Annual Report 2020



The RealReal

Dear Stockholders,

Thank you for your continued support of The RealReal and our work to build an enduring brand of
which we can all be proud.

Last year was one of unprecedented challenges for the entire world, and for our business. We
started the year well positioned to drive more than 30% growth and make significant progress
towards profitability The onset of COVID-19 in March created significant hurdles for our business
and shifted our focus to the health and safety of our employees and working tirelessly to move the
business forward in the face of new challenges.

We faced forced closures of our stores across the U.S. Our concierge service for in-home product
pick-ups had to be halted nationwide. The forced temporary closure and restrictions in our
Brisbane, Calif., authentication center had an ongoing negative impact This resulted in a
significant and immediate decline in our overall business, which led to the first reduction of
employees in our history.

By May, we had pivoted the business to serve our consignors with virtual appointments, and by
June, we started reopening our stores with limited capacity. Social unrest again restrained our
retail businesses, but by September, we began ramping up our hiring across the U.S. to prepare
for the holiday season, new store openings and future developments. We ended 2020 seeing
some growth across all key indicators in our business: GMV, new buyers and, importantly, new
consignors.

While the pandemic presented many challenges to our operations, tackling them drove a number
of innovations. Combined with a series of new strategic initiatives that support long-term growth,
we are better positioned than ever to profitably capitalize on the significant luxury resale
opportunity ahead. Key initiatives aimed at creating a more diversified and agile supply acquisition
engine as well as driving operational efficiencies, include:

® Neighborhood Stores - We plan to open 10 neighborhood stores by the end of Q2.
Given early results from our newest stores, we are optimistic that this strategy will
contribute to deeply engaging more of our most valuable customers and significantly
unlock supply in these markets more efficiently than marketing investments alone.

® The RealReal B2B Vendor Program - Our vendor program has improved our ability to
source high-value supply, and we plan to continue to invest in people, processes and
technology to support its growth.

® Arizona Authentication Center - We accelerated the timeline for opening our new
Arizona facility to summer 2021 to support our next phase of growth. It will help us
improve the consignor and buyer experience by reducing shipping times, while reducing
shipping expenses and our average fixed cost per order as we scale.

The driver of our return to growth in December was increased supply, primarily from virtual
appointments and secondarily from vendor product. We are laser focused on accelerating that



growth in the near term. Growth is a powerful driver of profitability improvements as it creates
scale that enables us to realize efficiencies in our operations, leverage our fixed expenses, and
negotiate better rates with our service providers. While COVID has temporarily disrupted our path
to profitability, as its effects subside and our visibility improves, we will be able to be more specific
on our expectations around GMV growth and reaching breakeven.

Beyond navigating the disruptions caused by the pandemic, | am incredibly proud of the resilience
and agility shown by our employees. Their spirit carried the company in dark times. And, despite
homeschooling, social isolation, caring for those ill with Covid-19 and deep uncertainty, they
showed up and creatively solved problems. While we did not lose anyone in our immediate TRR
team due to Covid-19, | am deeply aware that many employees lost family members and friends.
My heart goes out to them as they continue to heal through the trauma of loss.

Of course, | am also proud of the broader social impact we are having on our mission to extend
the life of luxury and create a more sustainable future. We made a lot of progress in 2020 on our
Environmental, Societal and Governance (ESG) initiatives. We debuted our Social Impact site,
publishing key policies and procedures that highlight our commitment to ESG transparency. We
hired a head of sustainability to deepen our commitments and achieved a number of milestones.
We partnered with Gucci to drive participation in circular fashion, and together planted more than
35,000 trees through One Tree Planted. We submitted our CDP Climate Change response and
joined the UN Global Compact. We also hired a head of diversity, equity and inclusion (DEI) to
further embed those values throughout our organization. By continuing our efforts to increase the
diversity of our board of directors, our board composition is now 60% female and 20% BIPOC.
While we are proud of our performance in critical ESG areas, we recognize that there is always
room for improvement. To ensure transparency and meaningful reporting on our progress, we will
provide regular ESG updates with oversight from our Board of Directors.

The RealReal will continue making meaningful progress on our commitment to be a responsible
steward to the environment, to our employees, to our investors and to our local communities in
2021 and beyond. | firmly believe we will emerge from this pandemic well positioned to continue
unlocking the $198 billion worth of luxury goods in U.S. homes and building a more circular future.
We look forward to updating you on our progress and achievements along the way.

Wishing health and safety to you and yours.
%ﬁu g /M?/LZ;

Julie Wainwright, Founder and CEO

April 30, 2021
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the federal
securities laws. All statements other than statements of historical fact contained in this Annual Report on Form 10-
K, including statements regarding our future results of operations and financial position, business strategy and plans,
objectives of management for future operations, long term operating expenses, the opening of additional retail stores
in the future, the development of our automation technology, expectations for capital requirements and the use of
proceeds from our initia public offering, are forward-looking statements. These 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.

In some cases, you can identify forward-looking statements by terms such as “may,” “should,” * expects,”
“plans,” “anticipates,” “could,” “intends,” “target,” “projects,” “contemplates,” “believes,” “ estimates,” “predicts,”
“potential” or “continue” or the negative of these terms or other similar expressions. 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. These forward-looking statements speak only as of the date
of this Annual Report on Form 10-K and are subject to a number of risks, uncertainties and assumptions described in
the section titled “ Risk Factors’ included under Part I, Item 1A below and elsewhere in this Annual Report on Form
10-K. Because forward-looking statements are inherently subject to risks and uncertainties, some of which cannot be
predicted or quantified, you should not rely on these forward-looking statements as predictions of future events. The
events and circumstances reflected in our forward-looking statements may not be achieved or occur and actual
results could differ materially from those projected in the forward-looking statements. Some of the key factors that
could cause actual resultsto differ from our expectations include:

. our future financial performance, including our expectations regarding our revenue, cost of revenue,
operating expenses, and our ability to achieve and maintain future profitability, in particular with respect
to the impacts of the COVID-19 pandemic;

. our ability to effectively manage or sustain our growth and to effectively expand our operations;
. our strategies, plans, objectives and goals;

. the market demand for authenticated, pre-owned luxury goods and new and pre-owned luxury goodsin
general and the online market for luxury goods,

. our ability to compete with existing and new competitorsin existing and new markets and offerings;
. our ability to attract and retain consignors and buyers;

. our ability to increase the supply of luxury goods offered through our online marketplace;
. our ability to timely and effectively scale our operations;

. our ability to enter international markets;

. our ability to optimize, operate and manage our authentication centers,

. our ability to develop and protect our brand;

. our ability to comply with laws and regulations;

. our expectations regarding outstanding litigation;

. our expectations and management of future growth;

. our expectations concerning relationships with third parties;

. economic and industry trends, projected growth or trend analysis;

. seasonal sales fluctuations;

. our ability to add capacity, capabilities and automation to our operations; and

. our ahility to attract and retain key personnel.



In addition, statements such as “we believe” and similar statements reflect our beliefs and opinions on the
relevant subject. These statements are based upon information available to us as of the date of this Annual Report on
Form 10-K and, although 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
athorough 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. Furthermore, if our forward-looking
statements prove to be inaccurate, the inaccuracy may be material. In light of the significant uncertainties in these
forward-looking statements, you should not regard these statements as a representation or warranty by us or any
other person that we will achieve our objectives and plansin any specified time frame, or at all. 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 aresult of any new information, future events or otherwise.



PART |

Item 1. Business.
Overview

The RealReal isthe world’s largest online marketplace for authenticated, consigned luxury goods. We are
revolutionizing luxury resale by providing an end-to-end service that unlocks supply and creates a trusted, curated
online marketplace for buyers globally. Since inception, we have cultivated aloyal and engaged consignor and
buyer base through continuous investment in our technology platform, logistics infrastructure and people.

We offer awide selection of authenticated, primarily pre-owned luxury goods on our online marketplace
bearing the brands of thousands of luxury and premium designers. The top-selling luxury designers on our online
marketplace include Cartier, Chanel, Christian Louboutin, Gucci, Hermes, Louis Vuitton, Prada, Rolex, Tiffany &
Co. and Valentino. We offer products across multiple categories including women’s, men's, kids', jewelry and
watches, and home and art.

Gross Merchandise Value
(In Millions)

LS9
$72

$668

2018 2019 2020

m\Women's mJewelry & Watches Men's mHome, Art and Other

A strong network effect drives the growth of our online marketplace. As we bring more consignors onto our
platform, we unlock more high-quality, luxury supply, which increases our merchandise assortment and attracts
more buyers. This, in turn, increases sales velocity and commissions for our consignors. In addition, a meaningful
share of our consignors become buyers and vice versa, which creates a differentiated flywhedl that enhances the
network effect of our online marketplace.

We also operate our larger footprint flagship retail stores, or Flagship Stores, in West Hollywood in Los
Angeles, California, Union Square in San Francisco, California, SoHo and Upper East Side in New Y ork, New Y ork
and in Chicago, Illinois. Our Flagship Stores are typically 8,000 to 12,000 square feet with thousands of unique
itemsfor sale and arelocated in highly desirable, densely populated locations with strong foot traffic. In addition,
we operate smaller footprint neighborhood retail stores, or Neighborhood Stores, on the Upper East Side and
Brooklyn in New Y ork, Newport Beach, Californiaand Palo Alto, California. Our Neighborhood Stores are
typically 2,500 to 4,500 square feet with items for sale focused in one category and are located in an area with large
number of potential customers who are interested in that category.



Our Market

The existing luxury resale market is outdated, fragmented, difficult to access and laden with counterfeit goods.
Primarily due to these challenges, avast quantity of consignable luxury goods languishes in homes, and buyers can
be hesitant to purchase pre-owned luxury goods. We are transforming the luxury resale experience by addressing
these challenges.

. We provide a seamless consignment experience enabled by our proprietary technology platform and
data. We leverage our proprietary technology and data analytics to provide world-class service, making
consignment easy, convenient, reliable and fast. As aresult, we unlock luxury supply from first-time
consignors, convert consignors who typically consign at local brick-and-mortar shops to our online
marketplace and drive high repeat consignment rates. We leverage data from millions of previous
transactions and current market data to optimize pricing and sales velocity for our consignors.

. We offer buyersa vast, yet curated supply of primarily pre-owned luxury goods and instill trust in the
buying process. We build trust in our buyer base by thoroughly inspecting the quality and condition of
every item and putting every item through our authentication process. This trust drives repeat purchases
from our buyer base and instills confidence in first-time buyers to purchase pre-owned luxury goods.

. We also operate Flagship and Neighborhood Stores. In 2020, our stores generated approximately $52
millionin GMV and approximately $81 million in retail supply value. Our stores improve unit
economics by acquiring higher value buyers and consignors, increasing lifetime value, increasing
average order value, and lowering return rates. We al so benefit from increased brand awareness that
accelerates overall market growth.

Our Consignors

By making consignment easy, convenient, reliable and fast for our consignors, we aim to unlock a vast
guantity of desirable, high-quality, primarily pre-owned luxury goods. Our sales professionals remove friction from
the consignment process and build lasting relationships with our consignors. In 2020, approximately 83% of our
GMYV came from repeat consignors. Our unique service model incentivizes consumers to consign by making the

process easy.

Our sales and service organization is responsible for obtaining exclusive supply for our online marketplace.
Our sales professional's generate a robust pipeline of new consignors and build lasting relationships, which cannot be
easily replicated. They consult on the consignment process and leverage data to advise consignors on pricing,
expected selling time and market trends.

. We deliver an end-to-end service experience. We remove friction from the consignment process by
providing multiple consignment methods. We offer White Glove in-home consultation and pickup,
subject to safety requirements related to the COVID pandemic, and meetings with consignors via online
face-to-face platforms, or Virtual Consultations. Consignors may also drop off items at our luxury
consignment offices. Our Flagship and Neighborhood Stores provide an alternative location to drop off
consigned items and an opportunity to interact with our experts. Consignors may also utilize our
complimentary shipping directly to our authentication centers.

. We do the work on behalf of consignor. Once consigned items reach one of our four authentication
centers, we authenticate, write the associated copy, photograph, price, sell and handle al fulfillment and
returns logistics, making the consignment process seamless. Improvements in our automation of pricing,
copywriting and photo retouching have improved the efficiency of our operations.



We generate high commissions for consignors. Our scale and global reach combined with our
technology-driven online marketplace and proprietary data enable consignors to realize optimal value
for their pre-owned luxury goods. Our consignors earn up to 85% in commissions and achieved an
average commission rate of approximately 64% in 2020.

We offer a range of payment options for consignors and businesses. Consignors are generally paid after
an item has sold, however, we a so offer trade-in terms and “ Get Paid Now” optionsto both businesses
and individuals. “ Get Paid Now” is a program whereby a consignor’s items are evaluated, authenticated
and priced and the consignor receives payment based on this process in advance of the sale of the item.

We drive rapid monetization. Our online marketplace efficiently matches supply with demand resulting
in exceptional sales velocity. In the first three quarters of 2020 and for the full year 2019, approximately
60% and 80% of the products on our online marketplace sold within 30 days and 90 days, respectively.
In addition to sales velocity, we measure the ratio of demand versus supply in a given period, which we
refer to as our online marketplace sell-through ratio. Sell-through ratio is defined as GMV in the period
divided by the aggregate initial value of items added to our online marketplace in that period. In 2020
and 2019, our online marketplace sell-through ratios were 99% and 94%, respectively.

In addition to consignments from individuals, we also receive items directly from business sellers such as
resellers, wholesalers, brands, retailers, or Vendors. These Vendors consign primarily on consignment terms, but
also on a“Get Paid Now” basis. We source primarily high-value products in the handbag, jewelry and watch
category and sneakers from Vendors. We intend to continue to establish these relationships with Vendors and to
develop our operational and technological capabilities to meet the unique needs of these Vendors.

In 2020, our GMV value was comprised of 78% from In-Home, Virtual Appointments, and Direct Ship, 14%
Flagship and Neighborhood Stores together with Luxury Consignment Offices, and 8% from Vendors.

2020 GMV Value By Source

78%

In-Home, Virtual Appointments, and Direct Ship = Store/LCOs Vendor



Our Buyers

We make it easy for buyersto shop our vast, yet curated selection of authenticated, primarily pre-owned
luxury goods. In 2020, we had approximately 649,000 active buyers and approximately 83% of our GMV came
from repeat buyers. Aswe continue to unlock exclusive luxury supply, we aim to attract new buyers and drive repeat
purchases from our existing buyers.

We offer a seamless buying experience. Buyers access our omni-channel online marketplace through our
website, mobile app and retail stores, enabling them to purchase anytime, anywhere. Our Flagship and
Neighborhood Stores also offer our buyers world-class service, surrounded by a beautifully designed
space, where they can shop our dynamic curation of authenticated pre-owned luxury goods across all of
our categories.

We build trust by putting every item through our authentication process. We continue to invest and
innovate in authentication. We believe we have the most rigorous authentication process in the
marketplace. We have highly trained gemologists, horologists, brand experts and art curators who
collectively inspect thousands of items each day. All items pass through a rigorous brand-specific
authentication process before they are accepted for consignment. This process includes inspecting the
item for attributes such as appropriate brand markings, date codes, serial tags and hologram stickers.
Our gemologists and horologists authenticate and inspect our fine jewelry and watches, and each piece
comes with an authentication certificate. In addition, our team of fine art curators and specialists
research and validate art pieces for authenticity. In 2020, we augmented our authentication process with
proprietary item and consignor risk scoring algorithms. We have a zero-tolerance policy when it comes
to counterfeit goods. Items that are deemed to be counterfeit are confiscated. We are also working with
the University of Arizonato develop proprietary technology to inspect gemstones faster and more
accurately, without unmounting the stone.

We provide access to unique, highly coveted and exclusive products. We provide buyers with accessto a
vast, yet curated selection of unique, authenticated, pre-owned luxury goods. In 2020, we sold goods
bearing the brands of thousands of luxury and premium designers, including highly coveted items such
as rare watches and handbags.

We provide a gateway to luxury brands. We believe we are expanding the overall market for both new
and pre-owned luxury goods, as the ability to experience and engage with luxury brands through our
online marketplace resultsin an earlier appreciation for high-quality, well-crafted items, and inspires
consumers to purchase new luxury items. As of December 31, 2020, while we had no contractual or
other affiliations with luxury brands other than our partnerships with Stella McCartney, Burberry and
Nanushka, we believe our online marketplace cultivates customer relationships for luxury brands.

Our Technology

Technology powers all aspects of our business, including our complex, single-SKU inventory management
system. Our supply comes from thousands of individual consignors and businesses across the United States. Each
item we sell isatruly unique, individual stock keeping unit (“single-SKU") and is exclusively available on our
online marketplace. Given the complexity of our inventory model, we developed and continuously innovate
specialized, proprietary applications to optimize inbound processes, such as authentication, copywriting,
photography and photo-editing. We increasingly use our technology platform to automate pricing, copywriting and
photo retouching for goods sold through our online marketplace.

Our powerful data analytics capabilities enable usto improve both consignor and buyer experiences. Our
online marketplace generates and aggregates hundreds of millions of unique data points, including data from
approximately 733 million views of items on our online marketplace in 2020 by potential buyers, which we refer to
asitem views, and approximately 17.1 million item sales since inception. Each consigned item also has up to 50
unique attributes. Informed by this data, we have developed proprietary algorithms and business processes to
optimize our operations, including supply sourcing, merchandising, authentication, pricing and marketing.



Environmental, Social and Gover nance

All of our stakeholders are essentia to our business—shareholders, consignors, buyers, employees, and the
communities in which we do business. We are committed to operating our business with positive economic, social
and environmental impact. We have taken steps in human capital initiatives that drive equality through equal pay
and equal opportunity, including linking Diversity and Inclusion goals to corporate goals. We provide information
on our Environmental, Social and Governance (ESG) progress on our Investor Relations at
https://investor.therealreal .com/investor-relations.

Our board of directors and its committees provide oversight on certain human capital matters, including our
Diversity and Inclusion programs and initiatives. As noted in its charter, our Compensation, Diversity and Inclusion
Committee is responsible for reviewing and recommending to our board of directors compensation plans, policies
and programs intended to attract, retain and appropriately reward employees, as well as provide oversight of the
Company’s policies, programs, and initiatives focusing on leadership and workforce diversity and inclusion. Our
Corporate Governance and Nominating Committee provides oversight of the Company’s policies, programs and
initiatives focusing on social responsibility, including environmental and sustainability and social and human rights
matters. Our Audit Committee works closely with our management to discuss current and emerging risks related to
our workforce and what steps management is taking to manage and reduce the Company’ s exposure to risk. The
action of these committees and the work of our board of directors and management seeks to attract, retain and
develop adiverse and inclusive workforce that is motivated to achieving the Company’ s business objectives.

Our Sustainability Program

Sustainability is woven into the fabric of our business. We believe a growing awareness of the environmental
impact of recirculating luxury goods significantly contributes to the appeal of consigning and purchasing on our
online marketplace. Based on our survey data, approximately 50% of our consignors cite environmental impact or
extending the lifecycle of luxury as key motivators for consigning with us and athird of our buyers say they shop
our website as a replacement for “fast fashion”, half of which is disposed of in less than ayear. At atime when one
garbage truck’ sworth of textilesis landfilled or burned every second, driving awareness of resale and sustainability
iscrucial. That'swhy we put sustainability in the spotlight: in our marketing and advertising, throughout our
shopping experience, and in conversation with both our community and the industry.

We are committed to extending the lifecycle of luxury goods by promoting their recirculation, rather than
creating waste. By creating a circular economy and reshaping consumer purchasing behavior, we contribute to a
more sustainable world.

Our sustainability efforts include:

. Carbon Neutral Pledge. In November 2019, we were the first company to take the pledge in the CEO
Carbon Neutral Challenge issued by Gucci CEO Marco Bizzarri. The RealReal has pledged to be
Carbon Neutra in 2021. To become fully carbon neutral in 2021, The RealReal has engaged third-party
experts to accurately measure The RealReal’ s total GHG emissions, as part of the Challenge’s guiding
principles. Upon completion of measuring our total GHG emissions, we will chart a path to carbon
neutrality by implementing reductions and annually offsetting emissions that can’t be eliminated.

. National Consignment Day. We founded National Consignment Day as a national recognition day that
occurs on the first Monday of October. National Consignment Day celebrates the positive impact
consigning has on the environment. Each year we create a National Consignment Day campaign as an
opportunity to encourage people to consign.

. Sustainability Calculator. In 2018, we launched our Sustainability Calculator on National Consignment
day as atool to quantify the positive impact consignment has on the planet. This calculator, vetted by
sustainability experts, focused solely on women's apparel, our largest product category, and measured
the environmental savings of women'’s clothing items consigned to The RealReal compared to buying
new items. In 2019, we expanded our calculator to include Men's clothing. Since our inception in 2011
through December 31, 2020, consignment with The RealReal saved 17,023 metric tons of carbon and
827 million liters of water.



. Sustainability Taskforce. In 2020, we formed a cross functional Sustainability Taskforce to identify
projects throughout the organization that have the potential to reduce our environmental impact. The
Taskforce prioritizes high impact projects, meets bi-weekly and is actively embedding a focus on
sustainability across the organization. Regular updates are provided to our executive steering
committee.

. Ellen MacArthur Foundation. We are amember of the Ellen MacArthur Foundation Circular
Economy 100 USA, which connects organizations that are rejecting the traditional linear economy in
favor of a self-sustaining circular economy. This network brings together a diverse set of stakeholdersto
encourage collaboration on issues related to sustainability. The Ellen MacArthur Foundation advised us
on the methodology used to create our proprietary Sustainability Calculator, which quantifies the
greenhouse gasses, energy output and water usage offset by the most popular items consigned on our
platform.

. United Nations Climate Change's Fashion Industry Charter for Climate Action. In April 2019, we
became the first company in the resale industry to join the UN Climate Change's Fashion Industry
Charter for Climate Action, which aimsto limit global warming within the fashion industry and inspire
climate action. The Charter endeavors to achieve a 30% reduction in carbon emissionsin the fashion
industry by 2030 and net-zero emissions by 2050. We are helping to create a clear path to achieve the
actions outlined in the Charter by joining the Charter’ s working group on promoting broader climate
action.

. Repair Program. We have several repair and ateration programs that put our brand’s mission into
practice, further extending the life cycle of luxury goods. The repair services help reduce the number of
condition-based rejections and create a streamlined process to help keep itemsin circulation.

Human Capital Resources

Our employees are guided by our mission to empower consignors and buyers to extend the life cycle of
luxury goods. We have an incredibly diverse global community, and we aim to reflect that diversity within our team.
We believe diversity and inclusion foster a collaborative culture, which fuels our ability to innovate as we work to
create a more sustainable future. We proactively seek feedback and guidance from our employees, whom we see as
our partnersin building a strong organizational culture.

As of December 31, 2020, we had 2,604 full-time equivalent employees. Additionally, we rely on
independent contractors and temporary personnel to supplement our workforce, primarily in our authentication
centers. None of our employees is represented by alabor union or covered by a collective bargaining agreement. We
consider our relations with our employees to be good.

Diversity and Inclusion

We work to inspire and empower our employees to think creatively and authentically, share their ideas, bring
their whole selvesto work, and strive for greatness every day. We're proud to have a diverse team, and we recognize
there's opportunity for usto continue improving representation, particularly among our senior leadership. We
support and celebrate all diversity, and are committed to providing an equal employment opportunity regardless of
race, color, ancestry, religion, sex, national origin, sexual orientation, age, citizenship, martial status, disahility,
gender identity or expression, or Veteran status. Below is a breakdown of how our team self-identifies as of
December 31, 2020:
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All Corporate M anagement Executives Board

Black 14% 5% 18% 0% 20%
Hispanic/Latinx 23% 12% 15% 0% 0%
Asian 12% 20% 9% 29% 0%
White 37% 47% 55% 71% 80%
Female 68% 60% 65% 57% 60%

In 2020, our DEI journey focused on listening and learning. We have since hired a head of Diversity,
Equity and Inclusion, established and invested in Employee Resource Groups, and we are creating structures and
policies that empower employees to form and participate in these critical communities. We have delivered training
on Managing Biasto nearly all managers of people, which we will continue to deliver to new managers. We have
also invested in a proactive tool that encourages employees to report bias, discrimination, and harassment, and
provide feedback on culture, aswell asin the retention and advancement of our BIPOC talent through differentiated

|eadership development programs.

We implement our diversity strategy by working to embed diversity values and goals across al strands of
empl oyee management including recruitment, talent development and promotion, and awareness and education.
WEe're also implementing stronger systems to support and empower our team. We've formed a Diversity Task Force,
and we are establishing Employee Resource Groups, conducting listening sessions, holding unconscious bias
training for all managers and engaging a diversity consultant. This work helps us continue to evolve and be a better
advocate and aly.

11



In addition, our Board believes that in order to fulfill its overall fiduciary responsibility to its stockholders
and the Company, it must maintain a strategic composition that includes the experience, qualifications, skills, and
diversity needed for each Board member to complement the others. When searching for new directors, the Board
actively seeks out women and individuals from minority groups to include in the pool from which Board nominees
are chosen. As of December 31, 2020, five of our nine board members were female, and two of our nine members
represented a minority group.

Talent Development and Training

We believe that the training and development of our employeesis critical to our long-term success. We
offer avariety of employee training programs, including onboarding, technical skills training, product and services
training, and managerial soft skills training. These programs include training specific to each of our business
functions, enabling usto provide our consignors and buyers with a consistent luxury experience. For example,
we support our sales professionals by providing a 10-day virtual onboarding sequence conducted through peer-to-
peer, facilitated and self-learning sessions, followed by continuous professional development programs. Our
authentication team receives training depending on one of five levels. Entry level authenticators receive a minimum
of 40 hours of training, while our expert authenticators receive a minimum of ten months training. In 2020,
we aso delivered a Manager Development Series to all people managers across the organization and offered a
L eadership Development Program to our people managers at the director and above levels.

As avaued member of our team, each employee receives training appropriate to the scope and nature of
their role. Our employees receive an annual performance review and our people managers have quarterly meetings
with their employees to address performance and development. As a part of our onboarding program, we have
developed an engagement monitoring plan for our employees in the form of personal check-ins and questionnaires.

This past summer we launched our first employee engagement survey. All of our employees were offered
an opportunity to participate, of which 75% submitted a response. The survey consisted of 50 questions on which
employees were asked to indicate their level of agreement with a statement based on a five-point scale from
Strongly Agree to Strongly Disagree and five free-text questions to which employees were asked to write a
response. The responses returned an overall favorable engagement score of 66%, 23% neutral and 11% unfavorable.
Our senior leaders built department-level action plans in 2020 that focus on employee engagement.

Health, Safety and Wellness

We are committed to ensuring the health and safety of all employees and require compliance with all
applicable local laws and regulations governing working conditions, working hours, fair wages, and compensation.

We recognize that in addition to minimizing work-related injuries and illness, a safe and healthy work
environment supports employee retention and morale and enhances the quality of products and services. We treat all
applicable health and safety regulations as a minimum standard as we are committed to high standards for our
working environments that protect the well-being of all employees. We encourage consultation and cooperation
between management and employees in developing occupationa health and safety mechanisms through ongoing
dialogue. We expect senior management to integrate health and safety mechanismsin all business activities and
monitor the program’ s effectiveness.

In response to the COV1D-19 pandemic, we implemented changes that we consider to be in the best interest
of our employees, as well as the communities in which we operate, and which comply with government regulations.
We have implemented additional safety measures for employees continuing critical on-site work. We believe we
have been able to preserve our business continuity without sacrificing our commitment to keeping our employees
safe during the COVID-19 pandemic.

Most importantly, we recognize the importance of supporting our employee’ s overall well-being. To that

end, we invested in new company-paid benefit programs in 2020 including, parent programs to support both birth
and non-birth parents.
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Seasonality

Before the COVID-19 pandemic, we had observed trends in seasonality of supply and demand in our
business. Specifically, our supply increases in the third and fourth quarters, and our demand increases in the fourth
quarter. As aresult of this seasonality, we typically see stronger average order value (“AQV”), and more rapid sell-
through in the fourth quarter. We also incur higher operating expenses in the last four months of the year aswe
increase advertising spend to attract consignors and buyers and increase headcount in sales and operations to handle
the higher volumes. However, the adverse impacts of COVID-19 on our business has made it difficult to evaluate
the impact of seasonality in our business. While we expect supply will continue to be negatively impacted by
COVID-19, we believe its growth will acceleratein 2021. Additionally, we expect higher advertising spend and
demand increases in the fourth quarter.

Intellectual Property

Our intellectual property, including copyrights and trademarks, is an important component of our business.
We rely on trademark, copyright, trade secrets, patents, patent applications, confidentiality agreements and other
practices to protect our brands, proprietary information, technologies and processes. We primarily rely on copyright
and trade secret laws to protect our proprietary technologies and processes, including the algorithms we use
throughout our business. Our principal trademark assets include the registered trademark “ The RealReal” and our
logos and taglines. Our trademarks are valuabl e assets that support our brand and consumers' perception of our
services and merchandise. We aso hold the rights to the “therealreal.com™ Internet domain name and various related
domain names, which are subject to Internet regulatory bodies and trademark and other related laws of each
applicablejurisdiction. We continually review our development efforts to assess the existence and patentability of
new intellectual property and intend to pursue patent protection to the extent we believe it would be beneficial and
cost-effective.

We control accessto and use of our intellectual property through confidentiality procedures, non-disclosure
agreements with third parties and our employment and contractor agreements. We rely on contractual provisions to
protect our proprietary technology, brands and creative assets with consignors and buyers.

Corporate I nformation

We were incorporated in the state of Delaware in March 2011. Our principal executive offices are located at
55 Francisco Street, Suite 600, San Francisco, California 94133, and our telephone number is (855) 435-5893. Y ou
may access our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
other reports (and amendments thereto) filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act
with the Securities and Exchange Commission (“SEC”), aswell as proxy statements filed by us, free of charge on
our website at www.therealreal.com, as soon as reasonably practicable after such material is electronically filed
with, or furnished to, the SEC. Information contained on, or that can be accessed through, our website is not
incorporated by reference into this or any other report we file with, or furnish to, the SEC, and you should not
consider information on our website to be part of this or any other report we file with, or furnish to, the SEC. Such
periodic reports, proxy statements and other information are also available at the SEC's website at
http://www.sec.gov.

The RealReal, Obsessions and other trademarks or service marks of The RealReal, Inc. appearing in this
Annual Report are the property of The RealReal, Inc. This Annual Report contains additional trade names,
trademarks and service marks of others, which are the property of their respective owners. Solely for convenience,
the trademarks, service marks, logos and trade names referred to in this Annual Report are without the ® and ™
symbols, but such references are not intended to indicate that we will not assert our rights in these trademarks,
service marks and trade names.
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Item 1A. Risk Factors.

Investing in our common stock involves a high degree of risk. You should consider and read carefully all of the risks
and uncertainties described below, together with all of the other information in this Annual Report on Form 10-K
and in our other filings with the Securities and Exchange Commission (SEC). The risks described below are not the
only ones we face. The occurrence of any of the following risks or additional risks and uncertainties not presently
known to us or that we currently believe to be immaterial could materially and adversely affect our business,
financial condition or results of operations.

Risks Relating to the COVID-19 Pandemic
Our operations have been, and may continue to be, adversely affected by the COVID-19 pandemic.

We currently have four authentication centers, onein California and three in New Jersey and will be opening
onein Arizonain the near future. In addition, we operate a growing number of retail storesin select locationsin the
United States. For consignors, we also provide drop off of consigned goods at any one of our numerous luxury
consignment offices (“LCQOSs"). In response to the COVID-19 pandemic, state and local governments have imposed
significant limitations on business operations. As of the date of thisfiling, our authentication centers, retail stores
and LCOs are all operating subject to certain restrictions, such as modified operating models and hours and
enhanced safety and cleaning protocols. We have also taken actions to facilitate the continued operation of our
business, including implementing social distancing measures, offering virtual consignment appointments to augment
our White Glove service, providing curbside pick-up for both our consignors and buyers, and enabling employees to
work remotely to the extent possible. In addition to these operational challenges, the COVID-19 pandemic aso
threatens the health of our employees, consignors and buyers. Our business s critically dependent on our employees
who staff our facilities and stores. It is unclear whether further limitations will be imposed in the near future due to
the current resurgence of the COVID-19 virus and any new variants. The nature, scope and duration of the effects of
the COVID-19 pandemic on our operationsis highly uncertain and could have a material adverse effect on our
business and operating results.

The COVID-19 pandemic has impacted, and may continue to impact, our business.

The COVID-19 pandemic and related government-mandated measures, such as business closures and shelter
in-place guidelines, have created significant market volatility, uncertainty and economic disruption. The extent to
which the COVID-19 pandemic impacts our business, results of operations, financial condition and liquidity will
depend on numerous evolving factors, known and unknown, that we cannot predict, including the duration and
scope of the pandemic; government, business and individual actions that have been and continue to be taken in
response to the pandemic; the impact of the pandemic on national and globa economic activity; unprecedented
unemployment levels; disruption of the financial markets, including the possibility of anational or global economic
recession or depression; the limitations on operations requiring employees to perform their duties in-person, such as
our warehouse operations; the potential for shipping difficulties, including delayed deliveriesto our buyers; and
weakened consumer demand. Additionally, under current state and local government orders, employees who are not
required to perform their duties in-person, are required to work remotely for an indefinite period of time, which
could introduce additional operational risk, such as an increased vulnerability to cyber-attacks, and harm
productivity and collaboration. Our ability to return to normalized operations and the timing of such areturn cannot
be predicted at thistime. In addition, the risks and uncertainties described elsewhere in this “ Risk Factors’ section
may be heightened as a result of the impacts of the COVID-19 pandemic. At this time, we cannot reasonably
estimate the full extent of impact of the COVID-19 pandemic on our business, operations and financial results.

Risks Relating to Our Revenue and Operating Results
We have a history of losses and we may not achieve or maintain profitability in the future.

We experienced net losses of $75.8 million, $98.4 million, and $175.8 million in 2018, 2019 and 2020,
respectively, and as of December 31, 2020 we had an accumulated deficit of $532.0 million. Despite the impacts of
the COVID-19 pandemic on our operations, we continue to align our strategy to capitalize on growth opportunities.
If our investments do not prove successful or our market does not develop as we expect, we may continue to
experience losses over the long term. Any failure to increase our revenue sufficiently to keep pace with our
investments and other expenses could prevent us from achieving or maintaining profitability or positive cash flow
on a consistent basis. If we are unable to successfully address these risks and challenges as we encounter them, our
business, financial condition and operating results could be adversely affected. We cannot assure you that we will
ever achieve or sustain profitability and may continue to incur significant losses going forward.
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We may not be able to sustain our revenue growth rate or effectively manage growth or new opportunities.

While we experienced negative revenue growth in 2020, this follows revenue growth in 2018 and 2019. Such
recent revenue growth should not be considered indicative of our future performance. Our online marketplace
represents a substantial departure from the traditional resale market for luxury goods. While our business grew
rapidly prior to the COVID-19 pandemic, the resale market for luxury goods may not continue to develop in a
manner that we expect or that otherwise would be favorable to our business. Our relatively short operating history
and the changes in our market make it difficult to assess our future performance. Y ou should consider our business
and prospectsin light of the risks and difficulties we may encounter. Aside from the negative impact the COVID-19
pandemic has had and may continue to have on our revenues, as we grow our business, our future revenue growth
rates may slow due to a number of factors, including the maturation of our business, increased market adoption
against which future growth will be measured, increasing competition or our failure to capitalize on growth
opportunities, such as increasing company-owned inventory. Our rapid growth has placed significant demands on
our management and our operational and financial infrastructure. Continued growth could also strain our ability to
maintain reliable service levels for our consignors and buyers, develop and improve our operational, financial and
management controls, enhance our reporting systems and procedures and recruit, train and retain highly skilled
personnel. Failure to effectively manage the growth of our business and operations would negatively affect our
reputation and brand, business, financial condition and operating results.

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

We make certain assumptions when planning our expenses based on our expected revenue. These assumptions
are partly based on historical results. We rely on a constant supply of consigned goods to sustain and grow our
revenue, making our revenuein any given period difficult to predict. Because our operating expenses are relatively
fixed in the short term, any failure to achieve our revenue expectations would have a direct, adverse effect on our
financial condition, operating results and the price of our stock.

We have experienced seasonal and quarterly variationsin our revenue and operating results.

Our businessis seasonal and historically we have realized a disproportionate amount of our revenue and
earnings for the year in the fourth quarter as a result of the holiday season and seasonal promotions. We expect this
to continue in the future. If we experience lower than expected revenue during any fourth quarter, it may have a
disproportionately large impact on our operating results and financial condition for that year. In any given year, our
seasonal sales patterns may become more pronounced, may strain our personnel and may cause a shortfall in
revenue related to expensesin a given period, which could substantially harm our business, operating results and
financial condition. In anticipation of increased activity during the fourth quarter, we also incur significant
additional expenses, including additional marketing and staffing in our sales and customer support operations. In
addition, we may experience an increase in our shipping costs due to complimentary upgrades, split-shipments and
additional long-zone shipments necessary to ensure timely delivery for the holiday season. Such increased costs may
harm our profitability, especialy if we are experiencing lower than expected revenue during the holidays.

Greater than expected product returns may exceed our reserve for returns.

We generaly allow buyers to return certain purchases from our website and retail stores under our return
policy. We record areserve for returns against proceeds to us from the sale of goods on our online marketplace in
calculating revenue. We estimate this reserve based on historical return trends. The introduction of new productsin
the retail market, changes in consumer confidence or other competitive and general economic conditions, and higher
than expected returns in connection with fourth quarter holiday buying may cause actual returns to exceed our
reserve for returns. Any significant increase in returns that exceeds our reserves could adversely affect our revenue
and operating results.

We may require additional capital to support business growth.

We may require additional funds to support our growth and respond to business challenges, including the
difficulties we have experienced as aresult of the COVID-19 pandemic. To support our future growth, we may need
to further develop our online marketplace services, grow our retail presence, expand our categories of pre-
owned luxury goods, enhance our operating infrastructure, expand the markets in which we operate and potentially
acquire complementary businesses and technologies. Accordingly, we may need to engage in equity or debt
financings to secure additional funds, which may result in significant dilution to existing stockholders or the
granting of new equity securities which have rights, preferences and privileges superior to those of holders of our
common stock. Any debt financing secured by us could involve restrictive covenants relating to our capital-raising
activities and other financial and operational matters, which may make it more difficult for us to obtain additional
capital and to pursue business opportunities in the future. In addition, we may not be able to obtain additional
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financing on terms favorable to us, if at al. If we are unable to obtain financing on terms satisfactory to us when we
requireit, 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.

Risks Relating to Our Strategy
We may be unable to execute on our retail growth strategy.

While we currently operate a limited number of retail stores, we plan to increase the number of new retail
stores, including “neighborhood stores’ with smaller square footage. We believe that retail stores are critical for our
growth expansion of our business, raising brand awareness with consignors and buyers and generating new supply.
We also believe that an expansion of our brick-and-mortar presence complements our online marketplace and
strengthens the omni-channel consigning and buying experience. We may, however, have to enter into long-term
leases before we know whether our retail strategy or a particular geography will be successful. We also face a
number of challenges in opening new stores, including locating retail space having a cost and geographic profile that
will allow us to operate in highly desirable shopping locations, hire in-store talent and expand our retail operations
in a cost-effective manner. Prior to the COVID-19 pandemic, competition for retail locations had been increasing,
making it more difficult to locate and secure retail space on acceptable pricing and other terms. Even if we are able
to secure attractive retail locations, the opening of new stores brings operational challenges. In expanding our
locations, we must provide our consignors and buyers with a consistent luxury experience. In the past, our stores
have been the target of theft and have also experienced property damage. Any such future incidents may result in a
disruption to our retail operations and significant costsif not covered by our insurance policies. In addition, the
offering of unique, single-SKU products creates supply chain, merchandising and pricing challenges, as we must
select the right product mix for each individual store while continuing to manage inventory at our authentication
centers. If we are not able to manage or execute on our retail growth strategy, our business, operating results,
prospects and reputation may be harmed.

Expansion of our operations internationally will require significant management attention and resour ces.

While we have members from outside the United States who purchase items from our online marketplace, we
have not expanded our physical operationsinternationally. If we choose to do so, we would need to adapt to various
local cultures, languages, standards, laws and regulations and policies. Our business model we employ may not
appeal to consignors and buyers outside of the United States. Furthermore, to succeed with clients in international
locations, it will be necessary to locate authentication centersin foreign markets and hire local employees in those
markets, and we may have to invest in such facilities before demonstrating that we can successfully run operations
outside of the United States. If we invest substantial time and resources to establish and expand our operations
internationally and are unable to do so successfully and in atimely manner, our operating results would suffer.

Risks Relating to Supply
We may not be able to obtain sufficient new and recurring supply of pre-owned luxury goods.

Our success depends on our ability to generate a consistent supply of luxury goodsto sell through our stores
and online marketplace. To do this we must cost-effectively attract, retain and grow relationships with consignors.
To expand our consignor base, we must appeal to and engage individuals new to consignment, or who have
consigned through traditional brick-and-mortar shops but are unfamiliar with our business. We find new consignors
by converting buyers utilizing our online marketplace, shopping in our retail stores, or utilizing our LCOs. We also
reach new consignors through paid advertising, referral programs, organic word-of-mouth and other methods, such
as mentions in the press, Internet search engine results and through our brand partnerships. We recently increased
our paid marketing expenses by investing more in television advertising and digital marketing and we expect to
increase our spending on these and other paid marketing channels in the future. We cannot be certain that these
effortswill yield more consignors or be cost-effective. Moreover, new consignors may not choose to consign with us
a second time or as frequently, or consign as many items or the same value of items, as has historically been the case
with existing consignors. Therefore, the revenue generated from new consignors may not be as high as the revenue
generated historically from our existing consignors or as high as we expect. Most of the luxury goods we offer
through our online marketplace are initially sourced from consignors who are individuals. As aresult, we may be
subject to periodic fluctuations in the number, brands and quality of goods sold through our online marketplace on
behalf of our consignors. In addition, a significant number of our new and existing consignors greatly prefer our
White Glove consultation method for consigning luxury goods, which involves our sales professionals meeting with
our consignorsin their homes. Due to the COVID-19 pandemic, we have modified our White Glove consultation
method for consigning luxury goods to operate on a“no contact” basis. It is unclear what impact this modified “no
contact” White Glove consultation method will have on our operations and these new and existing consignors may
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not be aswilling, or willing at al, to utilize our other methods for consignment. We have a so added a buy upfront
program in an effort to generate additional supply. The effectiveness of this program, including its commission
structure, is still uncertain. If we fail to attract new consignors or drive repeat consignments in a cost-effective
manner, or fail to convert buyersto consignors, our ability to grow our business would be adversely affected.

We may be unable to attract and retain talented sales professionals.

Werely on our sales professionals to drive our supply of luxury goods by identifying, developing and
maintaining relationships with our consignors. The process of identifying and hiring sales professionals with the
combination of skillsand attributes required in these roles can be difficult and can require significant time. In
addition, competition for qualified employees and personnel in the retail industry is intense and turnover amongst
our sales professionals within afew years is not uncommon. If we are not successful in attracting and retaining
effective sales professionals, the quantity and quality of the luxury goods sold through our online marketplace may
be negatively impacted, which would have a material adverse effect on our business and operating results.

Our growth and supply of product offerings depend on our ability to maintain our brand partnerships.

We have established brand partnerships with Gucci, Stella McCartney and Burberry and seek to add additional
partnershipsin the future. We believe that these partnerships are important to increasing our supply and growing our
business. We make direct purchases of products from our brand partners, which helps us to drive supply and expand
our product offerings. To establish and maintain these partnerships, brands must trust, among other things, our
authentication process and that we provide alevel of customer service that matches those generally provided by
luxury brands, for both consignors and buyers, online and in-store. If we are unable to provide value to our existing
partners or unable to add new partners, the growth of our business may be harmed.

Risks Relating to Demand
Our continued growth depends on attracting new and retaining repeat buyers.

To expand our buyer base, we must appeal to and attract buyers who do not typically purchase luxury goods,
who have historically purchased only new luxury goods or who used other means to purchase pre-owned luxury
goods, such as traditional brick-and-mortar consignment shops, auction houses and the websites of other secondary
marketplaces. We reach new buyersin part through television and digital advertising, other paid marketing, press
coverage, referral programs, organic word of mouth, our brand partnerships and other methods of discovery, such as
converting consignors to buyers. We expect to continue investing heavily in these and other marketing channelsin
the future and cannot be certain that these efforts will yield more buyers or be cost-effective. Moreover, new buyers
may not purchase through our online marketplace as frequently or spend as much with us as historically has been the
case with existing buyers. As aresult, the revenue generated from new buyer transactions may not be as high asthe
revenue generated from transactions with our existing buyers. Failure to attract new buyers and to maintain
relationships with existing buyers would adversely affect our operating results and our ability to attract and retain
consignors.

National retailers and brands set their own retail prices and promotional discounts on new luxury goods,
which could adversely affect our value proposition to consignors and buyers.

National retailers and brands set pricing for new luxury goods that they sell and from time offer sales and
promotional pricing, particularly during the holiday season, when we have historically made a substantial portion of
our annual sales. Promotional pricing by these parties may lower the value of products consigned with us and our
inventory and, in turn, reduce the value proposition for both our consignors and buyers. We have in the past
experienced areduction in our GMV and AQOV due to fluctuations in the price of new luxury goods sold by retailers
and brands, and we anticipate similar reductions and fluctuations in the future. However, the timing and magnitude
of such discounting can be difficult to predict and can be brought on by unique factors such as aretailer or brand
going out of business and liquidating its inventory, which may happen to a greater extent as aresult of the COVID-
19 pandemic and weakened consumer demand. Any of the foregoing risks could adversely affect our business,
financial condition and operating results.

We must successfully gauge and respond to changing preferences among our consignors and buyers.

Our successisin large part dependent upon our ability to anticipate and identify trends in the market for pre-
owned luxury goodsin atimely manner and to obtain consignments of luxury goods that address those trends. We
use data science to predict consignor and buyer preferences, and there can be no assurance that our data science will
accurately anticipate consignor or buyer needs. Our business model limits our responsiveness to changing
preferences, as the majority of our inventory consists of unique, single-SKU items. We are also sourcing an
increasing amount of goods directly from brands. While we attempt to source goods that complement our existing
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inventory, we cannot ensure we will do so successfully. To the extent we do not accurately predict and successfully
respond to the evolving preferences of our consignors and buyers, our ability to grow our business and our operating
results would be adversely affected.

We may be unable to replicate our business model for newer categories of consigned luxury goods.

Our women' s category accounted for approximately 65% of our GMV in 2020. We intend to deepen our
penetration in other high-value categories such as men’s, jewelry and watches, and home and art and continue to
explore additional categories of luxury goods. If these additional categories of pre-owned luxury goods are not
accepted by our existing consignors or buyers, or if such categories do not attract new consignors or buyers, our
revenues may fall short of expectations, our brand and reputation could be adversely affected and we may incur
expenses that are not offset by revenues. In addition, our business may be adversely affected if we are unable to
attract new and repeat consignors that supply the necessary high-quality, appropriately priced and in-demand luxury
merchandise in these additional categories, and these categories of goods may also have a different range of margin
profiles than the goods currently sold through our online marketplace. Additionally, as we enter into new categories,
potential consignors may demand higher commissions than our current categories, which would adversely affect our
take rate and operating results. Expansion of our offerings may also strain our management and operational
resources, specifically the need to hire and manage additional authentication and market experts. We may also face
novel challenges in authenticating goods as we expand our product offerings. In addition, we may experience greater
competition in specific categories from companies that are more experienced in these categories. If any of these
were to occur, it could damage our reputation, limit our growth and have an adverse effect on our operating results.

Werely on consumer discretionary spending, which is adversely affected by economic downturns,
including economic recession or depression, and other macroeconomic conditions or trends.

Our business and operating results are subject to global economic conditions and their impact on consumer
discretionary spending, particularly in the luxury goods market. Some of the factors that may reduce luxury
spending include economic downturns, including economic recession or depression, high levels of unemployment,
higher consumer debt levels, reductionsin net worth, declines in asset values, including home values, and related
market and economic uncertainty. Many of these factors have occurred, and may continue to become more
prevalent, as aresult of the COVID-19 pandemic. Such economic uncertainty and the resulting decrease in the rate
of new luxury goods purchases in the primary market may have a corresponding impact on luxury resale, which
could manifest in anumber of ways, including fewer individuals choosing to consign their goods with us, resulting
in adecrease of items available in our online marketplace, fewer individuals choosing to buy pre-owned luxury
goods, resulting in lower active buyer growth and order volume, and lower Average Order Volume (“AOV”) dueto
a combination of lower average selling price per item and/or fewer items per average order, any of which could have
an adverse effect on our business and operating results.

Our industry is highly competitive and we may not be able to compete effectively.

We compete with vendors of new and pre-owned luxury goods, including branded luxury goods stores,
department stores, traditional brick-and-mortar consignment stores, pawn shops, auction houses, specialty retailers,
discount chains, independent retail stores, the online offerings of traditional retail competitors, resale players
focused on niche or single categories, as well as technol ogy-enabled marketplaces that may offer the same or similar
luxury goods and services that we offer. Many of our competitors have longer operating histories, larger fulfillment
infrastructures, greater brand recognition and technical capabilities, faster or lower-cost shipping, larger selections
of goods for sale, greater financial, marketing, institutional and other resources and larger buyer bases than we do.
Asthe market evolves, new competitors may emerge, including traditional retail competitors who expand their
offerings to include resale. Some of our competitors may have greater resources than we do, which may allow them
to derive greater revenue and profits from their existing buyer bases, acquire consignors at lower costs or respond
more quickly than we can to new or emerging technologies and changes in consumer shopping behavior. These
competitors may also adopt more aggressive pricing policies, which may allow them to build larger consignor or
buyer bases or generate revenue from their existing buyer bases more effectively than we do. New competitors may
force usto decrease our take rates to remain competitive and negatively impact on our financial performance. If we
fail to respond to competition effectively, our business and operating results may be adversely affected.

Risks Relating to Marketing and Brand Management
Our success depends on the accuracy and reliability of our authentication process.

Our success depends on our ability to accurately and cost-effectively determine whether an item offered for
consignment is an authentic product or genuine gemstone, piece of jewelry or work of art. From time to time, we
receive counterfeit goods for consignment. While we continue to invest and innovate heavily in our authentication
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processes, and we reject any goods we believe to be counterfeit, we cannot be certain that we will identify every
counterfeit item that is consigned to us. Asthe sophistication of counterfeitersincreases, it may be increasingly
difficult to identify counterfeit products. We refund the cost of a product to abuyer if the buyer questionsits
authenticity and returns the item. The sale of any counterfeit goods may damage our reputation as a trusted online
marketplace for authenticated, pre-owned luxury goods which may impact our ability to attract and maintain
consignors, buyers and brand partners. Additionally, we have been and may in the future be subject to negative press
or public allegations, including on social media, that our authentication processes are inadequate. Any material
failure or perceived failure in our authentication operations could cause buyers and consignorsto lose confidencein
our platform and adversely affect our revenue.

We may not succeed in promoting and sustaining our brand.

We believe that growing The RealReal brand is critical to driving consignor and buyer engagement as well as
attracting brand partners. An important goal of our brand promotion strategy is establishing and maintaining trust
with our consignors, buyers and brand partners. Growing our brand will depend largely on our ability to continue
providing our consignors with service that is consistent with the level of luxury associated with the goods they are
consigning and delivering value for the goods they consign, all in atimely and consistent manner. For buyers,
growing our brand requires that we foster trust through authentication, timely and reliable fulfillment of orders, and
responsive and effective customer service. To establish and maintain relationships with existing and future brand
partners, brands must trust our authentication process and that we provide alevel of customer service that matches
those generally provided by luxury brands, for both consignors and buyers, online and in-store. If we fail to provide
consignors or buyers with the service and experience they expect, or experience consignor or buyer complaints or
negative publicity about our products, services, delivery times or customer support, whether justified or not, the
value of our brand would be harmed and our business may suffer.

Our advertising activity may fail to efficiently drive growth in consignors and buyers.

Our future growth and profitability depend in large part upon the effectiveness and efficiency of our
advertising, promotion, public relations and marketing programs and we are investing heavily in these activities. We
closely monitor the effectiveness of our advertising campaigns and changesin the advertising market, and adjust
or re-allocate our advertising spend across channels, customer segments and geographic marketsin real-timein an
effort to optimize the effectiveness of these activities. We expect to increase advertising spend in future periods to
continue driving our growth. Even if our marketing and advertising expenses result in increased sales, the increase
might not offset our related expenditures. We also face the unique challenge of attracting consignors and buyers to
our online marketplace who may be unfamiliar with both our brand and our consignment business model. If we
struggle to attract new consignors and buyers to our luxury resale model, or are unable to maintain our marketing
and advertising channels on cost-effective terms or replace or supplement existing marketing and advertising
channels with similarly or more effective channels, our marketing and advertising expenses could increase
substantially, our consignor and buyer base could be adversely affected, and our business, operating results,
financial condition and brand could suffer.

We rely on third parties to drive traffic to our website.

Werely in part on digital advertising, including search engine marketing, to promote awareness of our online
marketplace, grow our business, attract new consignors and buyers and increase engagement with existing
consignors and buyers. In particular, we rely on search engines and major mobile app stores as important marketing
channels. If search engines change their algorithms, terms of service, display or the featuring of search results,
determine we are out of compliance with their terms of service or if competition increases for advertisements, we
may be unable to cost-effectively add consignors and buyers to our website and apps, which would harm our
business, operating results and prospects.

Use of social media, emails and text messages may adversely impact our reputation or subject usto fines.

We use social media, emails, push notifications and text messages as part of our omni-channel approach to
marketing. As laws and regulations evolve to govern the use of these channels, the failure by us, our employees or
third parties acting at our direction to comply with applicable laws and regulations in the use of these channels could
adversely affect our reputation or subject usto fines or other penalties. In addition, our employees or third parties
acting at our direction may knowingly or inadvertently make use of social mediain ways that could lead to the loss
or infringement of intellectual property, aswell as the public disclosure of proprietary, confidential or sensitive
personal information of our business, employees, consignors, buyers or others. Information concerning us or our
consignors and brands, whether accurate or not, may be posted on social media platforms at any time. The harm may
be immediate without affording us an opportunity for redress or correction and could have a material adverse effect
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on our reputation, business, operating results, financial condition and prospects.
The public disclosure of our Environmental, Social and Governance (ESG) metrics may subject usto risks.

We voluntarily report certain metrics and goals for ESG. This transparency is consistent with our commitment
to operate our business with positive economic, social, and environmental impact. The perception held by our
consignors or buyers, other key stakeholders, or the communities in which we do business may depend, in part, on
the metrics and goals we have chosen to aspire to and whether or not we meet our goals on atimely basis, if at all.
Also, by electing to set goals and publicly disclose our ESG metrics, we may face increased scrutiny related to
environmental, social, and governance activities. Any failure to meet our goals or to act responsibly in the areasin
which we report, may negatively affect our reputation and the value of our brand, including impacting employee
engagement and retention, the willingness of our consignors and buyers and our partners and vendors to do business
with us, or investors willingness to purchase or hold shares of our common stock, any of which could adversely
affect our business, financia performance, and growth.

Risks Related to Our Merchandising and Fulfillment
We may not be able to attract, train and retain specialized personnel and skilled employees.

To grow our business, we must continue to improve and expand our merchandising and fulfillment operations,
information systems and skilled personnel in the jurisdictions in which we operate so that we have the skilled talent
necessary to effectively operate our business. The operation of our business is complex and requires the coordination
of multiple functions that are highly dependent on numerous employees and personnel. Each luxury item that we
offer through our online marketplace is unique and requires multiple touch points, including inspection, evaluation,
authentication, photography, pricing, copywriting, application of a unique single-SKU and fulfillment. Prior to the
COVID-19 pandemic, we had rapidly increased our operations employee headcount to support the growth of our
business. However, due to the impacts of the COVID-19 pandemic on our operations, we have recently implemented
anumber of measures to realign our cost structure and preserve liquidity, which included the reduction of our
overall headcount and furloughing of employees. Prior to the COVID-19 pandemic, the market for employees had
been increasingly competitive and was highly dependent on geographic location. Some of our employees have
specific knowledge and skills that would make it more difficult to hire replacement personnel capable of effectively
performing the same tasks without substantial training. We also provide specific training to our employeesin each
of our business functionsin order to provide our consignors and buyers with a consistent luxury experience. If we
need to increase our headcount after the COVID-19 pandemic has subsided, and we fail to successfully locate, hire,
train and retain personnel in the future, our operations would be negatively impacted, which would have an adverse
effect on our business, financial condition and operating results.

We may not be able to identify and lease authentication centersin suitable geographic regions.

We lease facilities to store and accommodate the |l ogistics infrastructure required to merchandise and ship
the pre-owned luxury goods we sell through our online marketplace. Our ability to successfully grow our business
also depends on the availability and cost of leasing additional authentication centers that meet our criteriafor a
geographic location with access to alarge, qualified talent pool as well as square footage, cost and other factors. We
currently have four authentication centers-one in California and three in New Jersey and are in the process of
opening anew facility in Arizona. Optimal space is becoming increasingly scarce, and where it is available, the
lease terms offered by landlords are increasingly competitive. Companies who have more financial resources and
negotiating leverage than us may be more attractive tenants and, as aresult, may outbid us for the facilities we seek.
We also may be unable to renew our existing leases or renew them on satisfactory terms. Failure to secure adequate
authentication centers could have an adverse effect on our business and operating results.

We may experience damage or destruction to our authentication centersor retail storesin which we store
all of the consigned luxury goods we offer through our online marketplace.

We store the magjority of the luxury goods we offer through our online marketplace in our authentication
centersin Californiaand New Jersey, with asmaller portion of luxury goods offered for sale in our retail stores. Any
large scale damage to or catastrophic loss of goods stored in such authentication centers or retail stores, dueto
natural disasters, especially as catastrophic weather events become more frequent due to climate change, or man-
made causes such as arson or theft would result in liability to our consignors for the expected commission liability
for the lost items, reduction in the value of our inventory and a significant disruption to our business. In addition,
while we take measures to avoid damage, conduct inspections of consigned goods and inspect returned products, we
cannot control items while they are out of our possession or prevent all damage while in our authentication centers.
For example, we have in the past and may in the future experience contamination, such as mold, bacteria, viruses,
insects and other pests, in the goods shipped to us by our consignors, which may cause contamination of the goods
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stored in our authentication centers or while shipping to buyers. We may incur additional expenses and our
reputation could be harmed if buyers and potential buyers believe that the luxury goods we offer on behalf of our
consignorsis not of high-quality or may be damaged or contain contaminants. Additionally, given the nature of the
unique consigned luxury goods we offer on our online marketplace, our ability to restore the supply of consigned
luxury goods on our online marketplace would take time and would result in alimitation and delay of available
supply for buyers which would negatively impact our revenue and operating results. While we carry insurance for
the consigned luxury goods stored in these authentication centers, our liabilities exceed the maximum insurance
coverage amount which would materialy adversely impact our business and operating results.

Shipping isa critical part of our business and any changesin our shipping arrangements, interruptionsin
shipping or damage to productsin transit could adversely affect our operating results.

We currently rely on a single vendor to meet our shipping needs. If we are not able to maintain acceptable
pricing and other terms or if they experience performance problems or other difficulties, including as aresult of the
COVID-19 pandemic, it could negatively impact our operating results and our consignors’ and buyers experience.
If we partner with multiple vendors or switch vendorsin response, we may experience a disruption in shipping,
which may negatively impact our reputation with consignors and buyers. We face particular challenges in shipping
internationally, including delays in shipments and customer service issues relating to the imposition of duties, which
can be substantial for luxury items. Because of the seasonality of our business, any disruption to delivery services
due to adverse weather, especialy as climate change increases the frequency of such adverse weather, could result in
delays that could adversely affect our reputation or operational results. In addition, most of the items we sell are
valuable and require special handling and delivery. From time to time, such goods are damaged in transit which can
increase return rates, increase our costs and harm our brand. Returned goods may a so be damaged in transit as part
of the return process which can significantly impact the price we are able to charge for such goods on our online
marketplace. If our goods are not delivered in atimely fashion or are damaged or lost during the consignment or the
delivery process, our consignors or buyers could become dissatisfied and cease using our services, which would
adversely affect our business and operating results.

We may be unable to successfully leverage technology to automate and drive efficienciesin our operations.

We are building automation, machine learning and other capabilitiesto drive efficiencies in our merchandising
and fulfillment operations. As we continue to add capacity, capabilities and automation, our operations will become
increasingly complex and challenging. While we expect these technologies to improve productivity in many of our
merchandising operations, including pricing, copywriting, authentication, photography and photo retouching, any
flaws or failures of such technologies could cause interruptions in and delays to our operations which may harm our
business. We have created our own purpose-built technology to operate our business, but we a so rely on technology
from third parties. If these technologies do not perform in accordance with our expectations, third parties change the
terms and conditions that govern their relationships with us, or if competition increases for the technology and
services provided by third parties, our business may be harmed.

Risks Related to Data Security, Privacy and Fraud
Werely on third parties to host our website and mobile app and to process payments.

Our brand and ability to attract and retain consignors and buyers dependsin part on the reliable performance
of our network infrastructure and content delivery process. The continuing and uninterrupted performance of our
online marketplace is critical to our success. We have experienced, and expect that in the future we will experience,
interruptions, delays and outagesin service and availability from time to time due to a variety of factors, including
infrastructure changes, human or software errors, website hosting disruptions and capacity constraints which could
affect the availability of services on our platform and prevent or inhibit the ability of buyers to access our online
marketplace or complete purchases on our website and app. Volume of traffic and activity on our online marketplace
spikes on certain days and during certain periods of the year, such as during a Black Friday promotion and generally
during the fourth quarter due to the seasonality of our business, and any interruption would be particularly
problematic if it were to occur at such a high volumetime.

We rely on third-party payment processors to process payments made by buyers or to consignors on our
online marketplace. The software and services provided by our third-party payment processors may not meet our
expectations, contain errors or vulnerahilities, be compromised or experience outages. Any of these risks could
cause us to lose our ability to accept online payments, make payments to consignors or conduct other payment
transactions, any of which could make our platform less convenient and attractive and adversely affect our ability to
attract and retain buyers and consignors.
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Failure of our data security could cause usto incur unexpected expenses or compromise our data assets.

In the ordinary course of our business, we collect, process and store certain personal information and other
datarelating to individuals, such as our consignors, buyers and employees. We also maintain other information, such
as our trade secrets and confidential business information, that is sensitive and that we seek to protect. We rely
substantially on commercially available systems, software, tools and monitoring to provide security for our
processing, transmission and storage of personal information and other confidential information. We or our vendors
could be the subject of hacking, social engineering, phishing attacks or other attacks, which may allow hackers or
other unauthorized parties to gain access to personal information or other data, including payment card data or
confidential business information. We and our vendors have faced these attacks previously and regularly must
defend against or respond to such incidents. We expect to incur ongoing costs associated with the detection and
prevention of security breaches and other security-related incidents. Any actual or perceived compromise of our
systems or data security measures or those of third parties with whom we do business, or any failure to prevent or
mitigate the loss of personal or other confidential information and delays in detecting or providing notice of any
such compromise or loss could disrupt our operations, damage our reputation, cause some participants to decrease or
stop their use of our online marketplace and subject usto litigation, government action, increased transaction fees,
remediation costs, regulatory fines or penalties or other additional costs and liabilities that could adversely affect our
business, financial condition and operating results. While we carry insurance related to potential data breaches, the
insurance we do carry may not be adequate to cover all possible losses that our business could suffer.

We may incur significant losses from fraud.

We may fail to prevent consignors from consigning stolen goods. Government regulators and law enforcement
officials may allege that our services violate, or aid and abet violations of certain laws, including laws restricting or
prohibiting the transferability and, by extension, the resale, of stolen goods. Our form of consignor agreement
includes a representation that the consignor has the necessary right and title to the goods they may consign, and we
include such arule and requirement in our terms of service prohibiting the listing of stolen or otherwiseillegal
products. In addition, we have implemented protective measures to detect such products. If these measures prove
inadequate, we may be required to spend substantial resources to take additional protective measures which could
negatively impact our operations. In addition, negative publicity relating to the actual or perceived listing or sale of
stolen goods could damage our reputation and make our consignors and buyers reluctant to use our services.

We have in the past incurred and may in the future incur losses from various types of fraudulent transactions,
including the use of stolen credit card numbers, claims that a consignment of a good was not authorized and that a
buyer did not authorize a purchase. 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 or lead to expenses that could
substantially impact our operating results.

Risks Relating to Our Employees
We may be unable to attract and retain key personnel or to effectively manage |eader ship succession.

Our success depends in part on our ability to attract and retain key personnel on our executive team. Senior
employees have left our company in the past and others may in the future. We often cannot anticipate such
departures and may not be able to promptly replace key leadership personnel. The loss of one or more of our key
personnel or the inability to promptly identify a suitable successor to akey role could have an adverse effect on our
business. In particular, our Founder and Chief Executive Officer, Julie Wainwright, has unique and valuable
experience from creating and leading our company from its inception through today. If she were to depart or
otherwise reduce her focus on The RealReal, our business may be disrupted.

Labor-related matters, including labor disputes, may adversely affect our operations.

None of our employees are currently represented by a union. If our employees decide to form or affiliate with
aunion, we cannot predict the negative effects such future organizational activities will have on our business and
operations. If we were to become subject to work stoppages, we could experience disruption in our operations,
including delays in merchandising operations and shipping, and increasesin our labor costs which could materially
adversely affect our business, financia condition or results of operations.

Risks Relating to Our Intellectual Property
I f we cannot successfully protect our intellectual property, our business could suffer.

We rely on acombination of intellectual property rights, contractual protections and other practices to protect
our brand, proprietary information, technologies and processes. We primarily rely on copyright and trade secret laws
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to protect our proprietary technologies and processes, including the algorithms we use throughout our business.
Others may independently develop the same or similar technologies and processes, or may improperly acquire and
use information about our technologies and processes, which may allow them to provide a service similar to ours,
which could harm our competitive position. Our principal trademark assets include the registered trademark “ The
RealReal” and our logos and taglines. We also hold the rights to the “therealreal.com” Internet domain name and
various related domain names, which are subject to Internet regulatory bodies and trademark and other related laws
of each applicable jurisdiction. Our trademarks are valuable assets that support our brand and consumers' perception
of our services and merchandise. If we are unable to protect our trademarks or domain names, our brand recognition
and reputation would suffer, we would incur significant expense reestablishing brand equity and our operating
results would be adversely impacted.

Risks Relating to Litigation and Regulatory Uncertainty
We are currently, and may bein the future, party to lawsuits and other claims.

Werely on the fair use doctrine when we routinely refer to third-party intellectual property, such as
trademarks, on our platform. Third parties may dispute the scope of that doctrine and challenge our ability to
reference their intellectual property in the course of our business. For instance, from time to time, we are contacted
by companies controlling brands of goods consignors sell, demanding that we cease referencing those brandsin
connection with such sales, whether in advertising or on our website. We have consistently responded by reference
to the holding in Tiffany (NY), Inc. v. eBay that factual use of abrand to describe and sell a used good is not false
advertising. These matters have generally been resolved with no further communications, but some have resulted in
litigation against us. For example, in November 2018, Chanel filed alawsuit against usin the U.S. District Court for
the Southern District of New Y ork bringing various trademark and advertising-related claims under the Lanham Act
and New York state law analogues. See “Part 11, Item 1 — Legal Proceedings’ for a description of the Chanel
litigation.

In addition, the Company, its officers and directors and the underwriters of the Company’sinitial public
offering (“*1PO”) have been named as defendants in numerous purported securities class actions in connection with
the Company’s PO (the “ Securities Litigation”). See“Part I, Iltem 1 — Legal Proceedings’ for adescription of the
Securities Litigation.

In addition, we have in the past and could face in the future a variety of employee claims against us, including
genera discrimination, privacy, wage and hour, labor and employment, disability claims and claims related to the
Employee Retirement Income Security Act of 1974. Further, the comprehensive safety measures and protocol s that
we have implemented in response to the COVID-19 pandemic may not be successful in preventing the spread of the
virus among our employees and we could face litigation or other claims related to unsafe working conditions,
inadequate protection of our employees, or other similar or related claims. Any claims could also result in litigation
against us or regulatory proceedings being brought against us by various federal and state agencies that regulate our
business, including the U.S. Equal Employment Opportunity Commission. Often these cases raise complex factual
and legal issues and create risks and uncertainties. In addition, stockholders have filed securities class action
litigation against us following periods of market volatility. We have been the target of litigation associated with
these fluctuations and market volatility and may be the target of this type of litigation in the future.

Defending litigation is costly and can impose a significant burden on management and employees, and there
can be no assurances that favorable final outcomes will be obtained. The results of any such litigation, investigations
and other legal proceedings are inherently unpredictable and expensive. Although we have insurance, it provides for
asubstantial retention of liability and is subject to limitations and may not cover a significant portion, or any, of the
expenses we may incur or be subject to in connection with shareholder class action or other litigation to which we
are party. In addition, plaintiffs may seek, and we may become subject to, preliminary or provisional rulingsin the
course of any such litigation, including potential preliminary injunctions requiring us to cease some or al of our
operations or discontinue selling consigned goods from certain brands. We may decide to settle such lawsuits and
disputes on terms that are unfavorable to us. Similarly, if any litigation to which we are a party is resolved adversely,
we may be subject to an unfavorable judgment that may not be reversed upon appeal. The terms of such a settlement
or judgment may require us to cease some or all of our operations, discontinue selling consigned goods from certain
brands or pay substantial amounts to the other party. In addition, we may have to seek alicense to continue practices
found to bein violation of athird-party’ s rights, which may not be available on reasonable terms or at al and may
significantly increase our operating costs and expenses. As aresult, we may also be required to develop aternative
practices or discontinue existing practices. The development of aternative practices could require significant effort
and expense or may hot be feasible. Our business, financial condition or operating results could be adversely
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affected as aresult of an unfavorable resolution of the disputes and litigation referred to above.

Our use and other processing of personal information and other data is subject to laws and obligations
relating to privacy and data protection.

Numerous state, federal and international laws, rules and regulations govern privacy, data protection and the
collection, use and protection of personal information and other types of data we collect, use, disclose and otherwise
process. These laws, rules and regulations are constantly evolving, and we expect that there will continue to be new
proposed laws, regulations and industry standards concerning privacy, data protection and information security in
the United States, the EU and other jurisdictions. For example, California enacted legislation that came into effect
January 2020, the California Consumer Privacy Act (the “CCPA"), that requires covered companies to provide new
disclosures to California consumers and afford such consumers qualified new privacy rights, such as rights of
access, deletion and to opt-out of the sales of their personal information. The CCPA includes provisions that sunset
at the end of 2020, may be amended or replaced, and Attorney General regulations have not yet been finalized. It
remains unclear what, if any, modifications will be made to the CCPA or how it will be interpreted. The CCPA may
require us to modify our data processing practices and policies and to incur substantial costs and expensesin an
effort to comply. Similarly, the European Commission adopted a General Data Protection Regulation that became
fully effective on May 25, 2018, imposing stringent EU data protection requirements. We cannot yet fully determine
the impact these or future laws, rules and regulations may have on our business or operations. These laws, rules and
regulations may be inconsistent from one jurisdiction to another, subject to differing interpretations and may be
interpreted to conflict with our practices. Any failure or perceived failure by us or any third parties with which we
do business to comply with these laws, rules and regulations, or with other obligations to which we or such third
parties are or may become subject, may result in actions against us by governmental entities, or litigation, and the
expenditure of legal and other costs and of substantial time and resources, and fines, penalties or other liabilities.

Further, in view of new or modified federal, state or foreign laws and regulations, industry standards,
contractual obligations and other legal obligations, or any changesin their interpretation, we may find it necessary or
desirable to change our business activities and practices or to expend significant resources to modify our product or
services and otherwise adapt to these changes. We may be unable to make such changes and modificationsin a
commercially reasonable manner or at all, and our ability to develop new products and features could be limited.

We pay or collect salestaxesin all jurisdictions which require such taxes.

An increasing number of states have considered or adopted laws that impose tax collection obligations on out-
of-state sellers of goods. Additionally, the Supreme Court of the United States recently ruled in South Dakota v.
Wayfair, Inc. et al (“Wayfair”), that online sellers can be required to collect salestax despite not having a physical
presence in the state of the customer. In response to Wayfair, or otherwise, states or local governments and taxing
authorities may adopt, or begin to enforce, laws requiring us to calculate, collect and remit taxes on salesin their
jurisdictions. While we currently collect and remit sales taxes in every state that requires sales taxes to be collected,
including states where we do not have a physical presence, the adoption of new laws by, or a successful assertion by
the taxing authorities of one or more state or local governments requiring us to collect more taxes could result in
substantial additional tax liabilities, including taxes on past sales, as well as penalties and interest, which could have
amaterially adverse impact on our business and operating results.

Failure to comply with applicable laws or regulations may subject usto fines, penalties, loss of licensure,
registration, facility closures or other governmental enforcement action.

The sale of consigned goods through our online marketplace is subject to regulation, including by regulatory
bodies such asthe U.S. Consumer Product Safety Commission, the Federal Trade Commission, the U.S. Fish and
Wildlife Service and other international, federal, state and local governments and regulatory authorities. These laws
and regulations are complex, vary from state to state and change often. We receive luxury goods on consignment
from numerous consignors located in all 50 U.S. states and Puerto Rico, and the goods we receive from our
consignors may contain materials such as fur, skin, ivory and other exotic animal product components, that are
subject to regulation. Our standard consignor terms and conditions require consignors to comply with applicable
laws when consigning their goods. Failure of our consignors to comply with applicable laws, regulations and
contractua reguirements could lead to litigation or other claims against us, resulting in increased legal expenses and
costs. Moreover, failure by us to effectively monitor the application of these laws and regulations to our business,
and to comply with such laws and regulations, may negatively affect our brand and subject us to penalties and fines.

Numerous U.S. states and municipalities, including the States of California, New Y ork and Florida, have
regulations regarding the handling and sale of secondhand goods, and licensing reguirements for secondhand
dealers. Such government regulations could require us to change the way we conduct business, or our buyers to
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conduct their purchases in ways that increase costs, such as prohibiting or otherwise restricting the sale or shipment
of certain itemsin some locations. To the extent we fail to comply with requirements for secondhand dealers, we
may experience unanticipated permanent or temporary shutdowns of our facilities which may negatively affect our
ability to increase the supply of our goods, result in negative publicity and subject us to penalties and fines.

Additionally, the luxury goods our consignors sell could be subject to recalls and other remedia actions and
product safety, labeling and licensing concerns may require us to voluntarily remove selected goods from our online
marketplace. Such recalls or voluntary removal of goods 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 amaterial adverse effect on our operating results.

Application of existing tax laws, rules or regulations are subject to interpretation by taxing authorities.

The application of the income and tax laws is subject to interpretation. Although we believe our tax
methodol ogies are compliant, a taxing authority’s final determination in the event of atax audit could materially
differ from our past or current methods for determining and complying with our tax obligations, including the
calculation of our tax provisions and accruals, in which case we may be subject to additional tax liabilities, possibly
including interest and penalties. Furthermore, taxing authorities have become more aggressive in their interpretation
and enforcement of such laws, rules and regulations over time, as governments are increasingly focused on ways to
increase revenues, which may be intensified as aresult of the COVID-19 pandemic and resulting economic strain.
This has contributed to an increase in audit activity and stricter enforcement by taxing authorities. As such,
additional taxes or other assessments may be in excess of our current tax reserves or may require us to modify our
business practices to reduce our exposure to additional taxes going forward, any of which may have a material
adverse effect on our business, results of operations, financial condition and prospects.

In addition, many of the underlying laws, rules and regulations imposing taxes and other obligations were
established before the growth of the Internet and ecommerce. U.S. federal, state and local taxing authorities are
currently reviewing the appropriate treatment of companies engaged in Internet commerce and considering changes
to existing tax or other laws that could levy sales, income, consumption, use or other taxes relating to our activities,
and/or impose obligations on us to collect such taxes. If such tax or other laws, rules or regulations are amended, or
if new unfavorable laws, rules or regulations are enacted, the results could increase our tax payments or other
obligations, prospectively or retrospectively, subject usto interest and penalties, decrease the demand for our
services if we pass on such coststo our buyers or consignors, 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 aresult, these changes may have a material adverse effect on our
business, results of operations, financia condition and prospects.

Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.

We haveincurred substantial net operating losses (“NOLS”) during our history. Unused NOL s may carry
forward to offset future taxable income if we achieve profitability in the future, unless they expire under applicable
tax laws. However, under the rules of Sections 382 and 383 of the Internal Revenue Code of 1986, as amended (the
“Code"), if acorporation undergoes an “ownership change,” generally defined as a greater than 50% change (by
value) in its equity ownership over athree-year period, the corporation’s ability to use its NOL s and other pre-
change tax attributes to offset its post-change taxable income or taxes may be limited. The applicable rules generally
operate by focusing on changes in ownership among stockhol ders considered by the rules as owning, directly or
indirectly, 5% or more of the stock of a company, as well as changes in ownership arising from new issuances of
stock by the company. In addition, the Tax Cuts and Jobs Act imposes certain limitations on the deduction of NOLs
generated in tax years that began on or after January 1, 2018, including a limitation on use of NOL s to offset 80% of
taxable income and the disallowance of NOL carryback. Although NOLs generated in tax years before 2018 may
still be used to offset future income without limitation, the recent legislation may limit our ability to use our NOLs
to offset any future taxable income.

Our results of operations may be adversely affected by changesin generally accepted accounting principles.

Generally accepted accounting principles are subject to interpretation by the Financial Accounting Standards
Board (“FASB"), the SEC and various bodies formed to promulgate and interpret appropriate accounting principles.
A change in these principles or interpretations could have a significant effect on our reported results of operations
and could affect the reporting of transactions completed before the announcement of a change. It isdifficult to
predict the impact of future changes to accounting principles or our accounting policies, any of which could
negatively affect our reported results of operations.

If our internal control over financial reporting or our disclosure controls and procedures are not effective,
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we may not be able to accurately report our financial results, prevent fraud or file our periodic reportsin atimely
manner, which may cause investorsto lose confidence in our reported financial information.

We recently became a“large accelerated filer” under the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), which requires us to comply with the requirements of Section 404 of the Sarbanes-Oxley Act of
2002 (the “ Sarbanes-Oxley Act”). Section 404 of the Sarbanes-Oxley Act requires that we maintain effective
internal control over financial reporting and disclosure controls and procedures. In particular, we must perform
system and process eval uations, document our controls and perform testing of our key controls over financial
reporting to alow management and our independent public accounting firm to report on the effectiveness of our
internal control over financial reporting. If we are not able to comply with the requirements of Section 404 of the
Sarbanes-Oxley Act or if we encounter difficultiesin the timely and accurate reporting of our financial results, or if
we or our registered public accounting firm identify deficienciesin our internal control over financia reporting that
are deemed to be material weaknesses, our investors could lose confidence in our reported financial information, the
market price of our stock may decline and we could be subject to lawsuits, sanctions or investigations by regulatory
authorities, which would require additional financial and management resources.

Risks Relating to Owner ship of Our Common Stock

The market price of our common stock may be volatile or may decline steeply or suddenly regardless of our
operating performance and we may not be able to meet investor or analyst expectations.

If you purchase shares of our common stock, you may not be able to resell those shares at or above the price
you paid. The market price of our common stock may fluctuate or decline significantly in response to numerous
factors, many of which are beyond our control, including:

. actual or anticipated fluctuations in our consignor or buyer base, the level of consignor and buyer

engagement, revenue or other operating results;

. the research and reports that securities or industry analysts may publish about us, our business, our

market or our competitors;

. variations between our actual operating results and the expectations of securities analysts, investors and

the financial community;

. any forward-looking financial or operating information we may provide to the public or securities

analysts, any changesin thisinformation or our failure to meet expectations based on thisinformation;

. additional shares of our common stock being sold into the market by us or our existing stockholders, or

the anticipation of such sales;

. hedging activities by market participants;

. sudden increased or decreased interest in our stock from retail investors;

. substantial fluctuationsin the daily trading volume of our common stock;

. announcements by us or our competitors of significant products or features, technical innovations,

acquisitions, strategic partnerships, joint ventures or capital commitments;

. changes in operating performance and stock market valuations of companiesin our industry, including

our competitors;

. price and volume fluctuations in the stock market, including as aresult of trends in the economy;

. lawsuits threatened or filed against us;

. developments in new legislation and pending lawsuits or regulatory actions, including interim or final

rulings by judicial or regulatory bodies; and

. other events or factors, including those resulting from war or incidents of terrorism, or responsesto

these events or threats to public health, such as the current COVID-19 pandemic.

In addition, price and volume fluctuations in the stock markets have affected and continue to affect many
online marketplace and other technology companies’ stock prices. Stock prices often fluctuate in ways unrelated or
disproportionate to the companies’ operating performance. Moreover, because of these fluctuations, comparing our
operating results on a period-to-period basis may not be meaningful. Y ou should not rely on our past results as an
indication of our future performance. This variability and unpredictability could also result in our failing to meet the
expectations of industry or financial analysts or investors for any period. If our revenue or operating results fall
below the expectations of analysts or investors or below any forecasts we may provide to the market, or if the
forecasts we provide to the market are below the expectations of analysts or investors, the price of our common
stock could decline substantially. Such a stock price decline could occur even when we have met any previously
publicly stated revenue or earnings forecasts that we may provide.
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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 athird party. A short seller hopesto profit from a decline in the value of the securities they are
shorting. Asit isin the short seller’ sinterest for the price of the stock to decline, some short sellers publish opinions
or characterizations regarding the relevant issuer intended to create negative market momentum. Issuers, like us,
with securities that have historically had limited trading volumes and/or have been susceptible to relatively high
volatility levels can be particularly vulnerable to such short seller attacks. Short selling may also lead to fluctuations
of our stock price, particularly if retail investors or others holding “long” positions in our common stock seek to
counter short selling activity by purchasing additional shares, thus making it more difficult and more expensive for
short sellersto profit. No assurances can be made that declines in the market price of our common stock will not
occur in the future in connection with such activity.

Delaware law and provisionsin our certificate of incorporation and bylaws could make a merger, tender
offer or proxy contest difficult, thereby depressing the trading price of our common stock.

Our certificate of incorporation and bylaws contain provisions that could depress the trading price of our
common stock by acting to discourage, delay or prevent a change of control of our company or changesin our
management that the stockholders of our company may deem advantageous. These provisions include the following:

. establish a classified board of directors so that not all directors are elected at one time;

. permit the board of directors to establish the number of directors and fill any vacancies and newly-
created directorships;

. provide that directors may only be removed for cause;

. require super-majority voting to amend some provisionsin our certificate of incorporation and bylaws;

. authorize the issuance of “blank check” preferred stock that our board of directors could use to
implement a stockholder rights plan;

. prohibit stockholders from calling special meetings of stockholders;

. prohibit stockholder action by written consent;

. provide that the board of directorsis expressly authorized to make, alter or repeal our bylaws;

. restrict the forum for certain litigation against us to Delaware; and

. establish advance natice requirements for nominations for election to our board of directors or for
proposing matters that can be acted upon by stockholders at annual stockholder meetings.

Any provision of our certificate of incorporation or bylaws or Delaware law that has the effect of delaying or
deterring a change in control could limit the opportunity for our stockholders to receive a premium for their shares
of our common stock, and could also affect the price that some investors are willing to pay for our common stock.

Our certificate of incorporation designates the Court of Chancery of the State of Delaware located within
the State of Delaware as the exclusive forum for substantially all disputes between us and our stockholders.

Our certificate of incorporation provides that, the Court of Chancery of the State of Delaware isthe sole and
exclusive forum for any derivative action or proceeding, any action asserting a claim of breach of afiduciary duty,
any action arising pursuant to any provision of the Delaware General Corporation Law (“DGCL"), our certificate of
incorporation or our bylaws, any other action that is governed by the internal affairs doctrine or any other action
asserting an “internal corporate claim,” as defined in the DGCL. These exclusive-forum provisions do not apply to
claims under the Securities Act or the Exchange Act. Any person or entity purchasing or otherwise acquiring any
interest in any of our securities shall be deemed to have notice of and consented to this provision. This exclusive-
forum provision may limit a stockholder’s ability to bring aclaimin ajudicial forum of its choosing for disputes
with us or our directors, officers or other employees. If a court were to find the exclusive-forum provision to be
inapplicable or unenforceable in an action, we may incur additional costs associated with resolving the disputein
other jurisdictions, which could harm our results of operations.

Risks Related to our Outstanding Notes
We have incurred a significant amount of debt and may incur additional indebtednessin the future.

In June 2020, we issued $172.5 million in aggregate principal amount of 3.00% Convertible Senior Notes due
2025 (the “Notes’) in an offering exempt from registration. We may be required to use a substantial portion of our
cash flows from operations to pay interest and principal on our indebtedness. Such payments will reduce the funds
available to use for working capital, capital expenditures and other corporate purposes and limit our ability to obtain
additional financing, which may in turn limit our ability to implement our business strategy, heighten our
vulnerability to downturnsin our business, the industry, or in the general economy, limit our flexibility in planning
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for, or reacting to, changes in our business and the industry and prevent us from taking advantages of business
opportunities as they arise. If we are unable to generate such cash flow to service our debt, we may be required to
adopt one or more alternatives, such as selling assets, incurring additional debt, restructuring debt or issuing
additional equity on terms that may be onerous or highly dilutive. We may not be able to engage in any of these
activities or engage in these activities on desirable terms, which could result in adefault on our debt obligations.

Transactions relating to our Notes may dilute the ownership interest of our stockholders.

The conversion of some or all of our outstanding Notes would dilute the ownership interests of existing
stockhol ders to the extent we deliver shares upon conversion of any such Notes. If the Notes become convertible
under the terms of the indenture, and if holders subsequently elect to convert the Notes, we could be required to
deliver to them a significant number of shares of our common stock. Any sales or anticipated salesin the public
market of the common stock issuable upon conversion could adversely affect prevailing market prices for our
common stock. In addition, the existence of the Notes may encourage short selling by market participants because
the conversion of the Notes could be used to satisfy short positions.

The conversion of the Notes, if triggered, may adversely affect our financial condition and operating results.

In the event the conditional conversion feature of the Notesis triggered, holders of the Notes will be entitled
to convert their Notes at any time during specified periods at their option. If one or more holders elect to convert
their Notes, unless we elect to satisfy our conversion obligation by delivering shares of our common stock (other
than paying cash in lieu of delivering any fractional share), we would be required to settle a portion or all of our
conversion obligation in cash, which could adversely affect our liquidity. In addition, even if holders of the Notes do
not elect to convert their Notes, we could be required under applicable accounting rulesto reclassify all or a portion
of the outstanding principal of the Notes as a current rather than long-term liability, which could result in a materia
reduction in our net working capital.

The accounting method for the Notes could have a material effect on our reported financial results.

Under Accounting Standards Codification 470-20, Debt with Conversion and Other Options (* ASC 470-20"),
an entity must separately account for the liability and equity components of the convertible debt instruments (such as
the Notes) that may be settled entirely or partially in cash upon conversion in amanner that reflects the issuer’s
economic interest cost. The effect of ASC 470-20 on the accounting for the Notesis that interest will include both
the amortization of the debt discount and the instrument’ s nonconvertible coupon interest rate. As aresult, we will
report larger net losses (or lower net income) in our financial results, which could adversely affect our reported or
future financial results, the trading price of our common stock and the trading price of the Notes.

In addition, under certain circumstances, convertible debt instruments (such as the Notes) that may be settled
entirely or partly in cash have been accounted for by utilizing the treasury stock method, the effect of which is that
the shares issuable upon conversion of the Notes are not included in the calculation of diluted earnings per shares
except to the extent that the conversion of such Notes exceeds their principal amount. However, in August 2020, the
Financial Accounting Standards Board published an accounting standards update, which amends these accounting
standards to eliminate the treasury stock method for convertible note instruments and instead reguire application of
the “if-converted” method. Under that method, diluted earnings per share will generally be cal culated assuming that
all of the notes were converted solely into shares of common stock at the beginning of the reporting period, unless
the result would be anti-dilutive, which could adversely affect our diluted earnings per share. These amendments
will be effective for public companies for fiscal years beginning after December 15, 2021.

The capped call transactions may affect the value of the Notes and our common stock.

In connection with the pricing of the Notes, we entered into privately negotiated capped call transactions with
certain counterparties. The capped call transactions cover the number of shares of our common stock initially
underlying the Notes. The capped call transactions are expected to offset the potential dilution to our common stock
upon any conversion of the Notes. In connection with establishing their initial hedges of the capped call transactions,
the counterparties or their respective affiliates entered into various derivative transactions with respect to our
common stock. The counterparties or their respective affiliates may modify their hedge positions by entering into or
unwinding various derivatives with respect to our common stock and/or purchasing or selling our common stock or
other securities of ours in secondary market transactions prior to the maturity of the Notes (and are likely to do so on
each exercise date of the capped call transactions), or following any termination of any portion of the capped call
transactions in connection with any repurchase, redemption or early conversions of the Notes or otherwise. This
activity could also cause or avoid an increase or a decrease in the market price of our common stock.
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Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Our corporate headquarters are located in San Francisco, Californiaand are leased for aterm that expiresin
2027 with aright of renewal. We lease an aggregate of approximately 1.5 million square feet of space for storage,
merchandising operations and fulfillment located in California, Arizona, and New Jersey. The leasesto our
Cdliforniaand Arizonafacility expirein 2021 and 2031, respectively, and leases to our New Jersey facilities each
expirein 2029, all with aright of renewal. We lease additional officeslocated in Los Angeles and New Y ork City
and LCOs located in Chicago, Dallas, Los Angeles, Miami, New Y ork, San Francisco and Washington D.C. We
also haveretail storeslocated in San Francisco, Palo Alto, Newport Beach, Los Angeles, Chicago, and New Y ork
City. We believe that our properties are suitable to meet our needs for the foreseeable future. In addition, to the
extent we require additional space in the future, we believe that it would be available on commercially reasonable
terms.

Item 3. Legal Proceedings.

We are from time to time subject to, and are presently involved in, litigation and other legal proceedings and
from time to time, we receive inquiries from government agencies. See “Note 12—Commitments and
Contingencies’ in the notes to the audited financial statements.

In November 2018, Chanel filed alawsuit against usin the U.S. District Court for the Southern District of
New Y ork bringing various trademark and advertising-related claims under the Lanham Act and New Y ork state law
analogues. Chanel alleges, among other things, that we have misrepresented certain counterfeit Chanel products as
authentic Chanel products, that our resale of Chanel products confuses consumers into believing that Chanel is
affiliated with us and involved in authenticating consignors' goods and that only Chanel is capable of authenticating
second-hand Chanel goods. The Court issued an Opinion & Order on March 30, 2020 denying in part and granting
in part the Company’s motion to dismiss. The Company filed its answer and affirmative defenses on May 29, 2020.
Chanel’s claims are now in the discovery phase. On November 3, 2020, with the court’ s permission, the Company
filed a motion to amend its answer to add counterclaims against Chanel alleging anticompetitive conduct in violation
of the federal and state antitrust laws as well astortious interference. That motion was granted on February 24, 2021,
permitting the Company to file its amended pleading. Thislitigation isin its early stages and the final outcome,
including our liability, if any, with respect to Chanel’ s claims, is uncertain. Chanel could in the future assert
additional trademark and advertising or other claims against usin this or other proceedings. An unfavorable outcome
inthisor similar litigation could adversely affect our business and could lead to other similar lawsuits.

On September 10, 2019, a purported shareholder class action complaint was filed against us, our officers and
directors and the underwriters of our PO in the Superior Court of the State of Californiain the County of San
Mateo. Three additional purported class actions, also aleging claims arising from the PO were subsequently filed in
Marin County and San Francisco County Superior Courts. The San Mateo case was voluntarily dismissed, refiled in
Marin County Superior Court and consolidated with the cases there. On January 10, 2020, the Marin County
plaintiffs filed a consolidated amended complaint. The plaintiffsin the San Francisco Superior Court case have filed
arequest for dismissal. Separately an additional purported class action was filed in the United States District Court
for the Northern District of California on November 25, 2019. On February 12, 2020, alead plaintiff was appointed
in the federal action and an Amended Consolidated Complaint was filed on March 31, 2020. Defendants’ filed a
demurrer and motion to strike in the state court action on March 13, 2020 and filed a motion to stay the proceedings
in favor of the federal action on May 1, 2020. On August 4, 2020, the court granted defendants’ motion to stay the
state court action and deferred ruling on the demurrer and motion to strike pending the outcome of the federal court
action. A motion to dismiss the federal court action wasfiled on May 15, 2020, which motion remains pending. The
state and federal complaints each allege claims under the Securities Act of 1933 on behalf of a purported class of
sharehol ders who acquired our stock pursuant to or traceable to the registration statement for our IPO. The federal
complaint also alleges claims under the Securities Exchange Act of 1934 on behalf of a purported class of
sharehol ders who purchased our stock from June 27, 2019 through November 20, 2019. The complaints each allege,
among other things, that the defendants violated federal securities laws by issuing false or misleading statementsin
the registration statement regarding certain of our financial and operating metrics, and related to the Company’s
authentication processes. The complaints seek, among other things, damages and interest, rescission, and attorneys’
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fees and costs. On September 10, 2020 and December 7, 2020, purported shareholders filed putative derivative
actionsin the United States District Court for the District of Delaware. The derivative complaints allege factual
allegations largely tracking the above referenced lawsuits. The two derivative cases have been consolidated and the
consolidated case has been stayed pending a ruling on the motion to dismissin the federal securities case. While we
intend to vigorously defend against the litigation described above, the cases are at a very early stage and there can be
no assurance that we will be successful in our defense. For this same reason, we cannot currently estimate the loss or
the range of possible losses we may experience in connection with this litigation.

We are currently involved in, and may in the future be involved in, legal proceedingsin the ordinary course of
business. Whileit is not possible to determine the outcome of any legal proceedings brought against us, we believe
that, except for the matters described above, the resolution of al such matters will not have amaterial adverse effect
on our financial position or liquidity, but could be material to our results of operationsin any one accounting period.
Regardless of final outcomes, however, any such legal proceedings may nonetheless impose a significant burden on
management and employees and may come with costly defense costs or unfavorable preliminary and interim rulings.
There are inherent uncertainties in these legal matters, some of which are beyond management’ s control, making the
ultimate outcomes difficult to predict. Moreover, management’s views and estimates related to these matters may
change in the future, as new events and circumstances arise and as the matters continue to devel op.

Item 4. Mine Safety Disclosures.

None.
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PART I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Mattersand I ssuer Pur chases of
Equity Securities.

Market I nformation

Our common stock, par value $0.00001 per share, is listed on the Nasdag Globa Select Market, under the
symbol “REAL” and began trading on June 28, 2019. Prior to that date, there was no public trading market for our
common stock

Stockholders

As of the close of business on February 19, 2021, there were 176 stockholders of record of our common stock.
The actual number of holders of our common stock is greater than this number of record holders, and includes
stockholders who are beneficial owners, but whose shares are held in street name by brokers or other nominees. This
number of holders of record also does not include stockholders whose shares may be held in trust by other entities.

Dividend Policy

We have never declared or paid cash dividends on our capital stock. 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 ability to pay cash dividends on
our capital stock islimited by the terms of our existing term loans and may be limited by any future debt instruments
or preferred securities.

Securities Authorized for I ssuance under Equity Compensation Plans

Theinformation required by this item with respect to our equity compensation plans isincorporated by
reference to our 2020 proxy statement set forth in the section titled “ Securities Authorized for Issuance under Equity
Compensation Plans’ to be filed with the SEC within 120 days of the year ended December 31, 2020 (the “Proxy
Statement”).
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Stock Performance Graph

We have presented below the cumulative total return to our stockholdersin comparison to the Nasdag
Composite Index (Nasdaq Composite) and Russell 2000. All values assume a $100 initial investment on June 28,
2019, the date our common stock began trading on the Nasdaq Global Select Market, through December 31, 2020
and data for the Nasdag Composite and Russell 2000 assume reinvestment of dividends. The comparisons are based
on historical data and are not indicative of, nor intended to forecast, the future performance of our common stock.
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Recent Sales of Unregistered Securities
None.

Use of Proceedsfrom our PO

The offer and sale of the sharesin the PO was registered under the Securities Act pursuant to aregistration
statement on Form S-1 (File N0.333-231891), which was declared effective by the SEC on June 27, 2019. The
remainder of the information required by thisitem regarding the use of our initial public offering proceeds has
been omitted pursuant to SEC rules because such information has not changed since our last periodic report was
filed.

I ssuer Purchases of Equity Securities

None.

Item 6. Selected Financial Data.

The selected statement of operations data for the years ended December 31, 2020, 2019, and 2018 and the
selected balance sheet data as of December 31, 2020 and 2019 are derived from our audited financial statements
included elsewhere in this Annual Report. The selected balance sheet data as of December 31, 2018 is derived from
audited financial statements that are not included in this Annual Report. We have included, in our opinion, all
adjustments that we consider necessary for afair presentation of the financial information set forth in those
statements. Our historical results are not necessarily indicative of the resultsto be expected in any future period.

Y ou should read the following selected financial and other datain conjunction with the section titled
“Management’ s Discussion and Analysis of Financial Condition and Results of Operations’ and our financial
statements and related notes appearing elsewhere in this Annual Report.

32



Statement of Operations Data

Year Ended December 31,
2020 2019 2018
(I'n thousands, except share and per share data)

Revenue:
Consignment and service revenueD ..........ccceeeeeeeicveeeecievenenn. $ 247326 $ 265729 $ 180,607
(DL w (=Y LU 52,623 50,625 33,125
TOAl FTEVENUE. ...ttt s 299,949 316,354 213,732
Cost of revenue:
Cost of consignment and SErvice revenue..........ooveeeveeeeereeseenen 66,976 73,579 50,855
Cost Of dIrECE FEVENUE.......c.eevieeieeeeeee e 45,406 41,252 25,959
Total COSt Of FEVENUE......c.oiveeerieereeeee e 112,382 114,831 76,814
L€ (0155 o] 1011 APPSR 187,567 201,523 136,918
Operating expenses @:
MEAIKELING. ... vt 54,813 47,734 42,165
Operations and technology ...........ccoerereieiirienener e 163,808 143,231 104,929
Selling, general and administrative ..........ccccoceeeeevnencnene e, 141,762 110,663 63,728
Total Operating EXPENSES. .....cceivereeriereereeereeesesre e see e seens 360,383 301,628 210,822
L OSS frOM OPEIatioNS.........coeevereetereeiereeiesieie ettt (172,816) (100,105) (73,904)
INEENESE INCOMIE.....ee it ccteeceee ettt ettt e rbe e e e e st e e saeesabe e sraeenneeans 2,518 4,593 1,046
INEEIESE EXPENSE. ...t e (5,264) (616) (1,252)
Other EXPENSE, NEL......ccetireiereeieriee e (169) (2,202) (1,656)
Loss before provision for inCOME taXes.........coeevveerereneneseresieenns (175,731) (98,230) (75,666)
Provision for iNCOME taXES.........ccvvrererereeieeeeeeees e 101 199 99
NELTOSS....ecviieeeectee ettt st e e es $ (175832) $ (98,429) $ (75,765)
Accretion of redeemable convertible preferred
Stock t0 redemption VAlUE .........cceveveeieiciceceeeee s — (3,355) (8,922)
Net loss attributable to common stockholders..........cccocveveveveveennnnn, $ (175832) $ (101,784) $  (84,687)
Net loss per share attributable to common
stockholders, basic and diluted @ ... $ (201) $ (214) $ (10.12)

Shares used to compute net loss per share
attributable to common stockholders, basic
F= 0o o L1100 1 TR 87,587,409 47,478,544 8,365,344

@ See Note 2 to our financial statements for an explanation of the immaterial correction of errorsin 2019 related to inventory associated
with commissions paid outside of our normal payment cycle to consignors for returned merchandise which have been corrected within
consignment revenue.

@ Operating expenses include stock-based compensation expense as fol lows:

Year Ended December 31,

2020 2019 2018
(I'n thousands)
MarKEHNG ....coeieeviieeteieee ettt s $ 1,755 $ 392 $ 164
Operations and techNOIOgY ..........ccvviiririere s 10,241 3,148 1,160
Selling, general and administrative.........cocvvvvevereereeseeeece e 12,326 4,990 2,434
TOMA oot $ 24,322 % 8530 $ 3,758

@ See Notes 2 and 14 to our financial statements for an explanation of the calculations of our basic and diluted net loss per share attributable
to common stockholders and the weighted-average number of shares used in the computation of the per share amounts.
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Balance Sheet Data

As of December 31,

2020 2019 2018
(I'n thousands)
Cash and cash eqUIVAIENES..........cccceceeeeeeeerccese et $ 350846 $ 154446 $ 34,393
Short-terM iNVESIMENES ...t 4,017 208,811 27,131
B Iz T2 s o T 605,109 465,247 135,417
Total HADIITIES ...t 413,816 128,002 98,907
Redeemable convertible preferred stock.........ovvvverercceeeecenccenen — — 151,381
Convertible preferred StoCK.........coovvvvirieiiercrercrcceeee e — — 142,819
Accumulated defiCit .......coereereeeere e (532,021) (356,189) (257,665)
Total stockholders’ equity (defiCit)......cccevviviirreiieiceeceeceein $ 191293 $ 337,245 $ (257,690)

@ See Notes 2 to our financial statements for an explanation of the immaterial correction of errorsin 2019 related to inventory associated
with commissions paid outside of our normal payment cycle to consignors for returned merchandise which have been corrected within
inventory and consignment revenue.

Non-GAAP Financial Measures

Adjusted EBITDA is akey performance measure that our management uses to assess our operating
performance. Because Adjusted EBITDA facilitates internal comparisons of our historical operating performance on
amore consistent basis, we use this measure as an overall assessment of our performance, to evaluate the
effectiveness of our business strategies and for business planning purposes. Adjusted EBITDA may not be
comparable to similarly titled metrics of other companies.

We calculate Adjusted EBITDA as net loss before interest income, interest expense, net other expense,
income tax provision and depreciation and amortization, further adjusted to exclude stock-based compensation and
certain one-time expenses. Adjusted EBITDA has certain limitations as the measure excludes the impact of certain
expenses that are included in our statements of operations that are necessary to run our business and should not be
considered as an alternative to net loss or any other measure of financial performance calculated and presented in
accordance with GAAP.

The following table presents areconciliation of Adjusted EBITDA from net loss for 2020, 2019, and 2018:

Year Ended December 31,

2020 2019 2018
(In thousands)
Adjusted EBITDA Reconciliation:
= oSS $ (175832) $ (98,429) $ (75,765)
Add (deduct):
Depreciation and amortization...........ccoceeereeeeirieeenienesesese s 18,845 13,408 9,290
Stock-based compensation ...........ccoeeerereecncen e 24,322 7,711 2,911
Compensation expense related to stock sales by
current and former employees.........coeevivrevniencene s — 819 847
Legal Settlement.........cooveiviiinene e 1,110 — —
ReStructuring Charges.........coevveerenineeee e 514 — —
Abandoned offering COSES........courrirrireirererere e — 293 —
Donation to TRR Foundation ...........ccoceeeveeeeiee e — 3,155 —
Vendor services SEtIEMENt........ccveeeeieiie e — — 2,000
INEEFESt INCOME ...c.eviieiciete e (2,518) (4,593) (1,046)
INTErESE EXPENSE ...ttt nee s 5,264 616 1,152
Other EXPENSE, NEL .....cveceieieeere e e 169 2,102 1,656
Provision for iNCOME taXeS.........ccvvvrirerinerineee e 101 199 99
AJIUSEED EBITDA.....coieeiieereerie et (128,025) $ (74,719) $ (58,856)




Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion of our financial condition and results of operations should be read together with our
financial statements and related notes and other financial information included in this Annual Report. The following
discussion contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual results
could differ materially from those discussed in the forward-looking statements. Factors that could cause or
contribute to these differences include those discussed below and elsewhere in this Annual Report, particularly in
the section titled “ Risk Factors.” Our historical results are not necessarily indicative of the results that may be
expected for any period in the future.

Overview

We are the world' s largest online marketplace for authenticated, consigned luxury goods. We are
revolutionizing luxury resale by providing an end-to-end service that unlocks supply from consignors and creates a
trusted, curated online marketplace for buyers globally. Since our inception in 2011, we have cultivated aloyal and
engaged consignor and buyer base through continuous investment in our technology platform, logistics
infrastructure and people. We offer awide selection of authenticated, primarily pre-owned luxury goods on our
online marketplace bearing the brands of thousands of luxury and premium designers. We offer products across
multiple categories including women’s, men’s, kids', jewelry and watches, and home and art. We have built a
vibrant online marketplace that we believe expands the overall luxury market, promotes the recirculation of luxury
goods and contributes to a more sustainable world.

We have transformed the luxury consignment experience by removing the friction and pain points inherent in
the traditional consignment model. For consignors, we offer White Glove in-home consultation and pickup, subject
to safety requirements related to the COVID pandemic, and meetings with consignors via online face-to-face
platforms, or Virtual Consultations. Consignors may also drop off items at our luxury consignment offices. Our
Flagship and Neighborhood Stores provide an alternative location to drop off consigned items and an opportunity to
interact with our experts. Consignors may also utilize our complimentary shipping directly to our authentication
centers. We leverage our proprietary transactional database and market insights from approximately 17.1 million
item sales since inception to deliver optimal pricing and rapid sell-through. For buyers, we offer highly coveted and
exclusive authenticated pre-owned luxury goods at attractive values, as well as a high-quality experience befitting
the products we offer. Our online marketplace is powered by our proprietary technology platform, including
consumer facing applications and purpose-built software that supports our complex, single-SKU inventory
management system.

The substantial majority of our revenue is generated by consignment sales. We also generate revenue from
other services and direct sales.

. Consignment and service revenue. When we sell goods through our online marketplace or retail stores
on behalf of our consignors, we retain a percentage of the proceeds, which we refer to as our take rate.
Take rates vary depending on the total value of goods sold through our online marketplace on behalf of
aparticular consignor as well as the category and price point of the items. In 2020 and 2019, our take
rate on consigned goods was 35.7% and 36.3% respectively. The decrease in our take rate was due to
the higher sales mix of lower take rate categories such as handbags and jewelry, and a higher mix of
consignors earning higher commissions. Additionally, we earn revenue from shipping fees and from our
subscription program, First Look, in which we offer buyers early access to the items we sell in exchange
for amonthly fee.

. Direct revenue. In certain cases, such as when we accept out of policy returns from buyers, or when we
make direct purchases from businesses and consignors, we take ownership of goods and retain 100% of
the proceeds when the goods subsequently sell through our online marketplace or retail stores.

We generate revenue from orders processed through our website, mobile app and retail storeslocated in New
York City, Los Angeles, Chicago, Palo Alto, Newport Beach, and San Francisco. Our omni-channel experience
enables buyers to purchase anytime and anywhere. We have a global base of more than 21 million members as of
December 31, 2020. We count as a member any user who has registered an email address on our website or
downloaded our mabile app, thereby agreeing to our terms of service.
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Through December 31, 2020, we have cumulatively paid more than $1.8 billion in commissions to our
consignors. Our GMV was $1.0 hillion in 2020 and decreased 2% from 2019. However, NMV increased dlightly as
returns decreased year over year primarily due to a higher mix of non-returnable items, including handbags and
certain promoted items. In 2020 and 2019, our total revenue was $299.9 million and $316.4 million, respectively,
representing a decrease of 5% in 2020. In 2020 and 2019, our gross profit was $187.6 million and $201.5 million,
respectively, representing a decrease of 7% in 2020. See “Impact of COVID-19 on our Business’ below.

Impact of COVID-19 on Our Business

In March 2020, the World Health Organization categorized the outbreak of anovel coronavirus (COVID-19)
as a pandemic. The COVID-19 pandemic has adversely impacted our business operations and results of operations
in 2020 as described in more detail under “ Comparison of 2020 and 2019” below. Operationsin the Company’s
authentication centers were initially limited in accordance with shelter-in-place orders resulting in operations bel ow
full capacity. However, operations capacity was no longer limited by restrictions related to COVID-19 during the
second half of 2020. Additionally, our retail storesand luxury consignment offices were temporarily closed for
varying periods of time, but have been open during the second half of 2020. In-person white glove consignment
appointments were temporarily suspended and augmented with virtual appointments but remain an option for our
consignor base. At the beginning of the pandemic, GMV was significantly impacted due to adverse impacts of the
COVID-19 pandemic on our business. When many shelter-in-place directives went into effect in March 2020, and
continuing through mid-April 2020, GMV declined approximately 45% year over year. Therates of declinein
GMV have since improved. For the three months ended June 30, 2020, the decreasein GMV was 20% compared to
same period last year. GMV continued to recover such that the vear over vear decreases were 3% and 1% for the
three months ended September 30, 2020, and December 31, 2020, respectively compared to the same periods last
year.

We expect the evolving COVID-19 pandemic to continue to have a materially adverse impact on our business
operations and results of operations, including our net revenues, earnings and cash flows. The negative COVID-19
impacts on our business could be aresult of further spread of the disease, potential disruption in our authentication
centers, further temporary closures of retail stores and luxury consignment offices, disruption to our supply
acquisition, decreased productivity due to shelter-in-place orders, changes in buyer and consignor behaviors, and a
dowdown in the U.S. economy and uncertain globa economic outlook. It may result in changes in customer
behaviors, including a potential reduction in consumer discretionary spending on our e-commerce site and in our
retail stores. Travel and border closures do not significantly affect our business as we operate a U.S. focused
marketplace. For further discussion of the COVID-19 related risks facing our business, refer to the “Risk Factors’
section included in Part I, Item 1A.

Throughout the pandemic, our top priority has been to protect the health and safety of our employees and our
customers. We have enforced socia distancing in our authentication centers, enabled virtual consignment
appointments, implemented curbside pick-up of products from our consignors, and enabled our corporate employees
to work remotely. The impact of these actions on our workforce are difficult to assess. However, we do not believe
that these remote work arrangements have adversely affected our ability to maintain our financial reporting systems,
internal control over financia reporting and disclosure controls and procedures. In addition, we do not expect to
encounter any significant challenges to our ability to maintain these systems and controls.

We also do not expect the pandemic to affect the assets on our balance sheet and our ability to timely account
for those assets. We evaluate our estimates and assumptions used in preparing our financial statements on an
ongoing basis. We do not anticipate any material impairments with respect to inventory, lona-lived assets, right-of-
use assets or investments, or changes in accounting judgments that would have a material impact on our financial
statements.
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Other Factors Affecting Our Performance

Other key business and marketplace factors, independent of the health and economic impact of the COVID-19
pandemic, impact our business. To analyze our business performance, determine financial forecasts and help
develop long-term strategic plans, we focus on the factors described below. While each of these factors presents
significant opportunity for our business, collectively, they also pose important challenges that we must successfully
addressin order to sustain our growth, improve our operating results and achieve and maintain our profitability.

Consignors and Buyers

Consignor growth and retention. We grow our sales by increasing the supply of luxury goods offered through
our consignment online marketplace. In the first three quarters of 2020 and for the full year 2019, approximately
60% and 80% of the products on our online marketplace sold within 30 days and 90 days, respectively. In addition
to sales velocity, we measure the ratio of demand versus supply in a given period, which we refer to as our online
marketplace sell-through ratio. Sell-through ratio is defined as GMV in the period divided by the aggregate initial
value of items added to our online marketplace in the period. In 2020 and 2019, our marketplace sell-through ratios
were 99% and 94%, respectively.

Our growth has been driven in significant part by repeat sales by existing consignors concurrent with growth
of our consignor base. In 2020 and 2019, repeat consignors accounted for approximately 83% and 81% of GMV,
respectively.

Buyer growth and retention. We grow our business by attracting and retaining buyers. We attract and retain
buyers by offering highly coveted, authenticated, pre-owned luxury goods at attractive values and delivering a high-
quality, luxury experience. We measure our success in attracting and retaining buyers by tracking buyer satisfaction
and purchasing activity over time. We have experienced high buyer satisfaction, as evidenced by our buyer net
promoter score of 71 in 2020, and compared to our online shopping industry average of 40 according to NICE
Satmetrix U.S. Consumer 2020 data. If we fail to continue to attract and retain our buyer base to our online
marketplace, our operating results would be adversely affected.

The graph on the left shows trends in purchasing activity for buyer cohorts for each year beginning in 2014.
Each cohort represents al buyersthat first purchased across our online marketplace in the designated year and the
aggregate GMV purchased by such cohort for theinitial year and each year thereafter. Asillustrated in the graph
below, we have seen consistent retention of buyer activity across cohorts through 2019. In 2020, buyer retention
was impacted by the adverse impacts of COVID-19 on supply, and asaresult, GMV. The graph on the right shows
the percentage of GMV in each year from our repeat buyers. GMV from repeat buyers reflects purchases made after
their initial purchase month.

Annual GMV by Buyer Cohort Year Repeat Buyer

(S in millions) (% of GMV)

82206  826%  830%
80.7%
79.5%
77206 [80% I I
2014 2015 2016 2017 2018 2019 2020 I I

2014 m 2015 2016 2017 2018 2019 m2020 2014 2015 2016 2017 2018 2019 2020
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We believe there is substantial opportunity to grow our business by having buyers also become consignors and
vice versa. As of December 31, 2020, 13% of our buyers had become consignors and 56% of our consignors had
become buyers. The graph below shows the percentage of GMV in each year from buyers who have participated as
both buyers and consignors on our online marketplace. GMV attributable to consigning activity of such buyersis not
included.

Buyers Who Are Also Consignhors
(% of GMV)

43.7% 44.1%

40.5%
32.9% 35.3% =
] | I I

2014 2015 2016 2017 2018 2019 2020

Buyer acquisition cost. Our financia performance depends on effectively managing the expenses we incur to
attract and retain buyers. We closely monitor our efficiency in acquiring new buyers. Our buyer acquisition cost
(“BAC") for agiven period is comprised of our total advertising spend, which is principally the cost of television,
digital and direct mail advertising, divided by the number of buyers acquired in that period. We adjust or re-allocate
our advertising in real-time to optimize our spend across channels, buyer demographics and geographiesto improve
our return on advertising spend. With the exception of 2020, our BAC has declined over time driven by improving
acquisition efficiencies. In 2020, we experienced volatility with our marketing efficiency due to the adverse impacts
of COVID-19 on our business, and we began to increase investments in advertising to position the company for
future growth.

Buyer Acquisition Cost
$224
$178 $178
$168
2014 2015 2016 2017 2018 2019 2020
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We also evaluate the success of our buyer acquisition activity by comparing the lifetime value of buyers
(“BLTV") attracted in a given period to the aggregate BAC in that same period. We calculate BLTV asthe
cumulative gross profit attributable to purchases by such buyers. The BLTV to BAC ratio in excess of 1.0 for all
cohorts presented after 12 months reflects that each cohort has achieved payback at least equal to BAC within 1 year
after acquisition. We have observed that BLTV for buyers who are also consignorsis significantly higher than for
buyers who have not also consigned.

The following graphs depict the BLTV to BAC ratio by annual cohort since 2015 in the aggregate and for
buyers who are also consignors, respectively. BLTV in the graph on the right includes only gross profit attributable
to transactions in which the members participated as buyers who are also consignors and does not include gross
profit attributable to transactions in which the member participated as a consignor. The 2020 cohortsin the graphs
reflect buyers that first purchased across our online marketplace through June 30, 2020 for the six month period and
September 30, 2020 for the three month period.

BLTV:BAC-AIll Buyers BLTV : BAC - Buyers who are also Consignors

4.00x 12.00x
3.50x
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1.50x
4.00x
1.00x

2.00x
0.50x

0.00x 0.00x
3mo 6mo 12mo 24mo 36mo 3mo 6mo 12mo 24mo 36mo

—2015 2016 2017 2018 2019 2020 —2015 2016 2017 2018 2019 2020

3mo 6mo 12mo 24mo 36mo 3mo 6mo 12mo 24mo 36mo
2015 0.73x 0.99x 1.48x 2.44x 3.48x 2015 1.30x 2.08x 3.59x 6.84x 10.55x
2016 0.69x 0.92x 1.34x 2.22x 3.26x 2016 1.24x% 1.97x 3.41x 6.63x 10.63x%
2017 0.72x 0.94x 1.36x 2.24x 3.09x 2017 1.27x 1.96x 3.40x 6.65x 9.95x
2018 0.88x 1.13x 1.59x 2.43x 2018 1.62x 2.44x 4.13x 7.42%
2019 1.15x 1.43x 1.89x 2019 2.11x 3.08x 4.74x
2020 1.02x 1.34x 2020 1.87x 2.94x

Scaling operations and technology. To support the future growth of our business, we are expanding our
capacity through investmentsin physical infrastructure, talent and technology. We principally conduct our intake,
authentication, merchandising and fulfillment operations in our four leased authentication centers located in
Californiaand New Jersey comprising an aggregate of approximately 1 million square feet of space. We secured
leases on more than half of this space in 2018. In October 2020, we secured alease in Arizonafor an additional
authentication center. The market for real estate to support operations centers such as ours is competitive, and we
plan to continue to secure and efficiently bring online additional capacity to support future growth. In 2017 and
2018, we opened our flagship retail storesin New Y ork and Los Angeles. We opened a second retail store with a
smaller footprint in New York in May 2019. We opened two additional flagship storesin 2020 in San Francisco and
Chicago, and a neighborhood store in Palo Alto. We intend to open additional retail storesin the future. In addition
to scaling our physical infrastructure, growing our single-SKU business operations and developing our SKU-depth
capabilities require that we attract, train and retain highly-skilled personnel for purposes of authentication,
copywriting, merchandising, pricing and fulfilling orders. We invest substantially in technology to automate our
operations and support growth. We continue to strategically invest in technology despite the difficult operating
environment resulting from COVID-19, asinnovation positions us to scale and support growth once the economy
normalizes.

Seasonality. Before the COVID-19 pandemic, we have observed trendsin seasonality of supply and demand
in our business. Specifically, our supply increases in the third and fourth quarters, and our demand increasesin the
fourth quarter. As aresult of this seasonality, we typically see stronger AOV and more rapid sell-through in the
fourth quarter. We also incur higher operating expenses in the last four months of the year as we increase advertising
spend to attract consignors and buyers and increase headcount in sales and operations to handle the higher volumes.
However, the adverse impacts of COVID-19 on our business has made it difficult to evaluate the impact of
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seasonality in our business. While we expect supply will continue to be negatively impacted by COVID-19, we
believe its growth will accelerate in 2021.
Key Financial and Operating Metrics

The key operating and financial metrics that we use to assess the performance of our business are set forth
below for 2020, 2019, and 2018.

Year Ended December 31,

2020 2019 2018
(I'n thousands, except AOV and per centages)
GMV et $ 986,951 $1,008,344 $ 710,750
NIMV Lo $ 736872 $ 731,445 $ 506,589
Number of Orders........cocvvveveeeeiceccee e 2,233 2,217 1,595
I G - (T 35.7% 36.3% 35.5%
ACtVEDUYErS.....oeeeeeeeeceee e 649 582 416
AQV s $ 42 % 455 % 446
Adjusted EBITDA ..o $ (128,025) $ (74,719) $ (58,856)

GMV

GMV represents the total amount paid for goods across our online marketplace in a given period. We do not
reduce GMV to reflect product returns or order cancellations, which totaled 25.3%, 27.5%, and 28.7% of GMV in
2020, 2019, and 2018, respectively. GMV includes amounts paid for both consigned goods and our inventory net of
platform-wide discounts and excludes the effect of buyer incentives, shipping fees and sales tax. Platform-wide
discounts are made available to al buyers on the online marketplace, and impact commissions paid to consignors.
Buyer incentives apply to specific buyers and consist of coupons or promotions that offer credits in connection with
purchases on our platform. We believe thisis the primary measure of the scale and growth of our online marketplace
and the key indicator of the health of our consignor ecosystem. We monitor trendsin GMV to inform budgeting and
operational decisionsto support and promote growth in our business and to monitor our success in adapting our
business to meet the needs of our consignors and buyers. While GMV is the primary driver of our revenue, it is not a
proxy for revenue or revenue growth. See Note 2 - Summary of Significant Accounting Policies -Revenue
Recognition - Consignment and Service Revenue.

NMV

NMV, or net merchandise value, represents the value of sales from both consigned goods and our inventory
net of platform-wide discounts less product returns and order cancellations and excludes the effect of buyer
incentives, shipping fees and sales tax. We believe NMV is a supplemental measure of the scale and growth of our
online marketplace. Like GMV, NMV is not a proxy for revenue or revenue growth.

Number of Orders

Number of orders means the total number of orders placed across our online marketplace and retail storesin a
given period. We do not reduce number of ordersto reflect product returns or order cancellations.
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Take Rate

Takerateis akey driver of our revenue and provides comparability to other marketplaces. The numerator used
to calculate our take rate is equal to net consignment sales and the denominator is equal to the numerator plus
consignor commissions. Net consignment sal es represents the value of sales from consigned goods net of platform-
wide discounts less consignor commission, product returns and order cancellations. We exclude direct revenue from
our calculation of take rate because direct revenue represents the sale of inventory owned by us, which costs are
included in cost of direct revenue. Our take rate reflects the high level of service that we provide to our consignors
across multiple touch points and the consistently high velocity of salesfor their goods. Our take rate structureisa
tiered commission structure for consignors, where the more they sell the higher percent commission they earn.
Consignors start at a 55% commission (which equals a 45% take rate for us) and can earn up to a 70% commission.
Thistiered structure applies unlessit is overridden by a commission exception.

Commission exceptions from the tiered commission structure optimize supply and drive take rate changes.
Examples of current commission exceptions include a flat 40% commission on all items under $145, and an 85%
commission on watches over $2,495. Management assesses changes in take rates by monitoring the volume of GMV
and take rate across each discrete commission grouping, encompassing commission tiers and exceptions.

Active Buyers

Active buyersinclude buyers who purchased goods through our online marketplace during the 12 months
ended on the last day of the period presented, irrespective of returns or cancellations. We believe this metric reflects
scale, brand awareness, buyer acquisition and engagement.

Average Order Value (“*AOV")

Average order value (“*AOV”") means the average value of all orders placed across our online marketplace and
retail stores, excluding shipping fees and sales taxes. Our focus on luxury goods across multiple categories drives a
consistently high AOV. Our AQV reflects both the average price of items sold as well as the number of items per
order. Our high AQV isakey driver of our operating leverage.

Adjusted EBITDA

Adjusted EBITDA means net loss before interest income, interest expense, other (income) expense net,
provision for income taxes, and depreciation and amortization, further adjusted to exclude stock-based compensation
and certain one-time expenses. Adjusted EBITDA provides a basis for comparison of our business operations
between current, past and future periods by excluding items that we do not believe are indicative of our core
operating performance. Adjusted EBITDA is anon-GAAP measure. Please see the section titled “ Selected Financial
and Other Data—Non-GAAP Financial Measures’ for information regarding our use of Adjusted EBITDA and its
reconciliation to net loss.

Components of our Operating Results
Revenue
Our revenue is comprised of consignment and service revenue and direct revenue.

. Consignment and service revenue. We generate the substantial majority of our revenue from the sale of
pre-owned luxury goods through our online marketplace and retail stores on behalf of consignors. For
consignment sales, we retain a percentage of the proceeds received, which we refer to as our take rate.
We recognize consignment revenue, net of allowances for product returns, order cancellations, buyer
incentives and adjustments. Additionally, we generate revenue from shipping fees we charge to buyers.
We also generate service revenue from subscription fees paid by buyers for early access to products, but
to date our subscription revenue has not been material.
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. Direct revenue. We generate direct revenue from the sale of items that we own, which we refer to as our
inventory. We generally acquire inventory when we accept out of policy returns from buyers.
Additionally, we make direct purchases from businesses and consignors and our mix of direct purchases
as a percentage of total GMV could increase in 2021. We recognize direct revenue upon shipment based
on the gross purchase price paid by buyers, net of allowances for product returns, buyer incentives and
adjustments.

Cost of Revenue

Cost of consignment and services revenue consists of shipping costs, credit card fees, packaging, customer
service personnel-related costs, website hosting services, and consignor inventory adjustments related to lost or
damaged products. Cost of direct revenue consists of the cost of goods sold, credit card fees, packaging, customer
service personnel-related costs, website hosting services, and inventory adjustments.

Marketing

Marketing expense comprises the cost of acquiring and retaining consignors and buyers, including the cost of
television, digital and direct mail advertising. Marketing expense also includes personnel-related costs for
employees engaged in these activities.

Operations and Technology

Operations and technology expense principally includes personnel-related costs for employees involved with
the authentication, merchandising and fulfillment of goods sold through our online marketplace and retail stores, as
well as our general information technology expense. Operations and technology expense also includes allocated
facility and overhead costs, costs related to our retail stores, facility supplies and depreciation of hardware and
equipment, as well as research and development expense for technology associated with managing and improving
our operations. We capitalize a portion of our proprietary software and technology development costs. As such,
operations and technology expense also includes amortization of capitalized technology development costs. While
we have implemented cost saving measures to address the challenges from the COVID-19 pandemic, we expect
operations and technology expense to increase in future periods to support our growth, including bringing on
additional authentication centers and continuing to invest in automation and other technology improvements to
support and drive efficiency in our operations. These expenses may vary from year to year as a percentage of
revenue, depending primarily upon when we choose to make more significant investments. We expect these
expenses to decrease as a percentage of revenue over the longer term.

Sdlling, General and Administrative

Selling, general and administrative expense is principally comprised of personnel-related costs for our sales
professionals and employees involved in finance and administration. Selling, general and administrative expense
also includes alocated facilities and overhead costs and professional services, including accounting and legal
advisors. We expect to increase selling, general and administrative expense as we grow our infrastructure to support
operating as a public company and the overall growth in our business. While these expenses may vary from year to
year as a percentage of revenue, we expect them to decrease as a percentage of revenue over the longer term.

Income Tax Provision

Our provision for income taxes consists primarily of state minimum taxesin the United States. We have afull
valuation allowance for our net deferred tax assets primarily consisting of net operating loss carryforwards, accruals
and reserves. We expect to maintain this full valuation allowance for the foreseeable future.
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Results of Operations

The results of operations presented below should be reviewed in conjunction with the financial statements and
notes included elsewhere in the Annual Report. Prior year comparisons are included in our Annual Report on Form
10-K for the fiscal year ended December 31, 2019. The following tables set forth our results of operations and such
data as a percentage of revenue for the periods presented:

Year Ended December 31,
2020 2019 2018
(In thousands)

Revenue:
Consignment and service revenued ...........cccceeee. $ 247,326 $ 265729 $ 180,607
DITECE FTEVENUE........cveeeeeecreeceece et 52,623 50,625 33,125
Total FEVENUE. ..o 299,949 316,354 213,732
Cost of revenue:
Cost of consignment and servicerevenue............. 66,976 73,579 50,855
Cost of direCt revenue.........coceeeveeenererenneneseee 45,406 41,252 25,959
Total cost of revenue.........ccoceevveeverrennenen 112,382 114,831 76,814
L€ (0155 o] (011 A 187,567 201,523 136,918
Operating expenses:
MarKEtiNg.......covevereeirieirieiseseese s 54,813 47,734 42,165
Operations and technology .........ccccccvevvenieninennns 163,808 143,231 104,929
Selling, general and administrative ...........c.ccoe.ee. 141,762 110,663 63,728
Total operating eXPENSES.......ccovererererereriene 360,383 301,628 210,822
L OSSfrom Operations........c.ccoeeeeeeeeeeenieniene e (172,816) (100,105) (73,904)
INtErest INCOME.......ooiieeeeiee e 2,518 4,593 1,046
INtErest BXPENSE......cov i (5,264) (616) (1,152)
Other eXpense, NEL.........cccoevrernennesese e (169) (2,202) (1,656)
L oss before provision for income taxes..........ccccc....... (175,731) (98,230) (75,666)
Provision for inCOmMe taxes.........ccoceeveeveeneneneneneenn, 101 199 99
NELTOSS....oiicviieeicie e $(175832) $ (98,429) $ (75,765)

(1) See Note 2 to our financia statements for an explanation of the immaterial correction of errorsin 2019 related to inventory
associated with commissions paid outside of our normal payment cycle to consignors for returned merchandise which have been
corrected within consignment revenue.
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Year Ended December 31,

2020 2019 2018
Revenue:
Consignment and service revenue...........c.ccceeee. 82% 84% 85%
DireCt reVENUE.........cceeciieeece e 18 16 15
Total FeVENUE........coeeeeeeeeee e 100 100 100
Cost of Revenue:
Cost of consignment and service revenue ............ 22 23 24
Cost of direct revenue.........ccoeeeeeeeeeeecnieneseneen 15 13 12
Total cost of revenue........cccceeveeveceeceveseesennnn, 37 36 36
GrOSS ProOfit. .. 63 64 64
Operating expenses.
= 1] o 18 15 20
Operations and technology .........cccceevvevvivrenennne 55 45 49
Selling, general and administrative....................... 47 35 30
Total operating EXPENSES.....ccccvveeeeerererenrenns 120 95 99
L 0SS from Operations.........ccccovevueveeveeveeiesieseeeseseenens (58) (32) (35)
INtErest INCOME.....cc.eivirieieieee e 1 1 —
INtErest EXPENSE....coiiere et (2) — —
Other eXpense, NEL........coooeeeeriereeenereee e — — —
L oss before provision for income taxes...........ccoc.e... (59) (31) (35)
Provision for income taxes.........cccvveveeecviesecnenneene, — — —
[N T=: 0SSR (59)% (31)% (35)%
Comparison of 2020 and 2019
Consignment and Service Revenue
Year Ended December 31, Change
2020 2019 Amount %
(In thousands, except per centage)
Consignment and service revenue, net............c.cu.ee.... $ 247,326 $ 265,729 $ (18,403) 1%

Consignment and service revenue decreased by $18.4 million, or 7%, in 2020 compared to 2019. The decrease
in revenue was driven primarily by a 2% decrease in GMV resulting from the adverse effects of COVID-19 on
supply, aswell as a decrease from 36.3% to 35.7% in our take rate due to the higher sales mix of lower take rate
categories such as handbags and jewelry, and a higher mix of consignors earning higher commissions. Supply was
negatively impacted in certain major markets, due to the impact of COVID-19 closures and disruptions, contributing
to the decrease in GMV. NMV increased as returns decreased year over year primarily due to a higher mix of non-
returnable items, including handbags and certain promoted items. While NMV increased dlightly, revenue was
lower year over year due to the decrease in our take rate and increased buyer incentives, particularly in the fourth
quarter. As part our effort to accelerate our GMV recovery, buyer incentives increased by $9.7 million, or 73%, to
$23.0 million in 2020 from $13.3 million in 2019, which also contributed to the decrease in revenue.

Direct Revenue

Year Ended December 31, Change
2020 2019 Amount %
(In thousands, except percentage)
DireCt FEVENUE .......cveeeveecee et $ 52623 $ 50625 $ 1,998 4%




Direct revenue increased by $2.0 million, or 4%, in 2020 compared to 2019. The increase was driven in part
by the higher sales mix of company-owned inventory, including afocus on aged inventory. The sales of our owned-
inventory drove the increase in direct revenue both on an absolute basis and as a percent of total revenue.

Cost of Consignment and Service Revenue

Year Ended December 31, Change
2020 2019 Amount %
(I'n thousands, except per centage)
Cost of consignment and service revenue ................. $ 66976 $ 73579 $ (6,603) -9%
As apercent of consignment and service revenue..... 27% 28%

Cost of consignment and service revenue decreased by $6.6 million, or 9%, in 2020 compared to 2019. The
decrease was primarily due to lower revenue in connection with COVID-19 related business interruptions. Gross
margin increased by 0.6% in 2020 compared to 2019. The increase was primarily attributable to overall
improvement in shipping costs relating to more favorable terms with our shipping carrier, partially offset by
decreasesin our take rate and increased buyer incentives.

Cost of Direct Revenue

Year Ended December 31, Change
2020 2019 Amount %
(In thousands, except per centage)
Cost of direCt FEVENUE.........ccuevrecereeirreeeeeerereeeeeeenes $ 45406 $ 41252 $ 4,154 10%
Asapercent of direct revenue..........ccccceeeeereenennene. 86% 81%

Cost of direct revenue increased by $4.2 million, or 10%, in 2020 compared to 2019, consistent with the
increase in direct revenue. Gross margin decreased by 4.8% in 2020 compared to 2019, primarily due to lower
product margins on sales of discounted aged inventory. As a percentage of direct revenue, cost of direct revenue
increased to 86% in 2020 from 81% in 2019.

Marketing
Year Ended December 31, Change
2020 2019 Amount %
(In thousands, except per centage)
MaArKEtiNG .....cceoeeeeeeeeee e $ 54813 $ 47,734 $ 7,079 15%

Marketing expense increased by $7.1 million, or 15%, in 2020 compared to 2019. The increase was primarily
due to increases in advertising costs and marketing program expenses as we seek to grow the number of buyers and
consignors using our online marketplace. As a percent of revenue, marketing expense increased to 18% in 2020
from 15% in 2019 due to the significant adverse impact of COVID-19 on our revenue.

Operations and Technology

Year Ended December 31, Change
2020 2019 Amount %
(In thousands, except per centage)

Operations and technology ............coveevrererrerereesennenn $ 163,808 $ 143,231 $ 20,577 14%
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Operations and technology expense increased by $20.6 million, or 14%, in 2020 compared to 2019. The
increase was primarily due to investments to support our growth and drive long-term operational efficiencies,
including investments to grow our talent including authentication and technology expertise and support our retail
operations. The opening of our retail storesin San Francisco, Chicago, and Palo Alto contributed to the increasein
expense.

As a percent of revenue, operations and technology expense increased to 55% in 2020 from 45% in 2019. This
increase is primarily due to higher personnel-related costs, including stock-based compensation expense compared
to lower revenue as aresult of COVID-19's negative impact on revenue. While we have implemented cost saving
measures to address the challenges from the COVID-19 pandemic, we continued to invest in automation, consignor
services including virtual appointments and self-scheduling, and other technology improvements to support and
drive efficiency in our operations and to support our growth. We expect these expenses to continue to decrease as a
percentage of revenue over the longer term.

Sdling, General and Administrative

Year Ended December 31, Change
2020 2019 Amount %
(In thousands, except percentage)
Selling, general and administrative............ccoccvvvenenne. $ 141,762 $ 110,663 $ 31,099 28%

Selling, genera and administrative expense increased by $31.1 million, or 28%, in 2020 compared to 2019.
Theincrease was due to higher personnel-related costs, including stock-based compensation expense and
investments to support the growth of our sales organization and scale our general and administrative functions as
necessary to operate as a public company including accounting, consulting and legal fees, insurance and software
costs. Additionally, there were COVID-19 related charges of $6.2 million inclusive of higher payroll expenses,
personal protective equipment, deep cleanings, medical personnel at our facilities and transportation services. Asa
percent of revenue, selling, general and administrative expense increased to 47% in 2020 from 35% in 2019 as we
invested in the growth of the sales organization and expanded our administrative functions. We expect these
expenses to decrease as a percentage of revenue over the long term.
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Quarterly Results of Operationsand Key Metrics

The following tables set forth certain unaudited financial datafor each fiscal quarter for the periods indicated
in dollars and as a percentage of revenue. The information for each quarter has been prepared on a basis consistent
with our audited financial statementsincluded in this Annual Report and reflect all adjustments that we consider
necessary for afair presentation of the financial information contained in those statements. Our historical results are
not necessarily indicative of the results that may be expected for the full year or any other period in the future. The
following quarterly financial information should be read in conjunction with our audited financial statements and
related notes included in this Annual Report.

Quarter Ended
December 31, September 30, June 30, March 31, December 31, September 30, June 30, March 31,
2020 2020 (1) 2020 (1) 2020 (1) 2019 (1) (2) 2019 (1) 2019 (1) 2019 (1)
(In thousands)
Revenue:
Consignment and service
FEVENUE (8) ..o $ 71,320 $ 64,152 $ 46,768 $ 65,086 $ 81,386 $ 69,067 $ 59,830 $ 55,386
Direct revenue ........ccoceevveevvieennns 15,512 13,645 10,523 12,942 11,209 12,271 12,139 15,007
Tota revenue..........c.cocvueeneee 86,832 77,797 57,291 78,028 92,595 81,338 72,029 70,393

Cost of revenue:
Cost of consignment and

SENVICE FeVENUE.........cerveeeeeees 19,723 16,304 12,860 18,088 20,987 19,446 17,200 15,946
Cost of direct revenue................... 13,728 11,964 8,760 10,954 10,197 9,842 8,959 12,254
Tota cost of revenue............. 33,451 28,268 21,620 29,042 31,184 29,288 26,159 28,200
GrOSS Profit ... 53,381 49,529 35,671 48,986 61,411 52,050 45,870 42,193
Operating expenses:
Marketing ........ccooeeeereeeeneeerininenns 17,066 15,186 9,639 12,922 10,896 13,390 11,715 11,733
Operations and technology 45,950 40,578 36,543 40,737 39,960 37,407 34,320 31,544
Selling, general and
administrative................. 38,715 35,384 32,559 35,104 34,553 28,436 25,355 22,319
Total operating expenses....... 101,731 91,148 78,741 88,763 85,409 79,233 71,390 65,596
Loss from operations..........c.coceeeeeeene (48,350) (41,619) (43,070) (39,777) (23,998) (27,183) (25,520) (23,403)
Interest iNCOMe..........ccovrreeerecinennnnnn 168 448 616 1,286 1,675 1,902 610 405
INterest EXPENSE .......cvuveeevererereecerererens (2,454) (2,406) (384) (20) (45) (60) (380) (131)
Other income (expense), net................. (80) — (97) 8 5 (119) (1,706) (282)
Loss before provision for income
EBXES ..t (50,716) (43,577) (42,935) (38,503) (22,363) (25,460) (26,996) (23,411)
Provision (benefit) for income taxes.... 63 17) 55 — 147 (8) 59 —
NELIOSS ..ot $ (50,779)$  (43560) $ (42990)$ (38503)$ (225100 $  (25/452) $ (27,055) $ (23411)
Accretion of redeemable
convertible preferred stock
to redemption value...........cccccevveeneee. — — — — — — — (3,355)
Net loss attributable to common
StOCKOIdENS....c.ovceicieeeicee $ (50,779)$ (43560) $ (42,990)$ (38503)$ (225100 $  (25/452) $ (27,055) $ (26,766)

Net loss per share attributable to
common stockholders, basic and
diluted .....cooeeieieeee $ (057) $ (0.50) $ (0.49) $ (0.44) $ (0.26) $ (0.30) $ (2.85) $ (3.07)

Shares used to compute net loss
per share attributable to common
stockholders, basic and diluted......... 88,810,674 87,869,321 87,064,384 86,588,796 85,823,352 84,634,956 9,494,447 8,705,664

(1) During the quarter ended December 31, 2020, the Company identified an overstatement of consignment and service revenue and inventory, net asaresult of an
error in accounting for inventory associated with commissions paid outside of our normal payment cycle to consignors for returned merchandise. In accordance with
Financial Accounting Standards Board Accounting Standards Codification 250, Accounting Changes and Error Corrections, we evaluated the materiality of the errors
from quantitative and qualitative perspectives, and concluded that the errors were immaterial to the Company’s prior period interim and annual financial statements.
Since these errors were not materia to any prior period interim or annual financial statements, no amendments to previously filed interim or annual periods reports are
required. Consequently, the Company has adjusted for these errors by revising its historical financial periods presented herein for the quarterly periods from March
31, 2019 through September 30, 2020. The correction of these immaterial errors resulted in the following:

(a) Consignment and service revenue reflects a decrease of $0.3 million, $0.1 million, $0.2 million, $1.1 million, $0.2 million, $0.2 million, and $0.2 million for
the interim periods ended September 30, 2020, June 30, 2020, March 31, 2020, December 31, 2019, September 30, 2019, June 30, 2019, and March 31, 2019,
respectively.

(2) Including the adjustment noted in (1)(a) above, consignment and service revenue for the quarter ended December 31, 2019, includes the correction of certain out
of period errorsin the quarter ended December 31, 2019 resulting in a net increase in consignment and service revenue of $2.0 million, of which, $1.4 million related
to periods prior to 2019.
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Quarter Ended
December 31, September 30, June 30, March 31, December 31, September 30, June 30, March 31,

2020 2020 2020 2020 2019 2019 2019 2019
Revenue:
Consignment and
service revenue....... 82 % 82 % 82 % 83 % 88 % 85 % 83 % 79 %
Direct revenue............ 18 18 18 17 12 15 17 21
Total revenue...... 100 100 100 100 100 100 100 100

Cost of revenue:
Cost of consignment

and service
revenue..........cooeevee. 23 21 23 23 23 24 24 23
Cost of direct
revenue.........cveee.. 16 15 15 14 11 12 12 17
Total cost of
revenue............. 39 36 38 37 34 36 36 40
Gross profit....c.ocoeeeerenenens 61 64 62 63 66 64 64 60
Operating expenses:
Marketing.......cocvunene. 20 20 17 17 11 16 16 17
Operations and
technology............... 53 52 63 52 43 46 48 45
Selling, general and
administrative.......... 44 45 57 45 38 35 35 31
Total operating
eXpenses........... 117 117 137 114 92 97 99 93
Loss from operations........ (56) (53) (75) (51) (26) (33) (35) (33)
Interest income........ — — — 2 2 2 1 —
Interest expense................ 2) 3) — — — — 1) —
Other income (expense),
NEL .o — — — — — — (2) —
L oss before provision for
income taxes..........oveee (58) (56) (75) (49) (24) (31) 37) (33)
Provision (benefit) for
income taxes — — — — — — — —
NEt10SS....cvireereiirieieene (58)% (56)% (75)% (49)% (24)% (31)% (37)% (33)%
Key Financial and Operating Metrics
2020 2019
Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
(In thousands, except AOV and per centages)
GMV .ot $301,219 $245355 $182,771 $257,606 $302975 $252,766 $228487 $ 224,116
NMV s $223390 $189,059 $139,797 $184,625 $219508 $186,617 $164,782 $ 160,538
Number of Orders.........cccovvurireninnnne 671 550 438 574 637 577 505 498
Take Rate.......cccvveueerieireeeree 35.7% 35.4% 36.0% 36.2% 36.2% 36.8% 36.6% 35.3%
Active BUYers........ccovveeviniieiennns 649 617 612 602 582 543 492 456
AOV . $ 49 3 46 $ 17 3% 449 3 476 $ 438 % 453 % 450
Adjusted EBITDA ......cccovveriiienene $ (35,767) $ (29,258) $ (31,888) $ (31,112) $ (13,885) $ (21,118) $ (21,048) $ (18,667)
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The following table presents areconciliation of Adjusted EBITDA from net loss:

Quarter Ended
December 31, September 30, June30, March 31, December 31, September 30, June 30, March 31,
2020 2020 2020 2020 2019 2019 2019 2019

(In thousands)

Adjusted EBITDA
Reconciliation:

NELIOSS.....vereeeireeeireeeee e $ (50,779) $  (43560) $ (42,990) $ (38503) $ (22510) $ (25452) $ (27,055) $ (23,411)
Add (deduct):
Depreciation and
amortization..........ccceveveeerennes 5,172 4,917 4,611 4,145 3,870 3,545 3,185 2,808
Stock-based compensation......... 7,411 7,372 6,129 3,410 2,795 2,520 1,287 1,109
Legal settlement ..........cccceeenenee — — — 1,110 — — — —
Restructuring charges................ — 72 442 — — — — —
Abandoned offering costs.......... — — — — 293 — — —
Donation to TRR Foundation.... — — — — 3,155 — — —
Compensation expense related
to stock sales by current and
former employess................... — — — — — — — 819
Interest income............ (168) (448) (616) (1,286) (1,675) (2,902) (610) (405)
Interest expense 2,454 2,406 384 20 45 60 380 131
Other (income) expense, net...... 80 — 97 8) (5) 119 1,706 282
Provision (benefit) for income
EAXES. oot 63 17) 55 — 147 (8) 59 —
Adjusted EBITDA $ (35767)$  (29,258) $ (31,888) $ (31,112) $ (13,885) $  (21,118) $ (21,048) $ (18,667)

Liquidity and Capital Resour ces

As of December 31, 2020, we had cash, cash equivalents and short-term investments of $354.9 million and an
accumulated deficit of $529.5 million. Since inception, we have generated negative cash flows from operations and
have primarily financed our operations through equity financings. In July 2019, we received net proceeds of $315.5
million upon completion of our IPO on July 2, 2019. In June 2020, we received net proceeds of $143.3 million from
the issuance of 3% convertible senior notes due 2025 and the related cap call transactions.

We expect that operating |osses and negative cash flows from operations could continue in the foreseeable
future as we navigate the challenges presented by COVID-19 and invest in expansion activities in the longer term.
At the beginning of the pandemic, we implemented measures to realign our cost structure and preserve liquidity
including deferring certain capital investments, renegotiating certain vendor contracts, and reducing payroll costs,
including through headcount reductions, employee furloughs and reduced executive salaries. With improving GMV
trends we began to strategically reinvest in growth; however, we continue to monitor opportunities to strengthen our
financial flexibility and preserve liquidity. We believe our existing cash and cash equivalents and short-term
investments as of December 31, 2020 will be sufficient to meet our working capital and capital expenditures needs
for at least the next 12 months.

Our future capital requirements will depend on many factors, including, but not limited to, our ability to grow
our revenues and the timing of investments to support growth in our business, such as the build-out of new
authentication centers and, to alesser extent, the opening of new retail stores. We may seek additional equity or debt
financing. In the event that additional financing is required from outside sources, we may not be ableto raiseit on
terms acceptable to us or at all. If we are unable to raise additional capital when desired, our business, financial
condition and results of operations could be adversely affected.
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Cash Flows

The following table summarizes our cash flows for the periodsindicated. Prior year comparisons are included
in our Annual Report on Form 10-K for the fiscal year ended December 31, 2019.

Year Ended December 31,
2020 2019 2018
(I'n thousands)

Net cash (used in) provided by:

Operating aCtiVitieS........ooeveveverrrerrrrerererererneene $(134,419) $ (54,490) $ (47,195)
INvesting actiVitieS.......ccocoverereneee e 178,004  (215,356) (33,923)
Financing activities.........cccveveneineieneneeeee 152,815 378,665 106,085
Net increase in cash, cash equivaents and
FEStriCted Cash......oueueiererererer e $ 196400 $ 108,819 $ 24,967

Net Cash Used in Operating Activities

During 2020, net cash used in operating activities was $134.4 million, which consisted of a net loss of
$175.8 million, adjusted by non-cash charges of $62.9 million and cash outflows due to a net change of $21.5
million in our operating assets and liabilities. The net change in our operating assets and liabilities was primarily the
result of cash outflows due to increases of $20.4 million in inventory and a $12.8 million decrease in operating lease
lighility, partially offset by cash inflows due to increases of $8.0 million in other accrued and current liabilities and
$4.2 million in accrued consignor payable.

Net Cash Provided by (Used in) I nvesting Activities

During 2020, net cash provided by investing activities was $178.0 million, which consisted of $278.2 million
in proceeds from maturities of short-term investments, offset by $73.3 million for purchases of short-term
investments, $18.3 million for purchases of property and equipment, net, including leasehold improvements, and
$8.7 million for capitalized proprietary software costs.

Net Cash Provided by Financing Activities

During 2020, net cash provided by financing activities was $152.8 million, which primarily consisted of
proceeds of $166.3 million from the issuance of the convertible senior notes, net of issuance costs, $8.9 million from
the exercise of stock options and warrants partially offset by $22.5 million for the purchase of capped callsrelated to
the Notes issuance.

Contractual Obligations and Commitments
The following table summarizes our contractual obligations and commitments as of December 31, 2020:

Payment Due by Period

Less Than 1to3 3to5 MoreThan

Total 1Year Years Years 5Years

(I'n thousands)

Operating l@aSeS. .....ccververie e $203516 $ 25301 $ 50644 $ 49,049 $ 78522
Convertible Senior Notes, including interest ............ 195,788 5,175 15,525 175,088 —
Unconditional endowment grant®............ccccceueeneee. 500 500 — — —
Capital [€8SES......coveeveiereeeeee s 24 20 4 — —
Non-cancellable purchase commitments.................. 5,562 2,569 2,993 — —
TOMA .o e $405390 $ 33565 $ 69166 $ 224137 $ 78522

@ In January 2018, we entered into an agreement with the University of Arizona Foundation to endow a gemology degree program in the

Department of Geosciences. We committed to endow atotal of $2.0 million, of which $0.5 million remained to be funded as of
December 31, 2020.
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Off-Balance Sheet Arrangements

We did not have during the periods presented, and we do not currently have, any off-balance sheet financing
arrangements or any relationships with unconsolidated entities or financia partnerships, including entities
sometimes referred to as structured finance or specia purpose entities, that were established for the purpose of
facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.

Critical Accounting Policies and Estimates

Our management’ s discussion and analysis of our financial condition and results of operationsis based on our
financial statements, which have been prepared in accordance with United States generally accepted accounting
principles. The preparation of these financial statements requires our management to make judgments and estimates
that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the
date of the financial statements, as well as the reported revenue generated, and expensesincurred during the
reporting periods. Our estimates are based on our historical experience and on various other factors that we believe
are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
value of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
judgments and estimates under different assumptions or conditions and any such differences may be material. We
believe that the accounting policies discussed below are critical to understanding our historical and future
performance, as these policies relate to the more significant areas involving management’ s judgments and estimates.

Revenue Recognition
Consignment and Service Revenue

We generate the mgjority of our revenue from consignment services for the sale of pre-owned luxury goods on
behalf of consignors through our online consignment marketplace and retail stores. For consignment sales, we retain
aportion of the proceeds received, which we refer to as our take rate, and remit the balance to the consignors. We
recognize consignment revenue upon purchase of the goods by the buyer based on our take rate, net of allowances
for product returns, order cancellations, buyer incentives and adjustments.

Direct Revenue

We also generate revenue from the sales of company-owned inventory. We recognize direct revenue upon
shipment of the goods sold through our online marketplace and retail stores, based on the gross purchase price net of
allowances for product returns, buyer incentives and adjustments.

Recent Accounting Pronouncements

See Note 2, “Summary of Significant Accounting Policies’ to our financial statementsincluded elsewherein
this Annual Report on Form 10-K for recently issued accounting pronouncements not yet adopted as of the date of
this Annual Report on Form 10-K.

JOBS Act Accounting Election

We were 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 issued subsequent to the enactment of the JOBS
Act until such time as those standards apply to private companies. We elected to use this extended transition period
to comply with new or revised accounting standards that have different effective dates for public and private
companies until the earlier of the date we (1) were no longer an emerging growth company or (2) affirmatively and
irrevocably opt out of the extended transition period provided in the JOBS Act. Asaresult, our financial statements
while we were an emerging growth company may not be comparable to companies that comply with new or revised
accounting pronouncements as of public company effective dates.

Because the market value of the Company’s common stock held by non-affiliates exceeded $700 million as of
June 30, 2020, the Company was deemed a “large accelerated filer” under the Exchange Act ceased to be an
emerging growth company as of December 31, 2020. As aresult, the Company adopted all applicable standards
retrospectively as of January 1, 2020 in this Annual Report on Form 10-K.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We are exposed to market risks in the ordinary course of our business, including fluctuations in interest rates.
Such fluctuations to date have not been significant.

As of December 31, 2020, we had unrestricted cash, cash equivalents and short-term investments of
approximately $354.9 million, which carry a degree of interest rate risk. A hypothetical 10% change in interest rates
would not have a material impact on our financial condition or results of operations due to the short-term nature of
our investment portfolio.

We do not believe that inflation has had a material effect on our business, results of operations or financial
condition. Nonetheless, if our costs were to become subject to significant inflationary pressures, we may not be able
to fully offset such higher costs. Our inability or failure to do so could harm our business, results of operations or
financial condition.

Item 8. Financial Statements and Supplementary Data.

Please refer to the Financial Statements and Notes to Financial Statementsin this Form 10-K whichis
incorporated herein by reference.

Item 9. Changesin and Disagr eements With Accountants on Accounting and Financial Disclosure.
None.

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

Our management, with the participation of our Chief Executive Officer (“CEO”) and Chief Financial Officer
(“CFQ"), evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act) as of December 31, 2020. Based on this evaluation, our Chief Executive Officer
and Chief Financial Officer concluded that, as of December 31, 2020, our disclosure controls and procedures were
effective at the reasonable assurance level in ensuring that (a) the information required to be disclosed by usin the
reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the
time periods specified in the SEC's rules and forms, and (b) such information is accumulated and communicated to
our management, including our principal executive officer and principal financial officer, as appropriate to alow
timely decisions regarding required disclosure.

Management’s Annual Report on Internal Control Over Financial Reporting

Management, includina our Chief Executive Officer and Chief Financial Officer, is responsible for
establishina and maintaining adequate internal control over financial reporting as defined in Rules 13a-15(f) and
15d-15(f) under the Exchanae Act. Our internal control over financial reporting is a process desianed to provide
reasonable assurance regarding the reliability of our financial reporting and the preparation of our financial
statements for external purposes in accordance with U.S. GAAP.

Under the supervision and with the participation of our management, includina our Chief Executive Officer
and Chief Financial Officer, we have conducted an evaluation of the effectiveness of our internal control over
financia reportina based on criteria established in Internal Control - Intearated Framework (2013) issued by the
Committee of Sponsorina Oraanizations of the Treadway Commission (COSO). Based on evaluation under these
criteria, management determined that our internal control over financial reporting was effective as of December 31,
2020.

In connection with completing our evaluation of the effectiveness of our internal control over financia
reporting as of December 31, 2020, we identified certain General Information Technoloay Controls (GITC) in
interim periods prior to August 31, 2020 that were not desianed at a sufficient level of precision to support the
effective operation of underlvina process level controls and to establish minimum documentation requirements to
evidence control performance. We considered the nature of these GITC control deficiencies, in the aggregate, to
represent a material weakness in our internal control over financial reporting.
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A material weaknessis adeficiency, or acombination of deficiencies, in internal control over financial
reporting, such that there is a reasonable possibility that a material misstatement of our annual or interim financia
statements would not be prevented or detected on atimely basis.

Aswe prepared for our assessment, we improved the desian of controls and formally implemented GITCs
related to (i) access security, (ii) chanae management, and (iii) I T operations throughout the course of the third
quarter. The material weakness identified as part of our assessment did not result in any misstatements to our
financial statements durina the fiscal vear, nor does it require arestatement of or chanae in our financial statements
for any prior annual or interim period. Based on our evaluation under the COSO framework, we believe these steps
we have taken have remediated the material weakness as of December 31, 2020.

KPMG, LLP, our independent reaistered public accounting firm, has audited the effectiveness of our
internal control over financial reporting as of December 31, 2020.

Changesin Internal Control Over Financial Reporting

Other than implementing the remediation steps noted in the previous section, there was no change in our
internal control over financial reporting identified in connection with the evaluation required by Rule 13a-15(d) and
15d-15(d) of the Exchange Act that occurred during the year ended December 31, 2020 that has materially affected,
or isreasonably likely to materially affect, our internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

Our management, including our Chief Executive Officer and our Chief Financial Officer, believes that our
disclosure controls and procedures and internal control over financia reporting are designed to provide reasonable
assurance of achieving their objectives and are effective at the reasonable assurance level. However, our
management does not expect that our disclosure controls and procedures or our internal control over financial
reporting will prevent al errors and all fraud. A control system, no matter how well conceived and operated, can
provide only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design
of acontrol system must reflect the fact that there are resource constraints, and the benefits of controls must be
considered relative to their costs. Because of the inherent limitationsin all control systems, no evaluation of controls
can provide absolute assurance that all control issues and instances of fraud, if any, have been detected. These
inherent limitations include the realities that judgments in decision making can be faulty, and that breakdowns can
occur because of asimple error or mistake. Additionally, controls can be circumvented by the individual acts of
some persons, by the collusion of two or more people or by management override of controls. The design of any
system of controlsis also based in part upon certain assumptions about the likelihood of future events, and there can
be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over
time, controls may become inadequate because of changesin conditions, or the degree of compliance with policies
or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements
due to error or fraud may occur and not be detected.

Item 9B. Other Information.
None.
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PART |1

Item 10. Directors, Executive Officersand Cor por ate Gover nance.

Information required by this Item isincorporated by reference to the information set forth under the captions
“Directors,” “ Corporate Governance,” “Executive Officers” and “ Security Ownership of Certain Beneficial Owners
and Management” in our 2021 proxy statement to be filed with the SEC within 120 days of the fiscal year ended
December 31, 2020 (the “Proxy Statement”).

Item 11. Executive Compensation.

The information required by this Item is incorporated by reference to the information set forth under the
caption “Executive Compensation,” in our Proxy Statement.

Item 12. Security Owner ship of Certain Beneficial Owners and Management and Related Stockholder
Matters.

Theinformation required by this Item is incorporated by reference to the information set forth under the
captions “ Security Ownership of Certain Beneficial Owners and Management” and “Equity Compensation Plan
Information” in our Proxy Statement.

Item 13. Certain Relationships and Related Transactions, and Director | ndependence.

Theinformation required by this Item is incorporated by reference to the information set forth under the
captions “ Certain Relationships and Related Party Transactions’ and “ Corporate Governance” in our Proxy
Statement.

Item 14. Principal Accounting Feesand Services.

The information required by this Item is incorporated by reference to the information set forth under the
caption “Proposal No. 2—Ratification of Selection of Independent Registered Public Accounting Firm” in our Proxy
Statement.



PART IV

Item 15. Exhibits, Financial Statement Schedules.

(@) Pleaserefer tothe Financial Statements, Notesto Financia Statements and the Exhibit Index in this
Form 10-K which isincorporated herein by reference.

(b) Please refer to the Exhibit Index in this Form 10-K which isincorporated herein by reference.

Item 16. Form 10-K Summary

None.
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Exhibit
Number

Exhibit Index

Incorporated by Reference

Description Form File No. Exhibit Filing Date

Filed
Herewith

31

32

41
4.2

4.3

4.4
10.1+

10.2+

10.3#

10.4#

10.5#

10.6#

10.7#

10.8#

Form of Amended and Restated Certificate
of Incorporation of The RealRed, Inc., as
currently in effect. S1  333-231801 3.2 June 17, 2019

Form of Amended and Restated Bylaws of
The RealRedl, Inc. as currently in effect. S1  333-231801 34 June 6, 2019

Form of Common Stock Certificate. S1 333231891 4.1 June 17, 2019

Seventh Amended and Restated Investor

Rights Agreement, dated March 22, 2019

among The RealRedl, Inc. and certain

holders of its capital stock. S1  333-231801 4.7 May 31, 2019

Indenture dated June 15, 2020, between

The RealRed, Inc. and U.S. Bank National

Association as Trustee, including form of

3.00% Convertible Senior Note due 2025. 8-K  001-38953 4.1 June 16, 2020

Description of Securities. 10-Q 001-38953 4.2  August 7, 2020

The RealRedl, Inc. 2011 Equity Incentive
Plan and related form agreements. S1 333231801 10.1 May 31, 2019

Form of Indemnification Agreement
entered into by and between The RealRedl,
Inc. and its directors and executive officers.  S1 333231891 10.2  June 17, 2019

Loan and Security Agreement dated as of
September 19, 2013 by and between The
RealReal, Inc. and Square 1 Bank. S1 333231801 103 May 31, 2019

First Amendment to Loan and Security

Agreement dated as of March 13, 2014 by

and between The RealReal, Inc. and Square

1 Bank. S1 333231891 104  May 31, 2019

Second Amendment to Loan and Security

Agreement dated as of August 5, 2014 by

and between The RealReal, Inc. and Square

1 Bank. S1 333231891 105  May 31, 2019

Third Amendment to Loan and Security

Agreement dated as of September 25, 2014

by and between The RealReal, Inc. and

Square 1 Bank. S1 333231891 10.6 May 31, 2019

Fourth Amendment to L oan and Security

Agreement dated as of December 28, 2015

by and between The RealReal, Inc. and

Pecific Western Bank. S1 333231801 107 May 31, 2019

Fifth Amendment to Loan and Security

Agreement dated as of July 18, 2016 by and

between The RealRedl, Inc. and Pecific

Western Bank. S1 333231891 108 May 31, 2019
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Sixth Amendment to Loan and Security
Agreement dated as of September 16, 2016
by and between The RealReal, Inc. and
Pacific Western Bank.

Seventh Amendment to Loan and Security
Agreement dated as of March 28, 2017 by
and between The RealRedl, Inc. and Pacific
Western Bank.

Eighth Amendment to L oan and Security
Agreement dated as of July 27, 2017 by and
between The RealRedl, Inc. and Pecific
Western Bank.

Ninth Amendment to Loan and Security
Agreement dated as of March 5, 2018 by
and between The Real Redl, Inc. and Pacific
Western Bank.

Tenth Amendment to Loan and Security
Agreement dated as of July 25, 2018 by and
between The RealRedl, Inc. and Pacific
Western Bank.

Eleventh Amendment to Loan and Security
Agreement dated as of August 9, 2018 by
and between The RealRedl, Inc. and Pacific
Western Bank.

Twelfth Amendment to Loan and Security
Agreement dated as of December 19, 2018
by and between The RealReal, Inc. and
Pacific Western Bank.

Lease Agreement dated as of March 18,
2014 by and between The RealRedl, Inc.
and 35 Enterprise Avenue, L.L.C.

Lease Modification Agreement dated as of
March 8, 2018 by and between The
RealReal, Inc. and 35 Enterprise Avenue,
L.L.C

Lease Agreement dated as of March 14,
2016 by and between The RealReal, Inc.
and M& L Associates.

Lease Agreement dated as of June 5, 2018
by and between The RealReal, Inc. and
Hartz Enterprise LLC.

Lease Agreement dated as of September 14,
2018 by and between The RealReal, Inc.
and Prologis Perth Amboy Associates,
LLC.

The RealReal, Inc. 2019 Equity Incentive
Plan.

The RealReal, Inc. 2019 Employee Stock
Purchase Plan.
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+ I ndicates management contract or compensatory plan.

# Certain information contained in this agreement has been omitted because it both (i) is not material and (ii)
would be competitively harmful if publicly disclosed.
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SIGNATURES

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

The RealRedl, Inc.

Date: March 1, 2021 By: /s Matt Gustke

Matt Gustke
Chief Financial Officer

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

Name Title Date

/4l Julie Wainwright Chairperson and Chief Executive Officer March 1, 2021

Julie Wainwright

(Principal Executive Officer)

/9 Matt Gustke Chief Financial Officer March 1, 2021
Matt Gustke (Principal Financial Officer)
/sl Steve Lo Vice President, Chief Accounting Officer March 1, 2021
StevelLo (Principal Accounting Officer)
/s/ Chip Baird Director March 1, 2021
Chip Baird
/5l Caretha Coleman Director March 1, 2021
Caretha Coleman
/s Emma Grede Director March 1, 2021
Emma Grede
/9 Karen Katz Director March 1, 2021
Karen Katz
/9 Rob Krolik Director March 1, 2021
Rob Krolik
/s Michael Kumin Director March 1, 2021
Michael Kumin
/5/ Niki Leondakis Director March 1, 2021
Niki Leondakis
/s Carol Melton Director March 1, 2021
Carol Melton
/9 James Miller Director March 1, 2021
James Miller
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Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors
The RealRed, Inc.:

Opinion on the Financial Satements

We have audited the accompanying balance sheets of The RealReal, Inc. (the Company) as of December 31, 2020
and 2019, the related statements of operations, comprehensive loss, redeemable convertible preferred stock,
convertible preferred stock and stockholders' equity (deficit), and cash flows for each of the yearsin the three-year
period ended December 31, 2020, and the related notes (collectively, the financial statements). In our opinion, the
financial statements present fairly, in all material respects, the financial position of the Company as of December 31,
2020 and 2019, and the results of its operations and its cash flows for each of the years in the three-year period
ended December 31, 2020, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOB), the Company’sinternal control over financial reporting as of December 31, 2020, based on
criteriaestablished in Internal Control — Integrated Framework (2013) issued by the Committee of Sponsoring
Organizations of the Treadway Commission, and our report dated March 1, 2021 expressed an unqualified opinion
on the effectiveness of the Company’sinternal control over financial reporting.

Change in Accounting Principle

Asdiscussed in Note 2 to the financial statements, the Company has changed its method of accounting for leases as
of January 1, 2020 due to the adoption of Accounting Standards Update 2016-02, Leases (Topic 842).

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility isto express an
opinion on these financial statements based on our audits. We are a public accounting firm registered with the
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. 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 atest basis, evidence regarding the amounts and
disclosuresin the financial statements. Our audits also included eval uating 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 areasonable basis for our opinion.

Critical Audit Matter

The critical audit matter communicated below is a matter arising from the current period audit of the financial
statements that was communicated or required to be communicated to the audit committee and that: (1) relatesto
accounts or disclosures that are material to the financial statements and (2) involved our especially challenging,
subjective, or complex judgments. The communication of a critical audit matter does not alter in any way our
opinion on the financial statements, taken as awhole, and we are not, by communicating the critical audit matter
below, providing a separate opinion on the critical audit matter or on the accounts or disclosures to which it relates.

Incremental borrowing rate used to measure operating lease liabilities upon adoption of Topic 842



Asdiscussed in Notes 2 and 11 to the financial statements, the Company adopted Topic 842 on January 1,
2020. At adoption, Topic 842 requires, amongst other things, the Company to measure the lease liability at
the present value of the future lease payments as of January 1, 2020, using the applicable incremental
borrowing rate for each lease. The Company derived the incremental borrowing rate based on its own
estimated synthetic credit rating, corresponding yield curve, and the remaining terms of each lease at the
adoption date. As aresult of the adoption of Topic 842, the Company recognized $12.8 million in current
operating leases liabilities and $106.2 million in operating lease liabilities, net of the current portion as of
January 1, 2020.

We identified the evaluation of the incremental borrowing rates used to measure the Company’ s operating
lease liabilities upon adoption of Topic 842 as a critical audit matter. Given the lack of adirectly
observable Company specific credit rating as of the adoption date, subjective auditor judgment was
required to evaluate the appropriateness of the methodology used to develop the incremental borrowing
rates, including the development of the synthetic credit rating. In addition, specialized skills and knowledge
were required to assist in the evaluation of the incremental borrowing rates determined by the Company.

The following are the primary procedures we performed to address this critical audit matter. We evaluated
the design and tested the operating effectiveness of an internal control related to evaluating the
appropriateness of the methodology used and the devel opment of the synthetic credit rating. We involved
valuation professionals with specialized skills and knowledge, who assisted in:

° evaluating the appropriateness of the methodology used to estimate the synthetic credit rating,

° developing an independent estimate of the synthetic credit rating and comparing it with the
synthetic credit rating used by the Company in developing their incremental borrowing rates, and

° obtaining market yield curves associated with our estimated synthetic credit rating used to derive
incremental borrowing rates associated with different lease terms and comparing them to the
estimated incremental borrowing rates developed by the Company for the same lease terms.

/s KPMG

We have served as the Company’ s auditor since 2013.

San Francisco, Cdlifornia
March 1, 2021



Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors
The RealRed, Inc.:

Opinion on Internal Control Over Financial Reporting

We have audited The RealReal, Inc.'s (the Company) internal control over financial reporting as of December 31,
2020, based on criteria established in Internal Control — Integrated Framework (2013) issued by the Committee of
Sponsoring Organizations of the Treadway Commission. In our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2020, based on criteria established in
Internal Control — Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the
Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOB), the balance sheets of the Company as of December 31, 2020 and 2019, the related statements of
operations, comprehensive loss, redeemable convertible preferred stock, convertible preferred stock and
stockholders' equity (deficit), and cash flows for each of the yearsin the three-year period ended December 31,
2020, and the related notes (collectively, the financial statements), and our report dated March 1, 2021 expressed an
unqualified opinion on those financial statements.

Basis for Opinion

The Company’ s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying
Management's Annua Report on Internal Control Over Financial Reporting. Our responsibility isto express an
opinion on the Company’sinternal control over financial reporting based on our audit. We are a public accounting
firm registered with the 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 audit in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in al material respects. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financia reporting, assessing the risk that a material weakness exists, and
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit
also included performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control Over Financial Reporting

A company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposesin
accordance with generally accepted accounting principles. A company’sinternal control over financia reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail ,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statementsin accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.
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Because of itsinherent 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 changesin conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

I KPMG

San Francisco, California
March 1, 2021



THE REALREAL, INC.
Balance Sheets

(In thousands, except share and per share data)

December 31, December 31,
2020 2019
Assets
Current assets
Cash and €ash EQUIVAIENES.........c.cocueueieeieiceee ettt $ 350,846 $ 154,446
Short-term INVESIMENES ......covieeiere e 4,017 208,811
ACCOUNES FECAIVADIE ...t 7,213 7,779
101V 0100 YR = OSSP 42,321 21,916
Prepaid expenses and other CUrrent @SSatS ........cocvveveeveeieniesiecese s s 17,072 13,804
TOtal CUMTENT BSSELS ..ottt 421,469 406,756
Property and equipMENt, NEL..........ccoiririiire e 63,454 55,831
Operating lease right-0f-USE 8SSELS......c..cieririiriere e e 118,136 —
L@ 11 = S £ SPS 2,050 2,660
UL S SRS $ 605109 $ 465,247
Liabilitiesand Stockholders Equity
Current ligbilities
ACCOUNES PAYBDIE ......ceeteicteeetecee et e $ 14346 $ 11,159
Accrued consignor PAYADIE..........ccuvervieeiere e s 57,053 52,820
Operating lease liabilities, current POrtion...........ccevceveveveeveereniesie s sese e 14,999 —
Other accrued and current liabilitieS ... 61,862 54,567
Total current [1abilItIES........cvveireireee e 148,260 118,546
Operating lease liabilities, net of current Portion ..........cccceeeceeveeveececiniene e 115,084 —
Convertible SENior NOLES, NEL ........ccccivee et 149,188 —
Other noncurrent [abilitieS.........ccviiiiriiiie e 1,284 9,456
TOtal HADHTHES....eivieieieiieere e 413,816 128,002
Commitments and contingencies (Note 12)
Stockholders’ equity:
Common stock, $0.00001 par value; 500,000,000 shares
authorized as of December 31, 2020 and December 31, 2019;
89,301,664 and 85,872,320 sharesissued and outstanding
as of December 31, 2020 and December 31, 2019, respectively ............... 1 1
Additional paid-in Capital..........ccoceireiieineeeree e 723,302 693,426
Accumulated other comprehensive iNCOME ........coueveeeieeererenesere e 11 7
Accumulated EfiCIt .......cireirieiieeisee e (532,021) (356,189)
Total Stockholders' eqUILY .......cocceereriiiiere e 191,293 337,245
Total liabilities and stockholders’ equity.........ccoceeverereiriniencncreeee $ 605100 $ 465,247

The accompanying notes are an integral part of these financial statements.



THE REALREAL, INC.
Statements of Operations

(In thousands, except share and per share data)

Years Ended December 31,

2020 2019 2018
Revenue:
Consignment and SErVIiCE FEVENUE. .........c.cceueueeeveeerereeeeeerereeennas $ 247326 $ 265729 $ 180,607
DITECL FEVENUE .......oviieeieieesteeeteee et 52,623 50,625 33,125
TOtA FEVENUE ..ot 299,949 316,354 213,732
Cost of revenue:
Cost of consignment and ServiCe reVenUe...........cocceevereneriesens 66,976 73,579 50,855
Cost Of AIrECt FEVENUE ........eceeeeeeeece e 45,406 41,252 25,959
Total COSt Of FEVENUE ..o 112,382 114,831 76,814
L€ (0155 o] (011 SRS 187,567 201,523 136,918
Operating expenses:
=4 G 1] 0 PSS 54,813 47,734 42,165
Operations and technology ..........ccoovvererereeeee e 163,808 143,231 104,929
Selling, general and administrative.........ccoeeeeveeeeeeecencesesiennieens 141,762 110,663 63,728
Total operating EXPENSES ......cccvveerrerererereieesee e 360,383 301,628 210,822
L OSSfrom OPEratioNS........ccovveivesiernsiesesieseeseeeeee e seees (172,816) (100,105) (73,904)
INEEIESE INCOME ...t 2,518 4,593 1,046
INEErESt EXPENSE .. vive ettt re e e saenen (5,264) (616) (1,152)
Other EXPENSE, NEL ......vecveierece e et (169) (2,202) (1,656)
Loss before provision for inCOMe taxes..........ccevveeeeeevesesieseseennnn (175,731) (98,230) (75,666)
Provision for iNCOME taXeS........ccuvvirerirernis s 101 199 929
N = 0SSOSR $ (175832) $ (98,429) $ (75,765)
Accretion of redeemable convertible preferred stock to
redeMPLioN VAIUE .......cucurererieicecieieieieeeie et $ — 3 (3,355) $ (8,922)
Net loss attributable to common stockholders..........cccoovvverrrrenne. $ (175832) $ (101,784) $  (84,687)
Net loss per share attributable to common stockholders,
basic and dilUted .........coovieerre e $ (201) $ (214) $ (10.12)
Shares used to compute net loss per share attributable to
common stockholders, basic and diluted.............ccccoceiniiiinnnnnne 87,587,409 47,478,544 8,365,344

The accompanying notes are an integral part of these financial statements.



THE REALREAL, INC.
Statements of Comprehensive L oss

(In thousands)

Year Ended December 31,

2020 2019 2018
N R $ (175832) $  (98429) $ (75,765)
Other comprehensive income (loss), net of tax:

Unrealized gain (10ss) 0N iNVeStMENtS.........ccccvvvveeievevesesininens 4 32 (19)
CoMPreNENSIVE 10SS.......oueviceieeeeeeteteeee et $ (175828) $ (98,397) $  (75,784)

The accompanying notes are an integral part of these financial statements.



THE REALREAL, INC.

Statements of Redeemable Convertible Preferred Stock, Convertible Preferred Stock and Stockholders' Equity (Deficit)
(In thousands, except share amounts)

Balances as of December 31, 2017 .......ccoeevevvereereeveernennns
Issuance of Series G redeemable convertible

preferred stock upon conversion of notes, net

of issuance Costs Of $190 .......cvverererrerererererirerereerenenes
Issuance of Series G convertible preferred stock

upon conversion of notes, net of issuance costs

OF B355 ..
Loss on extinguishment of convertible notes

(NOEE 7) oottt
Issuance of Series G redeemable convertible

preferred stock, net of issuance costs of $3,360.............
Issuance of Series G convertible preferred stock,

net of issuance costs Of $373 .....c.ccvrurereririririniriririsieine
Accretion of redeemable convertible preferred

stock to redemption Value..........ccoeeeercrcninniccniniecens
Issuance of common stock upon exercise of options........
I ssuance of common stock upon exercise of warrants......
Compensation expense related to stock sales by

current and former employees .........ccoveervrireiereseeieens
Stock-based compensation expense.........cocveererereenenienns
Other comprehensiveloss..............

Balance as of December 31, 2018.........ccoceeverireererienncns
Issuance of Series H redeemable convertible

preferred stock net of issuance costs of $166................
Issuance of Series H convertible preferred

stock net of issuance costs of $59.........ccoerererererenirenene
Accretion of redeemable convertible preferred

stock to redemption value..........coovvernnininnennenencnenenes
Conversion of redeemable convertible preferred

stock to common stock in connection with

initial public Offering ........coeevireiireeee e
Conversion of convertible preferred stock to

common stock in connection with

initial public Offering ........coeeenreieceee
Conversion of convertible preferred stock warrants

to common stock warrants in connection with

initial public Offering ........coceiireereeeeee
Issuance of common stock in connection with

initial public offering, net of issuance costs

Of $5,333 ...t

Redeemable Accumulated Total

Convertible Convertible Additional Other Stockholders

Preferred Stock Preferred Stock Common Stock Paid-in  Comprehensive Accumulated Equity

Shares Amount Shares Amount Shares  Amount  Capital Income (L 0ss) Deficit (Deficit)
12,956,724 50,367 69,834,789 122,990 8,287,983 — 4,591 (6) (181,571) (176,986)
1,067,550 5,452 — — — — — — — —
— — 1,997,709 10,202 — — — — — —
— — — — — — (370) — — (370)
17,029,327 86,640 — — — — — — — —
— — 1,892,147 9,627 — — — _ _ _
— 8,922 — — — — (8,593) — (329) (8,922)
— — — — 247,797 — 481 — — 481
— — — — 57,297 — 133 — — 133
— — — — — — 847 — — 847
— — — — — — 2,911 — — 2,911
— — — — — — — (19) — (29)
— — — — — — — — (75,765) (75,765)
31,053,601 151,381 73,724,645 142,819 8,593,077 — — (25) (257,665) (257,690)
6,350,345 43,492 — — — — — _ _ _
— — 3,831,766 26,283 — — — — — —
— 3,355 — — — — (3,260) — (95) (3,355)
(37,403,946) (198,228) — — | 19,585,426 — 198,228 — — 198,228
— — (77,556,411) (169,102)| 38,778,180 — 169,102 — — 169,102
— — — — — — 2,710 — — 2,710
— — — — | 17,250,000 — 315,518 — — 315,518




ot-d

Issuance of common stock upon exercise of options........
I ssuance of common stock upon exercise of warrants......
Issuance of common stock upon vesting of

restricted stock units, net of shares withheld

for employEetaxes. .......ccoveererieieiereseere e
Issuance of common stock for cashless exercise

Of WAITANES ...
Compensation expense related to stock sales by

current and former employees .........ocvvevrerenerenencrenene
Stock-based compensation exXpense.........coveererreereneenes
Other comprehensive income

Purchase of capped calls
Equity component of convertible senior notes, net of
iSSUBNCE COSES Of $767 ...
I ssuance of common stock upon exercise of options
Issuance of common stock upon vesting of

restricted stock units, net of shares withheld

for employEe taxes........ccccureeceiiicireeieieeeeeeee
Issuance of common stock for exercises under ESPP ......

1,551,313
10,677

14,105

89,542

2,695
33

(130)

819
7,711

(98,429)

2,696
33

(130)

819
7,711
32

(98,429)

85,872,320 $

693,426 $

$

(356,189) $

337,245

2,604,494

733,385
91,465

(22,546)

19,020
8,859

(751)
972
24,322

(175,832)

(22,546)

19,020
8,859

(751)
972
24,322
4

(175,832)

89,301,664 $

723302 $

Bl & |

$

(532,021) $

191,293

The accompanying notes are an integral part of these financial statements.



THE REALREAL, INC.
Statements of Cash Flows
(in thousands)

Year Ended December 31,

2020 2019 2018
Cash flows from operating activities:
Net loss. $ (175,832) $ (98,429) (75,765)
Adjustments to reconcile net loss to cash used in operating activities:
Depreciation and amortization 18,845 13,408 9,290
Stock-based compensation expense..... 24,322 7,711 2,911
Reduction of operating lease right-of-use assets 16,062 — —
Changein fair value of convertible note derivative liability .. — — 1,248
Bad debt expense 903 1,371 999
Compensation expense related to stock sales by current and former employees.........ccccvvereceenene. — 819 847
Changein fair value of convertible preferred stock warrant liability .. — 2,100 450
Accrued interest on convertible notes.. 216 — 223
Loss on retirement of property and equipment. 280 — 203
Accretion of unconditional endowment grant liability ........... 51 94 118
Accretion of debt discounts and issuance costs 2,399 11 104
Amortization of premiums (discounts) on short-term investments..... (137) (320) 78
Changes in operating assets and liabilities:
Accountsreceivable....... (337) (1,579) (1,572)
Inventory, net (20,405) (11,561) (3,741)
Prepaid expenses and other current assets. (3,443) (4,108) (5,338)
Other assets. 548 (1,026) (318)
Operating lease liability.. (12,752) — —
Accounts payable............ 2,800 6,010 (2,576)
Accrued consignor payable......... 4,233 17,561 6,587
Other accrued and current liabilities......... 7,994 10,686 15,681
Other noncurrent liabilities (166) 2,762 3,376
Net cash used in operating activities. (134,419) (54,490) (47,195)
Cash flow from investing activities:
Purchases of short-term investments. (73,280) (220,609) (31,454)
Proceeds from maturities of short-term investments 278,215 39,281 9,624
Proceeds from sale of short-term investments.......... — — 7,023
Capitalized proprietary software development costs (8,678) (9,267) (5,724)
Purchases of property and equipment .......... (18,253) (24,761) (13,392)
Net cash provided by (used in) investing activities 178,004 (215,356) (33,923)
Cash flow from financing activities:
Proceeds from issuance of common stock in initia public offering, net of issuance costs.. — 315,541 —
Proceeds from issuance of redeemable convertible preferred stock, net of issuance costs .. . — 43,492 86,640
Proceeds from issuance of convertible preferred stock, net of iSsuanCe CoStS.........curiiceninininiccinininne — 26,283 9,627
Proceeds from issuance of convertible notes, net of issuance costs. 166,278 — 14,273
Purchase of capped calls (22,546) — —
Proceeds from exercise of stock options and common stock warrant 8,859 2,729 614
Proceeds from issuance of Employee Stock Purchase Program..... 972 — —
Payment of deferred offering costs. — — (24)
Taxes paid related to restricted stock vesting. (748) (130) —
Issuance cost paid related to conversion of convertible notes........ — — (545)
Repayment of debt .... (9,250) (4,500)
Net cash provided by financing activities 152,815 378,665 106,085
Net increase in cash, cash equivalents and restricted cash ..... 196,400 108,819 24,967
Cash, cash equivalents, and restricted cash
Beginning of period 154,446 45,627 20,660
End of period .... $ 350,846 $ 154,446 45,627
Supplemental disclosures of cash flow information
Cash paid for interest $ 1 8 553 666
Cash paid for income taxes 920 102 49
Supplemental disclosures of non-cash investing and financing activities
Issuance of convertible preferred stock upon extinguishment of convertible notes. — — 10,557
Issuance of redeemable convertible preferred stock upon extinguishment of convertible notes............cccocvvveen. — — 5,642
Accretion of redeemable convertible preferred stock to redemption value — 3,355 8,922
Loss on extinguishment of convertible notes....... — — 370
Purchases of property and equipment included in accounts payable and other accrued and current liabilities... (583) 1,841 158
Purchases of capitalized proprietary software development costs included in accounts payable and other
accrued and current liabilities..... 338 — —
Reclassification of deferred offering costs........... — 5,333 —
Conversion of convertible preferred stock warrants in connection with IPO ...... — 2,710 —
Conversion of redeemable convertible preferred stock in connection with IPO.. — 198,228 —
Conversion of convertible preferred stock in connection with IPO......... 169,102 —

Issuance costs associated with issuance of convertible senior notes included in other accrued and current
liahilities.. 469

The accompanying notes are an integral part of these financial statements.
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THE REALREAL, INC.
Notesto Financial Statements

Note 1. Description of Business and Basis of Presentation
Organization and Description of Business

The RealRedl, Inc. (the “Company”) is an online marketplace for authenticated, consigned luxury goods
across multiple categories, including women's, men's, kids', jewelry and watches, and home and art. The Company
was incorporated in the state of Delaware on March 29, 2011 and is headquartered in San Francisco, California.

I mpact of the Coronavirus (“ COVID-19") Pandemic

The COVID-19 pandemic has materially impacted the Company's business operations and results of
operations in 2020. Operations in the Company’ s authentication centers were initially limited in accordance with
shelter-in-place orders resulting in operations below full capacity. However, operations capacity was no longer
limited by restrictions related to COVID-19 during the second half of the year ended December 31, 2020. In-person
white glove consignment appointments were temporarily suspended and augmented with virtual appointments but
remain an option for our consignor base. All luxury consignment offices and retail stores were temporarily closed
for varying periods of time but were all open during the entirety of the second half of the year.

The Company believes that its financial resourceswill allow it to manage the anticipated impact of COVID-19
on the Company’ s business operations for the foreseeable future. The Company believes its existing cash and cash
equivalents and short-term investments as of December 31, 2020 will be sufficient to meet its working capital and
capital expenditures needs for at least the next 12 months.

Basis of Presentation

The accompanying financia statements have been prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”) and, in the opinion of management, reflect all adjustments necessary to state fairly the
Company’sfinancial position, results of operations, comprehensive loss, redeemable convertible preferred stock,
convertible preferred stock, and stockholders' equity (deficit), and cash flows for the periods presented. Certain
corrections to the prior periods have been made to conform to the current period presentation, as described in Note
2. The Company’ s functional and reporting currency isthe U.S. dollar.

I nitial Public Offering

The Company’ s registration statement on Form S-1 (the “1PO Registration Statement”) related to itsinitial
public offering (“1PO") was declared effective on June 27, 2019, and the Company’s common stock began trading
on the Nasdaq Global Select Market on June 28, 2019. On July 2, 2019, the Company completed its IPO, selling
15,000,000 shares of common stock at a price to the public of $20.00 per share, plus an additional 2,250,000 shares
of common stock at a price to the public of $20.00 per share pursuant to the exercise of the underwriters' option to
purchase additional shares. The Company received aggregate net proceeds of $315.5 million after deducting
underwriting discounts and commissions of $24.1 million and issuance costs of $5.3 million.

Immediately prior to the completion of the IPO, the Company filed its Amended and Restated Certificate of
Incorporation, which authorizes atotal of 500,000,000 shares of common stock and 50,000,000 shares of
undesignated preferred stock.

The Company recorded the conversion of 114,960,357 shares of convertible preferred stock and redeemable
convertible preferred stock then outstanding into 58,363,606 shares of common stock to additional paid-in capital.
All outstanding preferred stock warrants converted into an aggregate of 103,563 common stock warrants.

Reverse Stock Split

On June 13, 2019, the Company effected a reverse split of shares of the Company’s common stock on a 1-for-
2 basis (the “ Reverse Stock Split”). All issued and outstanding shares of common stock, warrants for common stock,
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options to purchase common stock and the related per share amounts contained in the financial statements have been
retroactively adjusted to reflect this Reverse Stock Split for all periods presented. The par value and authorized
shares of common stock were not adjusted as aresult of the Reverse Stock Split. Additionally, the authorized, issued
and outstanding shares of redeemable convertible preferred stock and convertible preferred stock and their related
per share amounts, other than the conversion price per share, were not adjusted as aresult of the Reverse Stock Split.

Note 2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financia statementsin conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liahilities as of the date of the financial statements and the reported amounts of expenses during the reporting period.
Significant items subject to such estimates and assumptions include those related to revenue recognition, including
the returns reserve, valuation of inventory, software devel opment costs, stock-based compensation, redemption
value of redeemable convertible preferred stock, incremental borrowing rates related to lease liability, fair value of
the liability component of convertible senior notes, valuation of deferred taxes, and other contingencies. The
Company evaluates its estimates and assumptions on an ongoing basis using historical experience and other factors
and adjusts those estimates and assumptions when facts and circumstances dictate. Actua results could differ from
those estimates.

Net Loss per Share Attributable to Common Stockholders

The Company follows the two-class method when computing net loss per common share when shares are
issued that meet the definition of participating securities. The two-class method determines net |oss per common
share for each class of common stock and participating securities according to dividends declared or accumulated
and participation rights in undistributed earnings. The two-class method requires income (loss) available or
attributable to common stockholders for the period to be allocated between common stock and participating
securities based upon their respective rightsto receive dividends asif all income for the period had been distributed.
Before the PO, the Company’ s redeemable convertible preferred stock and convertible preferred stock were
considered participating securities. However, the holders of such shares did not have a contractual obligation to
participate in the Company’s losses.

The Company’s convertible senior notes are participating securities as they give the holders the right to
receive dividends if dividend or distribution declared to the common stockholdersis equal to or greater than the last
reported sale price of the Company’s common stock on the trading day immediately preceding the ex-dividend date
for such dividend or distribution as if the instruments had been converted into shares of common stock. No
undistributed earnings were alocated to the participating securities as the contingent event is not satisfied as of the
reporting date.

For periods in which the Company reports net losses, diluted net loss per common share attributable to
common stockholders is the same as basic net 1oss per common share attributable to common stockhol ders, because
potentially dilutive common shares and assumed conversion of the convertible senior notes are not assumed to have
been issued within the calculation, if their effect is anti-dilutive.

Segments

The Company has one operating segment and one reportable segment as its chief operating decision maker,
who isits Chief Executive Officer, reviews financial information on a consolidated basis for purposes of allocating
resources and evaluating financial performance. All long-lived assets are located in the United States and
substantially all revenueis attributed to consignors and buyers based in the United States.
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Revenue Recognition

The Company generates revenue from the sale of pre-owned luxury goods through its online marketplace and
retail stores.

Consignment and Service Revenue

The Company provides a service to sell pre-owned luxury goods on behalf of consignors to buyers through its
online marketplace and retail stores. The Company retains a percentage of the proceeds received as payment for its
consignment service, which the Company refersto asits take rate. The Company reports consignment revenue on
anet basis as an agent and not the gross amount collected from the buyer. Title to the consigned goods remains with
the consignor until transferred to the buyer upon purchase of the consigned goods and expiration of the allotted
return period. The Company does not take title of consigned goods at any time except in certain cases where
returned goods become Company-owned inventory.

The Company recognizes consignment revenue upon purchase of the consigned good by the buyer asits
performance obligation of providing consignment services to the consignor is satisfied at that point. Consignment
revenue is recognized net of estimated returns, cancellations, buyer incentives and adjustments. The Company
recognizes areturns reserve based on historical experience, which is recorded in other accrued and current liabilities
on the balance sheets (see Note 5). Sales tax assessed by governmental authoritiesis excluded from revenue.

Certain transactions provide consignors with a material right resulting from the tiered consignor commission
plan. Under this plan, the amount an individual consignor receives for future sales of consigned goods may be
dependent on previous consignment sales for that consignor within his’her consignment period. Accordingly, in
certain consignment transactions, a small portion of the Company’s consignment revenue is allocated to such
material right using the portfolio method and recorded as deferred revenue, which is recorded in other accrued and
current liabilities on the balance sheets. The impact of the deferral has not been material to the financial statements.

The Company charges shipping fees to buyers and has el ected to treat shipping and handling activities
performed after control transfers to the buyer as fulfillment activities. All outbound shipping and handling costs are
accounted for as fulfillment costs in cost of consignment and service revenue at the time revenue is recognized.

The Company also generates subscription revenue from monthly memberships allowing buyers early accessto
shop for luxury goods. The buyers receive the early access and other benefits over the term of the subscription
period, which represents a single stand-ready performance obligation. Therefore, the subscription fees paid by the
buyer are recognized over the monthly subscription period. Subscription revenue was not material in 2020, 2019,
and 2018.

Direct Revenue

The Company generates direct revenue from the sale of Company-owned inventory. The Company recognizes
direct revenue on a gross basis upon shipment of the purchased good to the buyer as the Company acts as the
principal in the transaction. Direct revenue is recognized net of estimated returns, buyer incentives and adjustments.
Sales tax assessed by governmental authoritiesis excluded from revenue. Cost of direct revenue is also recognized
upon shipment to the buyer in an amount equal to that paid to the consignor from the original consignment sale, an
amount equal to that paid as a direct purchase from athird party, or the lower of cost of the inventory purchased and
its net realizable value.

Incentives

Incentives, which include platform-wide discounts and buyer incentives, may periodically be offered to
buyers. Platform-wide discounts are made available to all buyers on the online marketplace. Buyer incentives apply
to specific buyers and consist of coupons or promotions that offer creditsin connection with purchases on the
Company’s platform, and do not impact the commissions paid to consignors. These are treated as a reduction of
consignment and service revenue and direct revenue. Additionally, the Company periodically offers commission
exceptions to consignors to optimize its supply. These are treated as reduction of consignment and service revenue,
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and are reflected in the Company’ stake rate. The Company may offer a certain type of buyer incentive in the form
of site credits to buyers on current transactions to be applied towards future transactions, which are included in other
accrued and current liabilities on the balance sheets.

Contract Liabilities

The Company’s contractual liabilities consist of deferred revenue for material rights primarily related to the
tiered consignor commission plan, which are recognized as revenue using a portfolio approach based on the pattern
of exercise, and certain unredeemed site credits, which were immaterial as of December 31, 2020 and December 31,
2019. Contract liabilities are recorded in other accrued and current liabilities on the balance sheets and are generally
expected to be recognized within one year. Contract liabilities were immaterial as of December 31, 2020 and
December 31, 2019.

Cost of Revenue

Cost of consignment and service revenue consist of shipping costs, credit card fees, packaging, customer
service personnel-related costs, website hosting services, and consignor inventory adjustments relating to lost or
damaged products. Cost of direct revenue consists of the cost of goods sold, credit card fees, packaging, customer
service personnel-related costs, website hosting services, and inventory adjustments.

Marketing

Marketing expense is comprised of the cost of acquiring new consignors and buyers for our online platform
and physical stores, including the cost of television, digital and direct mail advertising. Marketing expense also
includes personnel -related costs, including stock-based compensation, of employees engaged in these activities.
Advertising costs are expensed as incurred and were $45.8 million, $40.5 million, and $36.6 million in 2020, 2019,
and 2018, respectively.

Operations and Technology

Operations and technology expense is comprised of costs associated with the authentication, merchandising
and fulfillment of goods sold through our online marketplace and retail stores, aswell as general information
technology expense. The principal component of operations and technology expense is personnel-related costs,
including stock-based compensation, of employees engaged in these activities. Operations and technology expense
also includes alocated facility and overhead costs, costs related to our retail stores, facility supplies and depreciation
of hardware and equipment, as well as research and devel opment expense for technology associated with managing
and improving our operations. In 2020, 2019, and 2018, the Company capitalized proprietary software developments
costs of $9.0 million, $9.3 million, and $5.7 million, respectively. As such, operations and technology expense also
includes amortization of capitalized technology development costs, which is taken on straight-line basis over three
years once the technology is ready for its intended use.

Selling, General and Administrative

Selling, general and administrative expense is principally comprised of the personnel-related costs for
employees involved in sales, finance and administration, and includes stock-based compensation expense. Selling,
general and administrative expense also includes allocated facility and overhead costs and professional services,
including accounting and legal advisors.

Stock-based Compensation

Stock-based compensation expense related to employees and nonempl oyees is measured based on the grant-
date fair value of the awards. Compensation expense is recognized in the statements of operations over the period
during which the employee is required to perform services in exchange for the award (the vesting period of the
applicable award) using the straight-line method. The Company estimates the fair value of stock options granted
using the Black-Scholes option pricing model and accounts for forfeitures as they occur. The fair value of restricted
stock units (“RSUS") is estimated based on the fair market value of the Company’ s common stock on the date of
grant, which is determined based on the closing price of the Company’s common stock. The fair value of each
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purchase under the employee stock purchase plan (ESPP) is estimated at the beginning of the offering period using
the Black-Scholes option pricing model.

Prior to the IPO, certain employees have sold their shares of the Company’s common stock to the Company’s
existing investors. In such secondary sale transactions, the Company recorded the difference in purchase price and
the fair value of such shares as compensation expense within selling, general and administrative in the statements of
operations and a corresponding credit to additional paid-in capital.

Cash, Cash Equivalents and Restricted Cash

The Company considers all highly liquid investments purchased with original maturities of three months or
less from the purchase date to be cash equivalents. Cash equivalents primarily consist of investmentsin short-term
money market funds and amounts invested in U.S. treasury securities.

Restricted cash consists of cash deposited with afinancial institution as collateral for the Company’s letters of
credit for its facility leases and the Company’s credit cards. As of December 31, 2020 and December 31, 2019, the
Company had no restricted cash.

The following table provides a reconciliation of cash, cash equivalents and restricted cash that sum to the total
of the same amounts shown in the statements of cash flows (in thousands):

December 31, December 31, December 31,

2020 2019 2018
Cash and cash equivaents................... $ 350846 $ 154446 $ 34,393
Restricted cash........c.ccoceveeevevcceeenenns — — 11,234
Total cash, cash equivalents and
restricted Cash .....ccovveeveeevccesee e, $ 350,846 $ 154446 $ 45,627

Short-term | nvestments

The Company has classified and accounted for its short-term investments as available-for-sale which are
carried at fair value on its balance sheets. Available-for-sale securities with remaining maturities of 12 months or
less are classified as short term and available-for-sale securities with remaining maturities greater than 12 months
are classified aslong term.

Available-for-sale investments are reported at fair value based on quoted market prices and other observable
market data. The Company records any unrealized gains and losses within accumulated other comprehensive income
(loss) as a component of stockholders' equity (deficit), of which there were none as of December 31, 2020 and 2019.
The Company adopted Accounting Standards Update (ASU) 2016-13 described below under "Recent Adopted
Accounting Pronouncements.” In accordance with the adopted guidance, the Company replaced the incurred loss
approach with an expected loss model and the Company records allowances for available-for-sale debt securities
rather than to reduce the carrying amount for other-than-temporary impairment as was followed under the other-
than-temporary impairment model prior to January 1, 2020. Realized gains and losses and other-than-temporary
impairments on investments are included in Other income and expense, net. As of December 31, 2020, the Company
had not recorded any impairments due to credit |oss.

Accounts Receivable

Accounts receivables are recorded at the amounts billed to buyers and do not bear interest. Accounts
receivables result from credit card transactions, the majority of which are settled within two business days.

I nventory, Net

Inventory consists of finished goods arising from goods returned after the title has transferred from the buyer
to the Company as well as finished goods from direct purchases from vendors and consignors. The cost of inventory
isan amount equal to that paid to the consignor or vendors. Inventory isvalued at the lower of cost and net
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realizable value using the specific identification method and the Company records provisions, as appropriate, to
write down obsolete and excess inventory to estimated net realizable value. After the inventory value is reduced,
adjustments are not made to increase it from the estimated net realizable value. Our provisions to write down
obsolete and excess inventory to net realizable value have not been material for 2020 and 2019.

Return reserves, which reduce revenue and cost of sales, are estimated using historical experience. Liabilities
for return allowances are included in other accrued and current liabilities on the balance sheets and were $18.3
million and $17.0 million as of December 31, 2020 and 2019. Included in inventory on the Company’s balance
sheets are assets totaling $7.4 million and $7.1 million as of December 31, 2020 and 2019, for the rights to recover
products from customers associated with itsliabilities for return reserves.

Property and Equipment, Net

Property and equipment, net is recorded at cost less accumulated depreciation and amortization. Depreciation
and amortization are recorded on a straight-line basis over the estimated useful lives of the respective assets. Repair
and maintenance costs are expensed as incurred.

The estimated useful lives of our assets are as follows:

Proprietary software..........ccccceevevvvvneennnne, 3years
Furniture and equipment.........c..ccoceevevenee. 3-5years
VENICIES .o 5years
Leasehold improvements............cccceceeuenee. Shorter of lease term or

estimated useful life

Software Development Costs

Proprietary software includes the costs of developing the Company’sinternal proprietary business platform
and automation projects. The Company capitalizes qualifying proprietary software development costs that are
incurred during the application development stage. Capitalization of costs begins when two criteriaare met; (1) the
preliminary project stage is completed and (2) it is probable that the software will be completed and used for its
intended function. Such costs are capitalized in the period incurred. Capitalization ceases and amortization begins
when the software is substantially complete and ready for its intended use, including the completion of all
significant testing. Costs related to preliminary project activities and post-implementation operating activities are
expensed as incurred.

I mpairment of Long-lived Assets

The carrying amounts of long-lived assets, including property and equipment, net and capitalized proprietary
software, are periodically reviewed for impairment whenever events or changes in circumstances indicate that the
carrying value of these assets may not be recoverable or that the useful life is shorter than originally estimated.
Recoverability of assets to be held and used is measured by comparing the carrying amount of assets to future
undiscounted net cash flows the assets are expected to generate over their remaining life.

If the assets are considered to be impaired, the amount of any impairment is measured as the difference
between the carrying value and the fair value of the impaired assets. If the useful life is shorter than originally
estimated, the Company amortizes the remaining carrying value over the revised shorter useful life.

Deferred Offering Costs

Deferred offering costs, which consist of direct incremental legal, consulting, banking and accounting fees
relating to the anticipated equity offering, are capitalized and offset against proceeds upon the consummation of the
offering. In the event an anticipated offering is abandoned, deferred offering costs will be expensed. In 2020,
offering costs of $6.7 million related to the issuance of convertible notes was allocated to the liability and equity
components based on the allocation of the proceeds. Of the total offering costs, $0.8 million was recorded as a
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reduction to additional paid-in capital and $5.9 million was recorded as a reduction in the carrying value of the debt
on the balance sheet. In 2019, offering costs of $0.3 million were expensed. As of December 31, 2019, $5.3 million
deferred offering costs were offset against the IPO proceeds within stockholders’ equity (deficit) on the balance
sheets.

Accretion of Redeemable Convertible Preferred Stock

The carrying value of the redeemable convertible preferred stock that is probable of redemption is accreted to
redemption value from the date of issuance to the earliest redemption date using the effective interest method until
redemption is no longer probable. Increases to the carrying value of redeemable convertible preferred stock
recognized in each period are charged to additional paid-in capital, or in the absence of additional paid-in capital,
charged to accumulated deficit.

Convertible Preferred Stock Warrant Liability

The Company issued convertible preferred stock warrants in conjunction with the issuance of debt. Such
warrants were recorded as other noncurrent liabilities on the balance sheets at their estimated fair value because the
shares underlying the warrants may obligate the Company to transfer assets to the holders at a future date under
certain circumstances such as a deemed liquidation event. The warrants are subject to re-measurement at each
balance sheet date and the change in fair value, if any, isincluded in other expense, net. The Company continued to
remeasure these warrants until the earlier of the expiration, exercise or conversion of the convertible preferred stock
warrants into common warrants, which occurred upon the completion of the IPO on July 2, 2019. In connection with
the completion of the IPO, the convertible preferred stock warrants automatically converted into common stock
warrants. Upon conversion of the convertible preferred stock warrants, the related convertible preferred stock
warrant liability was reclassified to additional paid-in capital.

Leases
Prior to the adoption of ASC 842 on January 1, 2020

L eases are reviewed for classification as operating or capital |eases. For operating leases, the Company
recognizes rent on a straight-line basis over the term of the lease. The Company records the difference between cash
payments and rent expense recognized as a deferred rent liability included in other accrued and current liabilities and
other noncurrent liabilities on the balance sheets. Incentives granted under the Company’ s facility leases, including
allowances to fund leasehold improvements, are deferred and are recognized as adjustments to rental expense on a
straight-line basis over the term of the lease.

Subsequent to the adoption of ASC 842 on January 1, 2020

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 leases, the Company records a lease
liability based on the present value of the lease payments at |ease inception, using the applicable incremental
borrowing rate. The Company estimates the incremental borrowing rate by developing its own synthetic credit
rating, corresponding yield curve, and the terms of each |ease at the lease commencement date. The corresponding
right-of-use asset is recorded based on the corresponding lease liability at |ease 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. Operating
lease right-of -use assets, current portion of operating lease liabilities, and operating |lease liabilities, net of current
portion are included on the Company’ s balance sheet.

The Company has elected the practical expedients that allows for the combination of lease components and
non-lease components and to record short-term leases as |ease expense on a straight-line basis on the statements of
operations. Variable |ease payments are recorded as expense as they are incurred.
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The Company has finance leases for vehicles and equipment, and the amounts of finance lease right-of-use
assets and finance lease liabilities have been immaterial to date.

Convertible Senior Notes

Convertible debt instruments that may be settled in cash or other assets, or partially in cash, upon conversion,
are separately accounted for as long-term debt and equity components (or conversion feature). The accounting
applies to the Company’ s convertible senior notes (the “Notes”) issued in June 2020. The debt component represents
the Company’ s contractual obligation to pay principal and interest and the equity component represents the
Company’ s option to convert the debt security into equity of the Company or the equivalent amount of cash. Upon
issuance, the Company allocated the debt component on the basis of the estimated fair value of an identical debt
instrument that it would issue excluding the conversion option and the remaining proceeds are allocated to the equity
component. The bifurcation of the debt and equity components resulted in a debt discount for the aforementioned
notes. The Company uses the interest method to amortize the debt discount to interest expense over the amortization
period which is the expected life of the debt.

Capped Call Transactions

In June 2020, in connection with the issuance of its convertible senior notes, the Company entered into
Capped Call Transactions (see Note 7). The Capped Call Transactions are expected generally to reduce the potential
dilution to the holders of the Company’s common stock upon any conversion of the Notes and/or offset any cash
payments the Company is required to make in excess of the principal amount of converted Notes, with such
reduction and/or offset subject to a cap based on the cap price. The capped calls are classified in stockholders
equity as areduction to additional paid-in capital and are not subsequently remeasured as long as the conditions for
equity classification continue to be met.

Debt | ssuance Costs

Debt issuance costs are amortized to interest expense over the estimated life of the related debt based on the
effective interest method. The Company presents debt i ssuance costs on the balance sheet as a direct deduction from
the associated debt. A portion of debt issuance costs incurred in connection with the Notes issued in June 2020 was
related to the equity component and was recorded as a reduction to additional paid in capital and is not amortized to
interest expense over the estimated life of the related debt.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases and operating |oss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled.

The effect on deferred tax assets and liabilities of a change in tax ratesis recognized in lossin the period of
enactment. The Company recognizes the effect of income tax positions only if those positions are more likely than
not of being sustained. Recognized income tax positions are measured at the largest amount that is greater than 50%
likely of being realized. Changes in recognition or measurement are reflected in the period in which the changein
judgment occurs.

Concentrations of Credit Risks

Financial instruments that potentially subject the Company to concentrations of credit risk consist of cash and
cash equivalents, restricted cash, accounts receivable, and investments. At times, such amount may exceed federally-
insured limits. The Company reduces credit risk by placing its cash and cash equivalents, restricted cash, and
investments with major financial institutions within the United States.
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As of December 31, 2020 and December 31, 2019, there were no customers that represented 10% or more of
the Company’ s accounts receivable balance and there were no customers that individually exceeded 10% of
the Company’ s total revenue for each of the years ended December 31, 2020, 2019, and 2018.

Immaterial Correction of an Error in Prior Periods

During the quarter ended December 31, 2020, the Company identified an overstatement of consignment and
services revenue and inventory, net as aresult of an error in accounting for inventory associated with commissions
paid outside of our normal payment cycle to consignors for returned merchandise. In accordance with FASB
Accounting Standards Codification 250, Accounting Changes and Error Corrections, we evaluated the materiality
of the errors from quantitative and qualitative perspectives, and concluded that the errors were immaterial to the
Company’s prior period interim and annual financial statements. Since these errors were not material to any prior
period interim or annual financial statements, no amendments to previoudly filed interim or annual periodic reports
are required. Consequently, the Company has adjusted for these errors by revising its historical financial statements
presented herein. The Company recognized the effect of the error in 2019 by decreasing inventory, net consignment
and services revenue by approximately $1.7 million.

The following table presents the effects of the immaterial error correction on the balance sheet and related

statements of redeemable convertible preferred stock, convertible preferred stock, and stockholders' equity (deficit)
for the period indicated (in thousands):

As of December 31, 2019

Aspreviously
reported Adjustments AsAdjusted
Current Assets:
INVENLOrY, NEL ..o, $ 23599 $ (1,683) $ 21,916
Total current assets.........cccceeenee 408,439 (1,683) 406,756
Total assetS....ccvvvevvreireieseeenens $ 466,930 $ (1,683) $ 465,247
Stockholders' equity (deficit):
Accumulated deficit .......cccovevveeevnnenne. (354,506) (1,683) (356,189)
Total stockholders equity
(dEfiCit) voverieiee e 338,928 (1,683) 337,245
Total liabilities and stockholders
equity (deficit) .oovevvveereecce $ 466,930 $ (1,683) 465,247
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The following table presents the effects of the immaterial error correction on the statements of operations and
net loss per share attributable to common stockholders, basic and diluted for the period indicated (in thousands):
Year Ended December 31, 2019

Aspreviously
reported Adjustments AsAdjusted

Revenue:

Consignment and service revenue....... $ 267,412 $ (1,683) $ 265,729

Direct revenUe........ceeeeeeeveevveeeeeenenns 50,625 — 50,625

Total revenue.........ccoceeeveeveeereeennen. 318,037 (1,683) 316,354

LCT01SSY o] (o)1) (R 203,206 (1,683) 201,523
Loss from operations........cccceeveeveeeeenennne. (98,422) (1,683) (100,105)
L oss before provision for income taxes.... (96,547) (1,683) (98,230)
NELTOSS ..vieiiere e $ (96,746) $ (1,683) $ (98,429)
Net loss attributable to common
stockholders.......cocovevevceeececceeeee e $ (100,101) $ (1,683) $  (101,784)
Net loss per share attributable to common
stockholders, basic and diluted................. $ (2.11) (0.03) $ (2.14)
Shares used to compute net 10ss per share
attributable to common stockholders,
basicand diluted .........ccocevvirvcenecrieee 47,478,544 — 47,478,544

The following table presents the effects of the immaterial error correction on the statements of comprehensive
loss (in thousands):
Year Ended December 31, 2019

Aspreviously
reported Adjustments AsAdjusted

NEL 0SS, $ (96,746) $ (1,683) $ (98,429)
Other comprehensive income (l10ss),
net of tax

Unrealized gain (loss) on

INVESIMENES ......ocvveieeece e, 32 — 32
Comprehensive loSs .......cccoeeveeevevenenne. $ (96,714) $ (1,683) (98,397)

The following table presents the effects of the immaterial error correction on the statements of cash flows (in
thousands):
Year ended December 31, 2019

Aspreviously
reported Adjustments AsAdjusted

Cash flows from operating activities:

NELI0SS.....ocuiererieiee e $ (96,746) $ (1,683) $ (98,429)
Changes in operating activities and
lighilities:

INVENOry, NEL ......ovvveeereeeeeeeeeee, (13,244) 1,683 (11,561)

Net cash used in operating
ACHVITIES 1. $ (54,490) $ — (54,490)

Recently Adopted Accounting Pronouncements

The Company was an emerging growth company “EGC”, as defined in the Jumpstart Our Business Startups
Act of 2012 (JOBS Act). Under the JOBS Act, emerging growth companies can delay adopting new or revised
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accounting standards issued subsequent to the enactment of the JOBS Act until such time as those standards apply to
private companies. The Company had elected to use this extended transition period to enable it to comply with new
or revised accounting standards that have different effective dates for public and private companies until the earlier
of the date it (1) was no longer an emerging growth company or (2) affirmatively and irrevocably opt out of the
extended transition period provided in the JOBS Act. The Company chose to adopt new or revised accounting
standards earlier than such time those standards apply to private companies and retain its election for the extended
transition period, if early adoption is permitted for al entities. Asaresult, our financia statements may not be
comparable to companies that comply with new or revised accounting pronouncements as of public company
effective dates.

Because the market value of the Company’s common stock held by non-affiliates exceeded $700 million as of
June 30, 2020, the Company ceased to be an emerging growth company and was deemed a“large accelerated filer”
under the Exchange Act as of December 31, 2020. As aresult, the Company adopted all applicable standards
retrospectively as of January 1, 2020 in this Annual Report on Form 10-K.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). ASU 2016-02 isaimed at making
leasing activities more transparent and comparable. This new standard requires substantially all leasesto be
recognized by lessees on their balance sheets as a right-of-use asset and corresponding lease liability, including
leases currently accounted for as operating leases. The Company early adopted the standard on January 1, 2020.

The Company adopted Topic 842 on January 1, 2020 using the modified retrospective approach and applied it
to all existing leases as of the adoption date, which allows for a cumulative-effect adjustment to retained earnings on
the adoption date. The Company will continue to present prior period amounts under ASC 840. In addition, the
Company elected the package of practical expedients permitted under the transition guidance within the new
standard which does not require the Company to reassess whether contracts that expired prior to the adoption date
contained an embedded |ease, reassess historical |lease classification, or evaluate direct costs for leases that werein
effect at the adoption date.

Asaresult of implementing this guidance, the Company recognized $110.3 million in right of use assets as of
January 1, 2020. The Company also recorded $12.8 million in current operating lease liabilities and $106.2 million
in operating lease liabilities, net of current portion in its balance sheet as of January 1, 2020.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses: Measurement of Credit
Losses on Financial Instruments (Topic 326). The standard amends guidance on reporting credit losses for assets
held at amortized cost basis and available for sale debt securities. For available for sale debt securities, credit 1osses
will be presented as an allowance rather than as awrite-down. The Company adopted Topic 326 retrospectively of
January 1, 2020. The adoption of this standard did not have a material impact on the Company’sfinancia statements
as credit losses are not expected to be significant based on historical collection trends, the financial condition of
payment partners, and external market factors. The Company also assessed the impact of COVID-19 on expected
credit losses and it was a so not material.

In June 2018, the FASB issued ASU 2018-07, Compensation—Stock Compensation (Topic 718), which
expands the scope of Topic 718 to include share-based payment transactions for acquiring goods and services from
non-employees. The Company adopted Topic 718 retrospectively of January 1, 2020. The adoption of this standard
did not have amaterial impact on the Company’s financial statements.

In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820). This standard
modifies disclosure requirements related to fair value measurement and is effective for all entities for fiscal years,
and interim periods within those fiscal years, beginning after December 15, 2019. The Company adopted this
guidance effective January 1, 2020, which did not have a material impact on itsfinancial statements.

Recently | ssued Accounting Pronouncements

In August 2020, the FASB issued ASU 2020-06, Debt — Debt with Conversion and Other Options (Subtopic
470-20) and Derivatives and Hedging-Contracts in Entity’s Own Equity (Subtopic 815-40): Accounting for
Convertible Instruments and Contractsin an Entity’s Own Equity, which simplifies accounting for convertible
instruments. Under this ASU, the embedded conversion features will no longer be separated from the host contract
for convertible instruments with conversion features that are not required to be accounted for as derivatives or that
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do not result in substantial premiums accounted for as paid-in capital. Consequently, a convertible debt instrument
will be accounted for as asingle liability measured at its amortized cost and a convertible preferred stock will be
accounted for as asingle equity instrument measured at its historical cost, aslong as no other features require
bifurcation and recognition as derivatives. ASU 2020-06 removes certain settlement conditions that are required for
equity contracts to qualify for the derivative scope exception and it also simplifies the diluted earnings per share
calculation in certain areas. The ASU will be effective for annual reporting periods beginning after December 15,
2021 and early adoption is permitted. The Company is currently evaluating the timing and impact of this standard on
itsfinancial statements. It is expected that upon adoption, the Company’s Convertible Senior Notes, as discussed in
Note 7, will no longer be bifurcated into an equity and a debt component, but rather accounted for asasingle
liability.

Note 3. Cash, Cash Equivalentsand Short-term Investments

The following tables summarize the estimated value of the Company’ s cash, cash equivalents and short-term
investments (in thousands):

December 31, 2020

Amortized  Unrealized  Unrealized Fair
Cost Gain Loss Value
Cash and cash equivalents:
Cash ..o $ 150,520 $ — $ — $ 150,520
Money market fund ..........cccoeveeeeinceeee e, 200,326 — — 200,326
Total cash and cash equivalents...........cccccoceevevevennnee. $ 350,846 $ — 3 — $ 350,846
Short-term investments:
Corporate oNdS .........cocueueveereeicceeeee e $ 4006 $ 11 $ — $ 4,017
Total short-term investments..........cccoeeeerereeeeennnnns $ 4006 $ 11 $ — $ 4,017
December 31, 2019
Amortized Unrealized Unrealized Fair
Cost Gain Loss Value
Cash and cash equivalents:
CaSN s $ 111,319 $ — $ — $ 111,319
U.S. Treasury SECUNtieS......ccccvvevveeecereeenereesenen,s 29,981 — — 29,981
Money market fund ..........ccoceveeveeiecececerece e, 5,399 — — 5,399
Corporate bonds .........ccceeeveeveeveeieeeeeece e 3,749 — — 3,749
AgeNCY bONGS.......cccecveeiererereeeee e 2,000 — — 2,000
Commercial PaPEr .......ccoeveereeere e 1,998 — — 1,998
Total cash and cash equivalents..........ccccceeeecvevennnes $ 154446 $ — $ — $ 154,446
Short-term investments:
U.S. Treasury SECUNLIES.......overererererererererererenenne $ 151,857 $ 13 $ — $ 151,870
Corporate hoNdsS .........cccveerverererereneeseeseerees 38,149 — (5) 38,144
AgeNCy bONdS.........ccveirenirenreee e 11,028 — (2) 11,026
Commercial PAPES ......coeeereeeeeeeee e 7,770 1 — 7,771
Total short-term investments ..........cccceveeeveeesieresrennns $ 208,804 $ 14 3 (7) $ 208,811

As of December 31, 2020 and December 31, 2019, the contractual maturity for the short-term investmentsis
less than one year. For the years ended December 31, 2020, 2019, and 2018 the Company recognized no material
realized gains or losses on short-term investments.

Note 4. Fair Value M easur ement

Assets and liahilities recorded at fair value on arecurring basis on the balance sheets are categorized based
upon the level of judgment associated with the inputs used to measure their fair values. Fair value is defined as the
exchange price that would be received for an asset or an exit price that would be paid to transfer aliability in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
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on the measurement date. V aluation techniques used to measure fair value must maximize the use of observable
inputs and minimize the use of unobservable inputs. The authoritative guidance on fair value measurements
establishes athree-tier fair value hierarchy for disclosure of fair value measurements as follows:

Level 1—Observable inputs such as unadjusted, quoted prices in active markets for identical assets or
liahilities at the measurement date.

Level 2—Inputs (other than quoted pricesincluded in Level 1) are either directly or indirectly observable for
the asset or liability. These include quoted prices for similar assets or liabilities in active markets and quoted
pricesfor identical or similar assets or liabilities in markets that are not active.

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

There were no transfers between Level 1, Level 2 or Level 3 of the fair value hierarchy during the periods
presented.

The following tables provide the financia instruments measured at fair value (in thousands):

December 31, 2020

Level 1 Level 2 Level 3 Total
Assets @
Short-term investments:
Corporate bonds .........cccceeeveeeeeereseseeseeseeeeenns $ — $ 4017 $ — $ 4017
Total short-term investments...........cccceeveeeeee. $ — $ 4017 $ — $ 4017
December 31, 2019
Level 1 Level 2 Level 3 Total
Assets
Cash equivalents; @
U.S. Treasury SECUNtiS........ccoevueeeveverieecererennnns $ 29981 $ — $ — $ 29981
Corporate boNds .........cceeereereeiirereneneree e — 3,749 — 3,749
AQENCY DONGS.....ccoiiiiriiiiiee e — 2,000 — 2,000
Commercial PaPEr ......cceevereeeeeeer e — 1,998 — 1,998
Total cash equivalents........c.ccocerrreecinnninnns $ 20981 $ 7,747 $ — $ 37,728
Short-term investments:
U.S. Treasury SECUtIES.......cccceveveeeeeeeerereeeeeerne, $ 151,870 $ — 3 — $ 151,870
Corporate bonds .........ccceeeveeveeieeierieeeeere e — 38,144 — 38,144
AQENCY BONGS.......cccceveveiereere e — 11,026 — 11,026
Commercial PAPES .....ccevereeeeeeee e — 7,771 — 7,771
Total short-term investments..........ccccceeeenas $ 151,870 $ 56941 $ — $ 208,811

@ Money market funds are measured at net asset value per share and are excluded from cash equivalentsin the fair value hierarchy table.
The amounts of the money market funds (in thousands) were $200,326 and $5,399 at 12/31/20 and 12/31/19, respectively.
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On June 15, 2020, the Company issued 3.00% convertible senior notes due 2025 with embedded conversion
features. The Company estimated the fair value of the Notes using a discounted cash flow approach to derive the
value of adebt instrument using the expected cash flows and the estimated yield related to the convertible senior
notes. The significant assumptions used in estimating the expected cash flows were the estimated market yield based
on an implied yield and credit quality analysis of aterm loan with similar attributes. The Company recorded
approximately $152.7 million as the fair value of the liability on June 15, 2020, with a corresponding amount
recorded as a discount on theinitial issuance of the Notes of approximately $19.8 million. The debt discount was
recorded to equity and is being amortized to the debt liability over the life of the Notes using the effective interest
method.

As of December 31, 2020, the fair value of the Notes, which differs from its carrying value is determined by
prices for the Notes observed in market trading. The market for trading of the Notesis not considered to be an active
market and therefore the estimate of fair valueis based on Level 2 inputs, such as interest rates. As of December 31,
2020, the estimated fair value of the Notes, which has an aggregate face value of $172.5 million, was $184.4 million
based on the market price on the last trading day for the period.

Thefair value of the convertible preferred stock warrant liability on the date of issuance and each re-
measurement date was estimated using the Black-Scholes option pricing model. Inputs used to determine the
estimated fair value as of each valuation date included expected term of the warrants, the risk-free interest rate,
volatility, and the fair value of underlying shares. Due to the nature of these valuation models, the valuation of the
warrantsis considered a Level 3 measurement. The following table presents arollforward of the fair value of the
Level 3 liability recorded at fair value (in thousands):

Convertible
Preferred
Stock Warrant
Liability
Balance as of December 31, 2018........cccccovveeeeeceieieee e 610
Changesin estimated fair value...........cccoooeveneirinincncneee, 2,100
Reclass to additional paid-in capital upon
conversion to common StOCK WaIrantS ...........cceeeveeeeesiveeennns (2,710)
Balance as of December 31, 2019.......ccccocieveeeeeeie e $ —

Note 5. Balance Sheet Components
Property and Equipment, Net

Property and equipment, net is recorded at cost less accumulated depreciation and amortization. Depreciation
and amortization are recorded on a straight-line basis over the estimated useful lives of the respective assets.
Property and equipment, net consists of the following (in thousands):

December 31, December 31,

2020 2019
Proprietary SOftWare...........ccccevevevevereeenseeeevenenans $ 24218 $ 23318
Furniture and equipment ..........cccceeveeneneneneneennn 27,687 21,083
AULOMODITES ... 668 718
Leasehold improvements...........coeevernenenenenenenne 52,828 43,505
105,401 88,624
Less: accumulated depreciation and amortization....... (41,947) (32,793)
Property and equipment, NEL.........cccceeerrrreeennnenens $ 63454 $ 55831

Depreciation and amorti zation expense on property and equipment was $18.8 million, $13.4 million, and $9.3
million for the years ended December 31, 2020, 2019 and 2018, respectively. During the year ended December 31,
2020, fully depreciated proprietary software in the amount of $7.9 million was taken out of service.
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Other Accrued and Current Liabilities

Other accrued and current liabilities consist of the following (in thousands):

December 31, December 31,

2020 2019
RELUMNS FESEIVE......vceeeceeeeeee e $ 18327 $ 17,005
Accrued COMPENSALiON .......ccervereereereereeeeese e se e 13,406 11,626
Accrued marketing and outside Services.........ccoovenene 10,790 6,830
Site credit liability ....ooeveveceeccc e 5,475 5,080
Accrued salestax and other taxes..........cccvvveeevvveerennenns 6,870 6,132
Deferred revenue.........coceeecieeceecciee e 1,617 4,767
(O 111 SRS 5,377 3,127
Other accrued and current liabilities.......cccoceeeeieeeneens $ 61862 $ 54,567

Note 6. Debt and Convertible Preferred Stock Warrants
Term Loans

In 2013, the Company entered into an agreement to obtain aterm loan facility (“Term Loan Facility”) in the
amount of $5.0 million for general corporate purposes and working capital expenditures. In 2014, 2015 and 2016,
the Company amended its Term Loan Facility to increase the amount borrowed under the facility by $11.6 million.
The Term Loan Facility is secured by liens on substantially all of the Company’s present and future assets.

The Term Loan Facility includes affirmative, negative and financial covenants that restrict the Company’s
ability to, among other things, incur additional indebtedness, make investments, sell or otherwise dispose of assets,
pay dividends or repurchase stock. The Term Loan Facility’ s financial covenants required the Company to achieve
at least 80% of its forecasted gross revenue and a liquidity ratio on amonthly basis.

In 2017, the Company executed the eighth amendment (“ Eight Amendment”) to the Term Loan Facility. The
Eighth Amendment refinanced the $15.0 million repayment schedule to be two term loans, which included a
$7.5 million interest only term loan with a maturity date of January 31, 2019 (“Term Loan |"), and the remaining
$7.5 million under the existing Term Loan Facility with a maturity date of January 1, 2020 (“Term Loan I1”)
(together the “ Term Loans”).

In 2018, the Company entered into the ninth, tenth, eleventh, and twelfth amendment (“Ninth Amendment,”
“Tenth Amendment,” “Eleventh Amendment” and “Twelfth Amendment”) to the existing Term Loans. The Ninth
Amendment removed the liquidity ratio covenant, amended Term Loan | to be due in 30 equal monthly installments,
plus all accrued interest, beginning July 31, 2018, increased the variable annual interest rate from 0.10% above the
prime rate to 0.35% above the prime rate and extended the maturity date of Term Loan | to January 31, 2021.

The Eighth Amendment and Ninth Amendment required the Company to pay a combined success fee of
$0.3 million upon (1) any sale or licensing of all or substantially all of the Company’s assets, (2) any changein
control of the Company, or (3) an initial public offering of the Company’s equity securities. The Ninth Amendment
also required the Company to pay an additional success fee of $0.1 million upon the sale or issuance of the
Company’s equity securities or subordinated debt securities for net cash proceeds of at least $50.0 million on or
prior to June 30, 2018. The Company paid the $0.1 million success fee upon the Series G convertible preferred stock
financing in June 2018 and the $0.3 million success fee related to its I1PO in July 2019.

The Tenth and Twelfth Amendments adjusted and waived certain covenant violations which were
subsequently amended and met. The Eleventh Amendment provided an additional letter of credit of $1.5 million for
corporate credit cards with a maturity date of August 1, 2019.

On July 26, 2019 the Company fully repaid the principal of its Term Loans in the amount of $6.5 million.
With the repayment of the term loans, the Company was no longer subject to debt covenants as of December 31,
2020. During the years ended December 31, 2020, 2019 and 2018, the Company recorded interest expense related to
the Term Loans of zero, $0.3 million, and $0.7 million, respectively.
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Warrants | ssued with Term Loan Facility

During the period from 2013 to 2016, in connection with the Term Loan Facility, the Company issued
convertible preferred stock warrants, which included warrants to purchase 131,652 shares of its Series B convertible
preferred stock with an exercise price of $1.03 per share, 6,868 shares of its Series C convertible preferred stock
with an exercise price of $2.18 per share, 43,010 shares of its Series D convertible preferred stock with an exercise
price of $2.79 per share and 25,597 shares of its Series E convertible preferred stock with an exercise price of $2.93
per share (together the “ Convertible Preferred Stock Warrants’). The Convertible Preferred Stock Warrants were
exercisable from the date of issuance and have a 10-year term. Theinitial estimated fair value of the Convertible
Preferred Stock Warrants was recorded as convertible preferred stock warrant liability with an offset to the debt
discount associated with the Term Loan Facility. The debt discount is amortized to interest expense over the
repayment period of the loan using the effective-interest method. All convertible Preferred Stock Warrants were
converted to common stock warrants and exercised through net share settlement in July 2019. No warrants were
outstanding as of December 31, 2020 and 2019.

Note 7. Convertible Notes
2025 Convertible Senior Notes

In June 2020, the Company issued an aggregate principal of $172.5 million of its 3.00% Convertible Senior
Notes due 2025 (the “Notes’), pursuant to an indenture (the “Indenture”) between the Company and U.S. Bank
National Association, astrustee, in a private offering (the “Note Offering”) to qualified institutional buyers pursuant
to Rule 144A under the Securities Act of 1933, as amended (the “ Securities Act”). The Notesissued in the Note
Offering include $22.5 million in aggregate principal amount of the Notes sold to the initial purchasers resulting
from the exercise in full of their option to purchase additional Notes. The Notes will mature on June 15, 2025, unless
earlier redeemed or repurchased by the Company or converted.

The Company received net proceeds from the Notes offering of approximately $165.8 million, after deducting
theinitial purchasers discount and commission and offering expenses. The Company used approximately $22.5
million of the net proceeds from the Notes offering to fund the net cost of entering into the capped call transactions
described below. The Company intends to use the remainder of the net proceeds for general corporate purposes.

The Notes accrue interest at arate of 3.00% per annum, payable semi-annually in arrears on June 15 and
December 15 of each year, beginning on December 15, 2020. Theinitial conversion rate applicable to the Notesis
56.2635 shares of common stock per $1,000 principal amount of Notes (which is equivalent to an initial conversion
price of approximately $17.77 per share of the Company’s common stock). The conversion rate is subject to
adjustment upon the occurrence of certain specified events but will not be adjusted for accrued and unpaid interest.
In addition, upon the occurrence of a corporate event, the Company will, in certain circumstances, increase the
conversion rate by a number of additional sharesfor a holder that elects to convert its Notes in connection with such
corporate event.

The Notes will be redeemable, in whole or in part, at the Company’s option at any time, and from time to
time, on or after June 20, 2023 if the last reported sale price per share of the Company’s common stock exceeds
130% of the conversion price then in effect for at least 20 trading days (whether or not consecutive), including the
trading day immediately preceding the date on which the Company provides notice of redemption, during any 30
consecutive trading day period ending on, and including, the trading day immediately before the date the Company
sends the related redemption notice. In addition, calling any Note for redemption will constitute a make-whole
fundamental change with respect to that Note, in which case the conversion rate applicable to the conversion of that
Note will be increased in certain circumstances if it is converted after it is called for redemption.

Prior to March 15, 2025, the Notes will be convertible only under the following circumstances:

. During any calendar quarter (and only during such calendar quarter) beginning after September 30,
2020, if, the last reported sale price per share of the Company’ s common stock exceeds 130% of the
applicable conversion price on each applicable trading day for at least 20 trading days (whether or not
consecutive) in the period of the 30 consecutive trading day period ending on, and including, the last
trading day of the immediately preceding calendar quarter.
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. During the five business day period after any five consecutive trading day period in which, for each day
of that period, the trading price per $1,000 principal amount of Notes for such trading day was less than
98% of the product of the last reported sale price of the Company’s common stock and the applicable
conversion rate on such trading day;

. Upon the accurrence of specified corporate transactions; or

. If the Company calls any notes for redemption.

On and after March 15, 2025, until the close of business on the scheduled trading day immediately preceding
the maturity date, holders may convert al or a portion of their Notes, in multiples of $1,000 principal amount, at any
time, regardless of the foregoing circumstances. Upon conversion, the Notes will be settled, at the Company’s
election, in cash, shares of the Company’s common stock, or a combination of cash and shares of the Company’s
common stock. It isthe Company’s current intent to settle conversions of the Notes through combination settlement,
which involves repayment of the principal portion in cash and any excess of the conversion value over the principal
amount in shares of its common stock.

The Notes are unsecured and unsubordinated obligations of the Company and will rank senior in right of
payment to any of future indebtedness of the Company that is expressly subordinated in right of payment to the
Notes; rank equal in right of payment to any existing and future unsecured indebtedness of the Company that is not
so subordinated; be effectively subordinated in right of payment to any secured indebtedness of the Company to the
extent of the value of the assets securing such indebtedness; and be structurally subordinated to all existing and
future indebtedness and other liabilities and obligations incurred by future subsidiaries of the Company.

If bankruptcy, insolvency, or reorganization occurs with respect to the Company (and not solely with respect
to a significant subsidiary of the Company), then the principal amount of, and all accrued and unpaid interest on, all
of the Notes then outstanding will immediately become due and payable without any further action or notice by any
person. If an event of default (other than bankruptcy, insolvency, or reorganization with respect to the Company and
not solely with respect to asignificant subsidiary of ours) occurs and is continuing, then, with the exception of
certain reporting events of default, the trustee, by notice to the Company, or noteholders of at least 25% of the
aggregate principal amount of notes then outstanding, by notice to us and the trustee, may declare the principal
amount of, and all accrued and unpaid interest on, all of the Notes then outstanding to become due and payable
immediately.

In accounting for the issuance of the Notes, the Company separately accounted for the liability and equity
components of the Notes by allocating the proceeds between the liability component and the embedded conversion
options, or equity component, due to Company’s ahility to settle the Notes in cash, its common stock, or a
combination of cash and common stock at Company’s option. The allocation was done by first estimating the fair
value of the liability component and the residual value was assigned to the equity component. The value of the
liahility component was calculated by measuring the fair value of a similar liability that does not have an associated
convertible feature. The allocation was performed in a manner that reflected the Company’ s non-convertible debt
borrowing rate for similar debt. The interest rate of 5.67% was used to compute the initial fair value of the liability
component of $152.7 million. The equity component is not remeasured as long as it continues to meet the conditions
for equity classification.

The net carrying amount of the liability component of the Notes was as follows:

December 31,
2020
PriNCIPal ..ot $ 172,500
Unamortized debt diSCouNt.........c.coevererrennenneneeeeseeee (17,945)
Unamortized debt iSSUANCE COSES........ceeveriveeeeeeeee e eeeesvenns (5,367)
Net Carrying amoUNt.........ccovvvveriererereereseereeee e $ 149,188
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The net carrying amount of the equity component of the Notes was as follows:

December 31,
2020
Proceeds allocated to the conversion options (debt discount)........ $ 19,787
[ SSUBNCE COSES ...veuvevireierieeeseeeeeetesreseesrestesaesae e s e seeee e ene e eressenns (767)
NEt Carrying amOUNE..........ccccuereerereerereeeseee e $ 19,020

In connection with the issuance of the Notes, the Company incurred approximately $6.7 million of debt
issuance costs, which primarily consisted of initial purchasers’ discounts and legal and other professional fees. The
Company allocated these costs to the liability and equity components based on the allocation of the proceeds. The
portion of these costs allocated to the equity component totaling approximately $0.8 million was recorded as a
reduction to additional paid-in capital. The portion of these costs allocated to the liability component totaling
approximately $5.9 million was recorded as areduction in the carrying value of the debt on the balance sheetsand is
amortized to interest expense using the effective interest method over the expected life of the Notes or
approximately its five-year term. The effective interest rate on the liability component of the Notes for the period
from the date of issuance through December 31, 2020 was 6.4%.

The following table sets forth the amounts recorded in interest expense related to the Notes from the date of
issuance through December 31, 2020:

Amount
Contractual INErest EXPENSE........covrervrieirererieiee st seseenas $ 2,803
Amortization of debt diSCouNt...........c.ccceeeveeecie i, 1,843
Amortization of debt iSSUANCE COSES........cccvvveereeiveeireecreecree e, 556
Total interest and amortization EXPENSE ........ccceeveererreresierenen. $ 5,202

Future minimum payments under the Notes as of December 31, 2020, are as follows:

Fiscal Year Amount
2021ttt $ 5,175
2022ttt 5,175
2023 bbb 5,175
2024 ... bbb 5,175
2025t 175,088

Total future PaYMENES........cccoeereereereereeee e 195,788
Less amounts representing interest .........coveevereeseeennee (23,288)
Total principal amMOUNt...........ccceeerrreeerrereereres e $ 172,500

Capped Call Transactions with Respect to the Notes

In June 2020, in connection with the issuance of the Notes, including the initial purchasers' exercise of the
option to purchase additional Notes, the Company entered into capped call transactions with respect to its common
stock (the “Purchased Calls’) with certain financial institutions (collectively, the “ Counterparties’). The Company
paid an aggregate amount of approximately $22.5 million to the Counterparties for the Purchased Calls. The
Purchased Calls cover, subject to anti-dilution adjustments that are intended to be substantially identical to those in
the Notes, approximately 9,705,454 shares of the Company’s common stock at a strike price that corresponds to the
initial conversion price of the Notes, also subject to adjustment, and are exercisable upon conversion of the Notes.
The Purchased Call are subject to adjustment upon the occurrence of specified extraordinary events affecting the
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Company, including merger events, tender offer and announcement events. In addition, the Purchase Calls are
subject to certain specified additional disruption events that may give rise to atermination of the Purchased Calls,
including nationalization, insolvency or delisting, changesin law, failures to deliver, insolvency filings and hedging
disruptions. The Purchased Calls settle in components commencing on April 16, 2025 with the last component
scheduled to expire on June 12, 2025.

The cap price of the capped call transactionsisinitially $27.88 per share, which represents a premium of
100.0% over the closing price of the Company’s common stock of $13.94 per share on June 10, 2020, and is subject
to certain adjustments under the terms of the capped call transactions. The Company expects to receive from the
Counterparties a number of shares of the Company’s common stock or, at the Company’s election (subject to certain
conditions), cash, with an aggregate market value (or, in the case of cash settlement, in an amount) approximately
equal to the product of such excess times the number of shares of the Company’s common stock relating to the
Purchased Calls being exercised.

These Capped Call instruments meet the conditions outlined in ASC 815-40 to be classified in stockholders
equity, are not accounted for as derivatives, and are not subsequently remeasured as long as the conditions for equity
classification continue to be met. The Company recorded a reduction to additional paid-in capital of approximately
$22.5 million during the year ended December 31, 2020 related to the premium payments for the Capped Call
Transactions.

2018 Convertible Notes

In April 2018, the Company issued $14.4 million in convertible notes (“2018 Notes”) to existing shareholders
of redeemable convertible and convertible preferred stock. Interest accrued on the principal balance at an annua rate
of 8%. Principal and accrued interest were due at the earliest of (1) the one-year anniversary of the issuance date,

(2) event of default and (3) a change of control, defined as either amerger, sale of stock or assets or other form of
transaction.

The 2018 Notes contained certain qualified financing and non-qualified financing redemption features which
were determined to be a compound embedded derivative requiring bifurcation and separate accounting at its
estimated fair value. On issuance of the 2018 Notes, the Company recognized aliability of $0.4 million for the
estimated fair value of the embedded derivative and incurred $0.1 million in debt issuance costs, both of which were
recorded as a debt discount associated with the 2018 Notes.

In June 2018, the outstanding balance of principal and accrued interest on the 2018 Notes of $14.6 million
converted into 1,067,550 and 1,997,709 shares of the Company’s Series G redeemable convertible and convertible
preferred stock, respectively, at a price of $4.7565 per share. The conversion of the 2018 Notes into Series G
redeemable convertible preferred stock and Series G convertible preferred stock was accounted for as an
extinguishment. The extinguishment of the 2018 Notes was considered a capital transaction and accordingly, the
Company recognized a $0.4 million loss on extinguishment through additional paid in capital equal to the
unamortized debt discount at the date of conversion.
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Note 8. Convertible Preferred Stock and Redeemable Convertible Preferred Stock

At December 31, 2018, convertible preferred stock and redeemable convertible preferred stock consisted of
the following (in thousands, except share amounts):

December 31, 2018

Shares Net Aggoregate
Shares I'ssued and Carrying Liquidation
Authorized Outstanding Value Preference

SEHES A et 18,960,000 18,941,619 $ 9,161 $ 9,217
SENESB ..o 13,784,443 13,652,791 13,774 14,000
S 1= S 9,335,659 9,328,791 20,289 20,374
SENES D e 14,367,652 14,324,642 39,886 40,000
SEMESE .ot 13,612,543 13,586,946 39,880 40,000
SEES Foee e 12,956,724 12,956,724 54,968 57,211
SEMES G it 21,986,733 21,986,733 116,242 120,544
TOAl oo 105,003,754 104,778,246 $ 294,200 $ 301,346

In March 2019, the Company sold 6,350,345 shares of Series H redeemable convertible preferred stock and
3,831,766 shares of Series H convertible preferred stock at $6.8748 per share to new and existing investors for
aggregate gross proceeds of $70.0 million.

On July 2, 2019 and immediately prior to the completion of the PO, all outstanding shares of convertible
preferred stock and redeemable convertible preferred stock then outstanding converted into 58,363,606 shares of
common stock. The carrying value of the redeemable convertible preferred stock was accreted to redemption value
from the date of issuance to the earliest redemption date using the effective interest method. As of March 31, 2019,
the Company determined that redemption of the redeemable convertible preferred stock was not probable and as
such, did not record any additional accretion after March 31, 2019.

Note 9. Common Stock

The Company had reserved shares of common stock for issuance, on an as-converted basis, as follows:

December 31, December 31,

2020 2019

Optionsissued and outstanding ........cccceeveeveveeveeerennenn 5,809,376 9,171,756

Shares available for grant under the 2019 equity

INCENLIVE PlaN.....c.ecieeeecece e 7,104,498 7,269,593

Outstanding restricted stock UNItS.........cccceveeeeceeerrennene. 5,103,727 789,817

Shares available for issuance under 2019 ESPP........... 2,517,258 —
1o, - 20,534,859 17,231,166

Note 10. Share-based Compensation Plans
2011 Equity I ncentive Plan

In 2011, the Company adopted the Equity Incentive Plan (2011 Plan) authorizing the granting of incentive
stock options (1SOs) and non-statutory stock options (NSOs) to eligible participants for up to 12,987,255 shares of
common stock. Under the 2011 Plan, incentive stock options and non-statutory stock options are to be granted at an
exercise price that is no less than 100% of the fair value of the stock at the date of grant. Options generally vest over
four years and are exercisable for up to 10 years after the date of grant. Incentive stock options granted to
stockhol ders who own more than 10% of the outstanding stock of the Company at the time of grant must be issued
at an exercise price no less than 110% of the fair value of the stock on the date of grant. The 2011 Plan has been
replaced by the Company’s 2019 Plan as defined below with respect to future equity awards.
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2019 Equity I ncentive Plan

In connection with the Company’ sinitial public offering, the Company adopted the 2019 Equity Incentive
Plan (the “2019 Plan”). The 2019 Plan allows the Company to grant stock options, stock appreciation rights,
restricted stock, restricted stock units and performance awards to participants. Subject to the terms and conditions of
the 2019 Plan, the initial number of shares authorized for grants under the 2019 Plan is 8,000,000. These available
shares increase annually by an amount equal to the lesser of 8,000,000 shares, 5% of the number of shares of the
Company’ s common stock outstanding on the immediately preceding December 31, or the number of shares
determined by the Company’s board of directors. On August 4, 2020, the Company’ s board of directors approved an
increase of shares available for grant under the 2019 Plan by 4,293,616 shares.

Activity under the Company’s stock option plan is set forth below:

Weighted- Weighted- Aggregate
Average Average Intrinsic
Exercise Remaining Value
Number of Price Per Contractual (in
Options Share Life (years) thousands)
Balances at December 31, 2019.........cccocvevvveececeeie e, 9,171,756 5.14 6.8 $ 128,079
Options granted...........cccvererererieniene e — —
OptionNS EXEICISEU. .....c.cieririererie e (2,604,494) 3.40
Options cancelled..........cociiviiiiinine e (757,886) 7.40
Balances at December 31, 2020........ccoooevenerieneereeieeneenens 5,809,376 5.64 5.9 82,717
Options vested and exercisable— December 31, 2020....... 4,232,813 3.72 5.2 67,601

There were no stock options granted in 2020. The weighted average grant date fair value of options granted
during the years ended December 31, 2019 and 2018 was $8.60 per share and $3.36 per share, respectively. The
aggregate intrinsic value of options exercised for the years ended December 31, 2020, 2019, and 2018 was
$32.2 million, $16.2 million, and $1.4 million, respectively. The aggregate intrinsic value of options exercised isthe
difference between the fair value of the underlying common stock on the date of exercise and the exercise price for
in-the-money stock options.

RSUs
A summary of RSU activity for the year ended December 31, 2020 is asfollows:

Restricted Stock Units

Weighted-
Average Grant Aggregate

Number of Date Fair Intrinsic Value

Shares Value (in thousands)

Unvested December 31, 2019 ........... 789,817 $ 2359 $ 14,888
Granted.........ccoevvevveeeeeeceeeeeen, 5,688,318 12.54
(VS 6 [ (789,853) 15.75
FOrfeited........ovvmrrnrerreerrenreieienns (584,555) 15.64

Unvested December 31, 2020............ 5,103,727 $ 1340 $ 99,640
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The total fair value of RSUs vested during the year ended December 31, 2020 was $12.5 million.

Employee Stock Purchase Plan

In connection with the Company’sinitial public offering, the Company adopted the Employee Stock Purchase
Plan (ESPP). The Employee Stock Purchase Plan permits employees to purchase shares of common stock during
six-month offering periods at a purchase price equal to the lesser of (1) 85% of the fair market value of a share of
common stock on the first business day of such offering period and (2) 85% of the fair market value of a share of
common stock on the last business day of such offering period. Theinitial number of shares of common stock that
could be issued under the employee stock purchase plan was 1,750,000 shares. These available sharesincrease by
an amount equal to the lesser of 1,750,000 shares, 1% of the number of shares of common stock outstanding on the
immediately preceding December 31, or the number of shares determined by the Company’s board of directors. On
August 4, 2020, the Company’ s board of directors approved an increase in the shares available for grant under the
ESPP by 858,723 shares.

Theinitial offering period ran from May 15, 2020 through November 14, 2020. Employees purchased 91,465
shares at an average price of $10.63 for the year ended December 31, 2020. There were no shares purchased by
employees during the year ended 2019. The intrinsic value of shares purchased during the year ended 2020 was $0.2
million. The intrinsic value is calculated as the difference between the market value on the date of purchase and the
purchase price of the shares.

As of December 31, 2020, the Company had approximately $0.3 million of unrecognized stock-based
compensation cost related to purchase rights under the employee stock purchase plan, which the Company expects
to recognize over aweighted average period of 0.4 years.

Stock-based Compensation

In determining the fair value of the stock-based awards, the Company uses the Black-Scholes option-pricing
model and assumptions discussed below. Each of these inputs is subjective and generally requires significant
judgment.

Fair Value of Common Stock— The fair value of the shares of common stock has historically been determined
by the Company’ s board of directors as there was no public market for the common stock. Subsequent to our
IPO, the fair value per share of common stock is the closing price of the Company’s common stock as
reported on the applicable grant date.

Expected Term —The expected term represents the period that the Company’ s stock options are expected to
be outstanding and is determined using the simplified method (based on the mid-point between the vesting
date and the end of the contractual term) as the Company has concluded that its stock option exercise history
does not provide a reasonable basis upon which to estimate expected term.

Volatility —Because the Company was privately held and did not have an active trading market for its
common stock for a sufficient period of time, the expected volatility was estimated based on the average
volatility for comparable publicly-traded companies, over a period equal to the expected term of the stock
option grants.

Risk-free Rate —The risk-free rate assumption is based on the U.S. Treasury zero coupon issuesin effect at
the time of grant for periods corresponding with the expected term of the option.

Dividends —The Company has never paid dividends on its common stock and does not anticipate paying
dividends on common stock. Therefore, the Company uses an expected dividend yield of zero.
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The following assumptions were used to estimate the fair value of stock options granted in 2019 and 2018, as
there were no stock options granted in 2020:

Year Ended December 31,

2019 2018
Expected term (in years).......ccoceeeveeviennne 50-6.1 52-6.2
Expected volatility......c.ccoveeererrnnninnenn 44.2% — 47.8% 46.6% —48.1%
Averagerisk-freerate........ccoevvevveeennnne 1.9% —2.6% 2.7% —2.9%

Dividend yield ..o — —

As of December 31, 2020, total unrecognized stock-based compensation expense related to options was
$9.9 million, respectively. These costs are expected to be recognized over aweighted average period of 2.0 years as
of December 31, 2020.

As of December 31, 2020, the Company had approximately $61.7 million of unrecognized stock-based
compensation expense related to RSUs, which the Company expects to recognize over the remaining weighted-
average vesting period of approximately 3.1 years.

Total stock-based compensation expense, excluding compensation expense related to stock sales by current
and former employees, by function was as follows (in thousands):

Year Ended December 31,

2020 2019 2018

MarKEtNG .....cooveveeiecicecee et $ 1755 $ 392 $ 164
Operations and technology..........ccocerereneceienceeeeene, 10,241 3,148 1,160
Selling, general and administrative..........ccccceevevenenne. 12,326 4171 1,587
I = $ 24322 $ 7,711 $ 2911

The amounts presented in the above table exclude compensation expense related to the stock sales by current
and former employees. In September 2018, executives of the Company sold an aggregate of 432,270 shares of the
Company’s common stock at a price of $9.0902 per share for an aggregate amount of $3.9 million to certain of the
Company’s existing investors. The Company determined that the purchase price wasin excess of the fair value of
such shares. As aresult, during the year ended December 31, 2018, the Company recorded the excess of the
purchase price above fair value of $0.8 million as compensation expense within selling, general and administrative
in the statements of operations and a corresponding credit to additional paid-in capital.

Additionally, in March 2019, executives of the Company sold an aggregate of 382,477 shares of the
Company’s common stock at a price of $12.72 per share for an aggregate amount of $4.9 million to certain of the
Company’ s existing investors. The Company determined that the purchase price wasin excess of the fair value of
such shares. Asaresult, during the year ended December 31, 2019, the Company recorded the excess of the
purchase price above fair value of $0.8 million as compensation expense within selling, general and administrative
in the statement of operations and a corresponding credit to additional paid-in capital.

Note 11. L eases

The Company leases its corporate offices, retail spaces and authentication centers under various noncancelable
operating leases with terms ranging from one year to fifteen years.

The Company adopted ASU 2016-02 on January 1, 2020. At adoption, the Company measured the lease
liability at the present value of the future lease payments as of January 1, 2020, using the Company’s incremental
borrowing rate for each lease. The Company derived the incremental borrowing rate by developing its own synthetic
credit rating, corresponding yield curve, and the terms of each lease at the adoption date. The corresponding right-
of-use asset is valued at the amount of the lease liability adjusted for the remaining balance of unamortized lease
incentives, prepaid rent and deferred rent as of the adoption date.
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The Company recorded operating lease costs of $24.7 million for the year ended December 31, 2020. The
Company incurred $3.9 million of variable lease costs for the year ended December 31, 2020, which is comprised
primarily of the Company’s proportionate share of operating expenses, property taxes and insurance. Rent expense
under ASC 840 was $18.1 million and 10.4 million for the years ended December 31, 2019 and 2018,

respectively.

Maturities of operating lease liabilities by fiscal year for the Company’s operating leases are as follows (in
thousands):

Fiscal Year Amount
20 S 23,030
2022ttt a et et en 22,560
L0 S 21,168
L0 S 20,759
2025ttt a s e s 21,300
THENEATEN ..o e 57,458
Total future minimMuM PayMENES.........coceveveveeeeececee e $ 166,275
Less: IMpUted INLENESt ........ccveeeeeirece e (36,192)
Present value of operating lease liabilities..........cc.coeevvrvicerennene $ 130,083

As of December 31, 2020, the Company has entered into operating |ease agreements that have not yet
commenced. The Company will determine the classification at the commencement date for each lease, but currently
expects these leases to be classified as operating leases. Pending execution of the landlord's obligations to prepare
leased spaces for occupancy, the Company expects these leases to commence on various dates in the year ended
December 31, 2021. The Company expects to receive a Tenant Improvement Allowance of approximately $1.8
million in the year ended December 31, 2021.

As of December 31, 2020, the Company’s estimated undiscounted |ease payments for |eases that have not yet
commenced were as follows (in thousands):

L ease payments
for leases not

Fiscal Year yet commenced
2 S 2,271

2022 e 3,551

2023 e e nare e 3,364

2024 3,445

2025, e 3,545

B 105 0= (= SRS 21,065
Total undiscounted |ease payments expected to be capitalized ..... $ 37,241
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As of December 31, 2019, the Company’ s future minimum |lease payments under the noncancel able operating
leases were as follows (in thousands):

Year Ending December 31, Amount

2020 ... e s reereens $ 20,530
2021 ... e et e resreens 22,059
2022 e et s renraens 19,610
2023 et bbb 18,307
2024 ... e et e ereens 17,957
LS (== L= S 67,208
Total future minimum payments.........coccoveeveeererenenens $ 165,671

Supplemental cash flow information related to the Company’ s operating leases are as follows (in thousands):

Year Ended
December 31, 2020
Operating cash flows used for operating leases...........ccccc...... $ 21,381
Operating lease assets obtained in exchange for
operating lease liabilities..........ccccevveiiicicececceee $ 23,853

The weighted average remaining lease term and discount rate for the Company’ s operating leases are as
follows:
December 31, 2020
Weighted average remaining lease term.........cocccevevneennenens 7.3 years
Weighted average disCount rate..........cooveereeereeeereeenieenneens 6.6%

The Company has leases for certain vehicles and equipment that are classified as finance leases. The finance
lease right-of-use asset and finance lease liahilities for these vehicle and equipment |leases are not materia as of
December 31, 2020.

Note 12. Commitments and Contingencies

Noncancel able Purchase Commitments

As of December 31, 2020, the future minimum payments under the Company’ s noncancel able purchase
commitments were as follows (in thousands):

Purchase
Year Ending December 31, Commitments
L0 224 $ 2,569
2022 ..ottt ee 2,420
L0 2 S 573
L0 —
L0 2L —
Total future minimum payments ..........cccceeevereeeereenenene $ 5,562

Other Commitments

In January 2018, the Company and the University of Arizona Foundation entered into an endowment
agreement (the “Endowment Agreement”) to establish afund (the “Fund”) to create and grow a gemology degree
program in the Department of Geosciences at the University of Arizona (the “University”). The Company agreed to
donate atotal of $2.0 million, payable in four annual installments of $0.5 million starting in January 2018.
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There are no conditions that the University must meet to receive the funds nor any penaltiesto the University
for nonperformance. The Endowment Agreement directs the use of the funds but contains no binding restrictions on
the use of the funds. On the execution of the Endowment Agreement, the Company recognized $1.7 million expense
for the estimated fair value of the grant, using adiscount rate of 10%, to selling, general and administrative expenses
in the statements of operations. The Company recognized a corresponding liability for the remaining installment
payments and will recognize accretion of the liability as interest expense over the remaining term of the Endowment
Agreement.

Interest expense related to the accretion of the grant liability was not material in the years ended December 31,
2020, 2019, and 2018. As of December 31, 2020, the outstanding liability was $0.5 million, which isincluded in

other accrued and current liabilities on the balance sheets on the balance sheets. As of December 31, 2019, the
outstanding liability was $0.9 million, of which $0.5 million isincluded in other accrued and current liabilities on
the balance sheets and $0.4 million is included in other noncurrent liabilities on the balance sheets.

Contingencies

From time to time, the Company is subject to, and it is presently involved in, litigation and other legal
proceedings and from time to time, the Company receives inquiries from government agencies. Accounting for
contingencies requires the Company to use judgment related to both the likelihood of aloss and the estimate of the
amount or range of loss. The Company records a loss contingency when it is probable that aliability has been
incurred and the amount of the loss can be reasonably estimated. The Company discloses material contingencies
when alossis not probable but reasonably possible.

On November 14, 2018, Chanel, Inc. (“Chanel”) filed alawsuit against the Company in the U.S. District
Court for the Southern District of New Y ork bringing various trademark and advertising-related claims under the
Lanham Act and New Y ork state law analogues. Chanel alleges, among other things, that the Company has
misrepresented certain counterfeit Chanel products as authentic Chanel products, that the Company’ s resale of
Chanel products confuses consumers into believing that Chanel is affiliated with the Company and involved in
authenticating consignors goods and that only Chanel is capable of authenticating second-hand Chanel goods. The
Court issued an Opinion & Order on March 30, 2020 denying in part and granting in part the Company’s motion to
dismiss. The Company filed its answer and affirmative defenses on May 29, 2020. Chanel’s claims are now in the
discovery phase. On November 3, 2020, with the court’s permission, the Company filed a motion to amend its
answer to add counterclaims against Chanel alleging anticompetitive conduct in violation of the federal and state
antitrust laws as well astortious interference. That motion was granted on February 24, 2021, permitting the
Company to file its amended pleading. Thislitigation isin its early stages and the final outcome, including the
Company’s liability, if any, with respect to Chanel’s claims, is uncertain. Chanel could in the future assert additional
trademark and advertising or other claims against the Company in this or other proceedings. An unfavorable
outcome in this or similar litigation could adversely affect the Company’ s business and could lead to other similar
lawsuits. The Company is nhot able to predict or reasonably estimate the ultimate outcome or possible losses relating
to this claim.

On September 10, 2019, a purported shareholder class action complaint was filed against the Company, its
officers and directors and the underwriters of its IPO in the Superior Court of the State of Californiain the County of
San Mateo. Three additional purported class actions, also alleging claims arising from the PO were subsequently
filed in Marin County and San Francisco County Superior Courts. The San Mateo case was voluntarily dismissed,
refiled in Marin County Superior Court and consolidated with the cases there. On January 10, 2020, the Marin
County plaintiffs filed a consolidated amended complaint. The plaintiffsin the San Francisco Superior Court case
have filed arequest for dismissal. Separately an additional purported class action was filed in the United States
District Court for the Northern District of Californiaon November 25, 2019. On February 12, 2020, alead plaintiff
was appointed in the federal action and an Amended Consolidated Complaint was filed on March 31, 2020.
Defendants' filed a demurrer and motion to strike in the state court action on March 13, 2020 and filed a motion to
stay the proceedings in favor of the federal action on May 1, 2020. On August 4, 2020, the court granted
defendants' motion to stay the state court action and deferred ruling on the demurrer and motion to strike pending
the outcome of the federal court action. A motion to dismiss the federal court action was filed on May 15, 2020,
which motion remains pending. The state and federal complaints each allege claims under the Securities Act of
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1933 on behalf of a purported class of shareholders who acquired the Company’ s stock pursuant to or traceable to
the registration statement for the Company’s IPO. The federal complaint also alleges claims under the Securities
Exchange Act of 1934 on behalf of a purported class of shareholders who purchased the Company’s stock from June
27, 2019 through November 20, 2019. The complaints each allege, among other things, that the defendants violated
federal securities laws by issuing false or misleading statements in the registration statement regarding certain of the
Company’s key financial and operating metrics, and related to the Company’ s authentication processes. The
complaints seek, among other things, damages and interest, rescission, and attorneys fees and costs. On September
10, 2020 and December 7, 2020, purported shareholders filed putative derivative actions in the United States District
Court for the District of Delaware. The derivative complaints allege factual allegations largely tracking the above
referenced lawsuits. The two derivative cases have been consolidated and the consolidated case has been stayed
pending a ruling on the motion to dismissin the federal securities case. While the Company intends to vigorously
defend against the litigation described above, the cases are at a very early stage and there can be no assurance that
the Company will be successful in its defense. For this same reason, the Company cannot currently estimate the loss
or the range of possible losses it may experience in connection with this litigation.

Indemnifications

In the ordinary course of business, the Company may provide indemnifications of varying scope and termsto
vendors, directors, officers and other parties with respect to certain matters including, but not limited to, losses
arising out of the breach of such agreements, intellectual property infringement claims made by third parties and
other liabilities relating to or arising from the Company's various services, or its acts or omissions. The Company
has not incurred any material costs asaresult of such indemnifications and have not accrued any liabilities related to
such obligationsin its financial statements.

Note 13. Income T axes

The components of the Company’sincome tax provision consisted of (in thousands):

Year Ended December 31,
2020 2019 2018

Current:
FEAENal ..o $ — $ — $ —
SEALE ..ot 101 199 99
Total current tax eXpense........coveeveereeereenens 101 199 99
Deferred:......oov e — — —
Federal ... — — —
SEALE .o — — —
Total deferred tax eXpense.......ccocceveeveerienne — — —
Total provision for income taxes............coeuu.e. $ 101 $ 199 % 29

The reconciliation of the Federal statutory income tax provision for the Company’ s effective income tax
provision (in thousands):

Year Ended December 31,

2020 2019 2018
Tax at federal statutory rate..........ccccoveeneneee $ (43,259) $ (20,272) $ (15,890)
State taxes, net of federal effect ................. (10,315)  (5,170)  (4,280)
Non-deductibleitems..........ccccoveeeeveeeennne. 841 1,429 537
Valuation allowance..........ccccoeevveeveervennne. 52,834 24,212 19,732

Provision for income taxes...........coovevvveeeveenne. $ 101 $ 199 $ 99
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The Company’ s deferred tax assets and liabilities (in thousands):

December 31,
2020 2019

Deferred tax assets:

Net operating loss carryforwards............cocovvereene. $ 129333 $ 78875

Fixed assets and intangibles.........cccoeeeevencencnene 3,794 2,747

AcCrualS and reSErVES........cooeveeeeeeceeceee e 9,155 8,430

Operating lease liabilities.........cccoeeverninrinece 35,267 —
Gross deferred tax assetS ........cccovveeveeeecieeirecreeire e 177,549 90,052

Less: valuation allowance.........ccceeeveeeeeeececenennenn, (143,214) (88,450)
Total deferred tax assatS.........covveeviieeceieece et 34,335 1,602
Deferred tax liabilities:

Operating lease right-of-use assets........c.ccvvveerennns (32,028) —

(@131 SO (2,307) (1,602)
Gross deferred tax liabilities........cccoovevceceecececciec, (34,335) (1,602)
Net deferred tax assetS........oovveireeesieeesieses s $ — 3 —

In assessing the realizability of deferred tax assets, the Company evaluates all available positive and negative
evidence by considering whether it is more likely than not that some portion or all of the deferred tax assets will not
be recognized. The ultimate realization of deferred tax assets is dependent upon future taxable income, future
reversals of existing taxable temporary difference, taxable income in carryback years and tax-planning strategies.
The Company believesit is more likely than not that the deferred tax assetsin the U.S. will not be realized;
accordingly, a vauation allowance has been established against our U.S. deferred tax assets. The net change in the
valuation allowance for the years ended December 31, 2020 and December 31, 2019 was an increase of $54.8
million and an increase of $22.8 million, respectively.

As of December 31, 2020 and 2019, the Company has a net operating loss carryforward of $485.1 million and
$302.2 million for federal tax purposes, respectively, and $458.9 million and $260.7 million for state tax purposes,
respectively. If not utilized, these losses will expire beginning in 2032 for California purposes. However, beginning
in tax year 2018 and forward, the Federal law has changed such that net operating losses generated after December
31, 2017 may be carried forward indefinitely. Accordingly, $168.2 million of the federal net operating losses will
begin to expirein 2032. However, $316.9 million of the federal net operating losses will not expire.

The Tax Reform Act of 1986 limits the use of net operating losses and tax credit carryforwardsin certain
situations where changes occur in the stock ownership of acompany. During 2019, we analyzed whether any of the
reported net operating losses would be limited because of these rules. Based on our analysis we believe $3.3 million
of the Federa and $2.1 million of California net operating losses will not be available to offset future taxable
income because of the limitation. The reported net operating losses have been adjusted based on this analysis.

The Company files tax returns as prescribed by the tax laws of the jurisdictions in which it operates. In the
normal course of business, the Company is subject to examination by federal, state and local, jurisdictions, where
applicable. As of December 31, 2020 and 2019, all years generally remain open to examination. Additionally, net
operating loss carryforwards are subject to examination by the Internal Revenue Service and the California
Franchise Tax Board for up to three years after utilization.

As of December 31, 2020 and 2019, the Company does not have uncertain tax positions for which it has
recorded as a liability. The Company’s policy isto include interest and penalties as a component to the statements of
operations. There were no material tax penalties or interest during the years ended December 31, 2020, 2019, and
2018.
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Note 14. Net L oss Per Share Attributable to Common Stockholders

A reconciliation of the numerator and denominator used in the calculation of the basic and diluted net |oss per
share attributable to common stockholdersis as follows (in thousands, except share and per share data):

Year Ended December 31,

2020 2019 2018
Numerator
Net loss attributable to common stockholders.....$ (175,832)$ (101,784)$ (84,687)
Denominator

Weighted-average common shares outstanding
used to calculate net loss per share attributable
to common stockholders, basic and diluted...... 87,587,400 47,478544 8,365,344

Net loss per share attributable to common
stockholders, basic and diluted............ccocun..e. $ (201 $ (214)$ (10.12)

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

December 31,
2020 2019 2018

Convertible preferred stocK.........ccoeevevveveeenenenccene, — — 36,862,298
Redeemable convertible preferred stock..........cue.... — — 16,410,256
Options to purchase common stocK .........cccccveeeeenenee. 5,809,376 9,171,756 9,672,102
Restricted StOCK UNItS......ovvvvveivireeereesecseeeneees 5,103,727 789,817 —
Estimated shares issuable under the Employee Stock
PUrchase Plan ..o 109,729 — —
Assumed conversion of the Convertible Senior
NOEES ...ttt 9,705,454 — —
Warrants to purchase convertible preferred stock....... — — 103,563
Warrant to purchase common stocK..........ccceeeeeerennene — — 10,677

TOA e 20,728,286 9,961,573 63,058,896

The Notes issued in June 2020 are convertible, based on the applicable conversion rate, into cash, shares of the
Company’ s common stock or a combination thereof, at the Company’ s election. The impact of the assumed
conversion to diluted net income per share is computed using the treasury stock method.

15. Retirement Plan

The Company has a defined-contribution 401(k) retirement plan covering substantially all of its employees.
Eligible employees are permitted to contribute up to an amount not to exceed an annual statutory maximum. The
Company matches employee contributions at a rate of 25% of vested contributions, up to a maximum of $1,000 per
participant per year. The Company’s contributions to the 401(k) plan were immaterial for the years ended
December 31, 2020, 2019, and 2018.

16. Related Parties

Julie Wainwright, President and Chief Executive Offer, is aboard member of the RealReal Foundation, a
501(c)(3) organization, which is not a consolidated entity of the Company. During the year ended December 31,
2019, the Company donated $3.2 million to the RealReal Foundation.
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