Director
	March 14, 2023

	Danielle Qi
	
	
	

	/s/ Caroline Sheu
	Director
	March 14, 2023

	Caroline Sheu
	
	
	

	/s/ Kira Yugay
	Director
	March 14, 2023

	Kira Yugay
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2021 Employee Stock Purchase Plan

_________________________________________________________

I. Purpose

The Plan’s purpose is to assist employees of the Company and its Designated Subsidiaries in acquiring a stock ownership interest in the Company, and to help such employees provide for their future security and to encourage them to remain in the employment of the Company and its Subsidiaries.

The Plan consists of two components: the Section 423 Component and the Non-Section 423 Component. The Section 423 Component is intended to qualify as an “employee stock purchase plan” under Section 423 of the Code and shall be administered, interpreted and construed in a manner consistent with the requirements of Section 423 of the Code. In addition, this Plan authorizes the grant of Options under the Non-Section 423 Component, which need not qualify as Options granted pursuant to an “employee stock purchase plan” under Section 423 of the Code; such Options granted under the Non-Section 423 Component shall be granted pursuant to separate Offerings containing such sub-plans, appendices, rules or procedures as may be adopted by the Administrator and designed to achieve tax, securities laws or other objectives for Eligible Employees and the Designated Subsidiaries in locations outside of the United States. Except as otherwise provided herein, the Non-Section 423 Component will operate and be administered in the same manner as the Section 423 Component. Offerings intended to be made under the Non-Section 423 Component will be designated as such by the Administrator at or prior to the time of such Offering.

For purposes of this Plan, the Administrator may designate separate Offerings under the Plan, the terms of which need not be identical, in which Eligible Employees will participate, even if the dates of the applicable Offering Period(s) in each such Offering is identical, provided that the terms of participation are the same within each separate Offering under the Section 423 Component as determined under Section 423 of the Code. Solely by way of example and without limiting the foregoing, the Company could, but shall not be required to, provide for simultaneous Offerings under the Section 423 Component and the Non-Section 423 Component of the Plan.

AI. Definitions

As used in the Plan, the following words and phrases have the meanings specified below, unless the context clearly indicates otherwise:

2.1 “Administrator” means the Committee, or such individuals to which authority to administer the Plan has been delegated under Section 7.1 hereof.

2.2 “Agent” means the brokerage firm, bank or other financial institution, entity or person(s), if any, engaged, retained, appointed or authorized to act as the agent of the Company or an Employee with regard to the Plan.

2.3	“Board” means the Board of Directors of the Company.


Page 1 of 14
[image: ]

2.4 “Code” means the U.S. Internal Revenue Code of 1986, as amended, and all regulations, guidance, compliance programs and other interpretative authority issued thereunder.

2.5	“Committee” means the Compensation Committee of the Board.

2.6	“Common Stock” means the common stock of the Company.

2.7	“Company” means Lulu’s Fashion Lounge Holdings, Inc., a Delaware corporation, or any successor.

2.8 “Compensation” of an Employee means the regular earnings or base salary, bonuses and commissions paid to the Employee from the Company on each Payday as compensation for services to the Company or any Designated Subsidiary, before deduction for any salary deferral contributions made by the Employee to any tax-qualified or nonqualified deferred compensation plan, including overtime, shift differentials, vacation pay, salaried production schedule premiums, holiday pay, jury duty pay, funeral leave pay, paid time off, military pay, prior week adjustments and weekly bonus, but excluding education or tuition reimbursements, imputed income arising under any group insurance or benefit program, travel expenses, business and moving reimbursements, including tax gross ups and taxable mileage allowance, income received in connection with any stock options, restricted stock, restricted stock units or other compensatory equity awards and all contributions made by the Company or any Designated Subsidiary for the Employee’s benefit under any employee benefit plan now or hereafter established. Such Compensation shall be calculated before deduction of any income or employment tax withholdings, but shall be withheld from the Employee’s net income.

2.9 “Designated Subsidiary” means each Subsidiary, including any Subsidiary in existence on the Effective Date and any Subsidiary formed or acquired following the Effective Date, that has been designated by the Board or Committee from time to time in its sole discretion as eligible to participate in the Plan, in accordance with Section 7.2 hereof, such designation to specify whether such participation is in the Section 423 Component or Non-Section 423 Component. A Designated Subsidiary may participate in either the Section 423 Component or Non-Section 423 Component, but not both; provided that a Subsidiary that, for U.S. tax purposes, is disregarded from the Company or any Subsidiary that participates in the Section 423 Component shall automatically constitute a Designated Subsidiary that participates in the Section 423 Component.

2.10 “Effective Date” means the date immediately prior to the date the Company’s registration statement relating to its initial public offering becomes effective, provided that the Board has adopted the Plan prior to or on such date, subject to approval of the Plan by the Company’s stockholders.

2.11	“Eligible Employee” means, except as otherwise provided by the Administrator, an Employee:

(a) who has been employed by the Company or a Designated Subsidiary since at least the last day of the month before the month in which the enrollment period for the applicable Enrollment Date begins; and

(b) who, after the granting of the Option, would not be deemed for purposes of Section 423(b)(3) of the Code to possess 5% or more of the total combined voting power or value of all classes of stock of the Company or any Subsidiary.

For purposes of clause (b), the rules of Section 424(d) of the Code with regard to the attribution of stock ownership shall apply in determining the stock ownership of an individual, and stock which an Employee may purchase under outstanding options shall be treated as stock owned by the Employee.
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Notwithstanding the foregoing, the Administrator may exclude from participation in any Offering under the Section 423

Component as an Eligible Employee:

(i) any Employee who is customarily scheduled to work 20 hours or less per week;

(ii) any Employee whose customary employment is five months or less in a calendar year;

(iii) any Employee who has not met a minimum service requirement designated by the Administrator pursuant to Section 423(b)(4)(A) of the Code (which service requirement must be less than two years);

(iv) any Employee that is a “highly compensated employee” of the Company or any Designated Subsidiary (within the meaning of Section 414(q) of the Code), or that is such a “highly compensated employee” (A) with compensation above a specified level, (B) who is an officer or (C) who is subject to the disclosure requirements of Section 16(a) of the Exchange Act; or

(v) any Employee who is a citizen or resident of a foreign jurisdiction (without regard to whether they are also a citizen of the United States or a resident alien (within the meaning of Section 7701(b)(1)(A) of the Code)) if either
(A) the grant of the Option is prohibited under the laws of the jurisdiction governing such Employee, or (B) compliance with the laws of the foreign jurisdiction would cause the Section 423 Component, any Offering thereunder or an Option granted thereunder to violate the requirements of Section 423 of the Code;

provided that any exclusion in clauses (i) through (v) shall be applied in an identical manner under each Offering to all Employees of the Company and all Designated Subsidiaries, in accordance with Treas. Reg. § 1.423-2(e). Further, notwithstanding the foregoing, with respect to the Non-Section 423 Component, the first sentence in this definition shall apply in determining who is an “Eligible Employee,” except (a) the Administrator may limit eligibility further within the Company or a Designated Subsidiary so as to only designate some Employees of the Company or a Designated Subsidiary as Eligible Employees, and (b) to the extent the restrictions in the first sentence in this definition are not consistent with applicable local laws, the applicable local laws shall control.

2.12 “Employee” means any person who renders services to the Company or a Designated Subsidiary in the status of an employee within the meaning of Section 3401(c) of the Code. “Employee” shall not include any director of the Company or a Designated Subsidiary who does not render services to the Company or a Designated Subsidiary in the status of an employee within the meaning of Section 3401(c) of the Code. For purposes of the Plan, the employment relationship shall be treated as continuing intact while the individual is on military leave, sick leave or other leave of absence approved by the Company or a Designated Subsidiary and meeting the requirements of Treas. Reg. § 1.421-1(h)(2). Where the period of leave exceeds three months, or such other period specified in Treas. Reg. § 1.421-1(h)(2), and the individual’s right to reemployment is not guaranteed either by statute or by contract, the employment relationship shall be deemed to have terminated on the first day immediately following such three-month period, or such other period specified in Treas. Reg. § 1.421-1(h)(2).

2.13	“Enrollment Date” means the first date of each Offering Period.

2.14	“Exercise Date” means the last day of each Purchase Period, except as provided in Section 5.2 hereof.

2.15	“Exchange Act” means the Securities Exchange Act of 1934, as amended.
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2.16	“Fair Market Value” means, as of any date, the value of Common Stock determined as follows:

(a) If the Common Stock is (i) listed on any established securities exchange (such as the New York Stock Exchange or Nasdaq Stock Market), (ii) listed on any national market system or (iii) listed, quoted or traded on any automated quotation system, its Fair Market Value shall be the closing sales price for a share of Common Stock as quoted on such exchange or system for such date or, if there is no closing sales price for a share of Common Stock on the date in question, the closing sales price for a share of Common Stock on the last preceding date for which such quotation exists, as reported in The Wall Street Journal or such other source as the Administrator deems reliable;

(b) If the Common Stock is not listed on an established securities exchange, national market system or automated quotation system, but the Common Stock is regularly quoted by a recognized securities dealer, its Fair Market Value shall be the mean of the high bid and low asked prices for such date or, if there are no high bid and low asked prices for a share of Common Stock on such date, the high bid and low asked prices for a share of Common Stock on the last preceding date for which such information exists, as reported in The Wall Street Journal or such other source as the Administrator deems reliable; or

(c) If the Common Stock is neither listed on an established securities exchange, national market system or automated quotation system nor regularly quoted by a recognized securities dealer, its Fair Market Value shall be established by the Administrator in good faith.

2.17	“Grant Date” means the first day of an Offering Period.

2.18	“New Exercise Date” has the meaning set forth in Section 5.2(b) hereof.

2.19 “Non-Section 423 Component” means those Offerings under the Plan, together with the sub-plans, appendices, rules or procedures, if any, adopted by the Administrator as a part of this Plan, in each case, pursuant to which Options may be granted to non-U.S. Eligible Employees that need not satisfy the requirements for Options granted pursuant to an “employee stock purchase plan” that are set forth under Section 423 of the Code.

2.20 “Offering” means an offer under the Plan of an Option that may be exercised during an Offering Period as further described in Section 4 hereof. Unless otherwise specified by the Administrator, each Offering to the Eligible Employees of the Company or a Designated Subsidiary shall be deemed a separate Offering, even if the dates and other terms of the applicable Purchase Periods of each such Offering are identical and the provisions of the Plan will separately apply to each Offering. To the extent permitted by Treas. Reg. § 1.423-2(a)(1), the terms of each separate Offering under the Section 423 Component need not be identical, provided that the terms of the Section 423 Component and an Offering thereunder together satisfy Treas. Reg. § 1.423-2(a)(2) and (a)(3).

2.21 “Offering Period” means each consecutive, overlapping 12-month period commencing on such dates as determined by the Administrator, in its discretion, and with respect to which Options shall be granted to Participants. The duration and timing of Offering Periods may be established or changed by the Board or Committee at any time, in its sole discretion. Notwithstanding the foregoing, in no event may an Offering Period exceed 27 months.

2.22	“Option” means the right to purchase shares of Common Stock pursuant to the Plan during each Offering Period.

2.23	“Option Price” means the purchase price of a share of Common Stock hereunder as provided in Section 4.2

hereof.
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2.24	“Parent” means any entity that is a parent corporation of the Company within the meaning of Section 424 of the

Code.

2.25	“Participant” means any Eligible Employee who elects to participate in the Plan.

2.26 “Payday” means the regular and recurring established day for payment of Compensation to an Employee of the Company or any Designated Subsidiary.

2.27 “Plan” means this 2021 Employee Stock Purchase Plan, including both the Section 423 Component and Non-Section 423 Component and any other sub-plans or appendices hereto, as amended from time to time.

2.28 “Plan Account” means a bookkeeping account established and maintained by the Company in the name of each Participant.

2.29 “Purchase Period” means each consecutive six-month period commencing on such dates as determined by the Administrator, in its discretion. The first Purchase Period of each Offering Period shall commence on the Grant Date and end with the next Exercise Date. The duration and timing of Purchase Periods may be established or changed by the Board or Committee at any time, in its sole discretion. Notwithstanding the foregoing, in no event may a Purchase Period exceed the duration of the Offering Period under which it is established.

2.30	“Section 409A” means Section 409A of the Code.

2.31 “Section 423 Component” means those Offerings under the Plan that are intended to meet the requirements under Section 423(b) of the Code.

2.32 “Subsidiary” means any entity that is a subsidiary corporation of the Company within the meaning of Section 424 of the Code. In addition, with respect to the Non-Section 423 Component, Subsidiary shall include any corporate or noncorporate entity in which the Company has a direct or indirect equity interest or significant business relationship.

2.33	“Treas. Reg.” means U.S. Department of the Treasury regulations.

2.34	“Withdrawal Election” has the meaning set forth in Section 6.1(a) hereof.

BI. Participation

3.1Eligibility.

(a) Any Eligible Employee who is employed by the Company or a Designated Subsidiary on a given Enrollment Date for an Offering Period shall be eligible to participate in the Plan during such Offering Period, subject to the requirements of Articles 4 and 5 hereof, and, for the Section 423 Component, the limitations imposed by Section 423(b) of the Code.

(b) No Eligible Employee shall be granted an Option under the Section 423 Component which permits the Participant’s rights to purchase shares of Common Stock under the Plan, and to purchase stock under all other employee stock purchase plans of the Company, any Parent or any Subsidiary subject to Section 423 of the Code, to accrue at a rate which exceeds $25,000 of fair market value of such stock (determined at the time such Option is granted) for each calendar year in which such Option is outstanding at any time. The limitation under this Section 3.1(b) shall be applied in accordance with Section 423(b)(8) of the Code.


Page 5 of 14
[image: ]

3.2	Election to Participate; Payroll Deductions

(a) Except as provided in Section 3.2(e), an Eligible Employee may become a Participant in the Plan only by means of payroll deduction. Each individual who is an Eligible Employee as of an Offering Period’s Enrollment Date may elect to participate in such Offering Period and the Plan by delivering to the Company a payroll deduction authorization no later than the period of time prior to the applicable Enrollment Date that is determined by the Administrator, in its sole discretion.

(b) Subject to Section 3.1(b) hereof and except as may otherwise be determined by the Administrator, payroll deductions (i) shall equal at least 1% of the Participant’s Compensation as of each Payday of the Offering Period following the Enrollment Date, but not more than 15% of the Participant’s Compensation as of each Payday of the Offering Period following the Enrollment Date; and (ii) may be expressed either as (A) a whole number percentage, or (B) a fixed dollar amount. Amounts deducted from a Participant’s Compensation with respect to an Offering Period pursuant to this Section 3.2 shall be deducted each Payday through payroll deduction and credited to the Participant’s Plan Account; provided that for the first Offering Period, payroll deductions shall not begin until such date determined by the Board or Committee, in its sole discretion. For clarity, if a Participant receives no Compensation on a particular Payday during an Offering Period (whether due to an unpaid leave of absence or otherwise), the Participant shall not have a payroll deduction on such Payday, and the Participant’s payroll deductions shall resume (if at all) on the next Payday on which the Participant receives Compensation and for which a payroll deduction authorization is in effect.

(c) Following at least one payroll deduction, a Participant may decrease (to as low as zero) the amount deducted from such Participant’s Compensation only once during an Offering Period upon ten calendar days’ prior written notice to the Company. A Participant may not increase the amount deducted from such Participant’s Compensation during an Offering Period.

(d) Upon the completion of an Offering Period, each Participant in such Offering Period shall automatically participate in the immediately following Offering Period at the same payroll deduction percentage or fixed amount as in effect at the termination of such Offering Period, unless such Participant delivers to the Company a different election with respect to the successive Offering Period in accordance with Section 3.2(a) hereof, or unless such Participant becomes ineligible for participation in the Plan.

(e) Notwithstanding any other provisions of the Plan to the contrary, in non-U.S. jurisdictions where participation in the Plan through payroll deductions is prohibited, the Administrator may provide that an Eligible Employee may elect to participate through contributions to the Participant’s account under the Plan in a form acceptable to the Administrator in lieu of or in addition to payroll deductions; provided, however, that, for any Offering under the Section 423 Component, the Administrator must determine that any alternative method of contribution is applied on an equal and uniform basis to all Eligible Employees in the Offering.

3.3 Leave of Absence. For clarity, and subject to Section 3.2 hereof, during a leave of absence approved by the Company meeting the requirements of Treas. Reg. § 1.421-1(h)(2), a Participant will automatically continue participation in the Plan and in the then-current Offering Period that includes the beginning of the leave of absence, and the Participant’s then-current payroll deduction authorization will remain in effect, in each case, unless and until the Participant ceases to be an Eligible Employee (in which case Section 6.2 hereof shall apply) or the Participant submits a Withdrawal Election in accordance with Section 6.1(a) hereof.

IV.	Purchase of Shares
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4.1 Grant of Option. The Company may make one or more Offerings under the Plan, which may be successive or overlapping with one another, until the earlier of: (i) the date on which the shares of Common Stock available under the Plan have been sold or (ii) the date on which the Plan is suspended or terminates. The Administrator shall designate the terms and conditions of each Offering in writing, including without limitation, the Offering Period and the Purchase Periods. Each Participant shall be granted an Option with respect to an Offering Period on the applicable Grant Date. Subject to the limitations of Section 3.1(b) hereof, the number of shares of Common Stock subject to a Participant’s Option shall be determined by dividing (a) such Participant’s payroll deductions accumulated prior to an Exercise Date and retained in the Participant’s Plan Account on such Exercise Date by (b) the applicable Option Price; provided that in no event shall a Participant be permitted to purchase during each Offering Period more than 100,000 shares of Common Stock (subject to any adjustment pursuant to Section 5.2 hereof). The Administrator may, for future Offering Periods, increase or decrease, in its absolute discretion, the maximum number of shares of Common Stock that a Participant may purchase during such future Offering Periods. Each Option shall expire on the last Exercise Date for the applicable Offering Period immediately after the automatic exercise of the Option in accordance with Section 4.3 hereof, unless such Option terminates earlier in accordance with Article 6 hereof.

4.2 Option Price. The “Option Price” per share of Common Stock to be paid by a Participant upon exercise of the Participant’s Option on an Exercise Date for an Offering Period shall equal 85% of the lesser of the Fair Market Value of a share of Common Stock on (a) the applicable Grant Date and (b) the applicable Exercise Date, or such other price designated by the Administrator; provided that in no event shall the Option Price per share of Common Stock be less than the par value per share of the Common Stock; provided, further, that no Option Price shall be designated by the Administrator that would cause the Section 423 Component to fail to meet the requirements under Section 423(b) of the Code.

4.3	Purchase of Shares.

(a) On each Exercise Date for an Offering Period, each Participant shall automatically and without any action on such Participant’s part be deemed to have exercised the Participant’s Option to purchase at the applicable per share Option Price the largest number of whole shares of Common Stock which can be purchased with the amount in the Participant’s Plan Account. Any balance less than the per share Option Price that is remaining in the Participant’s Plan Account (after exercise of such Participant’s Option) as of the Exercise Date shall be carried forward to the next Purchase Period or Offering Period, unless the Participant has elected to withdraw from the Plan pursuant to Section 6.1 hereof or, pursuant to Section 6.2 hereof, such Participant has ceased to be an Eligible Employee. Any balance not carried forward to the next Purchase Period or Offering Period in accordance with the prior sentence shall be promptly refunded to the applicable Participant. In no event shall an amount greater than or equal to the per share Option Price as of an Exercise Date be carried forward to the next Purchase Period or Offering Period.

(b) As soon as practicable following each Exercise Date, the number of shares of Common Stock purchased by such Participant pursuant to Section 4.3(a) hereof shall be delivered (either in share certificate or book entry form), in the Company’s sole discretion, to either (i) the Participant or (ii) an account established in the Participant’s name at a stock brokerage or other financial services firm designated by the Company. If the Company is required to obtain from any commission or agency authority to issue any such shares of Common Stock, the Company shall seek to obtain such authority. Inability of the Company to obtain from any such commission or agency authority which counsel for the Company deems necessary for the lawful issuance of any such shares shall relieve the Company from liability to any Participant except to refund to the Participant such Participant’s Plan Account balance, without interest thereon.
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4.4 Automatic Termination of Offering Period. If the Fair Market Value of a share of Common Stock on any Exercise Date (except the final scheduled Exercise Date of any Offering Period) is lower than the Fair Market Value of a share of Common Stock on the Grant Date for an Offering Period, then such Offering Period shall terminate on such Exercise Date after the automatic exercise of the Option in accordance with Section 4.3 hereof, and each Participant shall automatically be enrolled in the Offering Period that commences immediately following such Exercise Date and such Participant’s payroll deduction authorization shall remain in effect for such Offering Period.

4.5 Transferability of Rights. An Option granted under the Plan shall not be transferable, other than by will or the applicable laws of descent and distribution, and is exercisable during the Participant’s lifetime only by the Participant. No option or interest or right to the Option shall be available to pay off any debts, contracts or engagements of the Participant or the Participant’s successors in interest or shall be subject to disposition by pledge, encumbrance, assignment or any other means whether such disposition be voluntary or involuntary or by operation of law by judgment, levy, attachment, garnishment or any other legal or equitable proceedings (including bankruptcy), and any attempt at disposition of the Option shall have no effect.

V. Provisions Relating to Common Stock

5.1 Common Stock Reserved. Subject to adjustment as provided in Section 5.2 hereof, the maximum number of shares of Common Stock that shall be made available for sale under the Plan shall be the sum of (a) 743,803 shares and (b) an annual increase on the first day of each year beginning in 2022 and ending in 2031 equal to the lesser of (i) 1% of the shares outstanding (on an as converted basis) on the last day of the immediately preceding fiscal year and (ii) such number of shares as may be determined by the Board; provided, however, no more than 5,578,527 shares may be issued under the Plan. Shares made available for sale under the Plan may be authorized but unissued shares, treasury shares of Common Stock, or reacquired shares reserved for issuance under the Plan.

5.2	Adjustments Upon Changes in Capitalization, Dissolution, Liquidation, Merger or Asset Sale.

(a) Changes in Capitalization. Subject to any required action by the stockholders of the Company, the number of shares of Common Stock which have been authorized for issuance under the Plan but not yet placed under Option, as well as the price per share and the number of shares of Common Stock covered by each Option under the Plan which has not yet been exercised shall be proportionately adjusted for any increase or decrease in the number of issued shares of Common Stock resulting from a stock split, reverse stock split, stock dividend, combination or reclassification of the Common Stock, or any other increase or decrease in the number of shares of Common Stock effected without receipt of consideration by the Company; provided, however, that conversion of any convertible securities of the Company shall not be deemed to have been “effected without receipt of consideration.” Such adjustment shall be made by the Administrator, whose determination in that respect shall be final, binding and conclusive. Except as expressly provided herein, no issuance by the Company of shares of stock of any class, or securities convertible into shares of stock of any class, shall affect, and no adjustment by reason thereof shall be made with respect to, the number or price of shares of Common Stock subject to an Option.

(b) Dissolution or Liquidation. In the event of the proposed dissolution or liquidation of the Company, the Offering Periods then in progress shall be shortened by setting a new Exercise Date (the “New Exercise Date”), and shall terminate immediately prior to the consummation of such proposed dissolution or liquidation, unless provided otherwise by the Administrator. The New Exercise Date shall be before the date of the Company’s proposed dissolution or liquidation. The Administrator shall notify each Participant in writing prior to the New Exercise Date, that the Exercise Date for the Participant’s Option has been changed to the New Exercise Date and that the Participant’s Option shall be
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exercised automatically on the New Exercise Date, unless prior to such date the Participant has withdrawn from the Offering Period as provided in Section 6.1 hereof or the Participant has ceased to be an Eligible Employee as provided in Section 6.2 hereof.

(c) Merger or Asset Sale. In the event of a proposed sale of all or substantially all of the assets of the Company, or the merger of the Company with or into another corporation, each outstanding Option shall be assumed or an equivalent Option substituted by the successor corporation or a Parent or Subsidiary of the successor corporation. If the successor corporation refuses to assume or substitute for the Option, any Offering Periods then in progress shall be shortened by setting a New Exercise Date and any Offering Periods then in progress shall end on the New Exercise Date. The New Exercise Date shall be before the date of the Company’s proposed sale or merger. The Administrator shall notify each Participant in writing prior to the New Exercise Date, that the Exercise Date for the Participant’s Option has been changed to the New Exercise Date and that the Participant’s Option shall be exercised automatically on the New Exercise Date, unless prior to such date the Participant has withdrawn from the Offering Period as provided in Section 6.1 hereof or the Participant has ceased to be an Eligible Employee as provided in Section 6.2 hereof.

5.3 Insufficient Shares. If the Administrator determines that, on a given Exercise Date, the number of shares of Common Stock with respect to which Options are to be exercised may exceed the number of shares of Common Stock remaining available for sale under the Plan on such Exercise Date, the Administrator shall make a pro rata allocation of the shares of Common Stock available for issuance on such Exercise Date in as uniform a manner as shall be practicable and as it shall determine in its sole discretion to be equitable among all Participants exercising Options to purchase Common Stock on such Exercise Date, and unless additional shares are authorized for issuance under the Plan, no further Offering Periods shall take place and the Plan shall terminate pursuant to Section 7.5 hereof. If an Offering Period is so terminated, then the balance of the amount credited to the Participant’s Plan Account which has not been applied to the purchase of shares of Common Stock shall be paid to such Participant in one lump sum in cash within 30 days after such Exercise Date, without any interest thereon.

5.4 Rights as Stockholders. With respect to shares of Common Stock subject to an Option, a Participant shall not be deemed to be a stockholder of the Company and shall not have any of the rights or privileges of a stockholder. A Participant shall have the rights and privileges of a stockholder of the Company when, but not until, shares of Common Stock have been deposited in the designated brokerage account following exercise of the Participant’s Option.

VI.	Termination of Participation

6.1	Cessation of Contributions; Voluntary Withdrawal.

(a) A Participant may cease payroll deductions during an Offering Period and elect to withdraw from the Plan by delivering written notice of such election to the Company in such form and at such time prior to the Exercise Date for such Offering Period as may be established by the Administrator (a “Withdrawal Election”). A Participant electing to withdraw from the Plan may elect to either (i) withdraw all of the funds then credited to the Participant’s Plan Account as of the date on which the Withdrawal Election is received by the Company, in which case amounts credited to such Plan Account shall be returned to the Participant in one lump-sum payment in cash within 30 days after such election is received by the Company, without any interest thereon, and the Participant shall cease to participate in the Plan and the Participant’s Option for such Offering Period shall terminate; or (ii) exercise the Option for the maximum number of whole shares of Common Stock on the applicable Exercise Date with any remaining Plan Account balance returned to the Participant in one lump-sum payment in cash within 30 days after such Exercise Date, without any interest thereon, and after such exercise cease to participate
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in the Plan. Upon receipt of a Withdrawal Election, the Participant’s payroll deduction authorization shall terminate.

(b) A Participant’s withdrawal from the Plan shall not have any effect upon the Participant’s eligibility to participate in any similar plan which may hereafter be adopted by the Company or in succeeding Offering Periods which commence after the termination of the Offering Period from which the Participant withdraws.

(c) A Participant who ceases contributions to the Plan pursuant to a Withdrawal Election during any Offering Period shall not be permitted to resume contributions to the Plan during that Offering Period.

6.2 Termination of Eligibility. Upon a Participant’s ceasing to be an Eligible Employee, for any reason, such Participant’s Option for the applicable Offering Period shall automatically terminate, the Participant shall be deemed to have elected to withdraw from the Plan, and such Participant’s Plan Account shall be paid to such Participant or, in the case of the Participant’s death, to the person or persons entitled thereto pursuant to applicable law, within 30 days after such cessation of being an Eligible Employee, without any interest thereon. If a Participant transfers employment from the Company or any Designated Subsidiary participating in the Section 423 Component to any Designated Subsidiary participating in the Non-Section 423 Component, such transfer shall not be treated as a termination of employment, but the Participant shall immediately cease to participate in the Section 423 Component; however, any contributions made for the Offering Period in which such transfer occurs shall be transferred to the Non-Section 423 Component, and such Participant shall immediately join the then-current Offering under the Non-Section 423 Component upon the same terms and conditions in effect for the Participant’s participation in the Section 423 Component, except for such modifications otherwise applicable for Participants in such Offering. A Participant who transfers employment from any Designated Subsidiary participating in the Non-Section 423 Component to the Company or any Designated Subsidiary participating in the Section 423 Component shall not be treated as terminating the Participant’s employment and shall remain a Participant in the Non-Section 423 Component until the earlier of (i) the end of the current Offering Period under the Non-Section 423 Component, or

(ii) the Enrollment Date of the first Offering Period in which the Participant is eligible to participate following such transfer. Notwithstanding the foregoing, the Administrator may establish different rules to govern transfers of employment between companies participating in the Section 423 Component and the Non-Section 423 Component, consistent with the applicable requirements of Section 423 of the Code.

VII.	General Provisions

7.1	Administration.

(a) The Plan shall be administered by the Committee, which shall be composed of members of the Board. The Committee may delegate administrative tasks under the Plan to the services of an Agent or Employees to assist in the administration of the Plan, including establishing and maintaining an individual securities account under the Plan for each Participant.

(b) It shall be the duty of the Administrator to conduct the general administration of the Plan in accordance with the provisions of the Plan. The Administrator shall have the power, subject to, and within the limitations of, the express provisions of the Plan:

(i) To establish and terminate Offerings;

(ii) To determine when and how Options shall be granted and the provisions and terms of each Offering (which need not be identical);
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(iii) To select Designated Subsidiaries in accordance with Section 7.2 hereof;

(iv) To impose a mandatory holding period pursuant to which Participants may not dispose of or transfer shares of Common Stock purchased under the Plan for a period of time determined by the Administrator in its discretion; and

(v) To construe and interpret the Plan, the terms of any Offering and the terms of the Options and to adopt such rules for the administration, interpretation, and application of the Plan as are consistent therewith and to interpret, amend or revoke any such rules. The Administrator, in the exercise of this power, may correct any defect, omission or inconsistency in the Plan, any Offering or any Option, in a manner and to the extent it shall deem necessary or expedient to administer the Plan, subject to Section 423 of the Code for the Section 423 Component.

(c) The Administrator may adopt rules or procedures relating to the operation and administration of the Plan to accommodate the specific requirements of local laws and procedures. Without limiting the generality of the foregoing, the Administrator is specifically authorized to adopt rules and procedures regarding handling of participation elections, payroll deductions, payment of interest, conversion of local currency, payroll tax, withholding procedures and handling of stock certificates which vary with local requirements. In its absolute discretion, the Board may at any time and from time to time exercise any and all rights and duties of the Administrator under the Plan.

(d) The Administrator may adopt sub-plans applicable to particular Designated Subsidiaries or locations, which sub-plans may be designed to be outside the scope of Section 423 of the Code. The rules of such sub-plans may take precedence over other provisions of this Plan, with the exception of Section 5.1 hereof, but unless otherwise superseded by the terms of such sub-plan, the provisions of this Plan shall govern the operation of such sub-plan.

(e) All expenses and liabilities incurred by the Administrator in connection with the administration of the Plan shall be borne by the Company. The Administrator may, with the approval of the Committee, employ attorneys, consultants, accountants, appraisers, brokers or other persons. The Administrator, the Company and its officers and directors shall be entitled to rely upon the advice, opinions or valuations of any such persons. All actions taken and all interpretations and determinations made by the Administrator in good faith shall be final and binding upon all Participants, the Company and all other interested persons. No member of the Board or Administrator shall be personally liable for any action, determination or interpretation made in good faith with respect to the Plan or the options, and all members of the Board or Administrator shall be fully protected by the Company in respect to any such action, determination, or interpretation.

7.2 Designation of Subsidiary Corporations. The Board or Administrator shall designate from time to time the Subsidiaries that shall constitute Designated Subsidiaries, and determine whether such Designated Subsidiaries shall participate in the Section 423 Component or Non-Section 423 Component. The Board or Administrator may designate a Subsidiary, or terminate the designation of a Subsidiary, without the approval of the stockholders of the Company.

7.3 Reports. Individual accounts shall be maintained for each Participant in the Plan. Statements of Plan Accounts shall be given to Participants at least annually, which statements shall set forth the amounts of payroll deductions, the Option Price, the number of shares purchased and the remaining cash balance, if any.

7.4 No Right to Employment. Nothing in the Plan shall be construed to give any person (including any Participant) the right to remain in the employ of the Company, a Parent or a Subsidiary or to affect the right of the Company, any Parent or any Subsidiary to terminate the employment of any person (including any Participant) at any time, with or without cause, which right is expressly reserved.
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7.5	Amendment and Termination of the Plan.

(a) The Board may, in its sole discretion, amend, suspend or terminate the Plan at any time and from time to time. To the extent necessary to comply with Section 423 of the Code (or any successor rule or provision), with respect to the Section 423 Component, or any other applicable law, regulation or stock exchange rule, the Company shall obtain stockholder approval of any such amendment to the Plan in such a manner and to such a degree as required by Section 423 of the Code or such other law, regulation or rule.

(b) If the Administrator determines that the ongoing operation of the Plan may result in unfavorable financial accounting consequences, the Administrator may in its discretion modify or amend the Plan to reduce or eliminate such accounting consequence including, but not limited to:

(i) altering the Option Price for any Offering Period including an Offering Period underway at the

time of the change in Option Price;

(ii) shortening any Offering Period so that the Offering Period ends on a new Exercise Date, including an Offering Period underway at the time of the Administrator action; and

(iii) allocating shares of Common Stock.

Such modifications or amendments shall not require stockholder approval or the consent of any Participant.

(c) Upon termination of the Plan, the balance in each Participant’s Plan Account shall be refunded as soon as practicable after such termination, without any interest thereon.

7.6 Use of Funds; No Interest Paid. All funds received by the Company by reason of purchase of shares of Common Stock under the Plan shall be included in the general funds of the Company free of any trust or other restriction and may be used for any corporate purpose. No interest shall be paid to any Participant or credited under the Plan.

7.7 Term; Approval by Stockholders. No Option may be granted during any period of suspension of the Plan or after termination of the Plan. The Plan shall be submitted for the approval of the Company’s stockholders within 12 months after the date of the Board’s initial adoption of the Plan. Options may be granted prior to such stockholder approval; provided, however, that such Options shall not be exercisable prior to the time when the Plan is approved by the stockholders; provided, further that if such approval has not been obtained by the end of the 12-month period, all Options previously granted under the Plan shall thereupon terminate and be canceled and become null and void without being exercised.

7.8 Effect Upon Other Plans. The adoption of the Plan shall not affect any other compensation or incentive plans in effect for the Company, any Parent or any Subsidiary. Nothing in the Plan shall be construed to limit the right of the Company, any Parent or any Subsidiary (a) to establish any other forms of incentives or compensation for Employees of the Company or any Parent or any Subsidiary, or (b) to grant or assume Options otherwise than under the Plan in connection with any proper corporate purpose, including, but not by way of limitation, the grant or assumption of options in connection with the acquisition, by purchase, lease, merger, consolidation or otherwise, of the business, stock or assets of any corporation, firm or association.

7.9 Conformity to Securities Laws. Notwithstanding any other provision of the Plan, the Plan and the participation in the Plan by any individual who is then subject to Section 16 of the Exchange Act
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shall be subject to any additional limitations set forth in any applicable exemption rule under Section 16 of the Exchange Act (including any amendment to Rule 16b-3 of the Exchange Act) that are requirements for the application of such exemptive rule. To the extent permitted by applicable law, the Plan shall be deemed amended to the extent necessary to conform to such applicable exemptive rule.

7.10 Notice of Disposition of Shares. Each Participant shall give the Company prompt notice of any disposition or other transfer of any shares of Common Stock, acquired pursuant to the exercise of an Option granted under the Section 423 Component, if such disposition or transfer is made (a) within two years after the applicable Grant Date or (b) within one year after the transfer of such shares of Common Stock to such Participant upon exercise of such Option. The Company may direct that any certificates evidencing shares acquired pursuant to the Plan refer to such requirement.

7.11 Tax Withholding. The Company or any Parent or any Subsidiary shall be entitled to require payment in cash or deduction from other compensation payable to each Participant of any sums required by federal, state or local tax law to be withheld with respect to any purchase of shares of Common Stock under the Plan or any sale of such shares.

7.12 Governing Law. The Plan and all rights and obligations thereunder shall be construed and enforced in accordance with the laws of the State of Delaware, without regard to the conflict of law rules thereof or of any other jurisdiction.

7.13 Notices. All notices or other communications by a Participant to the Company under or in connection with the Plan shall be deemed to have been duly given when received in the form specified by the Company at the location, or by the person, designated by the Company for the receipt thereof.

7.14	Conditions To Issuance of Shares.

(a) Notwithstanding anything herein to the contrary, the Company shall not be required to issue or deliver any certificates or make any book entries evidencing shares of Common Stock pursuant to the exercise of an Option by a Participant, unless and until the Board or the Committee has determined, with advice of counsel, that the issuance of such shares of Common Stock is in compliance with all applicable laws, regulations of governmental authorities and, if applicable, the requirements of any securities exchange or automated quotation system on which the shares of Common Stock are listed or traded, and the shares of Common Stock are covered by an effective registration statement or applicable exemption from registration. In addition to the terms and conditions provided herein, the Board or the Committee may require that a Participant make such reasonable covenants, agreements, and representations as the Board or the Committee, in its discretion, deems advisable in order to comply with any such laws, regulations, or requirements.

(b) All certificates for shares of Common Stock delivered pursuant to the Plan and all shares of Common Stock issued pursuant to book entry procedures are subject to any stop-transfer orders and other restrictions as the Committee deems necessary or advisable to comply with federal, state, or foreign securities or other laws, rules and regulations and the rules of any securities exchange or automated quotation system on which the shares of Common Stock are listed, quoted, or traded. The Committee may place legends on any certificate or book entry evidencing shares of Common Stock to reference restrictions applicable to the shares of Common Stock.

(c) The Committee shall have the right to require any Participant to comply with any timing or other restrictions with respect to the settlement, distribution or exercise of any Option, including a window-period limitation, as may be imposed in the sole discretion of the Committee.

(d) Notwithstanding any other provision of the Plan, unless otherwise determined by the Committee or required by any applicable law, rule or regulation, the Company may, in lieu of
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delivering to any Participant certificates evidencing shares of Common Stock issued in connection with any Option, record the issuance of shares of Common Stock in the books of the Company (or, as applicable, its transfer agent or stock plan administrator).

7.15 Equal Rights and Privileges. All Eligible Employees of the Company (or of any Designated Subsidiary) granted Options pursuant to an Offering under the Section 423 Component shall have equal rights and privileges under this Plan to the extent required under Section 423 of the Code so that the Section 423 Component qualifies as an “employee stock purchase plan” within the meaning of Section 423 of the Code. Any provision of the Section 423 Component that is inconsistent with Section 423 of the Code shall, without further act or amendment by the Company or the Board, be reformed to comply with the equal rights and privileges requirement of Section 423 of the Code. Eligible Employees participating in the Non-Section 423 Component need not have the same rights and privileges as Eligible Employees participating in the Section 423 Component.

7.16 Rules Particular to Specific Countries. Notwithstanding anything herein to the contrary, the terms and conditions of the Plan with respect to Participants who are tax residents of a particular non-U.S. country or who are foreign nationals or employed in non-U.S. jurisdictions may be subject to an addendum to the Plan in the form of an appendix or sub-plan (which appendix or sub-plan may be designed to govern Offerings under the Section 423 Component or the Non-Section 423 Component, as determined by the Administrator). To the extent that the terms and conditions set forth in an appendix or sub-plan conflict with any provisions of the Plan, the provisions of the appendix or sub-plan shall govern. The adoption of any such appendix or sub-plan shall be pursuant to Section 7.1 above. Without limiting the foregoing, the Administrator is specifically authorized to adopt rules and procedures, with respect to Participants who are foreign nationals or employed in non-U.S. jurisdictions, regarding the exclusion of particular Subsidiaries from participation in the Plan, eligibility to participate, the definition of Compensation, handling of payroll deductions or other contributions by Participants, payment of interest, conversion of local currency, data privacy security, payroll tax, withholding procedures, establishment of bank or trust accounts to hold payroll deductions or contributions.

7.17 Section 409A. The Section 423 Component of the Plan and the Options granted pursuant to Offerings thereunder are intended to be exempt from the application of Section 409A. Neither the Non-Section 423 Component nor any Option granted pursuant to an Offering thereunder is intended to constitute or provide for “nonqualified deferred compensation” within the meaning of Section 409A. Notwithstanding any provision of the Plan to the contrary, if the Administrator determines that any Option granted under the Plan may be or become subject to Section 409A or that any provision of the Plan may cause an Option granted under the Plan to be or become subject to Section 409A, the Administrator may adopt such amendments to the Plan and/or adopt other policies and procedures (including amendments, policies and procedures with retroactive effect), or take any other actions as the Administrator determines are necessary or appropriate to avoid the imposition of taxes under Section 409A, either through compliance with the requirements of Section 409A or with an available exemption therefrom.


Last Updated: November 11, 2022
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Exhibit 21.1

Subsidiaries of Lulu’s Fashion Lounge Holdings, Inc.

Pursuant to Item 601(b)(21) of Regulation S-K under the Securities Act of 1933, as amended (the “Securities Act”), we have omitted certain subsidiaries which, considered in the aggregate as a single subsidiary, would not constitute a “significant subsidiary” (as defined in Rule 1-02(w) of Regulation S-X under the Securities Act).

	
	Legal Name
	
	State or Other Jurisdiction of
	

	
	
	
	Incorporation or Organization
	

	
	Lulu’s Fashion Lounge Parent, LLC
	
	Delaware
	

	Lulu’s Fashion Lounge, LLC
	Delaware
	

	
	
	
	
	



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-260985 and 333-264070 on Form S-8 of our report dated March 14, 2023, relating to the financial statements of Lulu’s Fashion Lounge Holdings, Inc. appearing in this Annual Report on Form 10-K for the fiscal year ended January 1, 2023.

/s/ Deloitte & Touche LLP

San Francisco, California

March 14, 2023
[image: ]

Exhibit 31.1

CERTIFICATION

I, David McCreight, certify that:

1. I have reviewed this Annual Report on Form 10-K of Lulu’s Fashion Lounge Holdings, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) [Omitted];

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: March 14, 2023	By:	/s/ Crystal Landsem
[image: ]

Crystal Landsem

Chief Executive Officer

(Principal Executive Officer)
[image: ]

Exhibit 31.2

CERTIFICATION

I, Tiffany Smith, certify that:

1. I have reviewed this Annual Report on Form 10-K of Lulu’s Fashion Lounge Holdings, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) [Omitted];

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Date: March 14, 2023	By:	/s/ Tiffany R. Smith
[image: ]

Tiffany R. Smith

Chief Financial Officer

(Principal Financial and Accounting Officer)
[image: ]

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 connection with the Annual Report on Form 10-K of Lulu’s Fashion Lounge Holdings, Inc. (the “Company”) for the period ended January 1, 2023 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: March 14, 2023	By:	/s/ Crystal Landsem
[image: ]

Crystal Landsem

Chief Executive Officer

(Principal Executive Officer)
[image: ]

Exhibit 32.2

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Lulu’s Fashion Lounge Holdings, Inc. (the “Company”) for the period ended January 1, 2023 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: March 14, 2023	By:	/s/ Tiffany R. Smith
[image: ]

Tiffany R. Smith

Chief Financial Officer

(Principal Financial and Accounting Officer)
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10 incur osts and expenses, the exact amount of wiich are exiremely Gicut and mpractica o determine, These costs may ncluds, bt are not
fmited 10, processing, eforcament and accounting expenses, and late charges mposes on Landior.  any nstalment of Rent due from Tenant &
20t recsived by Landlord witin 5 calandar daye afer dalo Gus, or & Check (s relumed NSF. Tenant shall pay 10 Landiod, fospecively.
ss0000 s ata charge, pus 10% ntrest pa annum on the dednquent amoint and $25.00 as @ NSF fas, any of which shal bo
‘deemed adéional Rei. Lirtiord and Tenant agea tha ihese charges reprosent a fairand reasonable estmate o he costs Landiord may incur by
reason of Tenants ate or NSF paymont. Any Iate charge, deliquont infaret,or NSF fez s shal be poid with he auent insatment of Rent.
Landlonss accaptance ofany Ise Gharge or NSF-fus shall nat consluto s weiver as Lo any defauitof Tenant Landlon?s gnt o colecta Late Charge
or NSF foa shall no be deemed an exiension of o dalo Rent s ua undr paragraph 4, or pravent Landiond from exercsing any oier rghis ane
romedies undor s agroomen, and as povided by law.

1. CONDITION OF PREMISES: Tenant has sxarmined the Promises and acknowlsdges that Preaise s cean and in operative condilon, wih the
following exceptons: &

Hems lsted as exceptors al bo Gaal wih i 1 folowing rmaner. S48 Emall a7 2. oy T

12. ZONING AND LAND USE: Terant accepls the Premiss:subjec ol local. stats and fadera ks, reguiations and ordinancas 'Laws"), Lardiord
Ml 0o representalon of wartany that Promisas ara now o I he fulra vl bs sutable for Tonants use. Tenani has a1 own ivestgaton
rogarcing il apiicable Laws.

43, TENANT OPERATING EXPENSES: Tenant grces to poy fo il uifes and senvices ciracly biled fo Tenant __

14 PROPERTY OPERATING EXPENSES:
A Tonant agress to pay s xapartonate share of Landlord's estmaled moniy propery aperaling axpenses, including bu notited 10, common
atea maintenance, consoldateciutity and service ik, insurancs, and aalpropery axes, based an the et o 1 SGURIE oolaga ol e Prarisss.
o't fotalsquere footage of e rentatls peca n e enire propery.

o 8. i checked) Paragraph 14 coss ratapaly.

18. USE: The Promises ro for the sce use as Ganarai Ofics Uss.
No ather se s permited wihout Landiord's pror writien conseri. 1 any 55 by Tonar causes an nreasé 1 18 promium on Landiord's sxising
property insurance, Tenant shallpay or th increased cost. Tanantwil comply wisall Laws ffecing s us f the Premises.

46. RULESIREGULATIONS: Tenant agraes to comply wih il ruls.and reguiatons of Landiord (and. f appicable, Ownar's Associatn) tha are at
any fime posiad an the Premises or Gelvered Lo Tenant. Tanant shall o, snd shal nsur hat Guests and hoansses of Tanant do nal, c3iurb,
anmoy. andanger, o iferere wilh oifer tenasts of the bulding or naighbors, or Use he Premises for any Uniawful purposss, Inding, oul not
it o, using, manuiactuig, seling, storg, of ansporing il drugs or oher conraband, or volate any aw of ordinance, of comTINg &
wasto o rwisanco on or about e Pramises,

17, MAINTENANCE:

A Tonant OR[_! (I checked, Landlord) shall professionslly maliain he Premises incuding hestng, s condiioning, sieincal, ghimoing and
wale systes, f any, and keep g1ss, WinGOWs and door I cporalie and sate concilen, Uless Landlord s checked. 1 Tenan! fais to mainian
he Pramises, Lardiord may conirac o o perlom such malnienance, and charge Tenant for Landlrs cost.

5. Landlond ORL_ (I checked, Tenant) shall mantain ha roa, founcaton, extenae walls cermmon arcas and__
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18. ALTERATIONS: Tenar: shalnot make any aleraions i or sboul the Promises, nchuding nstalaton o vade ixures and signs, wibout Landior’s
orior writen cansent, which shal not be unreasonaby withhel. Any alleraions 1o e Premises shai be done according o Law and wih foqurec.
pernis. Tanant shll ve Landord advance nolc of e commencemen date ofany plannad atraton, 5o that Landior, a s opton, may posta
Nota of Non-Responsibily o provent potentl fins against Landlone’s Inorestin he Pramises. Landiord may 3150 requie Tenart 1o provide.
Landlord w ljon roloasos fom ary contator prforming work o the Proises.

19. GOVERNMENT IMPOSED ALTERATIONS: Ary aeatons requird by Law as 3 teslt of Tenants uso shall b Tenants responsibiy. Landird
snall be rosponsbl fo any oher alteratons requird by Law.

20. ENTRY: Tonant snali make Premises avalabie o Landlord or Landiord's agentfor 1 purpose of enterng o make inspeciions, nooossaryor agreed
rapais, ateraions,or mprovererts, or o supply nocassary or agfoed senvioes, or 0 show Premises 1 prospeive o aclual purchasers, enanis.
morigagees, lenders, apprises, or oniracors, Landlord an Tenant agree hai 24 hours nolce (oral o wrten) shall be easonable and s.ficent
otce.Inan emergency, Landlord o Landiocs apresaniative may enter Promises al any fma winout prior notice.

21. SIGNS: Tanant authorizes Landlard o lace @ FOR SALE sgn on the Premisos at any ma, and a FOR LEASE sign an the Prerisss wihin the 50
ol | ) day poriod prececing th tominaton o the agreement,

22, SUBLETTING/ASSIGNMENT: Tenant shai o subet o ancumbar all o any part of Pemisss, of assign or ransl hi agremen or any inerast
7 . wilhout the prior wrten consent of Landiord, which shal no be unraosonably wilinld. Uriess such consent s cbiained, any subeting,
‘assignmen, ranster,or encumorance of e Promises agreoment, o tanancy, by voluriary 1t of Tanar, operaton oflaw, of othanuise, snall b6
il 333 Vi, and, a the option ofLandiord, lerinate s agroement. Any proposed sublessee, assignes, or ransferoo shall aubmi 1o Lardiorc an
appication and cedi formation fr Landird's approval, an. f approved, sgn a separate wriion agreerment wil Lanlord and Tanan, Landerc'e
consant 0 any one sublease. assigament, o ransfe, hall ot be Gonsirued as consent 0 any subsequent subloase, essignmert, or ranser, snd
oes not releaso Tenant of Tenan's oblgation Under hls agroomant

23, POSSESSION: f Landord is unable to delver possession of Premises 00 Commencemen Date, such date shall be exiended (o the date on which
passession 1§ medo avalble 1 Tonant. However, the exiration dao shallramain the same as specfed in paragraph 2. If Landlord i unable o
ol posaossion witin 60 (or ] | calendar days ater the sgreed Cormencomert Dale, Tenan! may lamints this agrosment by
‘iving witen nolce o Landiord, &nd $hall 53 afndo all Rant and securly opose paic

24, TENANT'S OBLIGATIONS UPON VACATING PREMISES; Upon tarminaion of agreerment. Tenant shal () cve Landird al copies of o keys or
opening Gevlces {0 Premises, nciuding any common areas, (i) vacalo Promises and surender i to Lanclord amply of all ersons and persaral
propery (i) vacals all parking and slorage spaces; (v deliver Premiscs to Landlord n the same condion 36 referenced in paragrean 11 (v)
lean Premises; () e writen notce o Landiord o Tenants forwardio addrass: and (vi)

Al imgrovements (rsaled by Tenani, Wit or wiroul Landord's consar, bocoe  property of Landiord upen ferminaton. Landiord may
everinooss requi Tenar  ramove any such improvement hat i nol xistat ihe L possossion was meds avalebia fo Tenant,

25, BREACH OF CONTRACT/EARLY TERMINATION: In ovont Torant, pio 1o expiraton of 1 agroeme, breaches any obigalion i this
agreement, sbandons 1 premies. o gives notic o texants itent o forminate IS fanancy prior o s axpiraon, it Sddion (o any obigations
establsied by paragraph 24, Tenant shal ko b rospansilefo lost ront, rental comiissions, acvrlsing expenses, and panting costs necessary
o ready Premises for e-ntal. Landior may also recover (o Tanart; () the woth, a he timo of award.oftha unpald Ren ihat hao been carmed
atths temo of tominaton, () he worh at e tma of ward, o (e amount by which ihe npaid Rent that wovid hive bean carmed air sxpraion
unl he o of auar excends tho amount ofsuch renta Ioss ine Tenant proves caukd have boen feasonably avoided: and (i) the worl, t tha
e of award, of the amount by which the unpaid Rert (o the baance o (e larm afer 17 Umo of award exceeds the smount o such renil kase
it Tenant proves coul be reasonably avoded. Landlord may clect o cominus the tenancy In effect for 30 ong as Landiord doos notterminale
Tanants ight o possessio, by ilher witen nfice of minatlon of possession or by rlallng ihe Prerises to ancher who taked possssion, na
Landlod may enforce al Landiordsrghts and rermacies uder s sgreemen, incuai he gt t rscovar the Rent s i bocomes cie.

26, DAMAGE TO PREMISES: I, by 1o faull of Terant, Premises are otaly or parially carmagod or dostroyed by fa, oarhquake, acedent or ther
casualy, Lanclord shall navs the ight o restora the Pramisas by rapar or rebulding. 1 Landior siect  ropai o rbusd, nd is stie to compiete
‘such esioration witin S0 days from he cate of damage, subjec 0 the ters of tis paragraph,tis agreerent shal reain i il orce and afect I
Landiord is unabla to estore the Premises whin fhis time, o f Landord elcts not 10 restors, then oilhr Landiord o Tenant may termrate s
groemont by gving 1o other wiiten noce. Rent shall be sbatad s ofthe dae of damage. The abaled amount shallbe (s cutrenl morthy Basa.
Rent prorted on 2 30-ay basi. If i agreement s ot forminatec, an the damaga is ot rapaird, fen Rent shal be reducad 5ased on the
extent 10 ich e damage intefores wih Tonais (63501abio s of the Premises I ial o perlaldesiruction or damane occurs 2 2 esull o a0
i of Tenant o Tenants gussts, () only Landlord shall have 1o igh. a Lanclorc's sole discction. wihin 30 Gays & such folsl o parisl
estrucion or damage t et e ease a3 ferminate by Tonan, and (i) Lanclord shal have th rght o recover damages from Tonar.

27. HAZARDOUS MATERIALS: Tenani shal ot us, sore, generats, felease of dspose o ary hazardous materal on the Pramises.or he proparly of
i no Pramisea are part. However, Tanant s pormified (o mako use of such materals that e roquired 0 bo used n e noxmal course of
Tenans business provided thal Tenan: comples ih & apolcabls Laws rlsted 1 e hazaraaus matanals. Tenant s rosponsile or the cost of
emovatand remedation,of any clear-up of any contaminalion causod by Tanari.

28. CONDEMNATION: a8 or pat o the Procises s condorned for public use,sitha pary may forminata tis agroement as o e date possassion s
givento ho condomner. Al condemnaton proceeds, xclusive of hose alcaled by he candemner o Tenants reocaton cots and trade fures.
Befong fo Landiord

20, INSURANCE: Tanants personal propety. fiuras, seuipmert, nventory and vatices ore ot insured by Landiord against loss o damage due 1o
e, thefl, vandaliim, rain, water, criminal o niegigent acts o oihers, or any other cause. Tenant s o carry Tenanfs own property nsurance to
proiac Tenant from any Such foss. In addion. Tenant shalcary () sy nsursnce 1 an smaunt of ol 1685 han § 2000,000.60  and (1)
propersy insurance in an amount uffcent t Cover e raplacament cos of (e proparty I Tenani s rasponsie for maininancs under paragraph
78, Tenants insurance st same Landiord and Landors agont as dGtions!Insured. Tenan, upan Landiord's reques, shal provide Landord
win 2 coifate of insurance esiablishing Tenants complance. Landord shall mainai iablly nsurance Insuring Landiord, but nol Tenant, i an
amount o atfeast S T Bs propeet insurance in an amount suffient t cover the eplacerment cost o he praperly unless Tenant
I rasponsioe for maiisnance piisuant 1 paragraph 176, Tenan! 5 a0 cary busingas nirmupion meurance n &n amoun ot sast uffcent
0 cover Terants complte rental obigation to Landior. Landlord s advised o oblin a polcy of rgnta loss Insurance. Both Landord ang Tenan
elease oach other, and waps e respeciive figns t subrogation agains: each othar, or lss (igihage covered by Inuranc.

Landiond's inials { i ) ‘Tenants Infiais " ) @
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30. TENANCY STATEMENT (ESTOPPEL GERTIFICATE): Tenan! shall Gaccule and ratun  tanancy siterent (esoppel coricale, devered 1o
enant by Lanciord or Landlord's agent within 3 days afer s recept. Tho enancy siatement shall acknowledge ha U agroemen s urmodifed

and in ul forc, ot in u force as mocifed, and sl the modiicaions. Failre to comply with this requrement: () shll b deemed Tenant's
acknautadgment that he fanancy staemen & e and corec, and ray be refed Upon by  prospecive lander or purchaser, and (i) may be
roated by Landlord a5 & matral roach of ths agreemant. Tenan shal afso propers, sxecots, and debve to Landiord any fancie sitement
(utich vl b e n confidence) reasonaby requosied by a prospectve lndot o buyer.

31, LANDLORD'S TRANSFER: Tenani agreos that ho transforoe of Landlords. nlerest shall b0 subsitued a5 Larderd under this sgreemen
Landiord wil b reloased of any fuihr obigalion fo Tenant ogording he securly deposi, oy i he securty deposit  rfumes fo Tenant upon
such transfor, o f the secuity deposi s scual rrsiertd {o th ansieree. For sl it obigations under s aprcement, Landord s eleasod
ofany furhes labiy o Tenant upon Landiod's ransier

2. SUBORDINATION: This agreement shall ba subordinte o all eising ins an, ai Landlord' opton,tne lin of any st deed of st o st
morigege subaquontly laced Upon th rel propertyof which i Pramises aro & ar, nd o any advances mado cn e soculy f e Prenisss,
and {0l renewals, mdifcaions. conslitons, ropiacomens, and catnsions. However. 5 o he e o any deed of st or morigage eniered
Info afer cxeculon of s agreement, Tenants ght (o quie passession o tho Premisas snall ol ba disturbod F Tenmni f ol in efaul an 50
ong o5 Tenant pays the Rent and Goservas and perfrms o of e prowisions of (s agreamant, nless i agreement i alhanviso orminsied
porsuant o s terma. f any morigagee. s, or Ground lssor cecs t v this sgreament place n @ securly posdon prio 1o e flan o &
morgage, dosd of st o aund leas, and giveswin rolc fo Tonan, s agosmert Shall ba doamed pro 1 tht morigage, doed of (st
orground ease,or the dateof rcorcing

35, TENANT REPRESENTATIONS; GREDIT: Tonant arrart tat s satements i Tenants fnancl documents and rental appicallon are accuate.
Tonan aulhorizos Landiod and Brokee) 1 Gblain Tanants crdit rpart a tme of aplcation and percdially during tenancy in conneclon wif,
approval, modifcaion, orenfocemen o s ayeement. Landlord ay carnce 1 agroemen: () boers occupancy begin. Upon disaoproval of
e crodi ropoi(s): o (1 at any timo. upon ciscovering hal nfornaton in Tenants applcaton i faise. A negelive credi rgort rafecing on
Tenants scord may ba subrid 1o e reparting agency,f Tenant fas o pay R or comply wih ary oier obigaton under i apreerent.

34 CONSTRUCTION-RELATED ACCESSIBILITY STANDARDS: Landiod safos tht re Prmises ] has, cr:, has ot been nspected by a Crtfod
Access Speciait. I 50, Landiord tates thl tho Premises| |has, or| |has ot been delemined lo meet ail applcaie consluctorclated
2ccessiily sandards pursuani to Civl Code Secion 55,53

35. DISPUTE RESOLUTION:

A MEDIATION: Tenart and Landiord agree to mediato any dispule or csim aisivg between them out of s agroemant, o any resuling
ansacton, befoe resoring 0 arsiraton or courtacton, subjctto paragraph 358(2) blow. Paregraphs 355(2) and (3) el whether or ot
iha arbiratin provisio is nilsle. Meciaton aes,  any, shall be dvided equally smong th paries ivolved. Ifor any dspute of lam 1
mich s paragrach appie, any pary Commance a1 clon WA (st i t 180N ha rals Tvough markaton, o ehses o
mediae afer o foques! has been mado, hen fhat party shall ot be ntied 0 acovar aommey fovs, even f hey weu'd oberwio be avaiabio
o Pt pary n any 5chacon. THIS MEDIATION PROVISION APPLIES WHETHER OR NOT THE ARBITRATION PROVISION 1S INTTIALED,

8. ARBITRATION OF DISPUTES: (1) Tonant and Landlord agree that any dispue or claim in Law or equity arising between them out of
s agreemant or any resuling transaciion, which s o settied froligh mediaton, shall ba decided by neulal, binding arbration,
Including and sublectto paragraphs 358(2) and (3] below. The arbtrtor shal be  rered jucgo or ustice, o an atiorey Wit at feast
& years o real estate transactional aw experience, unless the poriis mutually agre fo o differen arbirator, who sl render an
award in accordance wih substantive Galioria Law. I allothe rospect, i arbiraton shallbe conducted i accordance Wit Part
1l Tile 5 o the Califoria Gode of Cvl Procodure. udgment upon the award of the arbirator(s) may be entered in any court having
juisclcon. The parties shall nave he ight o discovery n accordance with Gods of Givil Procadure §1283,05
2) EXCLUSIONS FROM MEDIATION AND ARBITRATION: Tha folowing mafies re oxckdad rom Medlation and Atirton heeundss. ()
il or noruicial foecosur o other acion o proceeding o &oce  Gead of Wik, maNGaGe, or netalment land sale conract 33
cefingd i Gl Codo §2985; (1) an uniail delaner acton: () h fing 0 snorment of A machanc o () any matior hat o witin o
risicion f a probate, small s, o Saniupty sour: and () an ackan o oy nury or wrong deat, or or et of pato efecs o
‘hich Code of G Prosedure §337.1 a §337.15 apples. Th fingof cour acton to noe e recarding ofa notos of pering acion, ot
e of atachment, fceiversip, inncon, or oher provisonal amaces, shal ot constie 8 volation of e metaton and AN
provsions.

@) BROKERS: Terant and Landiord agree 1 medate and st dsputes o cisims involing ithe o both Brokers, orovided fter o b
Erokers snall havo agroed fo such medilon or arbiraton. rce 1, or wihin a reasonable fime afer he dispule o claim = prosenied to
Brokers. Any slacion by 6ither of bl Brokers {0 pariciats n meclaton or ariaon shel nol rest In Erokers b deemed garies o the
aaroement
NOTICE: BY INITIALING IN THE SPACE BELOW YOU ARE AGREEING TO HAVE ANY DISPUTE ARISING
OUT OF THE MATTERS INCLUDED IN THE ‘ARBITRATION OF DISPUTES' PROVISION DECIDED BY NEUTRAL
ARBITRATION AS PROVIDED BY CALIFORNIA LAW AND YOU ARE GIVING UP ANY RIGHTS YOU MIGHT
POSSESS TO HAVE THE DISPUTE LITIGATED IN A COURT OR JURY TRIAL. BY INITIALING IN THE SPACE
BELOW YOU ARE GIVING UP YOUR JUDICIAL RIGHTS TO DISCOVERY AND APPEAL, UNLESS THOSE
RIGHTS ARE SPECIFICALLY INCLUDED IN THE ‘ARBITRATION OF DISPUTES' PROVISION. IF YOU REFUSE
TO SUBMIT TO ARBITRATION AFTER AGREEING TO THIS PROVISION, YOU MAY BE COMPELLED TO
ARBITRATE_UNDER THE AUTHORITY OF THE CALIFORNIA CODE OF CIVIL PROCEDURE. YOUR
AGREEMENT TO THIS ARBITRATION PROVISION IS VOLUNTARY."
"WE HAVE READ AND UNDERSTAND THE FOREGOING AND AGREE TO SUBMIT DISPUTES ARISING
OUT OF THE MATTERS INCLUDED IN THE 'ARBITRATION OF DISPUTES' PROVISION TO NEUTRAL

R
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36. JOINT AND INDIVIDUAL OBLIGATIONS: If thara s more than one Tenan, cach one shall be inaividualy and compietly responsibe or the
porfomanceof sl obigatons of Tanant under s sgreement, ol wihevery ther Tenani, and niviuafy, whethe of 1ot n possassior.

37. NOTICE: Notices may be served by ma, facsiile,or courer a th folloing acress orlocaton,orat any therocation subsocenty designated:

Landiord. Hogan Lans Partnershlp Tenant: Lulu's Fashion Lounge,In.

4601 Foather River Bivd, #20_ A 195 Humboldt Ave. =
Orovile CavsIss T R S —

Notice is deemed effeciive upon the eariiest of the following (1) personal receipt by either party or their agent. (i) writien acknawledgement of nobce: of

(i) 5 daye ater maling R to such location by st ciass mai, postage -

38, WAIVER: The walver ofany breach shall ot bo consinsod as 2 contuing walver of e same brsach of  walver of any subsequent bieac?,

35, INDEMNIFICATION: Tonant shal ey, Gefond and hokd Landiord harioss,from al cais, dsputes, igaton.judgments and attomay foos.
arising out f Tenants use of e Prerises,

40, OTHER TERMS AND CONDITIONS/SUPPLEMENTS: OPTION TO EXTEND TERM OFLEASE:

e svant tht he Tspen s o I dafslt o ay provision o e e, Tona shall ave o (3)Thros 3] yoar optione to extend the
Torm o this Loase o ailof the same tarm and concllons, except Bsze Reat or thefrst p(ion shalbe 50.70 per S for the le ofths
‘option, he sscond and any subsequentoptons wil hve th bass rnt Increase by 3% anoualy on the nniversary dateof o esse..
Esch Gprion iay. b exerisec by Tonaat giing wrffn noiee fo Laniar o gse (han one hunsied and twealy. 120, Gaye oior @ 09
end ot th applicabi tem.

Landlor sne Teqant will b 2spanaie for the commlsion sad o ol agent rspregentettes. .

he falowing ATTACHED supplementsfexhsits are fcorporate in s agroement ] Oplon Acreement (CAR. FomOAL
‘St A, Ez1als May 2 and May 3 are part ofthe Iaese zgrsement. i

1. ATTORNEY FEES: i any scon o rocecing rising ot of No agroemens, 1 prevaig gary b Lonclrd and Tenan! sl o enled o
Tensoral ey a5 a0 cos fom i o revaling Ao o T, GAcept 5 rvied 1 paraaph S5

42, ENTIRE CONTRACT: Time i oftho ssence. Al i asemants btwean Lancord and Tenant ers incopaled i Ui agreement, whh
Constios o i conyac 1.1 ienand 8 & I expressn o 1 pries sgroomers, n may ot e contaticed by evdetce o oy it
Careaman o comtmporinoa 00 ageament. T Pries 11ht a1t 4 e ConesnA h compee s cacliiv siear o
e, 1o n el ovdenca whatsacuat ey b iraduced m amy kil 3 b procesng. | ay, o s arsemont Any
Sion o e areament 1t 5 nola 1 e 1ok ST ot sk ne vy o aorcoaily of 3y aer provin 1 NS agreemer. Ths
Cirecman shel e bing apon,an uf 100 e, ks, sness v succesan o h paree.

45, BROKERAGE: Landiord and Tonan sl sac pay o Erokers) r-fec agroa b, f any, 1 2 oparts i agrsemers. Nokber Terart o
oo P w25 h sonice o, o o sy bt 1o o cempensaton . & lcened 68 it bofer (néhial of cororte). agen.
o, o e ardy vt han o5 a1 i speema, . contohin iy 4 lain 1o o Prise. cusing, bt ot imed o
e rodestons. onehaiors, v nefEAAtona adn 4 socmor. Tenae ar Landerd G red (o ey, dfen a Fki
Wi o s v o ks Spasiod e, a7 et 36 o A ST amy o, G3ponaes, o ey o Compersaton dames
et o sy eprsition s e 45

44 AGENCY CONFIRMATION: e flling sgencyristonsip re ety confrmad for i ransacton
Ustng pgen. T Gyeup R xtte Srere. - (Pan i Name) s e sgen o chck one)

i Landord ey or_ bo e Tonant ar Landerd

Sl hgor o g Wil Commessial . (ProtFim Name f ot samo s s Agers) it agentof chck oe):
Ko oran sAEENGl: o e Lol ey o e Tenant ard Lanced

el et rakars r o s 0 o et etween Tanan and Landors.

¢
Candonsunitas ¢/ /// 00 ) ronante (700 )
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Landlord and Tenant acknowledge and agroe that Brokers: () do not guaranice the condition of the Premises; (i) cannot
Verify representations made by others; (i) will not verify zoning and land use restrictions; (v) cannot provide legal or tax
advice; (v) will not provide other advice or information that excesds the knowledge, education o exporience required to
obtain a real estate icensa. Furthermore, f Brokers are not also acting as Landlord In this agroement, Brokers: (i) do not
docide what rental rate a Tenant should pay or Landliord should accopt and (vi) do not decide upon the langth or othor
torms of tanancy. Landiord and Tenant agrea that they will sk legal, ta, insurance, and other desired assistance from
appropriats professionals.

Tt - . eeBlm
Crystal Lan

{Print name)

e 108 Humbeae v swoca_ _zosss
e o -
{Printrame)

Address __ - State__ ¢ IST—

|| GUARANTEE: in consideraion o the exscuon oftis Agreement by and between Landlord and Tanant an for valuathe considerstion,recaipt o
‘which is hersby acknowiedged, the undarsigned (‘Guaranio) does horaby: () guaraniee uncondionaly o Landiord and Landiocd's sgerts,
‘sucoessorsand assigns, the prompt paymantof Ren or oar sums that becor due pursuant o this Agreemen, nclucing any and alcourt costs an
attomey foes incuded in enforcing the Agreement,(I) consent o any changes, modiicatonsor afsraions of any lrm n s Agreomant agroed o by
Lanclora and Terant,and () walve any rgh 0 recuire Lanciors andior Lancios agents 10 procood agaist Tonant or any defaul occuring unc:
his Agteemnt efore seeking 0 nforce ¥ Guarantee.

‘Guararor (it Name)
Guaranior

oy s 7o s

Agency elationshipsare confimed as above. Realestatsbrokers who e ot also Landiord n s agreement are not 3 pary o he agreemert between
Landiord nd Tengnt.

e Estto Beoke (Lassing Fn) eflor Wilioms Commorcial CaBRE L 4
L  camewes owe
Adaess L 1N oy _ sue

Teophone

Reai Esato Broker (Listng Fim) Th

GtyChieo _ Sweca  zZpossm
Emel fenk@chicocom e
2016, Galoma Assosalonof REALTORS . Unées Sties copiiw (Tt 17 .. Code) i oz v, Jeciay and eproducsonal i o, or

ry orio e, plocopy T o 3y e e, N acunds o Compifarzed omats.
THS FORM HAS BEEN APPROVED SV THE CALIFORMA ASSOCTION OF REALTORS® (C-AR ), NG REPRESENTATIONIS MADE AS TO THE LEGAL VALDITY OR

ACCURACY OF ANY PROVISIO N ANY SPECIIC TRAKSACTION. A REAL ESTATE GROKER 13 THE PERSON QUALIFED TO ADVISE O REAL ESTATE
TRANSACTIONS. I YOU DESIRE LEGAL OR TAX ADVICE. CONSULT AN APPROPRIATE PROFESSIONAL

Puslished ana Disuied
REAL ESTATE BUSIESS SERVICES, INC. @
subeidry of e Clforia Associc of REALTORSS

< 525 Souts Vs Avere,Low Angeles,Catomia 90020
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CALIFORNIA
AssociaTion  COMMERCIAL LEASE CONSTRUCTION
W OF REALTORS® ACCESSIBILITY ADDENDUM

(CAR Form GLCA 11/16)

This Is an addendum to the Commercial Lease Agreement (lease) dated

in which Hegan Lane Partnership, Stephen Seidengla
and Crystal Landsem-Estes, LuLu’s Fashion Lounge, Inc. —is referred to as "Tenant".

Paragraph 34 of the lease is deleted i its entirety and replaced by the following;

Paragraph 34, CONSTRUCTION-RELATED ACCESSIBILITY STANDARDS:
A. Landiord states that the Premises | have, or x| have not been inspected by a Certified Access Specialist (CASp).
B. Ifthe Premises have been inspected by CASp,

(1) Landiord states that the Premises | have, or| ~ have not been delermined to meet all applicable construction-
related accessibiltystandardspursuantto Civil Code Section 55,53, Landiord shall provide Tenanta copy of the report
prepared by the CASp (and, if applicable a copy of the disabilty access inspection certfcate) as specified below.

(2) () Tenant has received a copy of the report at least 48 hours before executing this lease. Tenant has no riht
o rescind the lease based upon information contained i the report.

OR  ["|(i) Tenant has received a copy of the raport prior to, but no more than, 48 hours before, executing this lease,
_Based upon information contained in the report, Tenant has 72 hours after execution of this lease to rescind L
OR [{(i) Tenant has not received a copy of the report prepared by the CASp prior to exccution of this loase.
Landlord shall provide a copy of the report preparad by the GASP (and, If applicable a copy of the disabilty accoss
inspection certifcate) within 7 days after execution of this lease. Tenant shall have up to 3 days thereafier to
fescind the leass based upon information in the report.
C. If the Premises have not baen inspected by a CASP or a certificate was not issued by the CASp who conducied the
inspection,
“A Certified Access Specialst (CASp) can inspect tho subjoct premises and determine whether the subject premises
comply with al o the applicable construction-elatedaccessibitystandards under siate law. Afthough stato law does.
not requir a CASp inspection of the subject premises,the commercial property owner of lessor may not prohibit the.
lessee or tenant rom obaining a CASp inspection of the subject premises for the accupancy or potential occupancy
of the lessee or lenant, f equested by the fessoe or tenant. The pariies shall mutually agree on the arrangementsfor
the time and manner of the GASp inspection, the payment of the fee for the CASp inspection, and the cost of making
any repairs necessary to correct violations of construction-related accessibilty standards within the premises.”
D. Nowithstanding anything 1o the contrary in paragraph 17, 18, 19 or elsewhero in the lease, any repairs or
mocifications necessary to correct viokations of construction related accessibiity standards are the responsibilty of

Tonant [ |Landorai Ofrer
Tenant (Signature) ,Zﬁﬁa&/& _ oae 7/3/17)

Tenant (Signature) _ _ Date

Tenant (Print name) __ . I

Landlord (Signature) ,ﬁ‘;ﬁ‘%/— pate_7- 5 -11 (i
Landiord (Print name) #égar L#e Pertnership, Stephen Seidenglanz
Landiord (Signature) _ Date

Landiord (Print name)

€ 2015, o Assoision of REALTORSS, . Unked SiatoscopyGh s (Tile 7 U 5. Code) i h unathrzad disibulon, sy and reposucion f e
form. o any orion hareo, by poicpymacine or a it ean, ncud tacsnie o computarized rmats
TS FORM AAS BEEN APPROVED BY THE CALIFORNIA ASSOCIATION OF REALTORSS (€ AR) NO REFRESENTATION 1S MADE AS T0 THE LEGAL VALIDTY
OR ACCURACY OF ANY PROVISION IN ANY SPECIFIC TRANSACTION. A REAL ESTATE SKOKER S TH PERSON GUALIFIED TO ADVISE ON REAL ESTATE
TRANSAGTIONS. IF YOU DESIRE LEGAL OR TAX ADVIGE. CONSILT AN APPROPRIATE PROFESSIONAL

Pubihod and Dsred

"REAL ESTATE BUSNESS SERVIGES, INC.

' s ofho Colkoia Assocaton of REALTORS®.

525 S Yrgh Avence, Lo Angels, Calo 90020

CLCA 11116 (PAGE 1 OF 1)
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‘§ SanEpoR I COMMERCIAL LEASE AGREEMENT
=

ASSOCIATION
% OF REALTORS® (CAR. Form CL, Revisod 413)

Date (For reference only): _November 5, 2018

Hegan Lane Parinersiic (Landior) ang
Tril's Fashion Tounge [IT TTERaATY agree as olows:
1. PROPERTY: Landiord rents to Tenant and Tenant rers from Landiord, e real propery and improvements described a5
2817 Hegan Lane UnitE_Chicy CA 96028 —
omrise approvimaley /3 % f the otalsquare Toutege of rertable space n T G7TFe proparty. Se BT 2 for a frther
descrplon of the Premisss.
2. TERM: The ferm begins on (date) __J8nuary 1, 2020 s (‘Commencement Date’),
(Check A or B): B
B A Lease: and shall terminate on (date) _December 31, 2022 at__4:30 1 AM [ PM. Any holding over afler the.

term of this agreement expires, wrlh Usndlords corsent, Shall reate & monti1o-month 6rancy Tiat sthes party may tarminate s speciied in
péragraph 28 Rent shall be at a rate equal (0 the rent for (e immediately preceding monih, payable In advance. Al other terms. and
condiins of this agraement shal rermain n ul orco and affect.

0 B Month-o-month: and continues s 2 moniho-month enancy. Eithar party may terminate he fonancy by giving wiiten notce to the ather at
least 30 days prior 0 the intended lermination date, subject 0 any appicable laws. Such notce may be gven on sy date.

B C. RENEWAL OR EXTENSION TERMS: Seo atachortaddendus_naragranh 41

3. BASERENT:
A Tenant agrass to pay Base Rent at therate of (CHECK ONE ONLY)
Q@S " permonh,forthe tam of the agroement.
o@s per monih. or the st 12 monifs of the sgreement. Commencing wilh the 13th month, and upon exciraion of

ach 12 month Tereater, rent shal be adjusled according (o any fcrease i (ho U-S. Consumer Price Index of the Buraau of Labor
Stsistics of he Depariment of Labor far Al Urban Consumers ('GP for
(ihe city neerest the location af the Premises), based on the folowing 57U B356 ot il Bo Tulipiad By T FiosT Garent CPI
precexing the first calendar month during which the adjustment i o 1ake offec, and divided by he most recent CPI preceding the
Commencement Date. In no even. shall any adusted Base Rent be less than the Base Rent for he month immedialaly precedng tho
adjusiment If the CP{ s o longer published,then he sdjustment to Base Rent shall be based on an aemste ncex hat most Hosely
{sflects the CPI.

O (3 § 284800 per month forthe perod commencing __January 1, 2020 andending December 31 2070 and
H per month for the perod commencing IR and ending DECEMPerTT 2001 and
§ 2005 B Lo o o L pood ovoncy Lo 202 ‘and ending Decamber 31 2077

[ (4) InScoordance Wi T sttached rent schedule

8 (3 oter

8. Base Rents payable n advance on the st (or ) day of ach calondar mori, and s definquent on e o day.

G Ifthe Commencament Dato fals on any day olher far s 7St day of e monih, Base Reni fo the st calendar month shal be prorated based
on 2 30-day period. Il Tenant has paid one full monif's Base Rent in advance of Gommencement Date, Base Rent for the second caleadar morh
hallbe prorac based on & 20-day period.

4. RENT:
A Dsfiniion: CRent) shall mean all monetary obliations of Tenant to Landlord under the terms o i agreement, cxcept securlly deposi.
5. Payment; Rent shall be paid o (Name)__Fegah Lene barinersns a acress)

4801 Feather River Blvd 29 Orovile_CA 95665 T al any other
calon spaciied By Lardlord v 1o Tenart

. Timing: Base Rent shal be paid as specifed n paragraph 3. AR ofhr Rent shalbe paid witin 30 days after Tenant s bl by Landiord.

5. EARLY POSSESSION: Tenant s eniled to possession o th Promises on.

1f Tenan i in possession prior o the Commencement Dale, duting this [ (] Temant s ro 0bTgaied 1 pay Base Rent. and [ Tenan IT s

QL is ot obigated o pay Rent olher than Base Rert. Whethar or not Tenant is obigaled o pay R priof o Commencament Date, Tenanl is

Gbigated o comply wih 3l ther tams of tis sgreement. !

6. SECURITY DEPOSIT:

A Tenant sgrees to pay Landlord $_2848.00 a5 a seaurly daposit. Tenant agrees not o hok Bicker responsible for s eturn.
(F GHECKED) 1 I Sase Rent ncroases during 1 ar o s agreemeni, Tenant sqrse {3 ncroase scouly Goposi by the same proportn
52 the mcrease in Base.

8. Al or any portion of the secrty deposit may be used, as reasonably necessary. to: i) cure Tenants defaul in payment of Re, ate charges,
non-sufficient funds (°NSF) fess, or other sums due; (i) epalr damage, exciucing ordinary wear and tear, caused by Tenart of by  gust o
liensee of Tenant: (i) broom clean the Premises, if eosssary, upon lerminalion of tenaicy: and (i) cover any lher uniuliled obigalion of
‘Tenant SECURITY DEPOSIT SHALL NOT BE USED BY TENANT IN LIEU OF PAYMENT OF LAST MONTH'S RENT. If sl any porlion of the
securly depost is usad during tenancy, Tenant agrees 1o reinstate the toll sccurlty deposit within 5 days after writen notce & delvared fo
Tenant. Within 30 days sfler Landiord receives possession o the Premises, Lanclord shalt () furish Tenant an Remized statement ncicatng the
amount of any securly depasil received and the basis for ls dspasion, and (1) retum any remainng porton of securky deposh to Tenant
However, i the Landlord's only claim upon the sacurty deposi s for unpaid Rant, then the remaining porion of e sacurty depocit, aner
deducton of unpaid Ran, shal bs relurad uilhin 14 daye ate the Landord receives possession

. N Ieras il bapa o securty Gepost, Uios requre oy ol oxinance
venanes s (2 By (B

Landlord's niiae )

©2013, Calfomia Associaton of REALTORS®, Inc-

Reveueity oae
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Premises: 2812 Hegan Lane, Chico, CA 95028 Date __November 5, 2015
7. PAYWENTS:

PAYMENT
TOTALDUE RECENVED BALANCEDUE  DUEDATE
A RentFrom 010120 To_O1U31/20 5 _2848.00 s___000 §_284800 010112020
=3 EQ
B Securty Depasit 5_284800 s 000 5_284800 011012020
©. Othar: _CAM - Jan 2020 §__ 10000 §___10000 s__10000 010112020
o
0. Other: s s $
Y
£ Total: 5579600 s___000 5_5796.00
8. PARKING: Tenant is eniled lo_tu0. unreserved and___zero rosarved vahicl parking spaces. The fight
to parking 3 i (] s ot Included in the Bass Rent charged pursuant to paraggaph 3. If not included in the Base Rent, the parking tental fee shal
be an sdtonal 5, per month. Parking space(s)are to be used fo parking operable motor vehices, except for ralers, bosts,

campers, buses of trucks (ofhe han pick-up trucks). Tenant shal park in assigned spacef(s) only. Parking space(s) ae (o bo kept clean. Vehices
leaking o, gas or other motar veficle fluids shall not b parked in parking spaces or on the Premises. Mechanicel work or storage of Inoperable
Vehictes is o allowed n parking space(s)or elsewhere on the Premises. No ovemight parking is permittd.

9. ADDITIONAL STORAGE: Storage i permited as folows 15i0 warefouse oniv
“The fightto adalonal torage space (] 15 [] i not inciudod in the Base Rent charged pursuant fo paragraph 3. If nal Incuded n Bese Rent
storage space shall be an additonl 5 per monih. Tenant shal siore only personal property that Tenant owns, and shall not
Store proparty that is claimed by another, o n vTich anotrer has any right, W, o nterest, Tenant shallnot stora any impropery packaged food or
perishable goods, flammable matsrils, explosies, of olher dangerous o hazardous material. Tenant shall pay for, and be responsiis for, the
clean-up of any contamination caused by Tenant’ use o the storage area.

10. LATE CHARGE; INTEREST; NSF CHECKS: Tenant acknowledges tha sithe ato payment of Rent o issuance of 3 NSF check may causa Landiord
{0 incur costs and expenses, the exact amount of which aro extramoly dificut snd impraciioal to defermine. These costs may include, but re not
fimited to, pracessing, enforcement and accounling expenses, and late charges imposed on Landlord. I any instaliment of Rent due from Tenant s
o rocalved by Landlord withn 5 calondar days after date due, or i 2 chock is retumad NSF, Tenant shal pay lo Landiord, respectvoly
& _10% aSe (EnL_ as late charge, plus 10% inerest per annum on the dofinguent amount and 52500 as a NSF fea, any of which shall be
deemed adational Rent. Landiord and Tenant agres that thess charges eprosent & fair and reasonable estimala of the cosls Landiord may incur by
reasan of Tenants late or NSF payment. Any late charge, deinquent infrest, of NSF fee due shall ba pald with the current insialiment of Rent
Landion's acceptance of any lae charge or NSF fee shall nol constiute 3 waiver as 1 any defaut of Tenant. Landiord's ight o collect a Lata Charge
or NSF fee shali not be deemed an extension of he dafe Rent s dus under paragraph 4, or prevent Landlord from exercsing any other fights and
romodies under tis agreemen, and 35 provided by law,

41. CONDITION OF PREMISES: Tonant has examined the Prermises and acknowiedges that Premise fs ciean and i aperative conditon, wih the
following exceptions:_none
Hems fsted as exceplons shall bs doalt with I e ollowing maner

2. ZONING AND LAND USE: Tenant acospts e Prorisss subject 1o al ocal Sate and foderal laws, reguiations and ordiances (‘Laws?). Landiord
makes o representation of warany that Premises are now of n the future wil be sulable for Tenants use. Tenant has mads s on investigation
regarding al appicable Laves.

13. TENANT OPERATING EXPENSES: Tenant agreas Lo pay fo 2l uiies and services directy biled to Tenant.

14. PROPERTY OPERATING EXPENSES:
A Tenant agrees to pay ts propoonate share of Landlord's sstimated monihly proparty operating expenses, incuding but not mited to, common
area maintenancs, consolidated utity and service bils, insuranc, and realproparly tsx6s, based on the tatio of the squrs footage of the Premises.

o ihetota square footage of the rentable spaca in the et propert _ 5100 00/mont?.

OR 8.7 (I checked) Paragraph 14 doss ol 2Dy

15. USE: The Premises are forthe sole use as _warefouse space/siorace
No other use is permited wihout Landlord's prior writen consent. f any use by Tenan! Gauses an increase in (e premium on Landiord's sxsiing
propety nsurance, Tenant shall pay for the ncreased cost Tenant willcomply with allLaws aflactng 1 use of the Prermises.

16. RULES/IREGULATIONS: Tenant agrees to comply with il ules and regulations of Landlord (snd,  applicable, Owner's Association) that ae at any.
time posted on the Premisss or defvered to Tenant. Tenant shallnot, and shall ensur that guests and licansass of Tenant co o, distur, annoy,
endanger, or interfere with othe tenants o the buikling or neighbors, o use the Premises for any urlewul purposes, ncluding, but not it f,
using, manufacturing, saling, stong, or transporting ict drugs or other contraband, or vilate any law or ordinance, or commiting a wasle of
uisznce on or bout the Premises.

17. MAINTENANCE:

A, Tenant OR T (I checked, Landlord) shall professionaly mainiai the Premises incuding heating. 2 condiloning, lacirical, plumbing and
water systams, i any, and keep glass, uindows and doors in operable and safe conditon. Unless Landlord is checked, i Tenant fals to maintain
the Premises, Landlord may contiact foror perform such maintenance, and charga Tenant for Landiord' cost.

B. Landlord OR[] (If chacked, Tenant) shall maintain th roof foundation, exterior walls, common areas and

Landions' i X ) revavs s L)

£

ety
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Premises: 2812 Hegan Lane Unit E Orovile, CA 95028 Dete ___11/05/2019

8. ALTERATIONS: Tenant shell not make any aRerations n or about the Premises, inclading instalation of rade ftures and signs, without Landords
por written consent, which shal not be unreasonably wRfheld. Any altration 1o the Premises shall be done according to Law and with requied
‘pemts. Tenant shallgive Landiord advance notce of the commencement date of any planned aeraton, 5o hat Landlord, at s option, may post a
Nolce of Nor-Responsibilly to prevent potsntial fiens against Landiord's inierest in the Premisos. Landird may siso fequite Tenant to srovice
Landlord with len releases from any coniractor peforming work on the Premises.

19. GOVERNMENT IMPOSED ALTERATIONS: Any allerations requited by Law 25  result of Tenants use shal be Tenants responsiblty. Landiord
shall ba responsible for any other alleratons required by Law.

20. ENTRY: Tenant shall make Premises availabe fo Landlord or Landiord's agent forthe purpase of enfeing to make inspections, nacessary or agreed
fepait, aleatlons, of mprovements, o to supply necessary of agreed senices, o 1o show Pramises  PospECEVE or aciual purchasers, tanants,
mortgagees. lenders, appraisers, or contractors. Landlord and Tenant agree that 24 hours nafice (ora or witen) shal be roasonable and suffcient
notice. I an emergency, Landord or Landiord' reprosariative may enter Pramises at any Gime without prio notce

21. SIGNS: Tenant authorizes Landlrd to place a FOR SALE sign on the Premises al any tme, and  FOR LEASE sign on the Premises within the 80
O ) day period preceding the terminatin of the agreement

22. SUBLETTINGIASSIGNMENT: Tenant shall o subletor encumber all or any partof Premises, o sssign or ransfer hs agreement or any ntorestin
i, without the pror writien consent of Landiord. which shall not be unreasonably wliheld. Urless such consent is obtained, any subleting,
assignmen, ranser,or encumbrance of the Premises, agreement, or tonancy, by voluntary actof Tenant, operaton ofaw, of otherwise, shall be nul
and vold, and. at he option of Landiord, terminate this agresment. Any proposed sublessse, assignee, of lransieres shal submit o Landiord an
applicaton and credit iformation fo Landiords approval, and, if 3poroved, sign a separate wrillan agreement with Lanclrd and Tenant. Landlords
consen {0 any one sublease, assignment,or transfer, shal ot be construed a5 consent to any subsaquent subleass, assignment, of ransfor, and
does not release Tenant of Tenants obliailon under s agraamen.

23. POSSESSION: f Landiord s unable o daliver possession of Premisse on Gommencement Date, such date shall be exisnded to the date on which
possession s made avalable fo Tenant. However, the expiraion dale shal remain the sama as specified n paragraph 2. If Landlord 1 undble (0
deliver possession within 60 (o] } calendar days ate iho agresd Commencement Date, Tenant may terminate this agroament by
giving uriten nolice o Landiord, ard Shall 5 rended l) Rent and securly depos paid.

24, TENANT'S OBLIGATIONS UPON VACATING PREMISES: Upon termination of agroemant, Tenant shai: ) give Landird ail copies of al keys or
opening devices to Premises, including any common areas; (i) vacale Premises and surrandsr & to Landord smaly of al parsons and peraonal
erogety; (i) vacate all parking and storage spacas; (v) delver Premisos to Landlord i the same condion 5 referanced n paregraph 11, (v)
clean Pramises; (v) give witten nolce o Landlord of Tensnts forwarding acdress; and (vi)

Al improvements Tnsiaied by Tenar, i or wihout Landords consent. becoma i propery of Landiond Gpon Tarminalion Landiord oy
neverheless requie Tenant t temove any such improvemant tha cid ot exist at th tims possession was made avaisbl (o Tonant.

26. BREACH OF CONTRAGTIEARLY TERMINATION: I event Tenant, pior to expiration o this agroement,breachos any obigaton in this agreement,
abandons the premises, o gives nolice of enant’s infent o temvinate this fenancy prior to s expiation, n addilon to any oblgations establisned by
paragraph 24, Tenant shal akso be responsible for los rant, rental commissions, advertsing cxpanses, and paining coste nocessary o ready
Pramises for re-tentl. Landiord may aiso recover ffom Tenant: (1) he worth, t the tim o award, of the unpeid Rent thal had baen carmad at (e time
ofterminaton (i) the wort, a the tme of award, of the amount by which the unpald Rent tha would have been samed after sxpiation unii the tima
of awar exceeds the amount of such ental o the Tenant proves could have been reasanabiy aveidsd; and (i) tha worth, a the fime of award, of
he amount by which the unpaid Rent for the balanco of the term afie (e o of award sxcesds the amount of such rental foss hat Tenant proves.
0ukd bo reasonably avoided. Landiord may elect to coniinue the tenancy i efect for 30 long 25 Landiord doss not terminate Tenants raht 1o
possassion. by either writen nofice of temination of possession or by releiing the Premises to anathar who takes possession, and Landiord may
‘nforce ail Landlord's rights and remeies under this agreemen. incluig the fight o recover the Rent as it becores Gue

25. DAMAGE TO PREMISES: If, by 1o fau of Tenant, Promises are tofal or partialy damaged or destroyed by fe, earthauake, accidant of other
casualy, Landlord shall have th righ to restore the Premises by repai or rabuikling. If Landrd slects o repai o rabuld, and is ab fo complots
‘such restoration wlhin 90 days from the date ofdamage, subject o the s o tis paragraph. tis agrecment shalremain n fullforce and sffct I
Landiord is unable (o restore the Prmises within this time, or f Landlord elects nat t restore, then either Lanlord or Tenant may femminate ths
agreement by givig the olher witen nofice. Rent shall 52 abated a5 of he dato of damage. The abated amount snall be the current monthly Base
Rent prorated on 2 30-day basis. I his agreement is ot terminated, and the damae & ot repaired, then Rant shall be recuced baced on the exiant
o which the damage inferferes with Tenants easonable uss of Premisas. I damage occurs as a esuit ofan actof Tenant or Tenants guest, ) only
Landlord shall have the right, at Landlord's Sole discreton, wihin 30 days afor such (oal or paral destruction or damage (o fraa the leses a5
terminated by Tenant, and (i) Landiord shall have the ight o recover damages from Tenant

27. HAZARDOUS MATERIALS: Tenant shal no use, sore, generats, elease or ispose of any hazardous mateial on the Premises or the propety of
which the Premises are pert, However, Tenant is permited to make se of Such materal that are requirsd (o be used in the nemel course of
Tenants business provided hat Tenant complis with al appicable Laws ralated 1o the hazardous mateiss. Tenant s tssponsibis for the cost of
removal and remediation, or any clar-up of any contarmination caused by Tenant

28, CONDEMNATION: If il o partof the Premises is condemned fo public se, either party may terminate this agreement as of tha date possession s
aiven {o the condemner. Al condemnation praceeds, exciusive of those allocated by tha condemner o Tenants relocaiion coste and trade dures,
belong o Landlord

28. INSURANCE: Tenants persanal properly. ixurss, equipmen, inventory and vehicias are notinsured by Landiord against oss o damage dus t fre,
{hof, vandalsm, ain, wate, criminal of negiigent acts of others, or any olher cause. Tenant i to carry Tenants cwn property insurance o protect
Tenant from any such loss. in aciton, Tenant shei carry fabity nsurance in an amount of ot fess than _1.000 000 0 Tenants labilly
insurance shall name Landord and Landiord's agent 2s addiional insured. Tenant, upon Landiord' request,shall provids Landiord wit a certfcate
of iasurance establshing Tenants compiiance. Landlord shall maitain abilty nsurance insuring Landior, bl not Tenant. i an amount of at st
$_1.000000.00___, plus property insurance in an amount suficien to cover the replacemant cost of the proparty. Tenant is acuised to cary
business inteuption rsurence in an amoun a least sufficen 1o cover Tenant's completarental ablgation to Landird. Landlord s advsed o sbiaiy
@ olicy of renta oss insurance. Both Landkrd and Tenant rleas each other, and waive thir respecive ights o subrogation sgaine: 6ach Shes ar
loss o damage covered by insurance

Landiond's nas i ) Tenants Intals Y/
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Premises: _ 2612 Hegan Lane Unit . Chico, CA 95028 Date__11/05/2019

30. TENANCY STATEMENT (ESTOPPEL CERTIFICATE): Tenant shall execute and retum  tenancy stalement (esloppel cerlficae), dlvered o
“Tenent by Landlord or Landior's agent,wilin 3 days after s recapt The tenancy statement shal acknowiedge that s agreement i unmriiied
and in ful force, or in ull foroe a5 moified, and siate the moicatons. Fare fo comply ith i requiement: ) shal be deemed Tenants
acknowedgment ha th tenancy statemen i e and cortec, and may be reicd upon by a prospective lender or purchaser, and () may be lcaicd
by Landiord a5 a materal beach of i agreemen. Tenant shall aso prepars, exeie, and e to Landlord any iancial taement (which wil b=
feid in confience) reasonably requested by a prospecive lender o buye.

31. LANDLORD'S TRANSFER: Tenant agrees that the ransieres of Landlord' nerest shailbe subsiuted as Landlord under tis agreement Landlord
il be eleased o any furthe obigaion to Tenant regarding the secury deposT, ony i the securty depost s fetumed 1o Tenant upon such transier,
ot i the security deposit s actally transferred fo the ransieree, For al ciher obligations under his agreement, Landlor is released of any further
fabiltyfo Tenant, pon Landlord's ransier.

2. SUBORDINATION: This agresment shall b subarsinate o il existing liens and, at Landlord's option,the fien of any frst coed of trust o fest
morigage subsequentl paced Upon th fea propaty of Which the Premises ar  par, an 1 any advances mace on he secury of he Premisss
and {0l renewals, mosifatins, consoldations, repacements, and extensions. However, a t th fn of any doed o st or morgage entered nfo
afer execuion o this agreement, Tenant figh to quit possession f the Premises shallnot be disturbed i Tenant is ot in defeult and 50 ong 25
Tonant pays the Rent and obsorves and peforms ai o the provisionsof s agreement, uless s sgreement  ohervis forminated pursuant o 13
‘e, f any morigegee, tusto, o ground lessor clectsto have i agreement paces n a securiy posidon prio to the ke of & morlgage, deed of
rust, o gound lease, and gies wien noice 0 Tenan’, this agreement snall bo doemod prir o thal morigage, eed of st or round Iease, o e
Gate o recording

33. TENANT REPRESENTATIONS; CREDIT: Tenant wartats that al staements in Tenants financial documents and reial appicaton are accurate
Tanant aulhorizes Landlord and Broker(s) to obtan Tenants credi repor at ime of epplicaion and perodicaly during (enancy in connecton wih
approval, moification, o enforcement of tis agreement. Landiord may cancel ns agreement: () befoe occupancy begins, upon disapprovl o the
creit repots), o (i) a any time, upon discoveding that informalion n Tenants application s falso. A nagatve crd apor roflecting on Tenants
record may be submiled to 3 red reporing sgancy, f Tenant fals o pay Rent o comply wih any e obigaton Under (i agresment

34. CONSTRUCTION-RELATED ACCESSIBILITY STANDARDS: Landhord state tht re Premises 1 has,or ] has not boen inspected by a Certfed
‘Access Specials f 50, Landlord saies hat the Premises 0 has, or L has nol ben delermined to. mest ail applicable. consiructio-reited
accosailly standards pursuant o G Gode Secton 56,5

35. ENERGY DISCLOSURE: i 5 lease o the entre bulding, Landiord shall provide Tenant, a Jeast 24 hours pior t execution of s Agreemen,
it Disclosure Summary Shoet, Statement of Energy Performanc, Data Checkist, and the Faclty Summary for he bulding as required by PUbIC
Resources Gode Seclon 25402.10 and Calfornia Code of Reguiatons, Tl 20, Sectons 1680 ihrough 1885, This requirement 1 ofecte for 3
buiding Wit loal gross foor rca square foalage as fllas: mare than 50,000 squaro feat, Juy 1, 2013; more than 10,000 sauare feet and up to
50,000 scuare foet, January 1, 2014; and ai least 5,000 square fest up fo 10,000 square feet July 1, 2014, For more information, soa
ity nergy.ca govlb 103/dex .

36. DISPUTE RESOLUTION:

‘A MEDIATION: Tenant and Landiod agres to medae any disput or claim arising between them aut oftis agreement, or any resuling transaction.
befor resofting to arbifration or court acion, subject o paragraph 3565(2) elow. Paragraphs 385(2) and (3) apply whether of not the arbalon
provision i initled. Mediation fee, ifany. shal b divided qually among the parios nvoNed. I for any dispute or lai o which tis paragraoh
aopiie, any party commences an acion wihou ! atempling to resolve the malter rrough mediaton, o reuses to mediate ater a request has
ooen maci, then that party shalnot bo enfiled to recover aformey fees, cven i they wouki therwise be avalabl fo that partyin ay such acton
THIS MEDIATION PROVISION APPLIES WHETHER OR NOT THE ARBITRATION PROVISION IS INITIALED.

5. ARBITRATION OF DISPUTES: (1) Tonant and Landlord agree that any cisputs or claim in Lav: or aquly arsing botwosn them outof this
agreement o any resulting transaction, which is ot setled through mediation, shall be docided by neutra, binding arbiration,
including and subject to paragraphs 36B{2) and (3) bolow. The arblrator hall be a efred judge or justice, or an aitomey with at east &
yoars of aal ostato transaciional law oxparience, unlass the paries mutualy agres foa ifferentarbitrator, wio shall rende an avard in
accordance with substantive Califoria Law. In il other rospects, the arbitraton shall be conducted n accordance with Part I, Tite  of
he Callfornia Code of ivl Procedure. Judgment upon the awar of the arbtrator(s) may be entred in any court having jurisciction. The
parties shallhave the righ to discovery in accordance with Code f Givil Procedure §1283.05.

(2) EXCLUSIONS FROM MEDIATION AND ARBITRATION: The foliwing maitrs are exciuded from Mediaton and Arbtaion hereurder: )
Juiilornor-jucicial freciosute o olher acton o proceering o enforce a deed of ust, mortgae, ot instaimen and sele coniact s dfined i
il Cose §2985; (1) an unawtl dotainr acin; () he lng or sorcerent of & mecharics len; (v)ary mater hat s within the jurdicton of
2 robte, small lams, of arkiuptcy cout: and () an actlon for by jury o wiongfuldeath, o for e orpaten cfecs to hich Coda of
(G Procedure §337.1 or §337.15 apples. The fling o a court acton o enable he recording of a notica of pending acton, o arder of atachment,
tecaivershin, njunciion, or oher rovisionl rmedics, shall not onstiuts @ volatln of tha mecdiation an abiatin provisins.

3) BROKERS: Tenant and Landlord agree fo mediate and arbiate dispules of claims invoiing eiher o both Brokers. providad sither o both
Brokers shall have agreed to such mediaton o aritatio, prior o, or wilin a easanabe time ater the disput or cam s presented to Brokers.
Any cection by ithr o both Brokers to participate n mecition or arbiaton shllno rsult in Brokers being deemed partes o the agroment,

'NOTICE: BY INITIALING IN THE SPACE BELOW YOU ARE AGREEING TO HAVE ANY DISPUTE ARISING

OUT OF THE MATTERS INCLUDED IN THE 'ARBITRATION OF DISPUTES' PROVISION DECIDED BY NEUTRAL

ARBITRATION AS PROVIDED BY CALIFORNIA LAW AND YOU ARE GIVING UP ANY RIGHTS YOU MIGHT

POSSESS TO HAVE THE DISPUTE LITIGATED IN A COURT OR JURY TRIAL. BY INITIALING IN THE SPACE

BELOW YOU ARE GIVING UP YOUR JUDICIAL RIGHTS TO DISCOVERY AND APPEAL, UNLESS THOSE

RIGHTS ARE SPECIFICALLY INCLUDED IN THE 'ARBITRATION OF DISPUTES' PROVISION. IF YOU REFUSE

TO SUBMIT TO ARBITRATION AFTER AGREEING TO THIS PROVISION, YOU MAY BE COMPELLED TO

Loncons' i i ) vonanes s (C Ly

Reiowedty

Dae
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Promises: _ 2812 Hegan Lane UnitE, Chico. CA 95025 ate __ 1052015
ARBITRATE UNDER THE AUTHORITY OF THE CALIFORNIA CODE OF CIVIL PROCEDURE. YOUR
AGREEMENT TO THIS ARBITRATION PROVISION IS VOLUNTARY."

WE HAVE READ AND UNDERSTAND THE FOREGOING AND AGREE TO SUBMIT DISPUTES ARISING
OUT OF THE MATTERS INCLUDED IN THE 'ARBITRATION OF DISPUTES' PROVISION TO =
ARBITRATION. Landiord's niials P enants initiats (% 27
37. JOINT AND INDIVIDUAL. OBLIGATIONS: I there s more than one Terant, each ane shall be individualy and compltely responsidi for the

performance of all obiigations of Tenart under this agreemen, oty with overy ofer Tenant, and indidually, whether of ot n posssssior.
38, NOTICE: Notices may be served oy mal, facsimie, or courar 3t he folowing address or locaton,or at any olherlocaton subsequently designated:

Landiord Tonant:
Hogan Lane Partnership Tiius Fashion Lounge L1C
4801 Foather River Bva #28 195 Humbolt Ave.
Ocovile CA 85065 Chico, CA 96628

Notios s deemed sffscive upon the earlist of he following: 1) personal receipt by aither pary or helr agent; 1) wren acknowledgement of notice; of

(i) 5 days ator maling nofice 0 such locaton by st class mal, postage pre-paid.

30, WAIVER: The walver of any breach shall ot be consirusd a5 a continuing Waiver of the same bresch or & waiver of any subsequent breach.

40, INDEMNIFICATION: Tenant shalindemniy, daford and hold Landiord harmiess fiom all claims, dispules, gation, jucgments and attomey fees
arising out of Tenants use of the Premises.

41, OTHER TERMS AND CONDITIONSISUPPLEMENTS: In the event that the Tenant is ot in default of any provision of this lease,
Tenant shall have one (1) three (3) year option to extend the Term of this lease on ll fe same terms and
Sonaitions. except Base Rent and Common Area Maintenance (CAM), which shall be pavable pursuant th the
"Rent Terms" clause below. Thy ill be exercised

‘3iue the | andlord written nofice of not extending the lease not less than sixty (B0) days pror io the end af tha

‘RENT DURING OPTION TERW: Base rent payable during the option term (1 applicable) for the perod of

January 1, 2023 through December 31, 2025 shall Increase fo:

January 1. 2023 = $3022.00. January 1, 2024 = $3082.00, January 1, 2025 = $3144.00,
o il i 0 $150 00, o

e folowing ATTAGHED supplemenisieshibits are incoporaisd in s agreement 01 Oplon _Agieement (GAR _Fom _OA)
Commercial Lease Accessibilty Addendum

42, ATTORNEY FEES: In any acton or proceading arising out of s agreement, e provaling pary between Landlord and Tenant shallbe entiled to
reasonabe attorney faes and cosis from the nonprovaling Landlord o Tonan, excapt as prowided n paragraph 36A.

43, ENTIRE GONTRACT: Time is of fhe essence. Al pior agrements between Landiord snd Tenant ara incorporated in this agreoment, which
consiutes the entire conlract. 1t s ntended as a final axpression of e paties' agreemant, and may not be contradited by evidence of any prior
agreement or confemporaneous oral aqreement The parties futher intend that s agreement consitutes the complete and exclusive statementof i
{errs, nc hat 1o extrinsic eudonce whatsoover may be Iroduced in any judicial o other procesding, I any,involiog his agreement. An provison
oftis sgreement that is hed to be Invald shallnot affect h valcily or enforceabilly of any othr provison i this agreement, This agreement shell
e binding upon, and inure to the benefit f, the hirs, assignees and succassors (o the partos

44, BROKERAGE: Landird and Tenant shal each pay 1o Broker(s) the fee agreed (0, i any, in a separate wilen agrsement. Naither Tanant nor
Landiord has utized the services o, o for any ciher reason owes compensalion o, a icensed real estaie broker (indvidual of corporate), agent,
finder, ar other enity, other than as named in this agreemert, in cannaction wilh any act flaling to the Premises, Inluding, but ot Amited (o,
inquires, inroductions, consultations, and negatiatons leading o this agreement. Tenant and Landlord each agtee (o indemnily, defend and hoki
Harmiess the ofher, and the Brokers specified herain, and ther agents, rom and against any cosis, expenses, or Tabily for compensation claimed
Inconsistent with the wartanty and represeriation in tis paregraph 42.

45. AGENCY CONFIRMATION: T following agency relationships are hereby confimed for tis transaction

Usting Agen: (Prnt Firm Name) s the agent o (check one)
0 the Landiord sxclusivaly:or L 5ol the Tenant snd Landior
Seling Agent (Print Fiom Nama) (f not same as Lsting Agent) s the agent of (check e}

3 the Tenant exclusvely; or [ the Landiord exciusialy: or [ both the Tenant and Landlord.
Real Estals Brokers are not paries 1o the agraemen betusen Tenant and Landior.

. 42 (%um@
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promises: _2812 Hegan Lane Unit E, Chico, CA 95028 Date __ 1110572018

Landlord and Tenant acknowladge and agres that Brokers: (i) do not guarantes the condition of the Premises; (ii) cannot
verify representations made by others; (i) will not verify zoning and land use restrictions; (iv) cannot provide legal or tax
advice; (v) will not provide other advice or information that exceeds the knowladge, ducation or experience required to
obtain a real estate license. Furthermore, if Brokers are not also acting as Landlord in this agresment, Brokers: (vi) do not
docide what rental rato a Tonant should pay or Landlord should accept; and (vi) do not decide upon tho longth or other
terms of tenancy. Landlord and Tenant agree that they will soek legal, tax, insurancs, and other desired assistance from

Soprepias pofessond.
N ... s

ronant_Casgatal Lancleom
Crystal Landsem

[’,.‘,1‘,:3”;*’/195 Humboldt Ave, Chico CA 95928y, /" W el
Tonant oate

Print name).

Adens o Swe____2p

I GUARANTEE: In consiteraton of the execulon of this Agreement by and betwean Landlord and Tenant and for valuable consideraton, receipt of
which s hereby acknowledged, the undersigned (‘Guarantor) does hersby: () guaraniee unconditonaly to Landiord and Landiord's agents,
successors and assigns,fhe prompt payment of Rent or other sums tha become due bursuant o tis Agreement, ncluding any and alcourt costs and
attorey fees included in enforcing the Agreemant; (i) consent to any changes, madfcations or alferations of any ferm in tis Aareement agreed 1o by
Landiord and Tenant: and (1) waive any figh f requra Landiord andior Landorc agents to procaad against Tenant forany dafauf oGouring under
this Agreement before sesking to enfofce this Guaraniee

‘Guaranlor (Print Nare)

Guarantor Date
Aderess. ciy state )
Telephone. Fax Email

Landlord agraes to rent the Premises on the above terms and conditions.

Landiors Date
o o Sgent Wil oy 1 GAter o T Bgreemarty
Adross. ciy state zp.
Landiord Date
T or agent Wi aulioty 1 swer o TS agreemen)
Address cay state z

‘Agency relatonships sre confimed as above. Real estate brokers who ar@ not also Landlor In th agreement ara nota pary t the agreement between
Landlord and Tenant

Real Estate Broker (Leasing Fimm)_"/2 BRELic.#
5y (Agent) BREUc & Date

Address aiy Sute zp
Telephone. Fax Emal

Real Estate Broker (Listing Fim) BRELic.#

By (Agen), .- BRELe # oate

Address ciy state Zp
Tatepnons. Fax Email

92013, i Associton of REALTORSS, Inc. Urt Sitescopyi w (T 17 .. Code) i e unauinored siuton, 65piy a0 rsrachction of s o,
0 oo herst by pHRXBGy MaUING o gy Ot masns, AR acsirie o cempuarsed fommat

THS ORM HAS BEEN APPROVED BY THE CALIFORNA ASSOOIATION OF REALTORSS (CA R, O REPRESENTATION IS MADE A TO THE LEGAL YALIDITY OR
ACCURRCY O ANY PROVISION IN ANY SPECIFIC TRANSACTION. A REAL STATE BROWER 15 THE PERSON GUALIIED 10 ADYISE ON REAL ESTATE
TRANSACTIONS,# Y0U DESIRE LEGAL OR TAX ADVICE, GONSULT AN APPROPRIATE PROFESSIONAL

Publshes and Disvued by
| REALESTATE BUSIESS ScRVICES, IC.

2 subsry ofhe Cllomis Associalin of REALTORS®
- 525 Goun Vg vanue, Los Angees, Catto S0020 e
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Addendum No. 2

The following terms and conditions are hereby incorporated in and made a part of the
Commercial Lease Agreement dated November 5, 2019 on property known as 2812 Hegan
Lane, Unit E, in which Lulu's Fashion Lounge, LLC. is referred to as Tenant, and Hegan Lane
Partnership, is referred to as Landlord, and shall control in the event of any inconsistency with
the provisions of such Lease Agreement.

Assignment: Notwithstanding anything to the contrary contained elsewhere in this Lease,
Tenant, without Landlord's approval written or otherwise, but with written notice to Landlord
by Tenant, shall have the absolute right to assign, sublease or otherwise transfer all or a portion
of its interest in this Lease to (i) a parent or operating subsidiary of Tenant, (ii) a subsidiary of
‘Tenant's parent, (iii) a corporation or other entity with which Tenant may merge, (iv) any lender
of Tenant or a leasehold mortgagee for the purpose of securing indebtedness, or (vi) to any
entity to whom Tenant sells all or substantially all of its assets.

Indemnification: Tenant's indemnification, defense and holding Landlord harmless set forth in
Paragraph 39 shall not apply to any liability, penalties, losses, damages, costs, expenses, causes
of action, claims, orjudgments arising from landlord's gross negligence, or willful misconduct.

Landlord agrees to indemnify, defend, and hold Tenant, and Tenant's employees, agents and
contractors, harmless from all liability, penalties, losses, damages, costs, expenses, causes
of action, claims, or judgments arising by reason of any death, bodily injury, personal injury,
or property damage resultingfrom:

(i) any cause occurring in or about or resulting from an occurrence in or aboutthe
Building or Premises during the Lease Term arising as a result of any act of Landlord's or
Landlord's employees or guests in or about the Buildingor Premises.

{ii) the gross negligence or willful misconductof Landlord or Landlord's agents,
employees, and contractors, wherever it occurs, or

i) any default by Landlord under the terms ofthis Lease.

ceL
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CALIFORNIA  COMMERCIAL LEASE AGREEMENT
ASSOCIATION (GAR. Form CL, Revised 12115)

e ) 24, 202
o e e Sepiorber 24,2020 cuandors) ond

Tulu's Fashion Lounge. LLC Tanant) agree asfollovs:
D Lol st Torartand Tenant rnts o Landord, e el proprty ond improvemenis descbed s
nit G {Premises’), which
Gomptze approximately o oarsquare Todtage o oriable space n The anive proper. See exXhbi Tora futher
Gescnpton ofthe Premisss.
2 TERM: The tem begins on (éate)_Qcfober 1..2020 (‘ommencement Date",
(Chock A or )
¥ A 21159 [JAM TN, Any halding over fter

% <ot onito-monih tenancy tha ither pary may terminate 3
o arsesop 25, Rt shal b at a rate squa 0 e on for i immeditly procoing mare, payebl n advance: Al ather
D and condiions ofthis agreement shall eman i full force and efect.
11 8. Monthsomonth: and coninues 3> 8 mantlo-monh enancy. Eiver pary may lerinel e LT by gning viiten nolice o the
e pro 1o h Ifondo etminaion dte subject 0 any appcablelaws. Such oo may b gher on 2y dete
(X C. AENSWAL OR EXTENSION TERMS: See aached sddendum_ltem 40
3. BASERENT:
S amant agrees o pay Base Renl at e ate of (CHECK ONE ONLY:)
[ (0 S 250000 permonthforthe term of the agreement.
2 a@s . or . frt 12 mori of e greemert,Commencing wilh e 13 manih, and por Xpralon
B o e, oo sl b ahuste acoring {0 any ncraase e U, Consumer Pice ndex of e Surea of Lbor
Cistaics of the Department of Labor for A Urban Consumers (CPI) for
e et o ot o e Promises), based on e alowing fomu: Base Rert wil b Tubgled b e T, S, Cal
e ot ey ol dung which th ausiment s o ok fec &nd dded by e mos 1enf 02 preceding ihe.
B e avent shll any adsted Bose Rent b les than the Base Rt for the morih el proceting oo
e G 5 s longer s, e fh acustmen o Base R hal b besa o an alamat e (2l most Gosely

efiects the CP
0®s per monh forhe period commencing and ending
3 Pt month for e period commencing end ending
I Ber monh for he period commencing and endng
[ @ b sencatie
(&) oter - .
5. Base Rentis payable T advarce on e 15t o7 T oy o e G ol G Geinaoer on e e 0.

B, B e e many da st (T rscay of te monih, Base R for e fstclearmari il e proroedsed
e o e il s Base et avance o Comrencement Dle, e Rer o h secord caledar mont
Sl be proretd bised on a 30-day period

& RENT:

RENT: o (Ron) shllmesn sl manetar obigaos af Tenant o Landird underh s of i agrsmen,excep saculy ot

B ot e shall be paid 1o (Name) _ Hegan [ ane Partnership at (oddress)
74801 Feather River Blvd #29. Orovile. CA 9596 Tor at any other
Tocattr Speciie by Landord inwiing o Tenant_
o e v pi as speited nparagraph 3. Al Rant el b pid v 30 days afle Teran s e by Landor
5 EARLY POSSESSION: Tenant s ntiled o possession of the Pramises on _inmediatel___ ) ’

A P ovion pior 1o 1he Comencement Dae, duting N 1 () Teran s ol dbgated [0 p3y Base Rerk. o () Teranil s

e ey e v ra B R, bl o Tenat s cigle o sy Ren prt f Gommencamert Dt Trant s

Ll o Gamply wi il iher torms o tis agreement

6. SECURMTY DEPOSIT:

A" Tenart agress to pey Landiord § 2500.00 a5 a securty depasi, Tenant agrees ol fo hok Broker responsile for s
T g o Pooasos 3 h 6 of i sgaamen, Tenan agrs 10 rease seuy capost by (e same
roporion as the increase i Base Rent

o D e ety dopedt may b used, s reasoably ncessay o ) cir Tenants defel i pymen o Rer. o SUTge,
o o e o aher s due (9 opf Gamage,excuding ardnary vear and er, caused b TenarLur b & 95
e 0 (o ot Priss,  necessry, pon (it oftnancy: and () covr any aher ke WMot o
e T CHALL NOT B2 USED B TENANT N LIEU OF PAVNENT OF LAST MONTHS RENT. 1 allor s gl of
T O e kg orany, Tonant sgres o renae te ol scuy depos it  doysafr witn ol o0 42
e e ot ecvispossessincl he reises,Landirdshl () i Tenantan ferized siaterert Dcere 1o
T e o on e pass o s diposion, an () rtum any remating prien of eculy dopus o Terorl
emountof a0 secty 1000 i wpon e secrty deposit s for unpakd Ren. th th ramaining porion of e secuy deposl, e
o ooy Ronl, hall be reurmad within 14 days atr the Landlord receives possession

e il pld o securty Geposi, ulessrequired by local ordinance.

Landirs s (__ ) S LU

@ 2015, Cafforia Assocaionof REALTORS, I
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prenises: 2812 Hegan Lane, Lnit G, Chico, GA 95028 ———————
7. PAYMENTS

PAYMENT
TOTAL DUE BECEIVED

A Rent Fom 1042020 To 10/34/2020 2500.00 s 000 ) 1011/2020
B. Secuity Deposit....- itk BO0MG g 000 §. 250000 Mozt
C. Otner____ _ s s_ . . -
0. omer. s s s o
£ Totak Wi RS $_5000.00 A 5_5000.00
8 PARKING: Tenant is entiled to_four (4) _unreserved and_n/a reserved vehicle parking spaces. The

A e e e s s o P T FROURELES n o Sase Rer b Py 7

e adaosi i ), e 10 b s o ain cpre o vtics 529

sl SRS 8 e onn chl ik n ssned (). PG sl o b 07,
il bt e e ot b e parir st o o Do rriss el v o sr13¢
o e () o Soei, e LT o PO’ i

. erae el i o folowe: oo (o oo Cortainer ; s
R O e i ok 7 o S el chages psint o et 5, 1 ot 2 S0,
‘storage space shall be an additional $ Dla___________permonth. Tenant shal store only personal property that Tenant owns, and shall not
‘store property fhat is claimed by another, or in which anoiher has any right, fitke, or interest. Tenant shall not store any improperly packaged food or
e B o g o st . Toa sk . b il . 2
e aminato cousod by Tannts s of h soage 1.

. et siamieion e et it e poet o ot sanc of £ N5 ek ey e
R A T e et s o ard orscis o dlemin. s o may e, B
andlrd o coss o s, b B s ar ot Crges mpose o Lo, any slimen, o nt £
ool e e e e, or o chck e - Tnar sl g b andor et
s 10% base rent __as late charge, plus 10% interest per annum on ne delinquent amount and $25.00 as 2 NSF fee, any of which ‘shall be
S 0% base rent___es e B e s et i nd rssonado el of he coss Lol ey o
e e e s I, o N ol o pud s e sl 7
by e ofTeent e o N st i e = v s o ary e ofToan.Landers gt ol 5 e
o o o e gt o G et Pt 4. o ren s o s a7
o N o odor s gfeemant. s an e by .

e e sovan v ained h Promes s soldges it ris s ceanand n opershve conon i he
{otoing cxcapione_none
o o Sha 5 Gesk Vil T Gl

12, O AND LAND USE Tonantsccep he Prarisessubjec 1o lloca, sl an (aderl v, egutons nd arnercos CLoweh, Landiord
O A o o wavany et P sre now o i h e il be uabefor Tenant’ se. Tenar has made s oun inestatn
egarting il applicable Lavs.
15, TENANT OPERATING EXPENSES: Tenan agrees o pay or al s and servioes decly biled o Tenart
3hlord to bil tenantfo elecirial usage and fenant a in
4. PROPERTY OPERATING EXPENSES:
R R s proporionste sar of Landos cstinated mariny popary peraing expenses,ncidng bt o Tt
TR e I e conechdalad ully and service bie nurance, and el propert axes, based on the 2o of e squar e0120@
e raises to the loal square footage of the rontable space in the entre propery

S —

R, K GReGked Paragapn 14 doss nol 3PP d
5. USE: The Premises aro for the sole use 2s _General Legal Storags. Stacking, Packing .
T e v Landords ot vifen consen. I iy s by Tenan casss & rrease [y he e on Landids eXsing

N earce Tenan shall ey for e ncrgased cost.Tenant il comply vl il Laws afecting s e f e Fremess.

Lo oL ATIONS: Tnant agees o comply vith ll e and regaons of Landlor (and.  appcale Ouners Askecelon) B 6.0
o e Fromaes o davers t Tenai. Tenan shall o, an sl erse trl uess anc lcnsees of Tt 8 00 diourd
e D s wilh e enans of e uling o neghbos o us e Prmises o ry unlav prposes, LRl but not
. aelin, o, o ansporig i s o oler conraband,or ot ay aw o o, of omi
waste o nulsance on or abou the Premises.

7. MAINTENANCE:

SRt checked, Landior) shll prfessanaly mainan he Premiss incluing heatg. i condhork
T sy ane koo glsa, vindows and doors i oprable snd sae conio, Lnless Larlord s checke:
e diura may coact ot or perorm such mainienance, and charge Tenant fo Landlord' cosl

o e it Eneckod Tonant)shall mainai te fof, foundaton exteror wals, commn arezs and_ .

— MEX! Tenaats osss (CRL ,m

L REVISED 12115 (PAGE 2 OF 6)
"COMMERCIAL LEASE AGREEMENT (GL PAGE 2 OF 6)
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ioos 2812 Hogan Lo, I eios or s e e, g bl of e e ure, OO 000
B sl ot b vassoaoly vl Ay sraons o e Preies shl o dons -0l 1, Vit equied
B e o avano i of o commercamer o f ry pannes allalr, s s L8 apton, may posta
pomis.Tenant sl el e i s i e remses,Lar mey s gt Tear o
e et iy o rleasesff any conractr performing work o he Prmises.

e sec ALTERATIONS: Ay arson oqod by La 2. ol ofTnant use sl b Tennts rspo s Landiort
S e responsitl or any othr lerationsreqed by Law:

e e Parises avla o Landord or Landlds ager for o gupoke of ey 1 ol ebetons SRR &
R o oot oo s pcasary o e s, o 0o P 0 ol e urchasers,
e i, et 0 oo, Landor and Tonat agre ot 24 hurs ot ol o wrfr) e et and
T, T e ey caeird o Lanlonds repeseniav may nir Prmise atany me vihaut plo o

o ot o e OR SALEsignon 1 Prorises t sy me, and 2 FOR LERSE g on e Preiss i e 20
Sy Tomant ueneSs | Gay period preceding he teminalon of e sgreement.

O ASSIONR Y fonint sl ot sublt o ancuba o ay o reiss, o sssign r ansfc s sgrarert 2 LAL00,
R ot o o, o sl o b uessoray wifhll, Lness such corset, s sbiehes 0 S0,
o D B e Frame, e o eano, b worian ac of Teark sperson of v, R, S 7
assnment, e, of e g it sreemr. Ay propased sulesee, asnen, o ransree el e S,
e o Lt spoov. v, Sproved, i spare vt sgrerer vl Lot wieFrar S0
Pl S e L o e onus 3 consnt 0 &y bseuet suleae, ssgnen, o onser, 04
e Tonan of Tonants obligaton under s ogreement

o e Tt 1y st to dlver posseeson o ranise on CommanemaniDat,sch dte sl et o e o 7
PO e - Seer. owsir, o vaion sl eman o same s spoled 1 et 2 Ll L
b possasson viin 60 (or[ e et pest Commencermen Do, Tenan ey eminae i agrament by
e movee 1o Londlor, i Shall = Tsfundad l Rt and seury depost pad

o LN VACATING PREMISES: Upon terminaton of sreemr Toant sl () g Lardard s opies 124 072,
T DO vetofng s coenn e 1 e Promics e s 81 Lot omayof 3 prsnt S P
O e it oo spocar, ) dolir ramass o Landerd i e saecoion s rferercs i progrash 11 ()
D v wten ot 5 Landordof Tenants fonwading addrss; and (1)

i T A A or Vi Lindlrds covson bocame e oopery o rde wreh LT Tondiord 3y
o o any uch mproveman il id ot it e me possession vas made svalee b forory
A EARLY TERMINATION: Inevet Tenan, prir o exralonof s agreement, breaches ay bl 12 Ty
R O o enans mén it i oy pror 1 s s, o o a1y cbigtons S0 )
e e e S esponsaforioten el camisios, adveringogeraes, and e s o020, 053 Ty
TS 2, T e s fh v, o e f avar, o h upid Aent bal fa been s 2 U 10
T e ovar, of e mount by wich e urpid e o e beereamed s sp el 720 05 of
il ) e e e e tove cou e een tessonay o and () e worh, ot b e 21 17, 0.
e e mptd ot o 1 bt ofh i e e mo of avard excasds e amourof 2 0l 0 st Tanant proves coud
e D min vy n oo o ong e Lanlrddoss el erminle Teant 910 P22
o emsonbty v Lo ) e in o Promscs 0 analsr i kespossessia,and Landord may rorsl andrts
e nr s sgroemen, ching e g 1o fecover e R s becomos

B e waEer 1. b o fotof Toanl, rmises are oahy o parly damaged ordesrjed by . v, e St
D T kv A 1 rotrs i Promis by repic o eulng. fanlord el o epat oyl M, 0 1, complete
casaly, Lamderd sl e e e, e o e oo i praraph, s aysemend shll ot 14 1 0 15
such sicaton il 80 4878 Eo 0 e o me, o Landrd lcts ot o reslrs, then iher Landerd x Tenart oy Pt 12
o s whtar oo, Rent il b abted 2 f e dai of damge. The abled s ohe) 3 3 353 oty Base
e O G . sgaamen s ot sl and e damago & ol repaed er et ) b USeC O e
Rant gt on 880 ey b anant easonae s o o Premiss. I ol o patial desruclena amage s 244 GO EET
xentto Wt e g e trshak v h gt Lo sl creton i 30 doys a4t o parl s i
e T ainsod b Tenan and () Landior shall avethe fght o recovr canages o Ferart

e e Tanat sl ot e, o, genersln,rss o diaposeof nynazarous malcl on o Preies or e Dy
HAZARDOUS MATERIALS: Terert 310 i 1o ke use ofsuch matrls thl ar uauied o bo ueod i e farn o &
wiich e Prerioc e o, v, T o sl Lave o1 0 h hezrdous materl.Tenat s eponsiefor e st of
T s vomaciaio, ot any cean-up of any containafon caused by Tenani.

e oo part o e Proiss i condenned o publc se, sithr arymayteminte {5 agreement 30 of o o Pt iy
O demr. Al ondamnaon roceeds, X of {ose alocale by he cnderin o Toants elocstn 209 and rade
ores, belong to Landlord

e ersonl popety, urs,cuipment, ey nd vhics are o nsured by Lavlrd agaist s o J7agh 0 10
A, o ool o notian st oflhrs, o any ther ca, Tenant 1o cay Trants e ety (0Ge
protect Tenant from any such loss. In addifion, Tenant ‘Shell camry (1) ity insurance in an amount of not less than $_1,000,000.00 and (i)
o o arun sficent 1o cove h repacaman cos o e popery I Tenart e responale o mahancs under paragraph
ey e o an Lanors ager s sddtoal nured, Tenat,uganardocds sauest bl prov AL
1T Tenants e e e Torans somplanc, Landord shall maitai bl insuance kg Landart. b, ot 0o 220
i e o raper iutance i an amount slficient o cove e epacerintcot of he property W3S Jeoul
8 i 1o agroh 175, Tear s aised 1o camy usiness eruplon s 1 21 2100 5 o)
e o e et gt o Lo Landior i dvsa oohain  potc oferialoss xSt s
L e T e o rspacive At o Subogation sginteach e, o lssor damae cvers by n

Landlorde it (_{ ) Tenants Initials (CRL__)
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Premises: 2812 Hegan Lane. Unit G, Chico, Ca 95928 Date _September 24, 2020
26, JONT AND INDIVIDUAL OBLIGATIONS: I thee i more han one Tenant, each one: shall be ndvidualy and compitely esporeie o (he
it of all gt of Tenant unde his agroemert, oy vlhaery thr Tene, and ncdualy,whethr ot i passession.
27, NOTIGE Notces may be served by mai, facsiil, o coure at th folowing address o ocain, o  any otherlocaion subseauenty desigaies
Landiors: Hegan Lane Partnership Tenant; __Lulu's Fashion Lounge LLC B
4801 Feather River Bivd " Crystal Landsem -

e
ico, CA 95928

Sioics s deamad Secive upon e saiestof e olowing: ) persor reclpt by oher patyortheiragent; () ritian acknoviedgemenof nolce; of
)5 days afos maing noic o such locaion by st ciss mai, postage pre-pad.
38, WAIVER: The waiver ofany breach shall not be consirued s a coninuing walver of he same breach or @ waiver of any subsequent breach.
5. INDEMNIFIGATION: Tenant shal indemity, defend and hold Landiord hariess fom il caims, disputes, iigation.judgments and attomey fees
arsing out of Tenant’s use of the Premises.
40. OTHER TERMS AND CONDITIONSISUPPLEMENTS:
OPTION TO EXTEND TERM OF LEASE e -
T inthe event hat the Tenat s notn defaullof any provision oftislease. Tenant shal have one (1).one (3) yoac oion.
i o o all of the same terms and condilions, except Base Rent, which shall be payable
et e et During Option Ters" clause below. The oplns may be exerised by Tenan! gving Writer 1ot &
e it ot sy (60days ot he nd of s spplcabelem. The aplon s personl o e orfgnal lessee A ot o assigned o
e o 228 afginatlesses and oy whie he orinl esses i n ful possesslon of he Premises and ilio 1 entn of
hereatier assiging or subleting

~RENT DURING OPTION TERE s =

B Yoo g the opton e (f appicae] fr T perod frm Januar 1, 2023 trough Decembor 31, 2025 shall
increase o

"~ Jarary 1 2075 - Decembar 51, 2073 = 2575
Jauary 1. 2024 - December 31, 2024 =$2657
Tanary . 2025 - Decemoer 31, 2075 =

e follwing ATTAGHED supplemenislexhiis sre ncorporeted n s agreement: [ Oplion Agreement (CAR. Fom Q&)

61, ATTORNEY FEES: n any acion or procecding arising out of s agreemen, he prevailng party between Landlord and Tenant shllbe entled to
Fepsonable atlomey fees and coat from the non-prevaling Landiord or Tenant, except as provided n paragraph 354

2. ENTIRE CONTRACT: Time is of the essence. Al priar agreements between Landlord and Tenant are incorporated In tis agreemant, which
R ten e ani coniract. It s intendad as a fina expression of the paries’ agreement, and may not be contradicted by evidenc of any prior
e o comemporaneas oalagreement T parles furthrrtend thl s agreement constiules the compets and excusie satrer of
o ot n i vidence whalsoever may be intfoduced in any judicial or oher procesding, ifany,invoving hs agreement. Any
o o ot i agreement that s nold 1 be nvalid shal nol afect the valy or enforosabily of any atr provison i tis agreement. Tis
EQreement shal 5 binding upon, and Inure to the benelt o, the hir, assigness and sucoessors {0 the parte.

43, BROKERAGE: Landiord and Tenant shall each pay o Broker(s) the foe agreed to, if any,in 2 separaie writen agreement. Nelther Tenant nor
B lord s willed the servioss of, o for any olher reason awes compensation 10,  fcensed real estae broker (indidual or corporate), agorl
oo o it anity, ot than as named i this agreement, in Gonneclion with any actrelating 1o the Premises, induding, bul not e (o
e ifoducions. consutations, and negoliationsleading o s agreemen. Tenart and Landiord each agree o indemniy, defend and ol
e O . et e Brakers apecified nerein, and theif agents, fom and against any costs, expenses, of abity for compensation claimed
Inconsistent wih he warranty and representation in s paragraph 43.

44, AGENCY CONFIRMATION: The following agency relationships are hereby confrmed fortis transactin:

Listng Agent: . (Print Firm Name) is the agent of(check onel:
[lthe Landiord exdusively;or|_Jboth the Tenant and Landiord
‘Seling Agent: e L (Print Firm Name) (f ot same as Listing Agent) s the agent of check one):

e e ekl L] Lariod sy, or Tooh e Tt and Lanrd
e ok o o roement bevesn Tenant and Landlor.

‘Tenants Iniials CRL )

Landlord's ntals 0_7) Fe

CL REVISED 1215 (PAGE  OF §)
COMMERCIAL LEASE AGREEMENT (CL PAGE § OF €)
ot 2 o Lo 18070 Faen i Rod, Fraser,Megan 28 win LSS
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premises: 2812 Hegan Lane, Unit G, Chico, CA 95928

ais September 24, 2020

Candiord and Tenant acknowledge and agree that Brokers: () do not guarantoe the condition of the Premises; (1) cannot

verify representations made by ofhers; (i)
advi

‘obtain & real estate license. Furthermore, if Brokers are not also acting as

‘Gocide what rental rate a Tenant should pay or Landlord should accept;

) wil not provide other advice or information that excees the knowledge, education or experionce req
Landlord in this agreement, Brokers: (vi) do not
‘and (vii) do not decide upon the length or other

"will not verify zoning and land use restrictions; iv) cannot provide legal or tax

to

forms of tenancy. Landlord and Tenant agree that they will seek legal, fax, insurance, and other desired assistance from

appropriate professionals.
e S < s
v Lounge. LL.C -
{Prninane)
Address 195 Humbolt Ave ciyy Chico st CA__7p 95828
Tonant . - Date_ e
Frtrame) - -
Address aty __swe____2p

(1 GUARANTEE: In consdeaton of the execuion of s Agreeren by end betveen Landlad and Tenant and for valuale consieratr, ool of
e eraby ‘cknoviedged. the undersigned (‘Guarenior) doss hereby: () gueranioe uncondionaly to Landlord end Landlord's agarts,

‘Successorsand assigns, the prompt paymentof Rent or oher sums thal become
Sitomey fees included in enforcing the Agreemen!
Landlord and Tenant; and (i
{his Agreement belore seeking to enforce ths Guareniee.

Guarantor (Print Name)

ursuantto this Agreement, includingany and all court osis and
i)y consent 1o any changes, modificatonsor alleralonsof any term in his Agreement agreed o by.
eoee a0y right o requi Landlord andior Laniord's agents {0 proceed against Tenant or any defaut occuring urder

Gusrantor _ . . 5 = Gate .

Address Gy - P —

Tetephore - Fox = -
Landiord agress to ent the Premises on the above terms and conditions.
et (o ’ - . Dste .

Gk o agemt i ity o sier o 4s areemont) Hegan Lgne P%rmemmp mnn:ﬁm_vz'/hm
address 4801 Feather River Bivd. #29 " ciy__Orovil - sue CA__ 7p95%5
Landtord _ . . oate

T o agant il sty o arer 7o s agreaen)

Adarsss ciy R ste z

Agency relafonshipsare conimed a5 above. Realestale rokers who ar ot aiso Landlord i Ui agreement are ot pary 0 he agreement between

Landlord snd Tenant.

Real Estate Broker (Leasing Firn)__1/a . N . DRELic.#

By (Agem) i DRELic.# _ oae__

Address - , . State 20

Telephane _ Fax Email e -
Real Estate Broker Listing Firm)_nJ . _ DREUic#_

By (Agent) - _ " DRE L. #_ Date_

Adress. = - - oy . stte _Zp

Telephone Fax_ Emai - -

© 2015, Calfor Assocaionof REALTORS, . Unl Siaes copyrightw Tt 17 U.S. Code) frtics the unauhorizedisoutio,dislay nd rsproductonf i form, o

o harat by phelocopy Macice o sy athar means, nclding acsmie o compferz=d fomats,
L% HAS BEEH APPROVED BY THE CALIFORNIAASSOCIATION OF REALTORS®(CAR). O

REPRESENTATIONIS MADE AS TO THE LEGAL VALIDITY OR

T S B ckons I ANY SPEINC TRANSACTION. A REAL ESTATE BROKER IS THE PERSON QUALIFIED TO ADVISE ON REAL ESTATE

A RNEACTIaNS. If YO DESIRE LEGAL OR TAX ADVICE, CONSULT AN APPROPRIATE PROFESSIONAL-

Pubiahad snd Disued by:

7] REAL ESTATE BUSINESS SERVICES, INC.

| & sy o the Calfoia Assocatonof REALTORSS)
| 525 Soutn Vg Avenue, Los Angeles, Calfania 50020
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2812 Hegan Lane, Unit G

CALIFORNIA
ASSOCIATION ADDENDUM

=
% OF REALTORS® (C.AR. Form ADM, Revised 12115) No. _One(1)

The folowing terms and condiions are hereby incorporated in and made a part of the: [JPurchase Agreemont [JResidential Lease
or Montho-Monih Rental Agreement, [ Transfer Disclosure Statement (Nofe: An amendment to the TDS may give the Buyer a rfight
fo rescind), [ Other Commercial Lease Agreement

B e Geptomber 242030 . on property known as 2812 Hegan Lane, Unit G, Chico, CA 95928
i which Lulu's Fashion Lounge, [LC s referred 1o as (‘BuyerTenant)
end _egan Lane Parnership_ s referred to as ('SelleriLandlord)

_Please see attached ted "Addendum No. 1°

The foregaing erms and condiions are hereby agreed to, and e undersighed acknowledge eceiptof  copy ofthisdocument.

Date i
BuyerTenant Gt ander wit

Buyer/Tenant SellerLandiord

13852015, Calforin ssocton of REALTORSS . Uni Siaes copyght e (e 17 (5. Code) o he urinhored o, iy and roproctin of
e oo art. by Phtocopy machine o any oler moans,incing facsnde o computefzed ol
e o Y ED B T CALIFORAIA AGSOATION OF REALTORSE (CAR). NO REPRESENTATION S MADE AS T0 1HE LEGAL VAL
T O Y PROVISION IN ANY SPECIFIC TRANSACTION. A REAL ESTATE SROKER 18 THE PERSON QUALIFED TO ADVISE ON REAL ESTATE
O aaCoNS I YOU DESIRE LEGAL OR TAX ADVICE, CONSULT AN APPROPRIATE PROFESSIONAL.
T O e et st proessicoal Do an sgreement v of pschas o th Calfaia Asodaion of REALTONSE i et et o verdy
T e e e o o cteci Moy ok wich maybeusad oy b merrs o NATIONAL ASSOCIATION OF REALTORSS
o subscrbe f s Cod of EMce.
7] Pustaned and Disiutsa
REAL ESTATE BUSINESS SERVICES, INC.
by o ths oo Assocaton of REALTORSS)
<), 555 Soutn i Avene, s Angeles, Calfora 50020 @
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Addendum No. 1

The following terms and conditions are hereby incorporated in and made a part of the
Commercial Lease Agreement dated September 24, 2020 on property known as 2812 Hegan
Lane, Unit G, in which Lulu’s Fashion Lounge, LL, is referred to as Tenant, and Hegan Lane
Partnership, s referred to as Landlord, and shall control in the event of any inconsistency with
the provisions of such Lease Agreement.

Assignment: Notwithstanding anything to the contrary contained elsewhere in this Lease,
Tenant, without Landlord's approval written or otherwise, but with written notice to Landlord
by Tenant, shall have the absolute right to assign, sublease or otherwise transfer all or a portion
of its interest in this Lease to (i) a parent or operating subsidiary of Tenant, (ii) a subsidiary of
Tenant's parent, (iii) a corporation or other entity with which Tenant may merge, (iv) any lender
of Tenant or a leasehold mortgagee for the purpose of securing indebtedness, or (vi) to any
entity to whom Tenant sells all or substantially all of its assets.

Indemnification: Tenant's indemnification, defense and holding Landlord harmless set forth in
Paragraph 39 shall not apply to any liability, penalties, losses, damages, costs, expenses, causes
of action, claims, orjudgments arising from landlord's gross negligence, or willful misconduct.

Landlord agrees to indemnify, defend, and hold Tenant, and Tenant's employees, agents and
contractors, harmless from all liability, penalties, losses, damages, costs, expenses, causes
of action, claims, or judgments arising by reason of any death, bodily injury, personal injury,
or property damage resultingfrom:

(i) any cause occurring in or about or resulting from an occurrence in or aboutthe
Building or Premises during the Lease Term arising as a result of any act of Landlord’s or
Landlord's employees o guests in or about the Buildingor Premises.

(i the gross negligence or willful misconductof Landlord or Landiord's agents,
employees, and contractors, wherever it occurs, or

{iil) any default by Landlord under the terms ofthis Lease.

‘Commercial Lease Constru
and replaced by the following:

n Accessibility: Paragraph 34 of the lease is deleted in its entirety

A Landlord states that the Premises _ have, or x have not been inspected by a Certified Access
Specialist (CASP).

B. If the premises have been inspected by a CASp,

(1) Landlord states that the premises _ have o _have not been determined to meet all
applicable construction-related accessibility standards pursuant to Civil Code Section
55.53. Landlord shall provide Tenant a copy of the report prepared by the CASp (and,
in applicable, a copy of the disability access inspection certificate) as specified below.

(2) [1(i) Tenant has received a copy of the report at least 48 hours before executing this
lease. Tenant has no right to rescind the lease based upon information contained in
the report
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OR

[1(ii) Tenant has received a copy of the report prior to, but no more than 48 hours
before, executing this lease. Based upon information contained in the report, Tenant
has 72 hours after execution of this lease to rescind it.

OR

{1 (i) Tenant has not received a copy of the report prepared by the CASp prior to
execution of this lease. Landlord shall provide a copy of the report prepared by the
CASp (and, if applicable, a copy of the disability access inspection certificate) within 7
days after execution of this lease. Tenant shall have up to 3 days thereafter to
rescind lease based upon information in the report.

C. Ifthe Premises have not been inspected by a CASp or a certificate was not issued by the
CASp who conducted the inspection, “A Certified Access Specialist (CASp) can inspect the
subject premises and determine whether the subject premises can comply with all of the
applicable construction-related accessibility standards under state law. Although the state
does not require a CASp inspection of the subject premises, the commercial property owner
o lessor may not prohibit the lessee or tenant from obtaining a CASP inspection of the
subject premises for the occupancy or potential occupancy of the lessee or tenant, if
requested by the lessee or tenant. The parties shall mutually agree on the arrangements for
the time and manner of the CASP inspection, the payment of the fee for the CASP
inspection, and the cost of making any repairs necessary to correct violations of
construction-related accessibility standards within the premises.”

D. Notwithstanding anything to the contrary in paragraph 17, 18, 19 or elsewhere in the lease,
any repairs or modifications necessary to correct the violates of construction refated
accessibility standards are the responsibility of the [ Tenant, [ JLandlord, [] Other.
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Addendum No. 2

The following terms and conditions are hereby incorporated in and made a part of the
Commercial Lease Agreement dated May 6, 2017 on property known as 2812 Hegan Lane,
Suite B, in which Lulu's Fashion Lounge, Inc., now knows as Lulu’s Fashion Lounge, LLC, is
referred to as Tenant, and Hegan Lane Partnership, is referred to as Landlord, and shall control
in the event of any inconsistency with the provisions of such Lease Agreement.

Assignment: Notwithstanding anything to the contrary contained elsewhere in this Lease,
Tenant, without Landlord's approval written or otherwise, but with written notice to Landlord
by Tenant, shall have the absolute right to assign, sublease or otherwise transfer all or a portion
of its interest n this Lease to (i) a parent or operating subsidiary of Tenant, (i) a subsidiary of
Tenant's parent, (i) a corporation or other entity with which Tenant may merge, (iv) any lender
of Tenant or a leasehold mortgagee for the purpose of securing indebtedness, or (vi) to any
entity to whom Tenant sells all or substantially all of its assets.

Indemnification: Tenant's indemnification, defense and holding Landlord harmless set forth in
Paragraph 39 shall not applyto any liability, penalties, losses, damages, costs, expenses, causes
of action, claims, or judgments arising from landlord's gross negligence, or willful misconduct.

Landlord agrees to indemnify, defend, and hold Tenant, and Tenant's employees, agents and
contractors, harmless from all liability, penalties, losses, damages, costs, expenses, causes of
action, claims, or judgments arising by reason of any death, bodily injury, personal injury, or
property damage resultingfrom:

(i) any cause occurring in or about or resulting from an occurrence in or aboutthe
Building or Premises during the Lease Term arising as a result of any act of Landlord's or
Landlord's employees or guests in or about the Buildingor Premises.

{ii) the gross negligence or willful misconductof Landlord or Landlord's agents,
employees, and contractors, wherever it occurs, or

(i) any default by Landlord under the terms ofthis Lease.

This Addendum, upon its execution by both parties, is made a part of the above Agreement.

12127119 Lt
Date Date

Cugstal Landem: /ﬁ/

Lflu's Fashion Lounge, LLC Heghn Lane Partnership
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December 27, 2022

EXTENSION TO LEASE DATED
May 6, 2017

BY AND BETWEEN:
Hegan Lane Partnership, Lessor and
Lulu’s Fashion Lounge, LLC., Lessee

Property Address: 2812 Hegan Lane, B Chico, CA 95928
This extension of the above-mentioned lease is for one additional one year period from

January 1, 2023 to December 31%, 2023.

Lulu’s Fashion Lounge, LLC gives Hegan Lane Partnership permission to market and lease the
unit.

In the event that Hegan Lane Partnership is able to lease to a new tenant before the one year
period is complete, Hegan Lane Partnership agrees to give Lulu’s Fashion Lounge, LLC a 90 day
notice. Lulu’s Fashion Lounge, LLC will cooperate to provide showings of the building to
prospective tenants.

Lulu’s Fashion Lounge, LLC agrees to leave furnishings with the minimum being 50 cubicles
with 10 desks and 10 chairs.

Base rent during the extended term shall be increased by 3% above the prior year base rent as
laid out below.

01.01.2023: $6980 per month

Al other terms and conditions of the above-mentioned lease are in full force and effect.

12/29/2022 12/28/2022
DATE DATE

Docusipredy: Docusignadty

(s =
Luli's TasRion tounge, LLC. Hegan tane Parthersnip
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December 27, 2022

EXTENSION TO LEASE DATED
October 26, 2017

BY AND BETWEEN:
Hegan Lane Partnership, Lessor and
Lulu’s Fashion Lounge, LLC., Lessee

Property Address: 2812 Hegan Lane, C+F Chico, CA 95928

This extension of the above-mentioned lease is for one additional three year period from
January 1, 2023 to December 31%, 2025.

Base rent during the extended term shall be increased by 2% above the prior year base rent
as laid out below.

Unit C:

01.01.2023: $31,748.00 per month
01.01.2024: $32,383.00 per month
01.01.2025: $33,030.00 per month

Unit F:
01.01.2023: $3,548.00 per month
01.01.2024: $3,619.00 per month
01.01.2025: $3,691.00 per month

As per the lease a CAM will be charged for both units during this three period, as laid out
below.

Unit C:
01.01.2023-12.31.2025: $805.00 per month

Unit F:
01.01.2023-12.31.2025: $90.00 per month

Al other terms and conditions of the above-mentioned lease are in full force and effect.

12/29/2022 12/28/2022
DATE DATE

—— T
(-W MeCaigtt [_ﬁ:“—, St

Lulu's Fashion Lounge, LLC. Hegan tane Farthersnip
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December 27, 2022

EXTENSION TO LEASE DATED
November 5, 2019

BY AND BETWEEN:
Hegan Lane Partnership, Lessor and
Lulu’s Fashion Lounge, LLC., Lessee

Property Address: 2812 Hegan Lane, E Chico, CA 95928

This extension of the above-mentioned lease is for one additional three year period from
January 1, 2023 to December 31%, 2025.

Base rent during the extended term shall be increased by 2% above the prior year base rent
as laid out below.

Unit E:

01.01.2023: $3,022.00 per month
01.01.2024: $3,082.00 per month
01.01.2025: $3,144.00 per month

As per the lease a CAM will be charged for this unit during this three period, as laid out
below

Unit E:
01.01.2023-12.31.2025: $150.00 per month

Al other terms and conditions of the above-mentioned lease are in full force and effect.

12/29/2022 12/28/2022
DATE DATE
T— So—
David MeCaeight E’f«« Seudepglores,

LuirsFasiion tounge, LLC Hegan ‘tane Fartersnip
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DocuSign Envelope ID: 484CCDEA-23FD-452D-A032-2D16DBA4IADC

December 27, 2022

EXTENSION TO LEASE DATED
September 24, 2020

BY AND BETWEEN:
Hegan Lane Partnership, Lessor and
Lulu’s Fashion Lounge, LLC., Lessee

Property Address: 2812 Hegan Lane, G Chico, CA 95928

This extension of the above-mentioned lease is for one additional three year period from
January 1, 2023 to December 31%, 2025.

Base rent during the extended term shall be increased by 3% above the prior year base rent
as laid out below.

Unit G:

01.01.2023: $2,575.00 per month
01.01.2024: $2,652.00 per month
01.01.2025: $2,732.00 per month

Al other terms and conditions of the above-mentioned lease are in full force and effect.

12/29/2022 12/28/2022
DATE DATE
T —
[71:‘«4 HeCuigts EA@M St
Luir$'FasRion Lounge, LLC. Hegan St ie sinp
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