
RISK FACTORS 
  

The Commission requires the company to identify risks that are specific to its business and its financial 
condition. The company is still subject to all the same risks that all companies in its business, and all companies in 
the economy, are exposed to. These include risks relating to economic downturns, political and economic events and 
technological developments (such as hacking and the ability to prevent hacking). Additionally, early-stage 
companies are inherently riskier than more developed companies. You should consider general risks as well as 
specific risks when deciding whether to invest. 
  
We have incurred significant net losses since our inception and cannot assure you that we will achieve or 
maintain profitable operations. 
  

We have incurred significant net losses since inception. Our net loss was $4,447,863, $5,051,354 and 
$3,232,973 for the six months ended June 30, 2019 and the years ended December 31, 2018 and 2017, respectively. 
As of June 30, 2019, we had a stockholders’ deficit of $16,224,698. We may continue to incur significant losses in 
the future for a number of reasons, including unforeseen expenses, difficulties, complications, and delays, and other 
unknown events. 

  
We cannot assure you that we will achieve sustainable operating profits as we continue to expand our 

infrastructure, further develop our marketing efforts, and otherwise implement our growth initiatives. Any failure to 
achieve and maintain profitability would have a materially adverse effect on our ability to implement our business 
plan, our results and operations, and our financial condition, and could cause the value of our Class A Common 
Stock to decline, resulting in a significant or complete loss of your investment. 

  
If we do not obtain adequate capital funding or improve our financial performance, we may not be able to 
continue as a going concern. 

  
The report of our independent registered public accounting firm for the year ended December 31, 2018 

included herein contains an explanatory paragraph indicating that there is substantial doubt as to our ability to 
continue as a going concern as a result of recurring losses from operations. This report is dated April 17, 2019 and 
does not take into account any proceeds we will receive in this proposed offering. Our financial statements have 
been prepared in accordance with accounting principles generally accepted in the United States, which contemplate 
that we will continue to operate as a going concern. Our financial statements do not contain any adjustments that 
might result if we are unable to continue as a going concern. Our ability to continue as a going concern will be 
determined by our ability to complete this offering, which will enable us to fund our expansion plans and realize our 
business objectives. In addition, we have incurred a net loss in each quarter since our inception and expect to incur 
losses in future periods as we continue to increase our expenses in order to position us to grow our business. If we 
are unable to obtain adequate funding from this proposed offering or in the future, or if we are unable to grow our 
revenue to achieve and sustain profitability, we may not be able to continue as a going concern.  

  
Our success depends on our ability to uphold the reputation of our brand, which will depend on the effectiveness 
of our marketing, our product quality, and our customer experience. 

  
We believe that our brand image and brand awareness is vital to the success of our business. The HYLETE 

name is integral to our business as well as to the implementation of our strategies for expanding our business. We 
also believe that maintaining and enhancing our brand image, particularly in new markets where we have limited 
brand recognition, is important to maintaining and expanding our customer base. As we execute our growth strategy, 
our ability to successfully expand into new markets or to maintain the strength and distinctiveness of our brand 
image in our existing markets will be adversely impacted if we fail to connect with our target customer. Among 
other things, we rely on social media platforms, such as Instagram and Twitter, to help implement our marketing 
strategies and promote our brand. Our brand and reputation may be adversely affected if we fail to achieve these 
objectives, if our public image was to be tarnished by negative publicity, if we fail to deliver innovative and high-
quality products acceptable to our customers, or if we face a product recall. Negative publicity regarding the 
production methods of any of our suppliers or manufacturers could adversely affect our reputation and sales and 
force us to locate alternative suppliers or manufacturing sources. Additionally, while we devote considerable efforts 



and resources to protecting our intellectual property, if these efforts are not successful the value of our brand may be 
harmed. Any harm to our brand and reputation could have a material adverse effect on our financial condition. 

  
If we are unable to anticipate consumer preferences and successfully develop and introduce new, innovative and 
updated products, we may not be able to maintain or increase our sales or achieve profitability. 

  
Our success depends on our ability to timely identify and originate product trends as well as to anticipate 

and react to changing consumer demands. All of our products are subject to changing consumer preferences and we 
cannot predict such changes with any certainty. Product trends in the activewear, footwear and accessories market 
can change rapidly. We will need to anticipate, identify and respond quickly to changing trends and consumer 
demands in order to provide the merchandise our customers seek and maintain our brand image. If we cannot 
identify changing trends in advance, fail to react to changing trends or misjudge the market for a trend, our sales 
could be adversely affected, and we may be faced with a substantial amount of unsold inventory or missed 
opportunities. As a result, we may be forced to mark down our merchandise in order to dispose of slow-moving 
inventory, which may result in lower profit margins, negatively impacting our financial condition and results of 
operations. 

  
Even if we are successful in anticipating consumer demands, our ability to adequately react to and execute 

on those demands will in part depend upon our continued ability to develop and introduce fashionable and 
functional, high-quality products. If we fail to design products in the categories and styles that consumers want, 
demand for our products could decline and our brand image could be negatively impacted. Our failure to effectively 
introduce new products and enter into new product categories that are accepted by consumers could result in excess 
inventory, inventory write-downs, decreases in gross margins and a decrease in net revenues, which could have a 
material adverse effect on our financial condition. 

  
An economic downturn or economic uncertainty in the United States may adversely affect consumer 
discretionary spending and demand for our products. 

  
Our operating results are affected by the relative condition of the United States economy as many of our 

products may be considered discretionary items for consumers. As a lifestyle brand that depends primarily on 
consumer discretionary spending, our customers may reduce their spending and purchases due to job loss or fear of 
job loss, foreclosures, bankruptcies, higher consumer debt and interest rates, reduced access to credit, falling home 
prices, increased taxes, and/or lower consumer confidence. Consumer demand for our products may not reach our 
targets, or may decline, when there is an economic downturn or economic uncertainty. Current, recent past, and 
future conditions may also adversely affect our pricing and liquidation strategy; promotional activities, product 
liquidation, and decreased demand for consumer products could affect profitability and margins. On-line customer 
traffic is difficult to forecast. As a consequence, sales, operating, and financial results for a particular period are 
difficult to predict, and, therefore, it is difficult to forecast expected results for future periods. Any of the foregoing 
factors could have a material adverse effect on our business, results of operations, and financial condition and could 
adversely affect our stock price. 

  
Additionally, many of the effects and consequences of U.S. and global financial and economic conditions 

could potentially have a material adverse effect on our liquidity and capital resources, including the ability to raise 
additional capital, if needed, or could otherwise negatively affect our business and financial results. For example, 
global economic conditions may also adversely affect our suppliers’ access to capital and liquidity with which to 
maintain their inventory, production levels, and product quality and to operate their businesses, all of which could 
adversely affect our supply chain. Market instability could make it more difficult for us and our suppliers to 
accurately forecast future product demand trends, which could cause us to carry too much or too little merchandise 
in various product categories. 

  
  

Our results of operations could be materially harmed if we are unable to accurately forecast demand for our 
products. 

  
To ensure adequate inventory supply, we must forecast inventory needs and place orders with our 

manufacturers based on our estimates of future demand for particular products. Our ability to accurately forecast 



demand for our products could be affected by many factors, including an increase or decrease in demand for our 
products or for products of our competitors, our failure to accurately forecast acceptance of new products, product 
introductions by competitors, unanticipated changes in general market conditions, and weakening of economic 
conditions or consumer confidence in future economic conditions. Inventory levels in excess of customer demand 
may result in inventory write-downs or write-offs and the sale of excess inventory at discounted prices or in less 
preferred distribution channels, which could impair our brand image and have an adverse effect on gross margin. In 
addition, if we underestimate the demand for our products, our manufacturers may not be able to produce products 
to meet our customer requirements, and this could result in delays in the shipment of our products and our ability to 
recognize revenue, lost sales, as well as damage to our reputation and distributor relationships. 

  
  

We operate in a highly competitive market and the size and resources of some of our competitors may allow them 
to compete more effectively than we can, resulting in a loss of our market share and a decrease in our net 
revenue. 

  
The market for activewear is highly competitive. Competition may result in pricing pressures, reduced 

profit margins or lost market share, or a failure to grow or maintain our market share, any of which could 
substantially harm our business and results of operations. We compete directly against wholesalers and direct 
retailers of activewear and athletic apparel, including large, diversified apparel companies with substantial market 
share and established companies expanding their production and marketing of activewear and athletic apparel. Many 
of our competitors are large apparel and sporting goods companies with strong worldwide brand recognition. 
Because of the fragmented nature of the industry, we also compete with other apparel sellers, including those 
specializing in apparel for yoga, CrossFit and other activities. Many of our competitors have significant competitive 
advantages, including longer operating histories, larger and broader customer bases, more established relationships 
with a broader set of suppliers, greater brand recognition and greater financial, research and development, 
marketing, distribution, and other resources than we do. 

  
As a result, these competitors may be better equipped than we are to influence consumer preferences or 

otherwise increase their market share by: 
  

  • quickly adapting to changes in customer requirements or consumer preferences; 
  • discounting excess inventory that has been written down or written off; 
  • devoting resources to the marketing and sale of their products, including significant advertising 

campaigns, media placement, partnerships and product endorsement; and 
  • engaging in lengthy and costly intellectual property and other disputes. 
  

Our inability to compete successfully against our competitors and maintain our gross margin could have a 
material adverse effect on our business, financial condition and results of operations. 

  
We rely on third-party suppliers and manufacturers to provide raw materials for and to produce our products, 
and we have limited control over these suppliers and manufacturers and may not be able to obtain quality 
products on a timely basis or in sufficient quantity. 
  

We rely on third-party suppliers primarily located outside of the United States to provide raw materials for 
and to produce our products. The operations of our suppliers can be subject to additional risks beyond our control, 
including shipping delays, labor disputes, trade restrictions, tariffs and embargos, or any other change in local 
conditions. We may experience a significant disruption in the supply of fabrics or raw materials from current 
sources or, in the event of a disruption, we may be unable to locate alternative materials suppliers of comparable 
quality at an acceptable price, or at all. We do not have any long-term supply contracts in place with any of our 
suppliers and we compete with other companies, including many of our competitors, for fabrics, raw materials, 
production and import quota capacity. We have occasionally received, and may in the future receive, shipments of 
products that fail to comply with our specifications or that fail to conform to our quality control standards. We have 
also received, and may in the future receive, products that are otherwise unacceptable to us or our customers. Under 
these circumstances, we may incur substantial expense to remedy the problems and may be required to obtain 
replacement products. If we fail to remedy any such problem in a timely manner, we risk the loss of net revenue 
resulting from the inability to sell those products and related increased administrative and shipping costs. 



Additionally, if the unacceptability of our products is not discovered until after such products are purchased by our 
customers, our customers could lose confidence in our products or we could face a product recall. In such an event 
our brand reputation may be negatively impacted which could negatively impact our results of operations. 

  
In addition, we do not own or operate any manufacturing facilities and rely solely on unaffiliated 

manufacturers primarily located outside the United States to manufacture our products. For each of the six months 
ended June 30, 2019 and the year ended December 31, 2018, approximately 75% of our products were manufactured 
in China, respectively, and the remainder in other regions. Increases in the costs of labor and other costs of doing 
business in the countries in this area could significantly increase our costs to produce our products and could have a 
negative impact on our operations, net revenue, and earnings. In addition, certain of our manufacturers are subject to 
government regulations related to wage rates, and therefore the labor costs to produce our products may fluctuate. 
Factors that could negatively affect our business include a potential significant revaluation of the currencies used in 
these countries, which may result in an increase in the cost of producing products, labor shortage and increases in 
labor costs, and difficulties in moving products manufactured out of the countries in which they are manufactured 
and through the ports on the western coast of North America, whether due to port congestion, labor disputes, product 
regulations and/or inspections or other factors, and natural disasters or health pandemics. A labor strike or other 
transportation disruption affecting these ports could significantly disrupt our business. In addition, the imposition of 
trade sanctions or other regulations against products imported by us from, or the loss of "normal trade relations" 
status with any country in which our products are manufactured, could significantly increase our cost of products 
and harm our business. 

  
These and other factors beyond our control could result in our third-party suppliers and manufacturers 

being unable to fill our orders in a timely manner. If we experience significant increased demand, or we lose or need 
to replace an existing third- party supplier and manufacturer as a result of adverse economic conditions or other 
reasons, we may not be able to secure additional manufacturing capacity when required or on terms that are 
acceptable to us, or at all, or manufacturers may not be able to allocate sufficient capacity to us in order to meet our 
requirements. In addition, even if we are able to find new third-party suppliers or manufacturers, we may encounter 
delays in production and added costs as a result of the time it takes to train our manufacturers on our methods, 
products and quality control standards. Moreover, it is possible that we will experience defects, errors, or other 
problems with their work that will materially affect our operations and we may have little or no recourse to recover 
damages for these losses. Any delays, interruption or increased costs in the supply of fabric or manufacture of our 
products could have an adverse effect on our ability to meet retail customer and consumer demand for our products 
and result in lower net revenues and net income both in the short and long term. 
  
Our third-party suppliers are located in geographies currently affected by the coronavirus. 

  
The impact of the coronavirus or any other pandemic could affect our supply chain and/or consumer 

behavior. The impact of the coronavirus outbreak is unknown at this time, but could have some impact on the 
manufacturers on which we rely that are located in affected areas. At this point, the extent to which the coronavirus 
may impact our results is uncertain. 
   
Our sales and gross margins may decline as a result of increasing product costs and decreasing selling prices. 

  
Our business is subject to significant pressure on costs and pricing caused by many factors, including 

intense competition, constrained sourcing capacity and related inflationary pressure, pressure from consumers to 
reduce the prices we charge for our products, and changes in consumer demand. These factors may cause us to 
experience increased costs, reduce our prices to consumers or experience reduced sales in response to increased 
prices, any of which could cause our operating margin to decline if we are unable to offset these factors with 
reductions in operating costs and could have a material adverse effect on our financial conditions, operating results 
and cash flows. 

  
The fabrics used in our products include synthetic fabrics whose raw materials include petroleum-based 

products, as well as natural fibers such as cotton. Significant price fluctuations or shortages in petroleum or other 
raw materials can materially adversely affect our cost of goods sold. 

  



In addition, the United States and the countries in which our products are produced or sold internationally 
have imposed and may impose additional quotas, duties, tariffs, or other restrictions or regulations, or may adversely 
adjust prevailing quota, duty or tariff levels. Countries impose, modify and remove tariffs and other trade restrictions 
in response to a diverse array of factors, including global and national economic and political conditions, which 
make it impossible for us to predict future developments regarding tariffs and other trade restrictions. Trade 
restrictions, including tariffs, quotas, embargoes, safeguards, and customs restrictions, could increase the cost or 
reduce the supply of products available to us or may require us to modify our supply chain organization or other 
current business practices, any of which could harm our business, financial condition and results of operations. 

  
Our operations are currently primarily dependent on a single warehouse and distribution center, and the loss of, 
or disruption in, the warehouse and distribution center and other factors affecting the distribution of 
merchandise could have a material adverse effect on our business and operations. 

  
Our warehouse and fulfillment/distribution functions are currently primarily handled from a single facility 

in Los Angeles, California, operated by an unaffiliated third party. Our current fulfillment/distribution operations are 
substantially dependent on the continued retention of this facility. Any significant interruption in the operation of the 
warehouse and fulfillment/distribution center due to natural disasters, accidents, system issues or failures, or other 
unforeseen causes that materially impair our ability to access or use our facility, could delay or impair the ability to 
distribute merchandise and fulfill online orders, which could cause sales to decline. 

  
We also depend upon third-party carriers for shipment of a significant amount of merchandise directly to 

our customers. An interruption in service by these third-party carriers for any reason could cause temporary 
disruptions in business, a loss of sales and profits, and other material adverse effects. 

  
Our sales and gross margins may decline as a result of increasing freight costs. 

  
Freight costs are impacted by changes in fuel prices through surcharges, among other factors. Fuel prices 

and surcharges affect freight costs both on inbound freight from suppliers to the distribution center as well as 
outbound freight from the distribution center to stores/shops, supplier returns and third-party liquidators, and 
shipments of product to customers. The cost of transporting our products for distribution and sale is also subject to 
fluctuation due in large part to the price of oil. Because most of our products are manufactured abroad, our products 
must be transported by third parties over large geographical distances and an increase in the price of oil can 
significantly increase costs. Manufacturing delays or unexpected transportation delays can also cause us to rely more 
heavily on airfreight to achieve timely delivery to our customers, which significantly increases freight costs. 
Increases in fuel prices, surcharges, and other potential factors may increase freight costs. Any of these fluctuations 
may increase our cost of products and have an adverse effect on our margins, results of operations and financial 
condition.  

  
If we are unable to protect our intellectual property rights, our financial results may be negatively impacted. 

  
Our success depends in large part on our brand image. We believe our company’s name, logo, domain 

name, registered and unregistered trademarks, patents, copyrights, domain names, and social media handles are 
valuable assets that serve to differentiate us from our competitors. We currently rely on a combination of copyright, 
trademark, patent, trade dress and unfair competition laws to establish and protect our intellectual property rights. 
We cannot assure you that the steps taken by us to protect our proprietary rights will be adequate to prevent 
infringement of our trademarks and proprietary rights by others, including imitation and misappropriation of our 
brand. We cannot assure you that obstacles will not arise as we expand our product lines and geographic scope. The 
unauthorized use or misappropriation of our intellectual property could damage our brand identity and the goodwill 
we created for our company, which could cause our sales to decline. Moreover, litigation may be necessary to 
protect or enforce these intellectual property rights, which could result in substantial costs and diversion of our 
resources, causing a material adverse effect on our business, financial condition, results of operations or cash flows. 
For example, the application to register our original icon logo as a trademark has been subject to legal proceedings. 
See the section entitled “Business – Legal Proceedings” for further information regarding the status of this legal 
proceeding. If we cannot protect our intellectual property rights, our brand identity and the goodwill we created for 
our company may diminish, causing our sales to decline. 

  



We may be subject to liability if we infringe upon the intellectual property rights of third parties. 
  
We may be subject to liability if we infringe upon the intellectual property rights of third parties. If we 

were to be found liable for any such infringement, we could be required to pay substantial damages and could be 
subject to injunctions preventing further infringement. Such infringement claims could harm our brand image. For 
example, in connection with the aforementioned legal action regarding our initial icon logo, we are currently subject 
to claims alleging, among other matters, federal trademark infringement, false designations of origins and unfair 
competition, unfair competition under the Connecticut Unfair Trade Practices Act, common law trademark 
infringement, and unjust enrichment. While we believe the claims are without merit and are defending vigorously, 
there is no assurance we will be successful in such action. In addition, any payments we are required to make and 
any injunction with which we are required to comply as a result of such infringement actions could adversely affect 
our financial results. 

  
We have an amount of debt which may be considered significant for a company of our size which could adversely 
affect our financial condition and our ability to react to changes in our business. 
  

As of January 31, 2020, we had an aggregate principal amount of debt outstanding of approximately $6.2 
million. We believe this is an amount of indebtedness which may be considered significant for a company of our 
size and current revenue base. 

  
Our substantial debt could have important consequences to us. For example, it could: 

  
  • make it more difficult for us to satisfy our obligations to the holders of our outstanding debt, 

resulting in possible defaults on and acceleration of such indebtedness; 
  
  • require us to dedicate a substantial portion of our cash flows from operations to make payments on 

our debt, which would reduce the availability of our cash flows from operations to fund working 
capital, capital expenditures or other general corporate purposes; 

  
  • increase our vulnerability to general adverse economic and industry conditions, including interest 

rate fluctuations; 
  
  • place us at a competitive disadvantage to our competitors with proportionately less debt for their 

size; 
  
  • limit our ability to refinance our existing indebtedness or borrow additional funds in the future; 
  
  • limit our flexibility in planning for, or reacting to, changing conditions in our business; and 
  
  • limit our ability to react to competitive pressures or make it difficult for us to carry out capital 

spending that is necessary or important to our growth strategy. 
  

Any of the foregoing impacts of our substantial indebtedness could have a material adverse effect on our 
business, financial condition and results of operations.  

   
We may not be able to generate sufficient cash to service all of our debt or refinance our obligations and may be 
forced to take other actions to satisfy our obligations under such indebtedness, which may not be successful. 

  
Our ability to make scheduled payments on our indebtedness or to refinance our obligations under our debt 

agreements, will depend on our financial and operating performance, which, in turn, will be subject to prevailing 
economic and competitive conditions and to the financial and business risk factors we face as described in this 
section, many of which may be beyond our control. We may not be able to maintain a level of cash flows from 
operating activities sufficient to permit us to pay the principal, premium, if any, and interest on our indebtedness. 

  
If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be 

forced to reduce or delay capital expenditures or planned growth objectives, seek to obtain additional equity capital 



or restructure our indebtedness. In the future, our cash flows and capital resources may not be sufficient for 
payments of interest on and principal of our debt, and such alternative measures may not be successful and may not 
permit us to meet scheduled debt service obligations. In the absence of such operating results and resources, we may 
be required to dispose of material assets to meet our debt service obligations. We may not be able to consummate 
those sales, or, if we do, we will not control the timing of the sales or whether the proceeds that we realize will be 
adequate to meet debt service obligations when due. 

  
For example, as of January 31, 2020, we owed our senior secured lender $5.0 million that is due on the 

scheduled maturity date of April 1, 2021. Our credit agreement contains negative covenants that, subject to 
significant exceptions limit our ability, among other things to make restricted payments, pledge assets as security, 
make investments, loans, advances, guarantees and acquisitions, or undergo other fundamental changes. A breach of 
any of these covenants could result in a default under the credit facility and permit the lender to cease making loans 
to us. Upon the occurrence of an event of default under this agreement, the lender could elect to declare all amounts 
outstanding thereunder to be immediately due and payable. We have pledged all of our assets as collateral under our 
credit facility. If the lender accelerates the repayment of borrowings, we may not have sufficient assets to repay 
them and we could experience a material adverse effect on our financial condition and results of operations. 

  
We will likely need to raise additional capital required to grow our business, and we may not be able to raise 
capital on terms acceptable to us or at all. 

  
Growing and operating our business will require significant cash outlays and capital expenditures and 

commitments. We have utilized cash on hand and cash generated from operations, accessed our credit facility and 
issued equity and debt securities as sources of liquidity. If cash on hand and cash generated from operations are not 
sufficient to meet our cash requirements, we will need to seek additional capital, potentially through equity or debt 
financing, to fund our growth. Our ability to access the credit and capital markets in the future as a source of 
liquidity, and the borrowing costs associated with such financing, are dependent upon market conditions. In 
addition, any equity securities we issue, including any preferred stock, may be on terms that are dilutive or 
potentially dilutive to our stockholders, and the prices at which new investors would be willing to purchase our 
securities may be lower than the offering price per share of our Class A Common Stock. The holders of any equity 
securities we issue, including any preferred stock, may also have rights, preferences or privileges which are senior to 
those of existing holders of Class A Common Stock. If new sources of financing are required, but are insufficient or 
unavailable, we will be required to modify our growth and operating plans based on available funding, if any, which 
would harm our ability to grow our business. 

  
Our failure to comply with trade and other regulations could lead to investigations or actions by government 
regulators and negative publicity. 

  
The labeling, distribution, importation, marketing and sale of our products are subject to extensive 

regulation by various federal agencies, including the Federal Trade Commission, Consumer Product Safety 
Commission and state attorneys general in the U.S., as well as by various other federal, state, provincial, local and 
international regulatory authorities in the locations in which our products are distributed or sold. If we fail to comply 
with those regulations, we could become subject to significant penalties or claims or be required to recall products, 
which could negatively impact our results of operations and disrupt our ability to conduct our business, as well as 
damage our brand image with consumers. In addition, the adoption of new regulations or changes in the 
interpretation of existing regulations may result in significant unanticipated compliance costs or discontinuation of 
product sales and may impair the marketing of our products, resulting in significant loss of net revenues. 

   
Our international operations are also subject to compliance with the U.S. Foreign Corrupt Practices Act, or 

FCPA, and other anti-bribery laws applicable to our operations. Although we have policies and procedures to 
address compliance with the FCPA and similar laws, there can be no assurance that all of our employees, agents and 
other partners will not take actions in violations of our policies. Any such violation could subject us to sanctions or 
other penalties that could negatively affect our reputation, business and operating results. 

  
Changes to statutes or regulations, in particular, changes to Customs and Border Patrol section 321, could have 
a negative impact on our business, financial condition, results of operations and cash flows. 
  



Section 321, 19 USC 1321 (“section 321”) is the federal statute that sets the de minimis level concerning all 
the international shipments headed to the United States. De minimis provides admission of articles free of duty and 
of any tax imposed on or by reason of importation. Under this statute, the aggregate fair retail value of articles 
imported by one person on one day and exempted from the payment of duty shall not exceed $800. The company 
plans to utilize section 321 to significantly reduce the total amount we pay for duties and taxes (see “The Company’s 
Business -- Sourcing, Manufacturing and Quality Assurance”). Such laws and regulations are subject to periodic 
review and potential revision by the U.S. Congress. The company cannot predict the timing or ultimate outcome of 
any of these reviews or how any future actions taken as a result thereof may impact its business, results of 
operations, cash flows and financial condition. 
  
Our future success depends on our key executive officers and our ability to attract, retain, and motivate qualified 
personnel. 

  
Our future success largely depends upon the continued services of our executive officers and management 

team, especially our Chief Executive Officer and President, Mr. Ron L. Wilson, II. If one or more of our executive 
officers are unable or unwilling to continue in their present positions, we may not be able to replace them readily, if 
at all. Additionally, we may incur additional expenses to recruit and retain new executive officers. If any of our 
executive officers joins a competitor or forms a competing company, we may lose some or all of our customers. 
Finally, we do not maintain “key person” life insurance on any of our executive officers. Because of these factors, 
the loss of the services of any of these key persons could adversely affect our business, financial condition, and 
results of operations, and thereby an investment in our stock. 

  
In addition, our continuing ability to attract and retain highly qualified personnel, especially employees 

with experience in the fashion and fitness industries, will also be critical to our success because we will need to hire 
and retain additional personnel as our business grows. There can be no assurance that we will be able to attract or 
retain highly qualified personnel. We face significant competition for skilled personnel in our industries. This 
competition may make it more difficult and expensive to attract, hire, and retain qualified managers and employees. 
Because of these factors, we may not be able to effectively manage or grow our business, which could adversely 
affect our financial condition or business. As a result, the value of your investment could be significantly reduced or 
completely lost. 

  
If the technology-based systems that give our customers the ability to shop with us online do not function 
effectively, our operating results could be materially adversely affected. 

  
The substantial majority of our customers shop with us through our e-commerce website and mobile 

application. Increasingly, customers are using tablets and smart phones to shop online with us and with our 
competitors and to do comparison shopping. Any failure on our part to provide an attractive, effective, reliable, user-
friendly e-commerce platform that offers a wide assortment of merchandise with rapid delivery options and that 
continually meet the changing expectations of online shoppers could place us at a competitive disadvantage, result in 
the loss of sales, harm our reputation with customers, and could have a material adverse impact on our business and 
results of operations. 

  
Security breaches and other disruptions could compromise our information and expose us to liability, which 
would cause our business and reputation to suffer. 

  
In the ordinary course of our business, we collect and store sensitive data, including intellectual property, 

our proprietary business information, and financial and other personally identifiable information of our customers 
and employees. The secure processing, maintenance, and transmission of this information is critical to our 
operations and business strategy. Despite our security measures, our information technology and infrastructure may 
be vulnerable to attacks by hackers or breached due to employee error, malfeasance, or other disruptions. Any such 
breach could compromise our networks and the information stored there could be accessed, publicly disclosed, lost, 
or stolen. Advanced attacks are multi-staged, unfold over time, and utilize a range of attack vectors with military-
grade cyber weapons and proven techniques, such as spear phishing and social engineering, leaving organizations 
and users at high risk of being compromised. The vast majority of data breaches, whether conducted by a cyber 
attacker from inside or outside of the organization, involve the misappropriation of digital identities and user 
credentials. These credentials are used to gain legitimate access to sensitive systems and high-value personal and 



corporate data. Many large, well-known organizations have been subject to cyber-attacks that exploited the identity 
vector, demonstrating that even organizations with significant resources and security expertise have challenges 
securing their identities. Any such access, disclosure, or other loss of information could result in legal claims or 
proceedings, liability under laws that protect the privacy of personal information, regulatory penalties, a disruption 
of our operations, damage to our reputation, or a loss of confidence in our business, any of which could adversely 
affect our business, revenues, and competitive position. 

  
Organizations face growing regulatory and compliance requirements. 

  
New and evolving regulations and compliance standards for cyber security, data protection, privacy, and 

internal IT controls are often created in response to the tide of cyber-attacks and will increasingly impact 
organizations. Existing regulatory standards require that organizations implement internal controls for user access to 
applications and data. In addition, data breaches are driving a new wave of regulation with stricter enforcement and 
higher penalties. Regulatory and policy-driven obligations require expensive and time-consuming compliance 
measures. The fear of non-compliance, failed audits, and material findings has pushed organizations to spend more 
to ensure they are in compliance, often resulting in costly, one-off implementations to mitigate potential fines or 
reputational damage. Any substantial costs associated with failing to meet regulatory requirements, combined with 
the risk of fallout from security breaches, could have a material adverse effect on our business and brand.  
  
Our business is affected by seasonality. 

  
Our business is affected by the general seasonal trends common to the retail apparel industry. This 

seasonality may adversely affect our business and cause our results of operations to fluctuate, and, as a result, we 
believe that comparisons of our operating results between different quarters within a single fiscal year are not 
necessarily meaningful and that results of operations in any period should not be considered indicative of the results 
to be expected for any future period. 
  
We have identified a material weakness in our internal control over financial reporting and may identify 
additional material weaknesses in the future that may cause us to fail to meet our reporting obligations or result 
in material misstatements of our financial statements. If we fail to remediate any material weaknesses or if we 
fail to establish and maintain effective control over financial reporting, our ability to accurately and timely report 
our financial results could be adversely affected. 

  
Prior to the completion of this offering, we have had limited accounting personnel and other resources to 

address our internal control over financial reporting. During the course of preparing for this offering, we determined 
that we had a material weakness in our internal control over financial reporting as of December 31, 2018 relating to 
our financial reporting processes. 

   
Our management is responsible for establishing and maintaining adequate internal control over financial 

reporting. Internal control over financial reporting is a process designed to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements in accordance with US generally 
accepted accounting principles. A material weakness is a deficiency, or a combination of deficiencies, in internal 
control over financial reporting such that there is a reasonable possibility that a material misstatement of annual or 
interim financial statements will not be prevented or detected on a timely basis. 

  
For a discussion of our remediation plan, see the section entitled “Management’s Discussion and Analysis 

of Financial Condition and Results of Operations — Internal Control over Financial Reporting.” The actions we 
have taken are subject to review, supported by confirmation and testing by management. While we have 
implemented a plan to remediate this weakness, we cannot assure you that we will be able to remediate this 
weakness, which could impair our ability to accurately and timely report our financial position, results of operations 
or cash flows. 

  
Our failure to remediate the material weakness identified above or the identification of additional material 

weaknesses in the future, could adversely affect our ability to report financial information, including our filing of 
annual and semi-annual reports with the Commission on a timely and accurate basis. Moreover, our failure to 



remediate the material weakness identified above or the identification of additional material weaknesses could 
prohibit us from producing timely and accurate financial statements. 

  
  

The exclusive forum provision in our amended and restated certificate of incorporation and bylaws, as amended, 
could limit our stockholders’ ability to obtain a favorable judicial forum for disputes with us or our directors, 
officers or employees.  

  
Article 7 of our amended and restated certificate of incorporation and Article 8.14 of our bylaws, as 

amended, dictate that the Delaware Court of Chancery is the sole and exclusive forum for certain actions including a 
derivative action or proceeding brought on behalf of our company; an action asserting a breach of fiduciary duty 
owed by an officer, director, employee or to the stockholders of our company; any claim arising under the DGCL (as 
defined below); and any action asserting a claim governed by the internal affairs doctrine. We do not intend this 
exclusive forum provision to apply to claims under the federal securities laws. While management believes limiting 
the forum is a benefit, stockholders could be inconvenienced by not being able to bring an action in another forum 
they find favorable. Note that there is uncertainty as to whether a court would enforce this provision as it relates to 
claims under the federal securities laws and that stockholders will not be deemed to have waived our compliance 
with federal securities laws and the rules and regulations thereunder. 

  
A Delaware corporation is allowed to mandate in its corporate governance documents a chosen forum for 

the resolution of state law-based stockholder class actions, derivative suits and other intra-corporate disputes. 
Additionally, Delaware Chancery Courts can typically resolve disputes on an accelerated schedule when compared 
to other forums. As a result, it may be more difficult for investors located outside of the State of Delaware to bring a 
legal action against us for certain claims, due to cost and geographic limitations. 
   
Investors in this offering are bound by the governing law and jurisdiction provision contained in the subscription 
agreement, which limits an investor’s ability to bring lawsuits in connection with this offering. 

  
In order to invest in this offering, investors agree to resolve disputes arising under the subscription 

agreement in state or federal courts located in the State of California, for the purpose of any suit, action or other 
proceeding arising out of or based upon the agreement. The provision does not apply to lawsuits arising under the 
federal securities laws; investors will not be deemed to have waived our compliance with federal securities law and 
the rules and regulations thereunder. As a result, it may be more difficult for investors located outside the State of 
California to bring a legal claim against us for certain claims due to cost and geographic limitations. Alternatively, if 
a court were to find the provision inapplicable to, or unenforceable in an action, we may incur additional costs 
associated with resolving such matters in other jurisdictions, which could adversely affect our business, financial 
condition, or results of operations. 

  
In certain circumstances, investors in this offering will not have dissenters’ rights.  
  

The subscription agreement that investors will execute in connection with the offering contains a “drag-
along provision” related to the sale, dissolution, or merger of the company whereby investors agree to vote any 
shares they own in the same manner as the majority holders of our other classes of voting stock. Specifically, and 
without limitation, if the board of directors and majority holders of our other classes of stock may determine to sell 
the company, depending on the nature of the transaction, investors will be forced to sell their stock in that 
transaction regardless of whether they believe the transaction is the best or highest value for their shares, and 
regardless of whether they believe the transaction is in their best interests. See “Securities Being Offered – Drag 
Along Provision.” 

  
This investment is illiquid. 

  
There is no currently established market for reselling these securities. If you decide that you want to resell 

these securities in the future, you may not be able to find a buyer. Although the company intends to apply in the 
future for quotation of its common stock on an over-the-counter market, or similar, exchange, there are a number of 
requirements that the company may or may not be able to satisfy in a timely manner. Even if we obtain that 
quotation, we do not know the extent to which investor interest will lead to the development and maintenance of a 



liquid trading market. You should assume that you may not be able to liquidate your investment for some time or be 
able to pledge these shares as collateral. 
 


