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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

· QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2022

OR

☐

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

	
	
	Commission file number: 001-41009
	

	
	
	Arhaus, Inc.
	

	
	
	(Exact name of registrant as specified in its charter)

	Delaware
	
	
	87-1729256

	(State or other jurisdiction of
	
	
	(I.R.S. Employer

	incorporation or organization)
	
	
	Identification No.)

	
	
	51 E. Hines Hill Road, Boston Heights, Ohio
	

	
	
	(Address of Principal Executive Offices)
	

	
	
	44236
	
	

	
	
	(Zip Code)
	

	
	
	(440) 439-7700
	

	
	
	(Registrant's telephone number, including area code)
	

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

	
	
	
	
	

	Title of each class
	
	Trading Symbol(s)
	
	Name of each exchange on which registered

	Class A common stock, $0.001 par value per share
	
	ARHS
	
	The Nasdaq Global Select Market



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

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

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

	Large accelerated filer
	☐
	Accelerated filer
	☐
	

	Non-accelerated filer
	☒
	Smaller reporting company
	☐
	

	
	
	
	
	

	
	
	
	
	

	
	
	Emerging growth company
	☒
	



If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐

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

As of November 3, 2022 the registrant had 52,947,617 shares of Class A common stock and 87,115,600 shares of Class B common stock outstanding.
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Part I - Financial Information

Item 1. Financial Statements of Arhaus, Inc. and Subsidiaries

Arhaus, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(Unaudited, amounts in thousands, except share and per share data)
[image: ]

	
	
	September 30,
	
	December 31,

	
	
	2022
	
	
	2021

	Assets
	
	
	
	
	

	Current assets
	
	
	
	
	

	Cash and cash equivalents
	$
	145,737
	
	$
	123,777

	Restricted cash equivalents
	
	6,345
	
	
	7,131

	Accounts receivable, net
	
	1,778
	
	
	228

	Merchandise inventory, net
	
	292,571
	
	
	208,343

	Prepaid and other current assets
	
	35,867
	
	
	28,517

	Total current assets
	
	482,298
	
	
	367,996

	Operating right-of-use assets
	
	224,921
	
	
	—

	Financing right-of-use assets
	
	39,062
	
	
	—

	Property, furniture and equipment, net
	
	128,783
	
	
	179,631

	Deferred tax asset
	
	20,948
	
	
	27,684

	Goodwill
	
	10,961
	
	
	10,961

	Other noncurrent assets
	
	235
	
	
	278

	Total assets
	$
	907,208
	
	$
	586,550

	
	
	
	
	
	




Liabilities and Stockholders’ Equity
[image: ]

Current liabilities

Accounts payable	$
[image: ]

Accrued taxes

Accrued wages
[image: ]
Accrued other expenses

Client deposits
[image: ]
Current portion of operating lease liabilities

Current portion of financing lease liabilities
[image: ]

Total current liabilities

Operating lease liabilities, long-term
[image: ]

Financing lease liabilities, long-term

Capital lease obligation
[image: ]
Deferred rent and lease incentives

Other long-term liabilities
[image: ]

Total liabilities	$

Commitments and contingencies (Note 9)
[image: ]
Stockholders' equity

Class A shares, par value $0.001 per share (600,000,000 shares authorized, 51,437,348 and 50,427,390 shares issued and outstanding as of September 30, 2022 and December 31, 2021, respectively)
[image: ]
Class B shares, par value $0.001 per share (100,000,000 shares authorized, 87,115,600 and 86,519,002 shares issued and outstanding as of September 30, 2022 and December 31, 2021, respectively)

Accumulated Deficit
[image: ]

Additional Paid-in Capital




	58,455
	$
	51,429

	12,706
	
	7,302

	17,498
	
	16,524

	33,756
	
	61,047

	261,801
	
	264,929

	39,248
	
	—

	522
	
	—

	423,986
	
	401,231

	263,753
	
	—

	51,908
	
	—

	—
	
	50,525

	2,353
	
	63,037

	4,413
	
	1,992

	746,413
	$
	516,785

	51
	
	50

	87
	
	87

	(26,948)
	
	(116,581)

	187,605
	
	186,209


[image: ][image: ]


	Total Arhaus, Inc. stockholders' equity
	
	160,795
	
	
	69,765

	Total liabilities and stockholders' equity
	$
	907,208
	
	$
	586,550

	
	
	
	
	
	



The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Arhaus, Inc. and Subsidiaries

Condensed Consolidated Statements of Comprehensive Income
(Unaudited, amounts in thousands, except share and per share data)
[image: ]



	
	
	Nine months ended September 30,
	
	Three months ended September 30,

	
	
	2022
	
	
	2021
	
	
	2022
	
	
	2021

	Net revenue
	$
	872,595
	
	$
	558,690
	
	$
	320,030
	
	$
	203,333

	Cost of goods sold
	
	505,561
	
	
	325,710
	
	
	183,739
	
	
	118,522

	Gross margin
	
	367,034
	
	
	232,980
	
	
	136,291
	
	
	84,811

	Selling, general and administrative expenses
	
	246,767
	
	
	196,443
	
	
	89,145
	
	
	68,266

	Loss on disposal of assets
	
	—
	
	466
	
	
	—
	
	452

	Income from operations
	
	120,267
	
	
	36,071
	
	
	47,146
	
	
	16,093

	Interest expense, net
	
	3,367
	
	
	4,091
	
	
	751
	
	
	1,365

	Other income
	
	(584)
	
	
	—
	
	(109)
	
	
	—

	Income before taxes
	
	117,484
	
	
	31,980
	
	
	46,504
	
	
	14,728

	Income tax expense
	
	27,851
	
	
	1,704
	
	
	9,568
	
	
	500

	Net and comprehensive income
	$
	89,633
	
	$
	30,276
	
	$
	36,936
	
	$
	14,228

	Less: Net income attributable to noncontrolling interest
	
	—
	
	
	17,499
	
	
	—
	
	
	8,231

	Net and comprehensive income attributable to Arhaus, Inc.
	$
	89,633
	
	$
	12,777
	
	$
	36,936
	
	$
	5,997

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Net and comprehensive income per share, basic
	
	
	
	
	
	
	
	
	
	
	

	Weighted-average number of common shares outstanding, basic
	
	137,939,577
	
	
	112,058,742
	
	
	138,484,495
	
	
	112,058,742

	Net and comprehensive income per share, basic
	$
	0.65
	
	$
	0.11
	
	$
	0.27
	
	$
	0.05

	Net and comprehensive income per share, diluted
	
	
	
	
	
	
	
	
	
	
	

	Weighted-average number of common shares outstanding, diluted
	
	139,545,802
	
	
	112,058,742
	
	
	139,845,333
	
	
	112,058,742

	Net and comprehensive income per share, diluted
	$
	0.64
	
	$
	0.11
	
	$
	0.26
	
	$
	0.05





The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Arhaus, Inc. and Subsidiaries

Condensed Consolidated Statements of Changes in Stockholders’ Equity (Deficit)
(Unaudited, amounts in thousands)
[image: ]




	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Nine months ended
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Total Stockholders'
	
	
	

	
	Common Shares in Homeworks Holdings, Inc.
	
	
	
	Common Stock
	
	
	
	
	
	
	
	Equity (Deficit)
	
	
	

	
	Voting
	
	
	Non-Voting
	Class A
	Class B
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Retained Earnings
	
	Additional
	
	Noncontrolling
	Total Stockholders'
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(Accumulated
	
	
	
	
	
	

	
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	
	Deficit)
	
	Paid-in Capital
	
	Interest
	
	Equity (Deficit)
	

	Balances as of December 31,
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2021
	—
	
	$
	—
	
	—
	
	$
	—
	
	50,428
	
	$
	50
	
	86,519
	
	$
	87
	
	$
	(116,581)
	
	$
	186,209
	
	$
	—
	
	$
	69,765
	

	Net income
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	89,633
	
	
	—
	
	—
	
	89,633
	

	Adjustment to deferred tax asset
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	impact of Reorganization from
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	partnership to a corporation
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	—
	
	(1,278)
	
	
	—
	
	(1,278)
	

	Shareholder capital contribution
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	—
	
	62
	
	
	—
	
	62
	

	Equity based compensation
	—
	
	
	—
	
	—
	
	
	—
	
	1,009
	
	
	1
	
	597
	
	
	—
	
	
	—
	
	
	2,612
	
	
	—
	
	
	2,613
	

	Balances as of September 30,
	—
	
	$
	—
	
	—
	
	$
	—
	
	51,437
	
	$
	51
	
	87,116
	
	$
	87
	
	$
	(26,948)
	
	$
	187,605
	
	$
	—
	
	$
	160,795
	

	2022
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Nine months ended
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Total Stockholders'
	
	
	

	
	Common Shares in Homeworks Holdings, Inc.
	
	
	
	Common Stock
	
	
	
	
	
	
	
	Equity (Deficit)
	
	
	

	
	Voting
	
	
	Non-Voting
	Class A
	Class B
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Retained Earnings
	
	Additional
	
	Noncontrolling
	Total Stockholders'
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(Accumulated
	
	
	
	
	
	

	
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	
	Deficit)
	
	Paid-in Capital
	
	Interest
	
	Equity (Deficit)
	

	Balances as of December 31,
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2020
	645
	
	$
	—
	
	4,158
	
	$
	—
	
	—
	
	$
	—
	
	—
	
	$
	—
	
	$
	(28,422)
	
	$
	1,670
	
	$
	(7,689)
	
	$
	(34,441)
	

	Net income
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	12,777
	
	
	—
	
	17,499
	
	
	30,276
	

	Tax distribution
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	—
	
	—
	
	(7,865)
	
	
	(7,865)
	

	Shareholder distribution
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	(12,350)
	
	
	—
	
	—
	
	(12,350)
	

	Equity based compensation
	—
	
	
	—
	
	—
	
	
	—
	
	—
	
	
	—
	
	—
	
	
	—
	
	
	—
	
	
	1,135
	
	
	—
	
	
	1,135
	

	Balances as of September 30,
	645
	
	$
	—
	4,158
	
	$
	—
	—
	$
	—
	—
	$
	—
	$
	(27,995)
	
	$
	2,805
	
	$
	1,945
	
	$
	(23,245)
	

	2021
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Arhaus, Inc. and Subsidiaries

Condensed Consolidated Statements of Changes in Stockholders’ Equity (Deficit) (continued)
(Unaudited, amounts in thousands)
[image: ]



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Three months ended
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Total Stockholders'
	
	
	

	
	Common Shares in Homeworks Holdings, Inc.
	
	
	
	Common Stock
	
	
	
	
	
	
	
	Equity (Deficit)
	
	
	

	
	Voting
	
	
	Non-Voting
	Class A
	Class B
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Retained Earnings
	
	Additional
	
	Noncontrolling
	Total Stockholders'
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(Accumulated
	
	
	
	
	
	

	
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	
	Deficit)
	
	Paid-in Capital
	
	Interest
	
	Equity (Deficit)
	

	Balances as of June 30, 2022
	—
	
	$
	—
	
	—
	
	$
	—
	
	51,360
	
	$
	51
	
	87,116
	
	$
	87
	
	$
	(63,884)
	
	$
	187,640
	
	$
	—
	
	$
	123,894
	

	Net income
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	36,936
	
	
	—
	
	—
	
	36,936
	

	Adjustment to deferred tax asset
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	impact of Reorganization from
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	partnership to a corporation
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	—
	
	(1,278)
	
	
	—
	
	(1,278)
	

	Shareholder capital contribution
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	—
	
	19
	
	
	—
	
	19
	

	Equity based compensation
	—
	
	
	—
	
	—
	
	
	—
	
	77
	
	
	—
	
	—
	
	
	—
	
	
	—
	
	
	1,224
	
	
	—
	
	
	1,224
	

	Balances as of September 30,
	—
	
	$
	—
	
	—
	
	$
	—
	
	51,437
	
	$
	51
	
	87,116
	
	$
	87
	
	$
	(26,948)
	
	$
	187,605
	
	$
	—
	
	$
	160,795
	

	2022
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Three months ended
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Total Stockholders'
	
	
	

	
	Common Shares in Homeworks Holdings, Inc.
	
	
	
	Common Stock
	
	
	
	
	
	
	
	Equity (Deficit)
	
	
	

	
	Voting
	
	
	Non-Voting
	Class A
	Class B
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	Retained Earnings
	
	Additional
	
	Noncontrolling
	Total Stockholders'
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(Accumulated
	
	
	
	
	
	

	
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	Shares
	
	Amount
	
	Deficit)
	
	Paid-in Capital
	
	Interest
	
	Equity (Deficit)
	

	Balances as of June 30, 2021
	645
	
	$
	—
	
	4,158
	
	$
	—
	
	—
	
	$
	—
	
	—
	
	$
	—
	
	$
	(33,992)
	
	$
	2,097
	
	$
	(6,286)
	
	$
	(38,181)
	

	Net income
	—
	
	—
	—
	
	—
	—
	
	—
	—
	
	—
	
	5,997
	
	
	—
	
	8,231
	
	
	14,228
	

	Equity based compensation
	—
	
	
	—
	
	—
	
	
	—
	
	—
	
	
	—
	
	—
	
	
	—
	
	
	—
	
	
	708
	
	
	—
	
	
	708
	

	Balances as of September 30,
	645
	
	$
	—
	4,158
	
	$
	—
	—
	$
	—
	—
	$
	—
	$
	(27,995)
	
	$
	2,805
	
	$
	1,945
	
	$
	(23,245)
	

	2021
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Arhaus, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(Unaudited, amounts in thousands)




	
	
	Nine months ended September 30,

	
	
	2022
	
	
	2021

	Cash flows from operating activities
	
	
	
	
	

	Net income
	$
	89,633
	
	$
	30,276

	Adjustments to reconcile net income to net cash provided by operating activities
	
	
	
	
	

	Depreciation and amortization
	
	18,319
	
	
	17,206

	Amortization of operating lease right-of-use asset
	
	21,976
	
	
	—

	Amortization of deferred financing fees and interest on finance lease in excess of principal paid
	
	8,731
	
	
	839

	Equity based compensation
	
	2,613
	
	
	1,135

	Deferred tax assets
	
	5,458
	
	
	—

	Derivative expense
	
	—
	
	29,905

	Loss on disposal of property, furniture and equipment
	
	—
	
	466

	Amortization and write-off of lease incentives
	
	(224)
	
	
	(5,889)

	Changes in operating assets and liabilities
	
	
	
	
	

	Accounts receivable
	
	(1,550)
	
	
	240

	Merchandise inventory
	
	(84,228)
	
	
	(62,533)

	Prepaid and other current assets
	
	(11,249)
	
	
	(715)

	Other noncurrent liabilities
	
	456
	
	
	(732)

	Accounts payable
	
	10,334
	
	
	1,698

	Accrued expenses
	
	23,682
	
	
	16,259

	Operating lease liabilities
	
	(22,586)
	
	
	—

	Deferred rent and lease incentives
	
	—
	
	6,959

	Client deposits
	
	(3,128)
	
	
	106,076

	Net cash provided by operating activities
	
	58,237
	
	
	141,190

	
	
	
	
	
	

	Cash flows from investing activities
	
	
	
	
	

	Purchases of property, furniture and equipment
	
	(36,950)
	
	
	(29,533)

	Net cash used in investing activities
	
	(36,950)
	
	
	(29,533)

	
	
	
	
	
	

	Cash flows from financing activities
	
	
	
	
	

	Issuance of related party notes
	
	—
	
	(1,000)

	Proceeds from related party notes
	
	—
	
	1,000

	Principal payments under capital leases
	
	—
	
	(106)

	Principal payments under finance leases
	
	(113)
	
	
	—

	Shareholder distributions
	
	—
	
	(12,350)

	Distributions to noncontrolling interest holders
	
	—
	
	(7,865)

	Net cash used in financing activities
	
	(113)
	
	
	(20,321)

	Net increase in cash, cash equivalents and restricted cash equivalents
	
	21,174
	
	
	91,336

	
	
	
	
	
	

	Cash, cash equivalents and restricted cash equivalents
	
	
	
	
	

	Beginning of period
	
	130,908
	
	
	64,002

	End of period
	$
	152,082
	
	$
	155,338

	
	
	
	
	
	



The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Arhaus, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows (continued)
(Unaudited, amounts in thousands)



	
	
	Nine months ended September 30,

	
	
	2022
	
	2021

	Supplemental disclosure of cash flow information
	
	
	
	

	Interest paid in cash
	$
	3,858
	$
	4,006

	Interest received in cash
	
	316
	
	—

	Income taxes paid in cash
	
	20,579
	
	1,394

	Noncash operating activities:
	
	
	
	

	Lease incentives
	
	7,532
	
	4,253

	Noncash investing activities:
	
	
	
	

	Purchase of property, furniture and equipment in accounts payable
	
	2,661
	
	(428)

	Noncash financing activities:
	
	
	
	

	Adjustment to deferred tax asset impact of Reorganization from partnership to a corporation
	
	(1,278)
	
	—

	Derecognition of build-to-suit assets as a result of ASC 842 adoption
	
	(31,017)
	
	—

	Property, furniture and equipment additions due to build-to-suit lease transactions
	
	—
	
	1,040

	Capital contributions
	
	62
	
	—

	Capital lease obligation
	
	—
	
	2,591




The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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Arhaus, Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Statements
(Unaudited)
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1. Nature of Business and Basis of Presentation Nature of Business
Arhaus, Inc. (the “Company,” “we” or “Arhaus”) is a Delaware corporation and is a premium retailer in the home furnishings market, specializing in livable luxury supported by heirloom quality merchandise. We offer merchandise in a number of categories, including furniture, outdoor, lighting, textiles and décor. Our curated assortments are presented across our sales channels in sophisticated, family friendly and unique lifestyle settings. We position our retail locations as Showrooms for our brand, while our website acts as a virtual extension of our Showrooms. The Company operated 80 Showrooms at September 30, 2022.

Arhaus was formed on July 14, 2021 for the purpose of completing an initial public offering (“IPO”) of its common stock and related transactions in order to carry on the business of Arhaus, LLC (“LLC”) and its subsidiaries. Pursuant to the corporate reorganization and completion of the IPO in November 2021, the Company became a holding company for LLC and its subsidiaries.

In connection with the IPO, the Company reorganized its ownership structure from a limited liability company to a corporation. Pursuant to the terms of the Integrated Contribution Agreement by and among the Company, FS Arhaus Holding, Inc. (“FS Arhaus,” “Class B Units,” or “noncontrolling interest”), a Delaware corporation, Homeworks Holdings Inc. (“Homeworks,” or “Class A Units”) and the unit holders (“Management Unitholders”) of LLC, a series of transactions were completed on November 8, 2021, which we refer to, collectively, as the “Reorganization.” LLC and Homeworks were identified as entities under common control, in which both entities are ultimately controlled by the same party before and after the Reorganization and therefore resulted in a change in reporting entity. In accordance with ASC 805-50-45-5, for transactions between entities under common control, the condensed consolidated financial statements for periods prior to the Reorganization have been adjusted to retrospectively combine the previously separate entities for presentation purposes.

Basis of Presentation

The condensed consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the United States of America (“U.S. GAAP”). The accompanying condensed consolidated financial statements include our accounts and those of our wholly owned subsidiaries. Accordingly, all intercompany balances and transactions have been eliminated through the consolidation process. Certain reclassifications have been made to prior years' condensed consolidated financial statements to conform to the current year's presentation.

The accompanying condensed consolidated balance sheets at September 30, 2022 and December 31, 2021, the condensed consolidated statements of comprehensive income and changes in stockholders’equity (deficit) for the nine and three months ended September 30, 2022 and 2021, the condensed consolidated statements of cash flows for the nine months ended September 30, 2022 and 2021 and the related interim condensed consolidated disclosures are unaudited and have been prepared pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC”) for interim financial information. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete financial statements.

In management’s opinion, the accompanying condensed consolidated financial statements contain all adjustments, consisting of only normal recurring adjustments, necessary for a fair statement of the Company’s financial position at September 30, 2022; the results of operations and changes in stockholders’equity (deficit) for the nine and three months ended September 30, 2022 and 2021 and the condensed consolidated statements of cash flows for the nine months ended September 30, 2022 and 2021. The condensed consolidated balance sheet as of December 31, 2021 included herein was derived from audited financial statements, but does not include all disclosures required by U.S. GAAP.

The results for the nine and three months ended September 30, 2022 and 2021 are not necessarily indicative of the operating results to be expected for the full fiscal year or any future period. Certain information and footnote disclosures normally included in annual financial statements prepared in accordance with U.S. GAAP have been condensed or omitted. Therefore, these condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2021.
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Use of Estimates

The preparation of our condensed consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the date of the condensed consolidated financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. The accounting estimates and other matters included within our condensed consolidated financial statements and notes to the condensed consolidated financial statements are revenue recognition, including a reserve for merchandise returns, goodwill and fair value of financial instruments which include, but are not limited to, accounts receivable, payables, lease obligations, derivative and equity based compensation instruments.

Client Deposits

Client deposits represent payments made by clients on orders. At the time of purchase, the Company collects deposits for all orders equivalent to at least 50 percent of the clients’ purchase price. Orders are recognized as revenue when the merchandise is delivered to the client and at the time of delivery the client deposit is no longer recorded as a liability. The Company expects substantially all client deposits as of September 30, 2022 will be recognized as net revenue within the next 12 months as the performance obligations are satisfied.

Gift Cards

The Company sells gift cards to clients in our Showrooms and through our website. Such gift cards do not have expiration dates. We defer revenue when payments are received in advance of performance for unsatisfied obligations related to our gift cards. The liability related to unredeemed gift cards of $0.9 million and $0.9 million at September 30, 2022 and December 31, 2021, respectively, is recorded in the accrued other expenses line item of the condensed consolidated balance sheets. The Company recognizes income associated with breakage proportional to actual gift card redemptions.

Fair Values of Financial Instruments

The Company’s primary financial instruments are cash and cash equivalent investments, accounts receivable, payables, lease obligations, a derivative and equity based compensation instruments. Due to the short-term maturities of cash and cash equivalent investments, accounts receivable and payables, the Company believes the fair values of these instruments approximate their respective carrying values at September 30, 2022 and December 31, 2021. See Note 4 for discussion of our derivative, Note 5 for discussion of our lease obligations and Note 6 for discussion of our equity based compensation instruments.

The Company has established a hierarchy to measure our financial instruments at fair value, which requires us to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. Observable inputs represent market data obtained from independent sources, whereas unobservable inputs reflect the Company’s own market assumptions, which are used if observable inputs are not reasonably available without undue cost and effort. The hierarchy defines three levels of inputs that may be used to measure fair value:

Level 1	Unadjusted quoted prices in active markets for identical, unrestricted assets and liabilities that the reporting entity has the ability to access at the measurement date.

Level 2	Inputs other than quoted prices included within Level 1 that are observable for the asset and liability or can be corroborated with observable market data for substantially the entire contractual term of the asset or liability.

Level 3	Unobservable inputs that reflect the entity’s own assumptions about the assumptions market participants would use in the pricing of the asset or liability and are consequently not based on market activity but rather through particular valuation techniques.

From time to time, the Company invests in money market funds and other Level 1 cash and cash equivalent investments. For the nine and three months ended September 30, 2022, the Company earned $0.6 million and $0.6 million, respectively in interest income. Interest income is included within interest expense, net on our condensed consolidated statements of comprehensive income.
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2. Recently Issued Accounting Standards New Accounting Standards Adopted

In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-02, Leases which, for operating leases, requires a lessee to recognize a right-of-use asset and a lease liability, initially measured at the present value of the lease payments, in its balance sheets. While it will still be necessary for lessees to distinguish between “operating” and “financing” (formerly known as “capital”) leases, these distinctions will primarily affect how a lessee must recognize expense in its income statement. The new guidance is effective for financial statements issued for annual periods beginning after December 15, 2021.

The Company adopted ASC 842 as of January 1, 2022, using the modified retrospective approach by applying the transition provisions at the beginning of the period of adoption. Comparative periods will continue to be presented in accordance with ASC 840. The Company elected the package of practical expedients permitted under the transition guidance, which allowed the Company to carryforward the historical lease classification, lease identification and initial direct costs. The Company did not elect the “Land Easements” or “Hindsight” practical expedients. Additionally, the Company made the following accounting policy elections in connection with the adoption:

· Exclude short-term leases from our consolidated balance sheets; and

· Include both the lease and non-lease components as a single component and account for it as a lease.

As a result, the Company measured the right-of-use asset and lease liability for operating and finance leases as of January 1, 2022, using the remaining portion of the lease term that was determined under ASC 840. The adoption resulted in $242.0 million recognized as total right-of-use assets and $326.5 million recognized as total lease liabilities on our consolidated balance sheets as of January 1, 2022. For certain previous operating and capital leases, we qualified as the deemed owner of the construction project due to our significant involvement during the construction period under build-to-suit lease accounting requirements within ASC 840. As part of our adoption of ASC 842, we derecognized the cost of these construction projects of $31.0 million, which were previously recorded in property, furniture and equipment, net with an offsetting obligation in accrued other expenses on our consolidated balance sheets at December 31, 2021. See Note 5 — Leases for additional information.

In October 2020, the FASB issued ASU 2020-10, “Codification Improvements.” The amendments in this update represent changes to clarify the Codification or correct unintended application of guidance that are not expected to have a significant effect on current accounting practice. The amendments in this update affect a wide variety of Topics in the Codification and apply to all reporting entities within the scope of the affected accounting guidance. ASU 2020-10 is effective for annual periods beginning after December 15, 2021 for non-public business entities. Early application is permitted. The amendments in this update should be applied retrospectively. The Company adopted the standard as of January 1, 2022. The adoption of this standard did not have a material impact on our condensed consolidated financial statements.

3. Merchandise Warranties

The Company warrants certain merchandise to be free of defects in both construction materials and workmanship from the date the performance obligation was fulfilled to the client for three to ten years depending on the merchandise category. The Company accounts for merchandise warranties by accruing an estimated liability when we recognize revenue on the sale of warrantied merchandise. We estimate future warranty claims based on claim experience which includes materials and labor costs to perform the repairs or replace products. We use judgment in making our estimates. We record differences between our estimated and actual costs when the differences are known.
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A reconciliation of the changes in our limited merchandise warranty liability is as follows (amounts in thousands):

	
	Nine months ended September 30,
	
	
	
	Three months ended September 30,

	
	2022
	
	
	2021
	
	
	
	2022
	
	
	2021

	Balance as of beginning of period
	$
	4,724
	
	$
	3,326
	
	$
	5,412
	
	$
	3,868

	Accruals during the period
	
	8,285
	
	
	5,652
	
	
	3,181
	
	
	2,138

	Settlements during the period
	
	(7,152)
	
	
	(4,712)
	
	
	(2,736)
	
	
	(1,740)

	Balance as of end of the period(1)
	$
	5,857
	
	$
	4,266
	
	$
	5,857
	
	$
	4,266

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	



(1) $3.4 million and $2.7 million were recorded in accrued other expenses at September 30, 2022 and December 31, 2021, respectively. The remainder is recorded in other long-term liabilities on our condensed consolidated balance sheets.

We recorded accruals during the periods presented in the table above, primarily to reflect charges that relate to limited merchandise warranties issued during the respective periods.

4. Long-Term Debt

On June 25, 2020, the Company entered into a credit agreement (“Revolver”), which included a revolving credit facility of $30.0 million with availability limited pursuant to a borrowing base formula based on specified percentages of eligible inventory, net of reserves. The Company’s borrowings under the Revolver bore variable interest rates at the LIBOR index rate (“LIBOR”) plus the applicable margin (5.5% at September 30, 2021). In the event LIBOR ceased to be available during the term of the Revolver, the Revolver provided procedures to determine an Alternate Base Rate. The Revolver was to expire on June 25, 2023.

Loan costs related to the Revolver of $1.5 million were recorded in other noncurrent assets and were amortized over the term of the debt on a straight-line basis, which approximated the effective interest method. Amortization expense was $0.4 million and $0.1 million for the nine and three months ended September 30, 2021, respectively, and was included in interest expense, net within the condensed consolidated statements of comprehensive income. On November 4, 2021, the Company terminated the Revolver of which there were no borrowings drawn.

On November 8, 2021, the Company entered into a new revolving credit facility (the “2021 Credit Facility”). The 2021 Credit Facility provides for, among other things, (1) a revolving credit facility in an aggregate amount not to exceed at any time outstanding the amount of such lender’s commitment, (2) a letter of credit commitment in an amount equal to the lesser of (a) $10.0 million, and (b) the amount of the revolving credit facility as of such date, and (3) a swingline loan in an amount equal to the lesser of (a) $5.0 million, and (b) the amount of the revolving credit facility as of such date. The aggregate amount of all commitments of all lenders under the 2021 Credit Facility is $50.0 million, which may be increased pursuant to the terms of the 2021 Credit Facility. The 2021 Credit Facility contains restrictive covenants and has certain financial covenants, including a minimum rent-adjusted total leverage ratio and a minimum fixed charge ratio. The 2021 Credit Facility bears variable interest rates at the prevailing Bloomberg Short-Term Bank Yield index rate plus the applicable margin (1.50% at September 30, 2022), whereas the applicable margin is adjusted quarterly based on the Company’s consolidated rent-adjusted total leverage ratio. The 2021 Credit Facility expires on November 8, 2026.

At September 30, 2022 and December 31, 2021, we had no borrowings on the 2021 Credit Facility. Deferred financing costs related to the 2021 Credit Facility of $0.3 million are recorded in other noncurrent assets on the consolidated balance sheets and will be amortized over the term of the 2021 Credit Facility on a straight-line basis, which approximates the effective interest method. Accumulated amortization related to deferred financing costs for the 2021 Credit Facility was $0.1 million as of September 30, 2022.

Prior to the Company entering into the Revolver and 2021 Credit Facility, the debt structure (“Prior Credit Facilities”) included a revolving credit facility (the “Prior Revolver”) and a term loan (the “Term Loan”). The Prior Revolver was terminated on June 25, 2020 and Term Loan was paid in full on December 28, 2020.

The Company’s Term Loan had an exit fee clause which allowed the holder of the Term Loan to receive either $3.0 million upon repayment of the Term Loan or a payout equivalent to 4.0% of the total equity value of the Company. The 4.0% of
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the total equity value of the Company payout was payable upon a change of control, qualified IPO or sale of all or substantially all assets of the Company. In connection with the repayment of the Term Loan on December 28, 2020, the holder informed the Company they would decline the option to receive the $3.0 million and elect to receive a payout equivalent to 4.0% of the equity value of the Company. The exit fee was treated as a derivative and adjusted to fair value each reporting period. The Company recorded derivative expense of $29.9 million and $0.1 million for the nine and three months ended September 30, 2021, respectively, which was included in selling, general and administrative expense within the condensed consolidated statements of comprehensive income. The Company used a portion of the net proceeds from the IPO to pay the derivative liability on November 8, 2021.

At September 30, 2021, the Company’s valuation of the derivative liability was measured using the probability-weighted expected return model (“PWERM”). The PWERM is a scenario-based methodology that estimates the fair value of the derivative based upon an analysis of future values for the Company. The Company considered two different scenarios:(a) remain private; and (b) IPO. Under the remain private scenario, as of September 30, 2021, the Company estimated the enterprise value by weighting the guideline public company method and the discounted cash flow method, and then relied on the option pricing method (“OPM”) and applied a discount for lack of marketability (“DLOM”). The OPM estimated the value using the Black-Scholes OPM. The fair value of the exit fee was determined utilizing unobservable inputs and therefore is a Level 3 measurement under the fair value hierarchy. The key assumptions used within the Black-Scholes OPM as of September 30, 2021 were as follows:

	
	September 30,

	
	2021

	Term
	10 years

	Risk-free rate of return
	1.50%

	Volatility
	40.00%

	Dividend yield
	0.00%

	DLOM
	24.70%



The assumed volatility assumption is based on that of an identified group of comparable public companies. The fair value of the exit fee has been determined utilizing unobservable inputs and therefore is a Level 3 measurement under the fair value hierarchy.

The Company was in compliance with all applicable debt covenants at September 30, 2022 and December 31, 2021.

5. Leases

The Company leases real estate and equipment under operating and finance leases, some of which are from related parties as discussed in Note 10 — Related Party Transactions. The most significant obligations under these lease agreements require the payments of periodic rentals, real estate taxes, insurance and maintenance costs. Depending on particular Showroom leases, the Company can also owe a percentage rent payment if particular Showrooms meet certain sales figures.

The following table summarizes the amounts recognized in our condensed consolidated balance sheets related to leases as of September 30, 2022 (amounts in thousands):
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	Condensed Consolidated Balance Sheet Classification
	
	September 30, 2022

	Assets
	
	
	
	

	Operating lease assets
	Operating right-of-use assets
	$
	224,921

	Finance lease assets
	Financing right-of-use assets
	
	39,062

	Total leased assets
	
	
	$
	263,983

	
	
	
	
	

	
	
	
	
	

	Liabilities
	
	
	
	

	Current operating leases
	Current portion of operating lease liabilities
	$
	39,248

	Non-current operating leases
	Operating lease liabilities, long-term
	
	263,753

	Total operating lease liabilities
	
	
	
	303,001

	
	
	
	
	

	Current finance leases
	Current portion of financing lease liabilities
	
	522

	Non-current finance leases
	Financing lease liabilities, long-term
	
	51,908

	Total finance lease liabilities
	
	
	
	52,430

	Total lease liabilities
	
	
	$
	355,431

	
	
	
	
	



The components of lease cost recognized within our condensed consolidated statements of comprehensive income for the nine and three months ended September 30, 2022 are as follows (amounts in thousands):

	
	
	
	
	Nine months ended
	
	Three months ended

	
	
	
	
	September 30,
	
	September 30,

	
	Condensed Consolidated Income Statement Classification
	
	2022
	
	
	2022

	Lease costs:
	
	
	
	
	
	
	

	Operating lease costs
	Cost of goods sold
	$
	25,798
	
	$
	8,716

	Operating lease costs
	Selling, general and administrative expenses
	
	4,743
	
	
	1,955

	Finance lease costs
	
	
	
	
	
	
	

	Amortization of right-of-use assets
	Selling, general and administrative expenses
	
	1,516
	
	
	540

	Interest expense on lease liabilities
	Interest expense, net
	
	3,758
	
	
	1,270

	Other lease costs(1)
	Cost of goods sold
	
	26,764
	
	
	9,961

	Other lease costs(1)
	Selling, general and administrative expenses
	
	507
	
	
	170

	Total lease costs
	
	
	$
	63,086
	
	$
	22,612

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	



(1) Other lease costs includes short-term lease costs and variable lease costs.

Rent expense, amortization of landlord improvements and percentage rent expense calculated under ASC 840 were $47.1 million, $8.7 million and $2.5 million for the nine months ended September 30, 2021, respectively. Rent expense, amortization of landlord improvements and percentage rent expense calculated under ASC 840 were $15.8 million, $3.1 million and $1.3 million for the three months ended September 30, 2021, respectively.

We often have options to renew lease terms for Showrooms and other assets. The exercise of lease renewal options is generally at our sole discretion. In addition, certain lease agreements may be terminated prior to their original expiration date at our discretion. We evaluate each renewal and termination options at the lease commencement date to determine if
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we are reasonably certain to exercise the option on the basis of economic factors. The table below summarizes the weighted average remaining lease terms as of September 30, 2022.

	Weighted Average Remaining Lease Term (In Years)
	September 30, 2022

	Operating leases
	
	8.59

	Finance leases
	22.66



The discount rate implicit within our finance leases was determined at the time of lease commencement. However, the discount rate implicit within our operating leases is generally not determinable at the time of lease commencement and therefore the Company determines the discount rate based on its incremental borrowing rate. For all operating leases, the Company utilized a market-based approach to estimate the incremental borrowing rate (“IBR”), which required significant judgment. The Company estimated the base IBR based on an analysis of (i) yields on the Company’s 2021 Credit Facility, as well as comparable companies and (ii) unsecured yields and discount rates. The Company applied adjustments to the base IBRs to account for full collateralization and lease term. The table below summarizes the weighted average discount rate used to measure our lease liabilities as of September 30, 2022.

	Weighted Average Discount Rate
	
	
	
	
	
	
	
	
	September 30, 2022

	Operating leases
	
	
	
	
	
	
	
	
	4.39 %

	Finance leases
	
	
	
	
	
	
	
	9.72 %

	Future lease liabilities at September 30, 2022 are as follows (amounts in thousands):
	
	
	
	
	
	
	
	
	

	Year Ending December 31,
	Operating Lease Liabilities (1)
	
	Finance Lease Liabilities
	
	Total Lease Liabilities

	Remainder of 2022
	$
	12,322
	
	$
	1,333
	
	$
	13,655
	

	2023
	
	51,708
	
	
	5,333
	
	
	57,041
	

	2024
	
	46,897
	
	
	5,153
	
	
	52,050
	

	2025
	
	40,472
	
	
	5,153
	
	
	45,625
	

	2026
	
	37,826
	
	
	5,612
	
	
	43,438
	

	2027
	
	34,218
	
	
	5,423
	
	
	39,641
	

	Thereafter
	
	146,193
	
	
	115,168
	
	
	261,361
	

	Total lease payments
	
	369,636
	
	
	143,175
	
	
	512,811
	

	Less: Amounts representing interest
	
	(66,635)
	
	
	(90,745)
	
	
	(157,380)
	

	Total
	$
	303,001
	
	$
	52,430
	
	$
	355,431
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	



(1) Includes leases with related parties. See Note 10 — Related Party Transactions for amounts leased from related parties.

At September 30, 2022, the Company has entered into leases for the expansion of our Boston Heights distribution center, Showrooms and equipment which have not yet commenced with expected lease terms ranging from 5 to 23 years. The aggregate minimum rental payments over the term of the leases of approximately $166.7 million are not included in the above table.
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Future minimum lease payments for operating and capital leases under ASC 840 at December 31, 2021, were as follows (amounts in thousands):

	Year Ending December 31,
	Operating Leases (1)
	
	
	Capital Leases
	
	
	
	Total Future Lease Payments

	2022
	
	$
	45,892
	
	$
	4,673
	
	$
	50,565

	2023
	
	
	43,507
	
	
	4,673
	
	
	48,180

	2024
	
	
	38,659
	
	
	4,673
	
	
	43,332

	2025
	
	
	33,125
	
	
	4,673
	
	
	37,798

	2026
	
	
	29,903
	
	
	5,132
	
	
	35,035

	Thereafter
	
	129,498
	
	
	120,390
	
	
	249,888

	
	
	
	320,584
	
	
	144,214
	
	
	464,798

	Less: Amounts representing interest
	
	—
	
	(94,064)
	
	
	(94,064)

	Total
	$
	320,584
	
	$
	50,150
	
	$
	370,734

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	(1) Includes leases with related parties. See Note 10 — Related Party Transactions for amounts leased from related parties.
	
	
	
	
	
	
	
	
	

	Supplemental cash flow information related to leases for the nine months ended September 30, 2022, is as follows (amounts in thousands):
	
	
	
	
	
	

	
	
	
	
	
	
	
	Nine months ended September 30,

	
	
	
	
	
	
	
	
	
	
	2022
	

	Cash paid for amounts included in the measurement of lease liabilities:
	
	
	
	
	
	
	
	
	

	Operating cash flows for operating leases
	
	
	
	
	$
	
	
	35,587
	

	Operating cash flows for finance leases
	
	
	
	
	
	
	
	
	3,758
	

	Financing cash flows for finance leases
	
	
	
	
	
	
	
	
	113
	

	Right-of-use assets obtained in exchange for lease obligations:
	
	
	
	
	
	
	
	
	
	

	Operating leases
	
	
	
	
	$
	
	
	43,474
	

	Finance leases
	
	
	
	
	
	
	
	
	2,018
	



6. Equity Based Compensation

The following tables summarize the activity of the Company’s management incentive unit awards granted pre-IPO for the nine months ended September 30, 2022 and their equity based compensation expense for the nine and three months ended September 30, 2022 and 2021, respectively (amounts in thousands):

	
	Class A
	
	Class B
	

	
	Amount
	
	Weighted Average Grant
	
	Amount
	
	
	
	Weighted Average Grant
	

	
	
	
	Date Fair Value
	
	
	
	
	Date Fair Value
	

	Unvested at December 31, 2021
	2,520,229
	
	$
	16.28
	
	
	596,598
	
	$
	0.13
	

	Granted
	—
	
	—
	
	—
	
	—
	

	Forfeited
	—
	
	—
	
	—
	
	—
	

	Vested
	(1,009,960)
	
	
	17.38
	
	
	(596,598)
	
	
	0.10
	

	Unvested at September 30, 2022
	1,510,269
	
	$
	18.10
	
	
	—
	
	$
	—
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	Nine months ended September 30,
	
	Three months ended September 30,

	
	
	2022
	
	
	2021
	
	
	2022
	
	
	2021

	Equity based compensation expense - management incentive units pre-IPO(1)
	$
	2,073
	
	$
	1,135
	
	$
	684
	
	$
	708


[image: ]

(1) Total unrecognized equity based compensation for the management incentive unit awards granted pre-IPO to be recognized in future periods is $9.5 million at September 30, 2022, and will be recognized over a weighted average period of 3.60 years. Equity based compensation expense is recorded within selling, general and administrative expenses on our condensed consolidated statements of comprehensive income.

On August 2, 2022, the Compensation Committee (the "Committee") of the Board of Directors of the Company approved grants of performance stock units (“PSUs”) and restricted stock units (“RSUs”) under the Arhaus, Inc. 2021 Equity Incentive Plan (the “2021 Plan”) to certain of the Company’s named executive officers and other key employees (“Award Recipient”). The Committee also approved RSU awards to certain members of the Board of Directors.

Each RSU represents a contingent right to receive one share of the Company’s Class A common stock upon vesting. The RSUs granted to Award Recipients vest in one-third increments on each of the first, second and third anniversary of the date of grant, provided that the Award Recipient continues to serve the Company through the applicable vesting date (“Continuous Service”). If the Award Recipient’s Continuous Service terminates for any reason other than death, disability or in connection with a change in control (as such terms are defined in the 2021 Plan), unless the Committee determines otherwise, all RSUs that are unvested at the time of such termination shall be forfeited and canceled immediately without consideration. The RSUs issued to certain members of the Board of Directors will vest on the one-year anniversary of the grant date. The Company accounts for forfeitures as they occur.

Each PSU represents a contingent right to receive one share of the Company’s Class A common stock upon vesting. The number of PSUs earned will be based on the Company’s financial performance as measured against pre-established target goals for cumulative demand revenue and cumulative adjusted EBITDA (the “Performance Goals”) over the period beginning on January 1, 2022 and ending on December 31, 2024 (the “Performance Period”). PSUs will vest as of the end of the Performance Period (December 31, 2024) subject to the Award Recipient’s Continuous Service, but will not settle and payout until the number of PSUs earned is determined by the Committee. The Award Recipient may earn between 0% and 200% of the PSU target award based on the Company’s achievement of the Performance Goals. The Company accounts for forfeitures as they occur.

The fair value of each PSU and RSU is based on the grant date market price of $5.75. The aggregate grant date fair value of the PSUs and RSUs granted during the nine months ended September 30, 2022 was $2.9 million and $4.1 million, respectively.

The following table summarizes the activity of the Company’s PSU and RSU awards for the nine months ended September 30, 2022, and their equity based compensation expense for the nine and three months ended September 30, 2022 and 2021, respectively (amounts in thousands):

	
	
	PSU Awards
	RSU Awards
	

	
	Amount
	
	
	
	Weighted Average Grant
	
	Amount
	
	Weighted Average Grant
	
	

	
	
	
	
	
	Date Fair Value
	
	
	Date Fair Value
	

	Unvested at December 31, 2021
	
	—
	
	$
	—
	
	—
	
	$
	—
	
	

	Granted
	496,375
	
	
	5.75
	
	720,411
	
	
	5.75
	
	

	Forfeited
	(750)
	
	
	5.75
	
	(3,250)
	
	
	5.75
	
	

	Vested
	
	—
	
	
	—
	
	—
	
	
	—
	
	

	Unvested at September 30, 2022
	495,625
	
	$
	5.75
	
	717,161
	
	$
	5.75
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	16
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	Nine months ended September 30,
	
	
	
	Three months ended September 30,

	
	2022
	
	
	2021
	
	
	
	2022
	
	
	2021

	Equity based compensation expense - PSUs(1)
	$
	238
	
	$
	—
	
	$
	238
	
	$
	—

	Equity based compensation expense - RSUs(2)
	$
	302
	
	$
	—
	$
	302
	
	$
	—


[image: ]

(1) Total unrecognized equity based compensation for the PSUs to be recognized in future periods is $3.2 million at September 30, 2022, and will be recognized over a weighted average period of 2.25 years. Equity based compensation expense is recorded within selling, general and administrative expenses on our condensed consolidated statements of comprehensive income.
(2) Total unrecognized equity based compensation for the RSUs to be recognized in future periods is $3.8 million at September 30, 2022, and will be recognized over a weighted average period of 2.55 years. Equity based compensation expense is recorded within selling, general and administrative expenses on our condensed consolidated statements of comprehensive income.

7. Segment Reporting

Our chief operating decision maker is our Chief Executive Officer (“CEO”), who reviews financial information presented on a consolidated basis for purposes of making decisions, assessing financial performance and allocating resources. We operate our business as one operating segment and therefore we have one reportable segment that offers an assortment of merchandise across a number of categories, including furniture, outdoor, lighting, textiles, and décor. The assortment of merchandise can be purchased through our retail and eCommerce sales channels.

The majority of our net revenue is generated through sales to clients in the United States. Sales to clients outside of the United States are not significant. Further, no single client represents more than ten percent or more of our net revenue.

The following table shows net revenue by merchandise sales channel for the nine and three months ended September 30, 2022 and 2021, respectively (amounts in thousands):

	
	Nine months ended September 30,
	
	Three months ended September 30,

	
	2022
	
	
	
	2021
	
	
	2022
	
	
	2021

	Retail
	$
	727,953
	
	$
	457,439
	
	$
	268,988
	
	$
	166,928

	eCommerce
	
	144,642
	
	
	101,251
	
	
	51,042
	
	
	36,405

	Total net revenue
	$
	872,595
	
	$
	558,690
	
	$
	320,030
	
	$
	203,333

	
	
	
	
	
	
	
	
	
	
	
	



8. Net and Comprehensive Income per Share

As a result of the Reorganization and IPO, existing Class A and Class B Unitholders of LLC were issued Class B and Class A common stock in the Company, respectively. The Class A Unitholders received 80,792,206 shares of Class B common stock and the Class B Unitholders received 31,266,536 shares of Class A common stock. Accordingly, all share and per share amounts for all periods presented in the condensed consolidated statements of comprehensive income and this note have been adjusted retroactively, where applicable, to reflect the Reorganization.

Basic and diluted net and comprehensive income per share for the nine and three months ended September 30, 2022 and 2021, was calculated by adjusting net and comprehensive income attributable to Arhaus, Inc. for net and comprehensive income attributable to noncontrolling interest, and dividing by basic and diluted weighted-average number of common shares outstanding. Management Incentive Unitholders did not participate in the earnings or losses of the Company as of September 30, 2021 and therefore were not participating securities. As such, they were not included within the calculation of basic or diluted earnings per share as of September 30, 2021.

Basic and diluted net and comprehensive income per share for the nine and three months ended September 30, 2022 and 2021, is as follows (amounts in thousands except share and per share data):
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	Nine months ended September 30,
	
	Three months ended September 30,

	
	
	2022
	
	
	2021
	
	
	2022
	
	
	2021

	Numerator
	
	
	
	
	
	
	
	
	
	
	

	Net and comprehensive income
	$
	89,633
	
	$
	30,276
	
	$
	36,936
	
	$
	14,228

	Less: Net and comprehensive income attributable to noncontrolling interest
	
	—
	
	17,499
	
	
	—
	
	8,231

	Net and comprehensive income attributable to Arhaus, Inc.
	$
	89,633
	
	$
	12,777
	
	$
	36,936
	
	$
	5,997

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Denominator—Weighted Average Shares Outstanding
	
	
	
	
	
	
	
	
	
	
	

	Weighted-average number of common shares outstanding, basic
	
	137,939,577
	
	
	112,058,742
	
	
	138,484,495
	
	
	112,058,742

	Effect of dilutive restricted stock (1)
	
	1,606,225
	
	
	—
	
	1,360,838
	
	
	—

	Weighted-average number of common shares outstanding, diluted
	
	139,545,802
	
	
	112,058,742
	
	
	139,845,333
	
	
	112,058,742

	
	
	
	
	
	
	
	
	
	
	
	

	Net and Comprehensive Income Per Share
	
	
	
	
	
	
	
	
	
	
	

	Net and comprehensive income per share, basic
	$
	0.65
	
	$
	0.11
	
	$
	0.27
	
	$
	0.05

	Net and comprehensive income per share, diluted
	$
	0.64
	
	$
	0.11
	
	$
	0.26
	
	$
	0.05


[image: ]

(1) During the nine and three months ended September 30, 2022, 594,312 and 546,164 shares of unvested restricted stock were excluded from the computation of diluted earnings per share because their effect would have been anti-dilutive.

9. Commitments and Contingencies

The Company is involved in litigation and claims that are incidental to its business. Although the outcome of these matters cannot be determined at the present time, the Company believes that the ultimate resolution of these matters will not have a material adverse effect on the Company’s consolidated financial position, results of operations or cash flows.

From time to time, the Company has received inquiries from a number of state and local taxing agencies with respect to the remittance of sales, use, telecommunications, excise, and income taxes. Several jurisdictions are currently conducting tax audits of the Company's records. The Company collects, or has accrued for, taxes that it believes are required to be remitted. The amounts that have been remitted have historically been within the accruals established by the Company. The Company adjusts its accrual when facts relating to specific exposures warrant such adjustment. As of September 30, 2022 and December 31, 2021, we recorded liabilities of $1.2 million and $1.2 million, respectively, in accrued taxes on the condensed consolidated balance sheets for non-income tax matters that were probable and reasonably estimable.

10. Related Party Transactions

Leasing transactions

In November 2000, the Company entered into a lease agreement with Pagoda Partners, LLC, a company of which John Reed, our CEO, indirectly owns 50%, for our warehouse in Walton Hills, Ohio. The base lease term was 17 years with a 5-year renewal option. In August 2020, the Company amended the lease agreement to extend the lease term to April 2024 with the ability to extend the lease in 12-month increments thereafter. The monthly rental payments are $0.1 million. Rent expense was $1.0 million and $1.0 million for the nine months ended September 30, 2022 and 2021, respectively. Rent expense was $0.3 million and $0.3 million for the three months ended September 30, 2022 and 2021, respectively.

In July 2010, the Company entered into a lease agreement with Brooklyn Arhaus, a company of which our CEO and Mr. Beargie, a Director of the Company, own 85% and 15%, respectively, for our Outlet in Brooklyn, Ohio. The base lease term is 15 years with no lease renewal options. The monthly rental payments are $20 thousand. Rent expense was $0.2
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million and $0.2 million for the nine months ended September 30, 2022 and 2021, respectively. Rent expense was $0.1 million and $0.1 million for the three months ended September 30, 2022 and 2021, respectively.

In September 2014, the Company entered into a lease agreement with Premier Arhaus, LLC, a company of which our CEO indirectly owned 50% during 2021, on a triple net basis for our headquarters building and distribution center, with construction completed during 2016. The base lease term is 17 years, with a 10-year renewal option at fixed rental payments, and with two additional 5-year renewal options at fair market rent. The monthly rental payments range from $0.2 million to $0.5 million during the 17-year base lease term and from $0.5 million to $0.6 million during the 10-year renewal period. In September 2021, the Company amended the existing finance lease agreement to extend the lease term for an additional three years, which included monthly rental payments of $0.6 million. Further, the amended lease agreement provides for the expansion of the Company’s distribution center and monthly rental payments range from $0.1 million to $0.2 million. During the fourth quarter of 2021, the lessor sold its interest in the leased assets to a third party. As a result, the lease is no longer with a related party of the Company. Rent expense was $4.4 million and $1.5 million for the nine and three months ended September 30, 2021, respectively.

In March 2021, the Company entered into a lease agreement with Premier Conover, LLC, a company of which our CEO indirectly owns 10%, for a distribution center and manufacturing building, for which construction was completed in the fourth quarter of 2021. The base lease term is for 12 years, with a 10-year renewal option and two additional 5-year renewal options at the higher of the minimum base rent or the fair market rent at the time of renewal execution. The monthly rental payments range from $0.2 million to $0.3 million during the 12-year base lease term and from $0.4 million to $0.5 million during the 10-year renewal period. Rent expense was $2.8 million and $1.0 million for the nine and three months ended September 30, 2022, respectively.

Other transactions

In accordance with the change in reporting entity, the Company’s condensed consolidated statements of cash flows include the payment and receipt of a related-party receivable and a related-party note receivable between Homeworks and our CEO for $0.1 million and $1.0 million, respectively for the nine months ended September 30, 2021. The receivable and the full principal on the note receivable, including accrued interest, were paid back to the Company by the CEO in May 2021.

In accordance with the Reorganization, the Company has accounts payable due to noncontrolling interests of LLC for state and federal income tax refunds filed for tax periods prior to the Reorganization. The accounts payable due to related parties were $1.8 million and $2.9 million at September 30, 2022 and December 31, 2021, respectively, and are included within accounts payable on the condensed consolidated balance sheets.

11. Income Taxes

Income taxes were $27.9 million and $1.7 million in the nine months ended September 30, 2022 and 2021, respectively. Income taxes were $9.6 million and $0.5 million in the three months ended September 30, 2022 and 2021, respectively. The effective tax rate was 23.7% and 5.3% for the nine months ended September 30, 2022 and 2021, respectively. The effective tax rate was 20.6% and 3.4% for the three months ended September 30, 2022 and 2021, respectively.

Prior to the Reorganization, the Company was a limited liability company under the Internal Revenue Code that had elected to be taxed as a partnership and did not pay federal or most state corporate income taxes on its taxable income, but rather its members were liable for their respective portions of the taxable income (loss) of LLC. The income tax provision included state and local tax in certain jurisdictions prior to the Reorganization. Subsequent to the Reorganization, LLC’s taxable income flows through to FS Arhaus and Homeworks who are subject to U.S. federal and state corporate income taxes. For the year ended December 31, 2021, the Company recorded a $17.4 million adjustment to additional paid-in capital related to the Reorganization representing FS Arhaus, Inc.’s investment in LLC. The tax investment amount changed as a result of LLC’s federal tax filing in 2022, therefore the Company recorded a return-to-provision adjustment of $1.3 million to additional paid-in capital for the period ending September 30, 2022.

The Inflation Reduction Act was enacted on August 16, 2022 and includes a new 15% minimum tax on “adjusted financial statement income” beginning with the Company’s fiscal year 2023, a new 1% excise tax on stock repurchases after December 31, 2022, and several tax incentives to promote clean energy. While these tax law changes have no immediate
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effect and are not expected to have a material adverse effect on our results of operations going forward, we will continue to evaluate their impact as further information becomes available.

As of September 30, 2022, no unrecognized tax benefits have been recognized. The Company files income tax returns in the U.S. and various state and local jurisdictions. The tax years after 2017 remain open to examination by the state taxing jurisdictions in which the Company is subject to tax. As of September 30, 2022, the Company was not under examination by the Internal Revenue Service or any state tax jurisdiction.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis of our financial condition and results of operations together with our condensed consolidated financial statements and the related notes included elsewhere in this Form 10-Q and our Annual Report on Form 10-K for the year ended December 31, 2021. This Quarterly Report on Form 10-Q contains forward looking statements that involve risks and uncertainties, as well as assumptions that, if they do not fully materialize or are proven incorrect, could cause our business and results of operations to differ materially from those expressed or implied by such forward-looking statements. Forward-looking statements can generally be identified by the use of forward-looking terminology, including, but not limited to, “may,” “could,” “seek,” “guidance,” “predict,” “potential,” “likely,” “believe,” “will,” “expect,” “anticipate,” “estimate,” “plan,” “intend,” “believe,” “forecast,” or variations of these terms and similar expressions, or the negative of these terms or similar expressions. Past performance is not a guarantee of future results or returns and no representation or warranty is made regarding future performance. Such forward-looking statements involve known and unknown risks, uncertainties and other important factors beyond our control that could cause our actual results, performance or achievements to be materially different from the expected results, performance or achievements expressed or implied by such forward-looking statements. Such factors include, but are not limited to, the following risks:

· Our reliance on third-party transportation carriers and risks associated with increased freight and transportation costs;

· Disruption in our receiving and distribution system, including delays in the integration of our new distribution centers and the possibility that we may not realize the anticipated benefits of multiple distribution centers;
· Our ability to obtain quality merchandise in sufficient quantities;

· Risks as a result of constraints in our supply chain;

· A failure of our vendors to meet our quality standards;

· Declines in general economic conditions that affect consumer confidence and consumer spending that could adversely affect our revenue;

· The possibility of cyberattacks and our ability to maintain adequate cybersecurity systems and procedures;

· Loss, corruption and misappropriation of data and information relating to clients and employees;

· Changes in and compliance with applicable data privacy rules and regulations;

· Our ability to manage and maintain the growth rate of our business;

· Our ability to anticipate changes in consumer preferences;

· Risks related to maintaining and increasing Showroom traffic and sales;

· Our ability to compete in our market;

· Our ability to adequately protect our intellectual property;

· Compliance with applicable governmental regulations;

· The COVID-19 pandemic and its effect on our business;

· Effectively managing our eCommerce business and digital marketing efforts; and

· Compliance with SEC rules and regulations as a public reporting company.

The risks, uncertainties and assumptions referred to above that could cause our results to differ materially from the results expressed or implied by such forward-looking statements include, but are not limited to, those discussed under Item 1A. Risk Factors, Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations, and elsewhere in our Annual Report on Form 10-K for the year ended December 31, 2021. All forward-looking statements included in this document are based on information available to us as of the date hereof, and we assume no obligation to update these forward-looking statements. These statements are based on information available to us as of the date of this Form 10-Q. While we believe that information provides a reasonable basis for these statements, that information may be limited or incomplete. Our statements should not be read to indicate that we have conducted an exhaustive inquiry into, or review of, all relevant information. These statements are inherently uncertain, and investors are cautioned not to unduly rely on these statements.

The following discussion contains references to the nine and three months ended September 30, 2022 and 2021, which represents the condensed consolidated financial results of Arhaus, Inc. and subsidiaries for the nine and three months ended September 30, 2022 and 2021, respectively.

Overview

Arhaus is a rapidly growing lifestyle brand and premium retailer in the home furnishings market, specializing in livable luxury supported by globally-sourced, heirloom-quality merchandise. We offer a differentiated direct-to-consumer approach to furniture and décor. Our curated assortments are presented across our sales channels in sophisticated, family
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friendly and unique lifestyle settings. We offer merchandise assortments across a number of categories, including furniture, lighting, textiles, décor, and outdoor. Our products, designed to be used and enjoyed throughout the home, are sourced directly from factories and suppliers with no wholesale or dealer markup, allowing us to offer an exclusive assortment at an attractive value. Our direct sourcing network consists of more than 400 vendors, some of whom we have had relationships with since our founding. Our product development teams work alongside our direct sourcing partners to bring to market proprietary merchandise that is a great value to clients, while delivering attractive margins.

We believe in providing a dynamic and welcoming experience in our Showrooms and online with the conviction that retail is theater. Our national omni-channel business positions our retail locations as Showrooms for our brand, while our website acts as a virtual extension of our Showrooms. Our theater-like Showrooms are highly inspirational and function as an invaluable brand awareness vehicle. Our seasoned sales associates and in-home designers provide expert advice and assistance to our client base that drives significant client engagement. Our omni-channel model allows clients to begin or end their shopping journey online, while also experiencing our theater-like Showrooms throughout the shopping journey.

We have one reportable segment as of September 30, 2022. At September 30, 2022, we operated 80 Showrooms, 67 with in-home interior designers. At December 31, 2021, we operated 79 Showrooms, 58 with in-home interior designers.

	
	September 30, 2022
	December 31,
	

	
	
	2021
	

	Traditional showrooms
	72
	
	71
	

	Design Studios
	5
	
	5
	

	Outlets
	3
	
	3
	

	Total Showroom locations
	80
	
	79
	

	
	
	
	
	

	Total square footage (in thousands)
	1,294
	
	1,288
	



For the nine months ended September 30, 2022, we generated $872.6 million of net revenue, $367.0 million of gross margin and $89.6 million of net and comprehensive income. For the three months ended September 30, 2022, we generated $320.0 million of net revenue, $136.3 million of gross margin and $36.9 million of net and comprehensive income.

Effects of COVID-19 on Our Business

While we have been able to serve our clients and operate our business through the ongoing COVID-19 pandemic, there can be no assurance that future events will not have an impact on our business, results of operations or financial condition since the extent and duration of the pandemic remains uncertain. Future adverse developments in connection with the COVID-19 pandemic, including additional waves or resurgences of COVID-19 outbreaks, new strains or variants of the virus, evolving international, federal, state and local restrictions and safety regulations in response to COVID-19 risks, changes in consumer behavior and health concerns, the pace of economic activity in the wake of the COVID-19 pandemic, or other similar issues could adversely affect our business, results of operations or financial condition in the future.

Various constraints in our merchandise supply chain have resulted in delays in our ability to convert demand into net revenue at normal historical rates. We anticipate that the business conditions related to the COVID-19 pandemic will continue to adversely affect the capacity of our vendors and supply chain to meet our demand during fiscal year 2022. We expect that our supply chain may catch up to demand in the foreseeable future, but business circumstances and operational conditions in numerous international locations where our vendors operate cannot be predicted with certainty.

How We Assess the Performance of Our Business

In addition to U.S. GAAP results, this Form 10-Q contains references to the non-GAAP financial measures below. We use these non-GAAP measures to help assess the performance of our business, identify trends affecting our business, formulate business plans and make strategic decisions. In addition to our results determined in accordance with U.S. GAAP, we believe that providing these non-GAAP financial measures are useful to our investors as they present an informative supplemental view of our results from period to period by removing the effect of non-recurring items.

The non-GAAP financial measures presented herein are specific to us and may not be comparable to similar measures disclosed by other companies because of differing methods used by other companies in calculating them. These measures are also not intended to be measures of free cash flow for management’s discretionary use, as they do not reflect tax payments, debt service requirements and certain other cash costs that may recur in the future, including, among other things, cash requirements for working capital needs. Management compensates for these limitations by relying on our U.S. GAAP results in addition to using these non-GAAP financial measures. The non-GAAP financial measures should not be
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construed as an inference that our future results will be unaffected by unusual or non-recurring items. We consider the following financial and operating measures that affect our results of operations:

Net Revenue and Demand. Net revenue is recognized when a client obtains control of the merchandise. We also track demand in our business which is a key performance indicator linked to the level of client orders placed. Demand is an operating metric that we use to measure the dollar value of orders (based on purchase price) at the time the order is placed, net of the dollar value of cancellations and returns (based on unpaid purchase price and amount credited to client). These orders are recognized as net revenue when a client obtains control of the merchandise. Because demand is measured net of cancellations, all demand will eventually become net revenue, with appropriate reserves, when delivered to the client.

Comparable Growth. Comparable growth is the year-over-year percentage change of the dollar value of orders delivered (based on purchase price), net of the dollar value of returns (based on amount credited to client), from comparable Showrooms and eCommerce, including through our catalogs and other mailings. This metric is a key performance indicator used by management to evaluate Showroom performance for locations that have been opened for at least 15 consecutive months, which enables management to view the performance of those Showrooms without the dollar value of orders delivered for new Showrooms being included. Comparable Showrooms are defined as permanent Showrooms open for at least 15 consecutive months, including relocations in the same market. Showrooms record demand immediately upon opening, while orders delivered take additional time because product must be delivered to the client. Comparable Showrooms that were temporarily closed during portions of 2021 were not excluded from the comparable Showroom calculation. The dollar value of orders delivered for Outlet comparable locations are included.

Demand Comparable Growth. Demand comparable growth is the year-over-year percentage change of demand from our comparable Showrooms and eCommerce, including through our direct-mail catalog. This metric is a key performance indicator used by management to evaluate Showroom demand performance for locations that have been opened for at least 13 consecutive months, which enables management to view the performance of those Showrooms without new Showroom demand included. For demand purposes, comparable Showrooms are defined as permanent Showrooms open for at least 13 consecutive months, including relocations in the same market. Comparable Showrooms that were temporarily closed during portions of 2021 were not excluded from the comparable Showroom calculation. Outlet comparable location demand is included.

Demand comparable growth provides insight into business levels in a particular period by comparing the dollar value of orders (based on purchase price) placed in that period to the prior comparable period. Although these orders do not result in net revenue until the order is delivered at a later point in time, management utilizes this metric to evaluate core performance.

Comparable growth is an additional measure that management utilizes to compare the dollar value of orders delivered (based on purchase price) in a period compared to the prior comparable period. Since delivery generally coincides with recognition of net revenue, with appropriate reserves, comparable growth trends will more closely track trends in reported net revenue than demand comparable growth trends. While increases or decreases in demand comparable growth will translate into increases or decreases in comparable growth over time, the trends do not necessarily correlate in any particular period. This is partially due to the general lag in time between when an order is placed and when an order is delivered. When the time gap from order to delivery increases, due to supply chain challenges for example, it may take longer for comparable growth to reflect demand comparable growth. Notwithstanding these limitations, management considers it useful to assess both measures together to get a more complete picture of overall performance trends, and believes these measures can be useful to investors for the same purpose, when viewed together with our reported results and other metrics.

Gross Margin. Gross margin is equal to our net revenue less cost of goods sold. Cost of goods sold includes the direct cost of purchased merchandise, inventory shrinkage, inbound freight, all freight costs to get merchandise to our Showrooms, credit card fees, design, buying and allocation costs, occupancy costs related to Showroom operations and our supply chain, such as rent and common area maintenance for our leases, depreciation and amortization of leasehold improvements, equipment and other assets in our Showrooms and distribution centers. In addition, cost of goods sold includes all logistics costs associated with shipping product to our clients, partially offset by delivery fees collected from clients (recorded in net revenue on the condensed consolidated statements of comprehensive income).

Selling, General and Administrative Expenses. Selling, general and administrative, or SG&A, expenses include all operating costs not included in cost of goods sold. These expenses include payroll and payroll related expenses, Showroom expenses other than occupancy and expenses related to many of our operations at our corporate headquarters, including marketing, information technology, utilities and depreciation and amortization expense. Payroll includes both fixed
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compensation and variable compensation. Variable compensation includes Showroom commissions and Showroom bonus compensation related to demand, likely before the client obtains control of the merchandise. Variable compensation is not significant in our eCommerce channel. All new Showroom opening expenses, other than occupancy, are included in SG&A expenses and are expensed as incurred. We expect certain of these expenses to continue to increase as we open new Showrooms, develop new product categories and otherwise pursue our current business initiatives. SG&A expenses as a percentage of net revenue are usually higher in lower-volume quarters and lower in higher-volume quarters because a significant portion of the costs are relatively fixed.

EBITDA. We define EBITDA as consolidated net income before depreciation and amortization, interest expense, net and income tax expense.

Adjusted EBITDA. We believe that adjusted EBITDA is a useful measure of operating performance as the adjustments eliminate items that we believe are not reflective of underlying operating performance in a particular period. Adjusted EBITDA facilitates a comparison of our operating performance on a consistent basis from period-to-period and provides for a more complete understanding of factors and trends affecting our business.

Because adjusted EBITDA omits certain non-cash items and items that we believe are not reflective of underlying operating performance in a particular period, we feel that it is less susceptible to variances in actual performance resulting from depreciation, amortization and other non-cash charges and can be more reflective of our operating performance in a particular period. We also use adjusted EBITDA as a method for planning and forecasting overall expected performance and for evaluating, on a quarterly and annual basis, actual results against such expectations.

The following is a reconciliation of our net and comprehensive income to EBITDA and adjusted EBITDA for the periods presented:

	
	
	Nine months ended September 30,
	
	
	
	Three months ended September 30,

	(In thousands)
	2022
	
	
	2021
	
	
	
	2022
	
	
	2021

	Net and comprehensive income
	
	$
	89,633
	
	$
	30,276
	
	$
	36,936
	
	$
	14,228

	Interest expense, net
	
	3,367
	
	
	4,091
	
	
	751
	
	
	1,365

	Income tax expense
	
	27,851
	
	
	1,704
	
	
	9,568
	
	
	500

	Depreciation and amortization
	
	18,319
	
	
	17,206
	
	
	6,324
	
	
	8,297

	EBITDA
	
	139,170
	
	
	53,277
	
	
	53,579
	
	
	24,390

	Equity based compensation
	
	2,613
	
	
	1,135
	
	
	1,224
	
	
	708

	Derivative expense (1)
	
	—
	
	29,905
	
	
	—
	
	100

	Other expenses (2)
	
	6,567
	
	
	5,806
	
	
	1,909
	
	
	5,188

	Adjusted EBITDA
	$
	148,350
	
	$
	90,123
	
	$
	56,712
	
	$
	30,386

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	



(1)We repaid our term loan in full on December 28, 2020. The derivative expense relates to the change in the fair value of the exit fee at the end of each reporting period. The Company used a portion of the net proceeds from the IPO to pay the derivative liability on November 8, 2021.

(2)Other expenses represent costs and investments not indicative of ongoing business performance, such as third-party consulting costs, one-time project start-up costs, severance, signing bonuses, recruiting and project-based strategic initiatives. For the nine and three months ended September 30, 2022, these other expenses consisted largely of $4.6 million and $1.6 million of costs related to the opening and set-up of our Dallas distribution center, respectively. For the nine and three months ended September 30, 2021, other expenses consisted primarily of $5.0 million and $3.5 million of costs related to the Reorganization and IPO and $1.5 million and $0.5 million of severance, signing bonuses and recruiting costs, respectively.

Factors Affecting the Comparability of our Results of Operations

Our results over the past two years have been affected by the following events, which must be understood in order to assess the comparability of our period-to-period financial performance and condition.

Showroom Openings and Closings

New Showrooms contribute incremental expense and net revenue to the Company. In the nine months ended September 30, 2022, we opened three Showrooms and closed two Showrooms. Of the two Showroom closures in the nine months ended September 30, 2022, one was related to a relocation. In 2021, we opened ten Showrooms and closed five Showrooms. Of the five Showroom closures in 2021, three were related to relocations in 2021.
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Financing Transactions

We repaid our Term Loan in full on December 28, 2020. The derivative expense relates to the change in the fair value of the exit fee at the end of each reporting period. The exit fee, which was payable in cash at the time the IPO was consummated, was calculated as 4% of the total equity value of the Company, based on the valuation determined in connection with the IPO, which valuation included, among other factors, (a) the IPO price, plus (b) cash, minus (c) any outstanding indebtedness, minus (d) transaction expenses, minus (e) the equity value of the preferred equity interests of LLC and all subsidiaries received on the closing date of the term loan, minus (f) the value of management incentive units in effect on the closing date of the term loan or issued after the closing date pursuant to management incentive plans in existence on the closing date. For the nine and three months ended September 30, 2021, the derivative expense related to the change in fair value of the exit fee was $29.9 million and $0.1 million, respectively. The Company used a portion of the net proceeds from the IPO to pay the derivative liability of $64.1 million in full on November 8, 2021.

Results of Operations

The following tables summarize key components of our results of operations for the periods indicated. The following discussion should be read in conjunction with our condensed consolidated financial statements and related notes.

	Statement of Condensed Consolidated Comprehensive Income Data:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Nine months ended September 30,
	
	Three months ended September 30,

	(In thousands)
	
	2022
	
	
	2021
	
	
	2022
	
	
	2021
	

	Net revenue
	
	$
	872,595
	
	$
	558,690
	
	$
	320,030
	
	$
	203,333
	

	Cost of goods sold
	
	505,561
	
	
	325,710
	
	
	183,739
	
	
	118,522
	

	Gross margin
	
	367,034
	
	
	232,980
	
	
	136,291
	
	
	84,811
	

	Selling, general and administrative expenses
	
	246,767
	
	
	196,443
	
	
	89,145
	
	
	68,266
	

	Loss on disposal of assets
	
	—
	
	466
	
	
	—
	
	452
	

	Income from operations
	
	120,267
	
	
	36,071
	
	
	47,146
	
	
	16,093
	

	Interest expense, net
	
	3,367
	
	
	4,091
	
	
	751
	
	
	1,365
	

	Other income
	
	(584)
	
	
	—
	
	(109)
	
	
	—
	

	Income before taxes
	
	117,484
	
	
	31,980
	
	
	46,504
	
	
	14,728
	

	Income tax expense
	
	27,851
	
	
	1,704
	
	
	9,568
	
	
	500
	

	Net and comprehensive income
	$
	89,633
	
	$
	30,276
	
	$
	36,936
	
	$
	14,228
	

	Less: Net income attributable to noncontrolling interest
	
	—
	
	17,499
	
	
	—
	
	8,231
	

	Net and comprehensive income attributable to Arhaus, Inc.
	$
	89,633
	
	$
	12,777
	
	$
	36,936
	
	$
	5,997
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	Other Operational Data:
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	Nine months ended September 30,
	
	Three months ended September 30,

	(Dollars in thousands)
	
	2022
	
	
	2021
	
	
	2022
	
	
	2021

	Net revenue
	
	$
	872,595
	
	$
	558,690
	
	$
	320,030
	
	$
	203,333

	Comparable growth
	
	53.5 %
	
	
	56.0 %
	
	
	54.3 %
	
	
	61.3 %

	Demand comparable growth
	
	15.1 %
	
	
	58.4 %
	
	
	15.8 %
	
	
	28.3 %

	Gross margin as a % of net revenue
	
	42.1 %
	
	
	41.7 %
	
	
	42.6 %
	
	
	41.7 %

	Selling, general and administrative expenses as a % of net revenue
	
	28.3 %
	
	
	35.2 %
	
	
	27.9 %
	
	
	33.6 %

	Income from operations as a % of net revenue
	
	13.8 %
	
	
	6.5 %
	
	
	14.7 %
	
	
	7.9 %

	Net and comprehensive income
	$
	89,633
	
	$
	30,276
	
	$
	36,936
	
	$
	14,228

	Net and comprehensive income as a % of net revenue
	
	10.3 %
	
	
	5.4 %
	
	
	11.5 %
	
	
	7.0 %

	Adjusted EBITDA(1)
	$
	148,350
	
	$
	90,123
	
	$
	56,712
	
	$
	30,386

	Adjusted EBITDA as a % of net revenue
	
	17.0 %
	
	
	16.1 %
	
	
	17.7 %
	
	
	14.9 %

	Total Showrooms at end of period
	
	80
	
	
	77
	
	
	80
	
	
	77

	
	
	
	
	
	
	
	
	
	
	
	
	
	



(1) See “How We Assess the Performance of Our Business,” for a definition of adjusted EBITDA and a reconciliation of adjusted EBITDA to net and comprehensive income.

Comparison of the nine months ended September 30, 2022 and 2021

Net Revenue

Net revenue increased $313.9 million, or 56.2%, to $872.6 million in the nine months ended September 30, 2022 compared to $558.7 million in the nine months ended September 30, 2021. The increase was driven primarily by increased demand for our products in both Showrooms and eCommerce, as well as elements of our supply chain continuing to catch up with client demand.

Comparable growth was 53.5% in the nine months ended September 30, 2022 compared to 56.0% in the nine months ended September 30, 2021. Demand comparable growth was 15.1% in the nine months ended September 30, 2022 compared to 58.4% in the nine months ended September 30, 2021. Demand comparable growth for the nine months ended September 30, 2021 was positively impacted by Showroom closures in 2020 as a result of the COVID-19 pandemic.

Gross Margin

Gross margin increased $134.1 million, or 57.5%, to $367.0 million in the nine months ended September 30, 2022 compared to $233.0 million in the nine months ended September 30, 2021. Gross margin improvement was driven by the increase in net revenue, partially offset by increased variable expense related to the higher revenue, including $115.5 million of higher product costs, $38.0 million of increased transportation costs and $13.8 million of increased variable rent expense, in addition to $6.3 million of higher credit card fees related to higher demand during these time periods.

As a percentage of net revenue, gross margin increased 40 basis points to 42.1% of net revenue in the nine months ended September 30, 2022 compared to 41.7% of net revenue in the nine months ended September 30, 2021. The gross margin increase as a percentage of net revenue was primarily the result of leverage on fixed Showroom costs over higher net revenue, contributing 260 basis points to the gross margin improvement. This was partially offset by higher variable Showroom costs and transportation costs, which together increased 240 basis points as a percentage of net revenue.

Selling, General and Administrative Expenses

SG&A expenses increased $50.3 million, or 25.6%, to $246.8 million in the nine months ended September 30, 2022 compared to $196.4 million in the nine months ended September 30, 2021.

The increase in SG&A expenses was primarily driven by a $33.2 million increase in warehouse expenses, a $26.1 million increase in corporate expenses to support the growth of the business, a $9.8 million increase in selling expenses related to new showrooms and higher demand and an $8.4 million increase in new public company costs. This was partially offset by
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the non-recurrence of the derivative expense in the prior year related to the change in the fair value of the Term Loan exit fee of $29.9 million.

As a percentage of net revenue, SG&A expenses decreased 690 basis points to 28.3% of net revenue in the nine months ended September 30, 2022 compared to 35.2% of net revenue in the nine months ended September 30, 2021.

Interest expense, net

Interest expense, net decreased $0.7 million to $3.4 million in the nine months ended September 30, 2022 compared to $4.1 million in the nine months ended September 30, 2021. The decrease was driven by interest income earned on money market fund investments of $0.6 million.

Income Taxes

Income tax expense was $27.9 million in the nine months ended September 30, 2022 compared to $1.7 million in the nine months ended September 30, 2021. Prior to the Reorganization, the Company was a limited liability company under the Internal Revenue Code that had elected to be taxed as a partnership and did not pay federal or most state corporate income taxes on its taxable income, but rather its members were liable for their respective portions of the taxable income (loss) of LLC. Income tax expense included state and local taxes in certain jurisdictions prior to the Reorganization. Subsequent to the Reorganization, LLC’s taxable income flows through to FS Arhaus and Homeworks who are subject to U.S. federal and state corporate income taxes.

Net and Comprehensive Income

Net and comprehensive income increased $59.4 million to $89.6 million in the nine months ended September 30, 2022 compared to $30.3 million in the nine months ended September 30, 2021. The increase was driven by the factors described above.

Comparison of the three months ended September 30, 2022 and 2021

Net Revenue

Net revenue increased $116.7 million, or 57.4%, to $320.0 million in the three months ended September 30, 2022 compared to $203.3 million in the three months ended September 30, 2021. Net revenue was driven by increased demand for our products in both Showrooms and eCommerce, as well as elements of our supply chain continuing to catch up with client demand.

Comparable growth was 54.3% in the three months ended September 30, 2022 compared to 61.3% in the three months ended September 30, 2021. Demand comparable growth was 15.8% in the three months ended September 30, 2022 compared to 28.3% in the three months ended September 30, 2021.

Gross Margin

Gross margin increased $51.5 million, or 60.7%, to $136.3 million in the three months ended September 30, 2022 compared to $84.8 million in the three months ended September 30, 2021. Gross margin improvement was driven by the increase in net revenue, partially offset by increased variable expense related to the higher revenue, including $42.7 million of higher product costs, $12.6 million of increased transportation costs and $5.4 million of increased variable rent expense, in addition to $2.3 million of higher credit card fees related to higher demand during these time periods.

As a percentage of net revenue, gross margin increased 90 basis points to 42.6% of net revenue in the three months ended September 30, 2022 compared to 41.7% of net revenue in the three months ended September 30, 2021. The gross margin increase as a percentage of net revenue was primarily the result of leverage on fixed Showroom costs over higher net revenue, contributing 240 basis points to the gross margin improvement. This was partially offset by higher variable Showroom costs and transportation costs, which together increased 190 basis points as a percentage of net revenue.

Selling, General and Administrative Expenses

SG&A expenses increased $20.9 million, or 30.6%, to $89.1 million in the three months ended September 30, 2022 compared to $68.3 million in the three months ended September 30, 2021.
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The increase in SG&A expenses was primarily driven by a $9.1 million increase in corporate expenses to support the growth of the business, $7.7 million increase in warehouse expenses and a $2.1 million increase in new public company costs.

As a percentage of net revenue, SG&A expenses decreased 570 basis points to 27.9% of net revenue in the three months ended September 30, 2022 compared to 33.6% of net revenue in the three months ended September 30, 2021.

Interest expense, net

Interest expense, net decreased $0.6 million to $0.8 million in the three months ended September 30, 2022 compared to $1.4 million in the three months ended September 30, 2021. The decrease was driven by interest income earned on money market fund investments of $0.6 million.

Income taxes

Income taxes were $9.6 million in the three months ended September 30, 2022 compared to $0.5 million in the three months ended September 30, 2021. Prior to the Reorganization, the Company was a limited liability company under the Internal Revenue Code that had elected to be taxed as a partnership and did not pay federal or most state corporate income taxes on its taxable income, but rather its members were liable for their respective portions of the taxable income (loss) of LLC. Income tax expense included state and local taxes in certain jurisdictions prior to the Reorganization.
Subsequent to the Reorganization, LLC’s taxable income flows through to FS Arhaus and Homeworks who are subject to U.S. federal and state corporate income taxes. Net and Comprehensive Income

Net and comprehensive income increased $22.7 million to $36.9 million in the three months ended September 30, 2022 compared to $14.2 million in the three months ended September 30, 2021. The increase was driven by the factors described above.

Liquidity and Capital Resources

Liquidity Outlook

Our primary cash needs have historically been for merchandise inventories, payroll, marketing catalogs, Showroom rent, capital expenditures associated with opening new Showrooms and updating existing Showrooms, as well as the development of our infrastructure and information technology. We seek out and evaluate opportunities for effectively managing and deploying capital in ways that improve working capital and support and enhance our business initiatives and strategies. As of September 30, 2022, we had cash and cash equivalents of $145.7 million.

In November 2021, we entered into the 2021 Credit Facility with Bank of America, N.A. and the lenders party thereto. The 2021 Credit Facility provides for, among other things, (1) a revolving credit facility in an aggregate amount not to exceed at any time outstanding the amount of such lender’s commitment, (2) a letter of credit commitment in an amount equal to the lesser of (a) $10.0 million, and (b) the amount of the revolving credit facility as of such date, and (3) a swingline loan in an amount equal to the lesser of (a) $5.0 million, and (b) the amount of the revolving credit facility as of such date. The aggregate amount of all commitments of all lenders under the 2021 Credit Facility is $50.0 million, which may be increased pursuant to the terms of the 2021 Credit Facility. The 2021 Credit Facility contains restrictive covenants and has certain financial covenants, including a minimum rent-adjusted total leverage ratio and a minimum fixed charge ratio. The 2021 Credit Facility bears variable interest rates at the prevailing Bloomberg Short-Term Bank Yield index rate plus the applicable margin (1.50% at September 30, 2022), whereas the applicable margin is adjusted quarterly based on the Company’s consolidated rent-adjusted total leverage ratio. At September 30, 2022, we had no borrowings on the 2021 Credit Facility.

For the nine months ended September 30, 2022, our principal sources of liquidity were cash flows from operations, including client deposits. We believe our operating cash flows will be sufficient to meet working capital requirements and fulfill other capital needs for at least the next 12 months, although we may enter into borrowing arrangements in the future.

While we do not require debt to fund our operations, our goal continues to be to position the Company to take advantage of the many opportunities that we may identify in connection with our business and operations. We have pursued in the past, and may pursue in the future, additional strategies to generate capital to pursue opportunities and investments, including new debt financing arrangements. In addition to funding the normal operations of our business, we have used our liquidity
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to fund investments and strategies such as supply chain expansion and growth initiatives. In addition, our capital needs and uses of capital may change in the future due to changes in our business or new opportunities that we choose to pursue.

Capital expenditures

Historically, we have invested significant capital expenditures in opening new Showrooms. In 2022, our recent distribution center footprint expansion has also been a focus of our capital expenditures. While our capital expenditures vary year to year, they have increased in the past and may continue to increase in future periods as our distribution centers become fully operational and we open additional Showrooms. Our capital expenditures include expenditures related to investing activities and outflows of capital related to construction activities to design and build landlord-owned leased assets, net of tenant allowances received. Certain lease arrangements require the landlord to fund a portion of the construction related costs through payments directly to us. New Showrooms may require different levels of capital investment on our part in the future.

In addition, we continue to address the effects of the COVID-19 pandemic on our business with respect to real estate development and the introduction of new Showrooms. A range of factors included in the development of new Showrooms may continue to be affected by the COVID-19 pandemic including delays in construction, permitting and other necessary governmental actions. In addition, the scope and cadence of investments by third parties, including landlords and other real estate counterparties, may be adversely affected by the health crisis. Actions taken by federal, state and local government authorities, and in some instances mall and shopping center owners, in response to the pandemic may require changes to our real estate strategy and related capital expenditures. In addition, we may be required to make lease payments in whole or in part for our Showrooms in the event that they are required to close in the future due to resurgences in COVID-19 outbreaks or for other reasons. Any efforts to mitigate the costs of construction delays and deferrals, retail closures and other operational difficulties, including any such difficulties resulting from COVID-19, such as by negotiating with landlords and other third parties regarding the timing and amount of payments under existing contractual arrangements, may not be successful, and as a result, our real estate strategy may have ongoing significant liquidity needs even as we make changes to our planned operations and expansion cadence.

Credit Facilities

Refer to Note 4 — Long-Term Debt to our condensed consolidated financial statements for further information on our Revolver and 2021 Credit Facility, respectively.

	Cash Flow Analysis
	
	
	
	
	
	

	The following table provides a summary of our cash provided by operating, investing and financing activities:
	
	
	
	
	
	

	
	
	
	Nine months ended September 30,
	

	(In thousands)
	
	
	
	
	
	

	
	
	2022
	
	
	2021
	

	Net cash provided by operating activities
	
	$
	58,237
	
	$
	141,190
	

	Net cash used in investing activities
	
	(36,950)
	
	
	(29,533)
	

	Net cash used in financing activities
	
	(113)
	
	
	(20,321)
	

	Net increase in cash, cash equivalents and restricted cash equivalents
	$
	21,174
	
	$
	91,336
	

	
	
	
	
	
	
	
	



Net cash provided by operating activities

Comparison of the nine months ended September 30, 2022 and 2021

Net cash provided by operating activities was $58.2 million in the nine months ended September 30, 2022 compared to $141.2 million net cash provided by operating activities in the nine months ended September 30, 2021. The decrease in our net cash provided by operating activities in the nine months ended September 30, 2022 was impacted by several factors: lower change in client deposits from improved delivery of backlog orders and lower demand comparable growth of 15.1% versus demand comparable growth of 58.4% in the nine months ended September 30, 2021; higher inventory levels related to strong demand; and higher non-cash items in the current period. The non-cash items include the amortization of operating lease assets and lease incentives, interest and deferred tax assets that were partially offset by the non-recurring derivative expense in the prior year related to the change in the fair value of the Term Loan exit fee, which reduced our net income without any corresponding adverse impact to our cash generation. These items were partially offset by increases in accounts payable and accrued expenses.
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Net cash used in investing activities

Investing activities consist primarily of capital expenditures related to investments in retail Showrooms, information technology and systems infrastructure, as well as supply chain investments.

Investing activities also include strategic investments made by the Company.

Comparison of the nine months ended September 30, 2022 and 2021

For the nine months ended September 30, 2022, net cash used in investing activities was $37.0 million primarily due to investments in Showrooms, supply chain expansion and information technology and systems infrastructure.

For the nine months ended September 30, 2021, net cash used in investing activities was $29.5 million primarily due to investments in Showrooms, information technology and systems infrastructure, and supply chain expansion.

	Historical capital expenditures are summarized as follows:
	
	
	
	
	
	

	
	
	Nine months ended September 30,
	

	(In thousands)
	
	
	
	
	
	

	
	
	2022
	
	
	2021
	

	
	
	
	
	
	
	

	Net cash used in investing activities
	$
	36,950
	
	$
	29,533
	

	Less: Landlord contributions
	
	11,373
	
	
	11,140
	

	Total capital expenditures, net of landlord contributions
	$
	25,577
	
	$
	18,393
	

	
	
	
	
	
	
	



Total capital expenditures, net of landlord contributions increased by $7.2 million in the nine months ended September 30, 2022 compared to the nine months ended September 30, 2021. This increase was related to our new facilities in Dallas and North Carolina, the opening of new Showrooms and information technology and systems infrastructure upgrades.

We anticipate our total company funded capital expenditures to be between $40 million and $50 million in fiscal year 2022, primarily related to the expansion of our Boston Heights distribution center and the opening of our North Carolina and Dallas distribution centers, the opening of new Showrooms, and information technology and systems infrastructure upgrades.

Net cash used in financing activities

Financing activities consist primarily of principal payments on our finance leases and distributions to the shareholders and noncontrolling interest holders of LLC.

Comparison of the nine months ended September 30, 2022 and 2021

For the nine months ended September 30, 2022, net cash used in financing activities was $0.1 million due to principal payments on finance leases.

For the nine months ended September 30, 2021, net cash used in financing activities was $20.3 million, which related to $12.4 million of shareholder distributions and $7.9 million of tax distributions to the noncontrolling interest holders of LLC.

Off-Balance Sheet Transactions

As of September 30, 2022, we have no material off-balance sheet arrangements.

Critical Accounting Policies and Estimates

Accounting policies and estimates are considered critical when they require management to make subjective and complex judgments, estimates and assumptions about matters that have a material impact on the presentation of our financial statements and accompanying notes. For a description of our critical accounting policies and estimates, see Part II, Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies and Estimates” in our Annual Report on Form 10-K for the year ended December 31, 2021.
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Recent Accounting Pronouncements

See Note 2— Recently Issued Accounting Standards to our condensed consolidated financial statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks, which include significant deterioration of the U.S. and foreign markets, changes in U.S. interest rates, foreign currency exchange rate fluctuations and the effects of economic uncertainty, which may affect the prices we pay our vendors in the foreign countries in which we do business. We do not engage in financial transactions for trading or speculative purposes.

Foreign Currency Exchange Risk

We believe foreign currency exchange rate fluctuations do not contain significant market risk to us due to the nature of our relationships with our vendors outside of the United States. We purchase the majority of our inventory from vendors outside of the United States in transactions that are primarily denominated in U.S. dollars and, as such, any foreign currency impact related to these international purchase transactions was not significant to us for the nine and three months ended September 30, 2022 and 2021, respectively. However, since we pay for the majority of our international purchases in U.S. dollars, a decline in the U.S. dollar relative to other foreign currencies would subject us to risks associated with increased purchasing costs from our vendors. We cannot predict with certainty the effect these increased costs may have on our financial statements or results of operations. We currently do not use derivative instruments to manage this risk.

Interest Rate Risk

We are primarily exposed to interest rate risk with respect to borrowing under our 2021 Credit Facility and as of September 30, 2022, we have not drawn upon the 2021 Credit Facility. Based on the interest rate in the 2021 Credit Facility and to the extent borrowings were outstanding, we do not believe a 100 basis point change in interest rates would have a material impact on our financial condition or results of operations for the periods presented. We currently do not use derivative instruments to manage this risk.

Impact of Inflation

Inflation generally affects us by increasing our cost of labor, material, transportation, and our general costs. We have historically been able to recover these cost increases through price increases. However, we cannot reasonably estimate our ability to successfully recover any impact of inflation through price increases in the future. We currently do not use derivative instruments to manage this risk.

Emerging Growth Company Status

We are an “emerging growth company,” as defined in the JOBS Act. Under the JOBS Act, emerging growth companies can delay adopting new or revised accounting standards until such time as those standards apply to private companies. We have elected to use this extended transition period to enable us 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 are no longer an emerging growth company or affirmatively and irrevocably opt out of the extended transition period provided in the JOBS Act. Accordingly, our condensed consolidated financial statements may not be comparable to companies that comply with new or revised accounting pronouncements as of public company effective dates.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our CEO and Chief Financial Officer (“CFO”), management has evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934) as of September 30, 2022. Based on their evaluation as of September 30, 2022, the CEO and CFO have concluded that our disclosure controls and procedures were not effective at the reasonable assurance level because of the material weaknesses in our internal control over financial reporting described below.

Based upon that evaluation, our CEO and CFO identified four material weaknesses in our internal control over financial reporting.
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Material Weaknesses in Internal Control Over Financial Reporting

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of a company’s annual or interim financial statements will not be prevented or detected on a timely basis.

· We did not design and maintain an effective control environment commensurate with our financial reporting requirements. Specifically, we lacked a sufficient complement of professionals with an appropriate level of accounting knowledge, training and experience to appropriately analyze, record and disclose accounting matters timely and accurately. Additionally, the lack of a sufficient number of professionals resulted in an inability to consistently establish appropriate authorities and responsibilities in pursuit of our financial reporting objectives, as demonstrated by, amongst other things, insufficient segregation of duties in our finance and accounting functions. This material weakness contributed to the following additional material weaknesses.

· We did not design and maintain accounting policies, procedures and controls, or maintain documentary evidence of existing control activities to achieve complete, accurate and timely financial accounting, reporting and disclosures, including adequate controls over the period-end financial reporting process, the preparation and review of account reconciliations and journal entries, including segregation of duties and assessing the reliability of reports and spreadsheets used in controls.
· We did not design and maintain effective controls to address the identification of and accounting for certain non-routine or complex transactions, including the proper application of U.S. GAAP of such transactions. Specifically, we did not design and maintain controls to timely or appropriately account for our incentive unit plan.

These material weaknesses resulted in a restatement of our previously issued annual consolidated financial statements as of and for the years ended December 31, 2020 and 2019 principally related to selling, general and administrative expenses and other long-term liabilities, and misclassifications in the balance sheets and statements of comprehensive income. These material weaknesses also resulted in immaterial adjustments recorded as of and for the year ended December 31, 2021 principally related to property, furniture and equipment, net; selling, general and administrative expenses; and misclassifications in the balance sheet and statement of cash flows. Additionally, each of the material weaknesses could result in misstatements to substantially all of our accounts or disclosures, that would result in a material misstatement to the annual or interim consolidated financial statements that would not be prevented or detected.

· Lastly, we did not design and maintain effective controls over information technology, or IT, general controls for information systems that are relevant to the preparation of our financial statements. Specifically, we did not design and maintain: (i) program change management controls for financial systems to ensure that information technology program and data changes affecting financial applications and underlying accounting records are identified, tested, authorized and implemented appropriately; (ii) user access controls to ensure appropriate segregation of duties and that adequately restrict user and privileged access to financial applications, programs, and data to appropriate Company personnel; (iii) computer operations controls to ensure that critical batch jobs are monitored and data backups are authorized and monitored; and (iv) testing and approval controls for program development to ensure that new software development is aligned with business and IT requirements.

These IT deficiencies did not result in material adjustments to our consolidated financial statements; however, the deficiencies, when aggregated, could impact maintaining effective segregation of duties, as well as the effectiveness of IT-dependent controls (such as automated controls that address the risk of material misstatement to one or more assertions, along with the IT controls and underlying data that support the effectiveness of system-generated data and reports) that could result in misstatements potentially impacting all financial statement accounts and disclosures that would not be prevented or detected. Accordingly, management has determined these IT deficiencies in the aggregate constitute a material weakness.

Remediation Activities

With the oversight of senior management and our Audit Committee, we have designed and begun to implement a remediation plan which includes:

· Updating our policies and procedures to establish and maintain effective segregation of duties for our finance and accounting staff in relation to journal entries, reconciliations and other applicable processes.
· Designing and implementing internal financial reporting procedures and controls to improve the completeness, accuracy and timely preparation of financial reporting and disclosures inclusive of establishing an ongoing program to provide sufficient training to our finance and accounting staff.
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· Enhancing the design and operation of user access control activities and procedures to ensure that access to IT applications and data is adequately restricted to appropriate personnel.

· Hiring additional competent and qualified technical accounting and financial reporting personnel with appropriate knowledge and experience of U.S. GAAP and SEC financial reporting requirements, including non-routine and complex transactions, to design, execute and/or provide appropriate oversight of activities related to internal control over financial reporting, or ICFR.
· Implementing additional program change management policies and procedures, control activities, and tools to ensure changes affecting key financial systems related to IT applications and underlying accounting records are identified, authorized, tested, and implemented appropriately.
· Designing and implementing a formal systems development lifecycle methodology and related program development controls to ensure significant IT change events are appropriately tested and approved.
· Enhancing the design and operation of control activities and procedures within the computer operations domain to ensure key batch jobs are monitored, processing failures are adequately resolved, and recovery capability is tested.
· Identifying and evaluating key IT dependencies including key reports, automated application controls, interfaces, and end user computer facilities.

Although we have developed and begun to implement a plan to remediate the material weaknesses and believe, based on our evaluation to date, that the material weaknesses will be remediated in a timely fashion, we cannot project a specific timeline on when the plan will be fully implemented. The material weaknesses will not be remediated until the necessary internal controls have been designed, implemented, tested and determined to be operating effectively. In addition, we may need to take additional measures to address the material weaknesses or modify the planned remediation steps, and we cannot be certain that the measures we have taken, and expect to take, to improve our internal controls will be sufficient to address the issues identified, to ensure that our internal controls are effective or to ensure that the identified material weaknesses will not result in a material misstatement of our consolidated financial statements. Moreover, we cannot provide assurance that we will not identify additional material weaknesses in our ICFR in the future. Until we remediate the material weaknesses, our ability to record, process and report financial information accurately, and to prepare our consolidated financial statements within the time periods specified by the rules and forms of the SEC, could be adversely affected.

Changes in Internal Control over Financial Reporting

Other than as described above with respect to ongoing remediation efforts, there were no changes in our internal control over financial reporting as such term is defined in Exchange Act Rule 13a-15(f) during the quarter ended September 30, 2022 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Part II - Other Information

Item 1. Legal Proceedings

From time to time, we have and we may become involved in legal proceedings arising in the ordinary course of business, including claims related to our employment practices, claims of intellectual property infringement and claims related to personal injuries and product liability for the products that we sell and in the Showrooms we operate. Any claims could result in litigation against us and could result in regulatory proceedings being brought against us by various federal and state agencies that regulate our business. Defending such litigation is costly and can impose significant burdens on management and employees. Further, we could receive unfavorable preliminary or interim rulings in the course of litigation, and there can be no assurance that favorable final outcomes will be obtained.

We are currently not a party to any legal proceedings, the outcome of which, if determined adversely to us, would individually or in the aggregate have a material adverse effect on our business, financial condition or results of operations.

Item 1A. Risk Factors

There have been no material changes from the risk factors disclosed in Part I, Item 1A “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2021.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

None.

Item 5. Other Information

None.
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	Amended and Restated Certificate of Incorporation of Arhaus, Inc.
	November 10, 2021 Form 8-K, Exhibit 3.1
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	Amended and Restated Bylaws of Arhaus, Inc.
	November 10, 2021 Form 8-K, Exhibit 3.2
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	June 30, 2022 Form 10-Q, Exhibit 10.1
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	Form of Performance Share Unit Award Agreement
	Filed herewith
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	Employment Letter (Tim Kuckelman)
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	31.1
	
	
	
	
	Certificate of Chief Executive Officer Pursuant to Rules 13a-14(a) and 15d-14(a) of the Securities Exchange Act of
	Filed herewith
	

	
	
	
	
	
	
	
	1934, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
	
	

	31.2
	
	
	
	
	Certificate of Chief Financial Officer Pursuant to Rules 13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, Filed herewith
	

	
	
	
	
	
	
	
	as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
	
	

	32.1*
	
	
	Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
	Furnished herewith
	

	
	
	
	
	
	
	
	Sarbanes-Oxley Act of 2002
	
	

	32.2*
	
	
	Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
	Furnished herewith
	

	
	
	
	
	
	
	
	Sarbanes-Oxley Act of 2002
	
	

	
	101.INS
	XBRL Instance Document (the instance document does not appear in the Interactive Data File because its XBRL tags
	Filed herewith
	

	
	
	
	
	
	
	
	are embedded within the Inline XBRL document)
	
	

	
	101.SCH
	Inline XBRL Taxonomy Extension Schema Document
	Filed herewith
	

	
	101.CAL
	Inline XBRL Taxonomy Extension Calculation Linkbase Document
	Filed herewith
	

	
	101.DEF
	Inline XBRL Taxonomy Extension Definition Linkbase Document
	Filed herewith
	

	
	101.LAB
	Inline XBRL Taxonomy Extension Label Linkbase Document
	Filed herewith
	

	
	101.PRE
	Inline XBRL Taxonomy Extension Presentation Linkbase Document
	Filed herewith
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	Cover Page with Interactive Data File (formatted as Inline XBRL with applicable taxonomy extension information
	Filed herewith
	

	
	
	
	
	
	
	
	contained in Exhibits 101)
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· The certifications furnished in Exhibit 32.1 and 32.2 hereto are deemed to accompany this Quarterly Report on Form 10-Q and will not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, except to the extent that the registrant specifically incorporates it by reference.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized on this 10th day of November, 2022

ARHAUS, INC.

	By:
	/s/ Dawn Phillipson

	Name:
	Dawn Phillipson

	Title:
	Chief Financial Officer

	
	(Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302 OF

THE SARBANES-OXLEY ACT OF 2002

I, John Reed, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Arhaus, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;
b. [Omitted]

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial reporting.

Date:	November 10, 2022

/s/ John Reed
[image: ]

John Reed

Chief Executive Officer

(Principal Executive Officer)

Exhibit 31.2

CERTIFICATION OF PERIODIC REPORT UNDER SECTION 302 OF

THE SARBANES-OXLEY ACT OF 2002

I, Dawn Phillipson, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of Arhaus, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;
b. [Omitted]

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial reporting.

Date:	November 10, 2022

/s/ Dawn Phillipson
[image: ]

Dawn Phillipson

Chief Financial Officer

(Principal Financial and Accounting Officer)

Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002


In connection with the Quarterly Report of Arhaus, Inc. (the “Company”) on Form 10-Q for the quarter ended September 30, 2022 as filed with the Securities and Exchange Commission on the date

hereof (the “Report”), I, John Reed, Chief Executive Officer of the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company for the dates and periods covered by the Report.

/s/ John Reed

John Reed
Chief Executive Officer
(Principal Executive Officer)

Date: November 10, 2022

A signed original of this written statement required by Section 906 has been provided to, and will be retained by, Arhaus, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.

Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002


In connection with the Quarterly Report of Arhaus, Inc. (the “Company”) on Form 10-Q for the quarter ended September 30, 2022 as filed with the Securities and Exchange Commission on the date

hereof (the “Report”), I, Dawn Phillipson, Chief Financial Officer of the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company for the dates and periods covered by the Report.

/s/ Dawn Phillipson

Dawn Phillipson
Chief Financial Officer
(Principal Financial and Accounting Officer)

Date: November 10, 2022

A signed original of this written statement required by Section 906 has been provided to, and will be retained by, Arhaus, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit A
Terms and Conditions of Director RSU Award

1. Vesting. Subject in each case to the Participant’s Continuous Service, the RSUs
awarded under this Award Agreement shall vest on [applicable vesting schedule], subject to the
Participant’s Continuous Service (as defined in the 2021 Plan) through the vesting date unless,
prior to such vesting date, the RSUs are forfeited or have become subject to accelerated vesting
under the terms and conditions of the Plan or otherwise herein.

2. Termination of Continuous Service. The Company grants the Participant RSUs in
consideration for services to be rendered by the Participant to the Company. If a Director
Grantee’s Continuous Service terminates for any reason other than removal in accordance with
Section 4.6 of the Company’s Amended and Restated Bylaws, any unvested RSUs will become
fully vested.

3. Dividends. If the Company declares a dividend (ordinary or extraordinary, whether in
cash, securities, or other property) or distribution of other rights for which the record date is prior
to the date the RSUs are vested, dividend equivalents will be credited to the Participant and paid

or distributed if and when the underlying RSUs vest.

4. RSUs Non-Transferable. The Participant shall not directly or indirectly sell, transfer,
pledge, assign, or otherwise encumber the RSUs or any interest in them, or make any
commitment or agreement to do any of the foregoing.

5. Settlement. The Company shall, as soon as practicable upon the vesting of any RSUs,
effect delivery of Shares to fully settle such vested RSUs to the Participant (or, in the event of
the Participant’s death, to the Beneficiary). No Shares will be issued pursuant to this Award
Agreement unless and until all legal requirements applicable to such issuance have been
complied with to the satisfaction of the Committee.

6. Stockholder Rights. Except as set forth in this Award Agreement or the Plan, no
Participant or Beneficiary shall have any rights as a stockholder with respect to Shares subject to
RSUs until such Shares are delivered to the Participant or the Beneficiary. Prior to actual
settlement of any RSUs that have vested, the RSUs represent an unsecured and unfunded
obligation of the Company.

7. Section 409A. This Award is intended to comply with Section 409A of the Code or an
exemption thereunder and shall be construed and interpreted in a manner that is consistent with
the requirements for avoiding additional taxes or penalties under Section 409A of the Code.
Notwithstanding the foregoing, the Company makes no representations that the payments and
benefits provided under this Award comply with Section 409A of the Code and in no event shall
the Company be liable for all or any portion of any taxes, penalties, interest, or other expenses
that may be incurred by the Participant on account of non-compliance with Section 409A of the
Code.

4862-7418-6554.1
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8. Data Privacy. The Participant hereby explicitly and unambiguously consents to the
collection, use, and transfer, in electronic or other form, of his or her personal information that is
necessary for the purpose of implementing, administering, and managing the Participant’s
participation in the Plan by and among, as applicable, the Company and its Affiliates. The
Participant authorizes the Company and its Affiliates to transfer such personal information to
third parties that assist in the implementation, administration, and management of the Plan.

9. Electronic Delivery and Acceptance. The Company may, in its sole discretion, decide
to deliver any documents related to the RSUs granted under the Plan and participation in the
Plan, or future RSUs that may be granted under the Plan, by electronic means. The Participant
hereby consents to receive such documents by electronic delivery and, if requested, to participate
in the Plan through an online (and/or voice activated) system established and maintained by the
Company or a third party designated by the Company.

10. Government and Other Regulations; Governing Law. This Award Agreement and the
Plan are governed by the laws of the State of Delaware, excluding any conflicts or choice of law
rule or principle that might otherwise refer construction or interpretation of the Plan to the
substantive law of another jurisdiction. The grant of RSUs is subject to all laws, regulations, and
orders of any governmental authority which may be applicable thereto, and, notwithstanding any
of the provisions hereof, the Participant acknowledges that the Company will not be obligated to
issue any Shares hereunder if the grant or vesting thereof or the issuance of such Shares, as the
case may be, would constitute a violation by the Participant or the Company of any such law,
regulation, or order or any provision thereof. The Company shall not be obligated to take any
affirmative action in order to cause the vesting of the RSUs or the issuance of Shares pursuant
hereto to comply with any such law, regulation, order, or provision.

11. Miscellaneous Provisions.

(a) The RSUs are granted under and subject to the terms and conditions of the
Plan, which is incorporated herein and made part hereof by this reference. In the event of a
conflict between the terms of the Plan and this Award Agreement, the terms of the Plan, as
interpreted by the Board or the Committee, shall govern. The Participant hereby acknowledges
receipt of a true copy of the Plan and that the Participant has read the Plan carefully and fully
understands its contents.

(b) This Award Agreement and the Plan constitute the entire contract between the
parties hereto with regard to the subject matter hereof. This Award Agreement and the Plan
supersede any other agreements, representations or understandings (whether oral or written and
whether express or implied) which relate to the subject matter hereof.

(c) If the Participant has received this Award Agreement or any other document
related to the Plan translated into a language other than English and if the translated version is
different than the English version, the English version will control.

(d) The provisions of this Award Agreement are severable and if any one or more

provisions are determined to be illegal or otherwise unenforceable, in whole or in part, the
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remaining provisions shall nevertheless be binding and enforceable.
(e) This Award Agreement may be executed or deemed executed in two or more

counterparts, each of which shall be deemed an original, but all of which shall constitute one and
the same instrument.
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August 12, 2022

Tim Kuckelman

Dear Tim:

1am very pleased to make you this offer to work for Arhaus. We believe that you will make an
immediate contribution to the executive leadership team in your role as Chief Operating Officer.
The details of the offer are outlined below.

Position
Direct Manager

Start Date/
Orientation Date

Annual Salary

Bonus

Stock

Relocation Package

Chief Operating Officer
John Reed, CEO
September 26, 2022

Please arrive at the corporate office at 9:00 am on your start date. Please
bring acceptable documents to prove your eligibility to work in the
United States (for a list of documents review Form I-9).

$460,000

You will be eligible for the Annual Corporate Salaried Bonus Plan. Your
target bonus is 60 % of your annual salary. If achieved, the bonus will be
paid in the 1% Quarter of 2023 and will be prorated based on your time in
the position. You must be actively at work on the date that the bonus is
paid and in good standing in order to qualify for payment.

You are being granted stock awards under the Arhaus, Inc. 2021 Equity
Incentive Plan. The awards are in the form of restricted stock units (RSUs)
and performance share units (PSUs) and the details of your grant are
captured below. Additional details will be forthcoming.

Target Performance Share Units: 37,500
Restricted Stock Units: 12,500
Total Units: 50,000

We want to make your move as easy as possible so we are providing you
with the following relocation benefit: $40,000 before taxes and
withholdings and movement of your personal goods through one of our
3PL providers.

If you leave Arhaus for any reason within 12 months of your start date,

51 E. Hines Hill Road | Boston Heights, Ohio 44236

440.439.7700 | arhaus.com
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Benefits

Paid Time Off

Executive Severance

ARHAUS

your home
you will be required to repay the Company for all of the Company-paid
costs associated with your relocation. In addition to any other remedies
available to the Company, your signature below authorizes the Company
to withhold this repayment from any sums due to you, including your
final paycheck(s).

You and your eligible dependents will be offered the opportunity to
participate in the Company’s benefit programs. To view specific plan

information, please visit: https://arhausbenefits.com/.

Benefits are effective the first of the month after 30 days of employment.
Detailed instructions for enroliment in our programs will be provided via
email.

You will be eligible for vacation days, personal days, and Company
holidays to the extent and under the terms of the Company’s policies.

Prorated for 2022: after 30 days in role, you will be eligible for 10 days
paid time off, in line with the paid time off policy. In 2023, you will be
eligible for 25 days of PTO. Please refer to the Employee Handbook for
PTO policy details.

Should Arhaus choose to terminate your employment with the Company
for any reason other than Cause (as defined below), or should you
voluntarily resign from your employment with the Company for Good
Reason (as defined below) you will be entitled, at the time of such
termination or resignation, to the payment of a lump sum equal to the
sum of: (a) 50% of the greater of (X) $460,000 or (Y) your highest base
salary rate prior to such termination or resignation; plus (b) a COBRA
stipend covering the six-month period immediately following such
termination or resignation. Your lump sum payment will be subject to
you signing a standard Arhaus employee severance agreement.

Notwithstanding the provisions of the foregoing paragraph, if you
voluntarily resign from your employment with the Company for any
reason other than Good Reason, you will not receive the lump sum
payment or stipend set forth in the paragraph above.

For purposes of this letter and the severance entitlement set forth above,
“Cause” means (i) an intentional act of fraud, embezzlement, theft or any
other material violation of law that occurs during or in the course of your
employment with the Company; (ii) intentional engagement in any
competitive activity which would constitute a breach of your duty of
loyalty to the Company; or (iii) the willful and continued failure to
substantially perform your duties for the Company (other than as a result

51E. Hines Hill Road | Boston Heights, Ohio 44236

440.439.7700 | arhaus.com
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ARHAUS

your home

of incapacity due to physical or mental illness). For purposes of this
paragraph, an act, or failure to act, shall not be deemed willful or
intentional, as those terms are used herein, unless it is done, or omitted
to be done, by you in bad faith or without a reasonable belief that your
action or omission was in the best interest of the Company. Failure to
meet performance standards or objectives, by itself, does not constitute
“Cause”.

For purposes of this letter and the severance entitlement set forth above,
“Good Reason” means the occurrence of one or more of the following
events arising without your express written consent, but only if you notify
the Company in writing within thirty (30) days following our awareness of
the occurrence of the event and the event remains uncured for at least
fifteen (15) days after such notice: (i) a reduction in your base salary
and/or Target Bonus potential; (i) a diminution in your employee benefits
from those provided to other executives at a similar level, as such
benefits may be modified from time to time; (i) a material diminution in
your authority, duties or responsibilities; or (iv) the Company requires you
to be based anywhere other than within fifty (50) miles of Boston
Heights, Ohio.

Arhaus is an at-will employer which means that either you or the Company can terminate your
employment at any time for any reason. As such, this offer does not constitute an employment
contract for specific terms or for a specified duration. The descriptions of the benefits and bonus
programs (if applicable) contained in this letter are informational summaries. The Company
reserves the right to change benefit programs at any time and all bonuses are discretionary.

This offer is contingent upon both a successful background verification and your authorization to
work in the United States. Several forms will need to be completed by you prior to, or on the day
you begin employment with us. You will be contacted on how to access our Associate on-boarding
system.

The team and | look forward to working with you at Arhaus, and expect that you will be a valuable
asset to the company.

Sincerely,
Dawn Phillipson
Chief Financial Officer

On Behalf of: John Reed

51E. Hines Hill Road | Boston Heights, Ohio 44236
440.439.7700 | arhaus.com
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Performance Share Unit Award Agreement
Under the Arhaus, Inc. 2021 Equity Incentive Plan

Arhaus, Inc. (the “Company”) has granted to the Participant a target award (the “Award”)
of Performance Share Units (the “PSUs™). Each PSU earned as described herein represents an
unfunded, unsecured promise of the Company to deliver to the Participant one Share, subject to
the vesting and other restrictions, terms, and conditions set forth in the Arhaus, Inc. 2021 Equity
Incentive Plan (the “Plan™) and those set forth in this award agreement (the “Award Agreement”),
including the Terms and Conditions of PSU Award attached hereto as Exhibit A. Any capitalized
terms used in this Award Agreement and not defined herein shall have the meanings ascribed to
such terms in the Plan.

Award of PSUs:

Participant Name:
Participant Address:

Grant Date:

Total PSUs Granted
(“Target Award”):

Performance Period:

Vesting Date:

The Participant, by accepting this Award, acknowledges and agrees that the PSUs are
granted under and governed by the terms, and subject to the conditions, of this Award Agreement
and the Plan as of the Grant Date.

IN WITNESS WHEREOF, the parties hereto have executed this Award Agreement.

Arhaus, Inc. Participant
By:
[Name] [Name]

[Title]

4887-5327-9290.1
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Exhibit A
Terms and Conditions of PSU Award

1. Performance Period: Vesting: Payout. [Applicable performance period] is the
applicable performance period for the PSUs. Subject in each case to the Participant’s Continuous
Service, the PSUs awarded under this Award Agreement shall vest on [applicable vesting date],
but will not settle and payout until the number of PSUs earned is determined by the Committee
based on the Company’s performance during the Performance Period as described below.

a) No later than 90 days after the end of the Performance Period, the Committee shall
determine and certify the level of attainment, if any, of the Performance Goals set forth herein
and the resulting number of PSUs earned. Payouts between performance levels will be
determined based on straight line interpolation.

b) The Committee may modify a Performance Goal, in whole or in part, as it deems
appropriate, if it determines that a change in the business, operations, corporate structure or
capital structure of the Company or the manner in which the Company conducts its business, or
other unusual or non-recurring events or circumstances render the Performance Goal(s) to be
unsuitable.

¢) All determinations as to the extent Performance Goals have been achieved, the
number of PSUs earned by the Participant, and all other matters related such determination shall
be made by the Committee in its sole discretion.

d) The Performance Goals and the applicable target level (“Target™) for the Performance
Period are set forth on Schedule 1 attached hereto.

e) The Company shall payout to the Participant the percentage of the Participant’s Target
Award that corresponds with the Company’s performance on each Performance Goal during the
Performance Period as set forth on Schedule 1.

2. Termination of Continuous Service. The Company grants the Participant PSUs in
consideration of the services to be rendered by the Participant to the Company. If a Participant’s
Continuous Service terminates for any reason other than: (i) for Cause; (ii) death; (iii) Disability;
or (iv) in connection with a Change in Control, unless the Committee, or, if applicable, its
designee, determines otherwise, all unvested PSUs shall be forfeited and canceled immediately
without consideration.

a) If a Participant’s Continuous Service terminates for Cause, the PSUs,
whether or not vested, will be forfeited and canceled immediately without consideration.

b) If a Participant’s Continuous Service terminates due to death prior to the
end of the Performance Period, the PSUs will be earned and paid immediately based on Target
performance level. If the Participant’s Continuous Service terminates due to death after the
Performance Period, but prior to payout, the PSUs will be earned and paid in accordance with
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this Exhibit A subject to actual achievement of the Performance Goal as if the Participant's
Continuous Service had not terminated.

c) If a Participant’s Continuous Service terminates due to Disability, the
PSUs will be earned and paid in accordance with this Exhibit A subject to actual achievement of
the Performance Goal as if the Participant's Continuous Service had not terminated.

d) If there is a Change in Control, unless otherwise determined by the
Committee, unvested PSUs that are not assumed or substituted with a substantially equivalent
award by the successor corporation will be earned and paid immediately prior to the Change in
Control based on the greater of: (i) Target or (ii) the level of attainment of Performance Goals at
the time of the Change in Control as determined by the Committee in good faith. If a
Participant’s Continuous Service is terminated without Cause (as defined in the Plan) within the
sixty (60) days preceding or the twenty-four (24) months following the Change in Control,
unvested PSUs will be earned and paid in accordance with this Exhibit A based on the greater of:
(i) Target or (ii) the level of attainment of Performance Goals at the conclusion of the
Performance Period as determined by the Committee in good faith.

3. Dividends. If the Company declares a dividend (ordinary or extraordinary, whether in
cash, securities, or other property) or distribution of other rights for which the record date is prior
to the date the PSUs are vested, dividend equivalents will be credited to the Participant and paid
or distributed if and when the underlying PSUs are paid out.

4. PSUs Non-Transferable. The Participant shall not directly or indirectly sell, transfer,
pledge, assign, or otherwise encumber the PSUs or any interest in them, or make any
commitment or agreement to do any of the foregoing.

5. Settlement: Tax Withholding. The Company shall, as soon as practicable following the
determination by the Committee of the achievement of the Performance Goals pursuant to
paragraph 1, effect delivery of Shares to fully settle the PSUs earned to the Participant (or, in the
event of the Participant’s death, to the Beneficiary). No Shares will be issued pursuant to this
Award Agreement unless and until all legal requirements applicable to such issuance have been
complied with to the satisfaction of the Committee. Unless otherwise provided by the
Committee, the Company shall have the power and the right to deduct or withhold automatically
from any amount deliverable pursuant to settlement of the PSUs, or require Participant to remit
to the Company, the minimum statutory amount to satisfy federal, state, and local taxes, required
by law or regulation to be withheld with respect to any taxable event arising as a result of the
settlement of the PSUs.

6. Stockholder Rights. Except as set forth in this Award Agreement or the Plan, no
Participant or Beneficiary shall have any rights as a stockholder with respect to Shares subject to
PSUs until such Shares are delivered to the Participant or the Beneficiary. Prior to actual
settlement of any PSUs, the PSUs represent an unsecured and unfunded obligation of the
Company.

7. Section 409A. This Award is intended to comply with Section 409A of the Code or an
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exemption thereunder and shall be construed and interpreted in a manner that is consistent with
the requirements for avoiding additional taxes or penalties under Section 409A of the Code.
Notwithstanding the foregoing, the Company makes no representations that the payments and
benefits provided under this Award comply with Section 409A of the Code and in no event shall
the Company be liable for all or any portion of any taxes, penalties, interest, or other expenses
that may be incurred by the Participant on account of non-compliance with Section 409A of the
Code.

8. Data Privacy. The Participant hereby explicitly and unambiguously consents to the
collection, use, and transfer, in electronic or other form, of his or her personal information that is
necessary for the purpose of implementing, administering, and managing the Participant’s
participation in the Plan by and among, as applicable, the Company and its Affiliates. The
Participant authorizes the Company and its Affiliates to transfer such personal information to
third parties that assist in the implementation, administration, and management of the Plan.

9. Electronic Delivery and Acceptance. The Company may, in its sole discretion, decide
to deliver any documents related to the PSUs granted under the Plan and participation in the
Plan, or future PSUs that may be granted under the Plan, by electronic means. The Participant
hereby consents to receive such documents by electronic delivery and, if requested, to participate
in the Plan through an online (and/or voice activated) system established and maintained by the
Company or a third party designated by the Company.

[10. Non-Competition and Non-Solicitation Agreement. In consideration for the PSUs
that Participant is receiving under this Award Agreement, Participant will be required to enter
into a confidentiality, non-compete and non-solicitation agreement with the Company.]

11. Government and Other Regulations: Governing Law. This Award Agreement and the
Plan are governed by the laws of the State of Delaware, excluding any conflicts or choice of law
rule or principle that might otherwise refer construction or interpretation of this Plan to the
substantive law of another jurisdiction. The grant of PSUs is subject to all laws, regulations, and
orders of any governmental authority which may be applicable thereto, and, notwithstanding any
of the provisions hereof, the Participant acknowledges that the Company will not be obligated to
issue any Shares hereunder if the grant or vesting thereof or the issuance of such Shares, as the
case may be, would constitute a violation by the Participant or the Company of any such law,
regulation, or order or any provision thereof. The Company shall not be obligated to take any
affirmative action in order to cause the vesting of the PSUs or the issuance of Shares pursuant
hereto to comply with any such law, regulation, order, or provision.

12. Miscellaneous Provisions.

(a) The PSUs are granted under and subject to the terms and conditions of the
Plan, which is incorporated herein and made part hereof by this reference. In the event of a
conflict between the terms of the Plan and this Award Agreement, the terms of the Plan, as
interpreted by the Board or the Committee, shall govern. The Participant hereby acknowledges
receipt of a true copy of the Plan and that the Participant has read the Plan carefully and fully
understands its contents.
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(b) This Award Agreement and the Plan constitute the entire contract between the
parties hereto with regard to the subject matter hereof. This Award Agreement and the Plan
supersede any other agreements, representations or understandings (whether oral or written and
whether express or implied) which relate to the subject matter hereof.

(c) If the Participant has received this Award Agreement or any other document
related to the Plan translated into a language other than English and if the translated version is
different than the English version, the English version will control.

(d) The provisions of this Award Agreement are severable and if any one or more
provisions are determined to be illegal or otherwise unenforceable, in whole or in part, the
remaining provisions shall nevertheless be binding and enforceable.

(e) This Award Agreement may be executed or deemed executed in two or more

counterparts, each of which shall be deemed an original, but all of which shall constitute one and
the same instrument.
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Restricted Stock Unit Award Agreement
Under the Arhaus, Inc. 2021 Equity Incentive Plan

Arhaus, Inc. (the “Company”) has granted to the Participant an award (the “Award”) of
Restricted Stock Units (the “RSUs”). Each RSU represents an unfunded, unsecured promise of the
Company to deliver to the Participant one Share, subject to the vesting and other restrictions, terms,
and conditions set forth in the Arhaus, Inc. 2021 Equity Incentive Plan (the “Plan™) and those set
forth in this award agreement (the “Award Agreement”), including the Terms and Conditions of
RSU Award attached hereto as Exhibit A. Any capitalized terms used in this Award Agreement
and not defined herein shall have the meanings ascribed to such terms in the Plan.

Award of RSUs:

Participant Name:

Participant Address:

Grant Date:

Total RSUs Granted:

The Participant, by accepting this Award, acknowledges and agrees that the RSUs are
granted under and governed by the terms, and subject to the conditions, of this Award Agreement
and the Plan effective as of the Grant Date.

IN WITNESS WHEREOF, the parties hereto have executed this Award Agreement.

Arhaus, Inc. Participant
By:
[Name] [Name]

[Title]
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Exhibit A
Terms and Conditions of RSU Award

1. Vesting. Subject in each case to the Participant’s Continuous Service on each
applicable vesting date, the RSUs awarded under this Award Agreement shall vest in accordance
with the schedule set forth below unless, prior to any vesting date set forth, the applicable RSUs
are forfeited or have become subject to accelerated vesting under the terms and conditions of the
Plan or otherwise herein:

[applicable vesting schedule]

2. Termination of Continuous Service. The Company grants the Participant RSUs in
consideration for services to be rendered by the Participant to the Company. If a Participant’s
Continuous Service terminates for any reason other than death, Disability or in connection with a
Change in Control (as such terms are defined in the Plan) pursuant to the provisions below,
unless the Committee, or, if applicable, its designee, determines otherwise, all RSUs that are
unvested at the time of such termination shall be forfeited and canceled immediately.

a) If a Participant’s Continuous Service terminates due to death or Disability,
any unvested RSUs will become fully vested.

b) If there is a Change in Control, unless otherwise determined by the
Committee, any unvested RSUs that are not assumed or substituted with a substantially
equivalent award by the successor corporation will become fully vested immediately prior to the
Change in Control. If a Participant’s Continuous Service is terminated without Cause (as defined
in the Plan) within the sixty (60) days preceding or the twenty-four (24) months following the
Change in Control, then any unvested RSUs shall vest upon the later of the date of the
termination of Continuous Service and the date of the Change in Control.

cash, securities, or other property) or distribution of other rights for which the record date is prior
to the date the RSUs are vested, dividend equivalents will be credited to the Participant and paid
or distributed if and when the underlying RSUs vest.

3. Dividends. If the Company declares a dividend (ordinary or extraordinary, whether in

4. RSUs Non-Transferable. The Participant shall not directly or indirectly sell, transfer,
pledge, assign, or otherwise encumber the RSUs or any interest in them, or make any
commitment or agreement to do any of the foregoing.

5. Settlement; Tax Withholding. The Company shall, as soon as practicable upon the
vesting of any RSUs, effect delivery of Shares to fully settle such vested RSUs to the Participant
(or, in the event of the Participant’s death, to the Beneficiary). No Shares will be issued pursuant
to this Award Agreement unless and until all legal requirements applicable to such issuance have
been complied with to the satisfaction of the Committee. Unless otherwise provided by the
Committee, the Company shall have the power and the right to deduct or withhold automatically
from any amount deliverable pursuant to settlement of the RSUs, or require Participant to remit

4894-9226-3482.1





image87.png
to the Company, the minimum statutory amount to satisfy federal, state, and local taxes, required
by law or regulation to be withheld with respect to any taxable event arising as a result of the
settlement of the RSUs.

6. Stockholder Rights. Except as set forth in this Award Agreement or the Plan, no
Participant or Beneficiary shall have any rights as a stockholder with respect to Shares subject to
RSUs until such Shares are delivered to the Participant or the Beneficiary. Prior to actual
settlement of any RSUs that have vested, the RSUs represent an unsecured and unfunded
obligation of the Company.

7. Section 409A. This Award is intended to comply with Section 409A of the Code or an
exemption thereunder and shall be construed and interpreted in a manner that is consistent with
the requirements for avoiding additional taxes or penalties under Section 409A of the Code.
Notwithstanding the foregoing, the Company makes no representations that the payments and
benefits provided under this Award comply with Section 409A of the Code and in no event shall
the Company be liable for all or any portion of any taxes, penalties, interest, or other expenses
that may be incurred by the Participant on account of non-compliance with Section 409A of the
Code.

8. Data Privacy. The Participant hereby explicitly and unambiguously consents to the
collection, use, and transfer, in electronic or other form, of his or her personal information that is
necessary for the purpose of implementing, administering, and managing the Participant’s
participation in the Plan by and among, as applicable, the Company and its Affiliates. The
Participant authorizes the Company and its Affiliates to transfer such personal information to
third parties that assist in the implementation, administration, and management of the Plan.

9. Electronic Delivery and Acceptance. The Company may, in its sole discretion, decide
to deliver any documents related to the RSUs granted under the Plan and participation in the
Plan, or future RSUs that may be granted under the Plan, by electronic means. The Participant
hereby consents to receive such documents by electronic delivery and, if requested, to participate
in the Plan through an online (and/or voice activated) system established and maintained by the
Company or a third party designated by the Company.

[10. Non-Competition and Non-Solicitation Agreement. In consideration for the RSUs
that Participant is receiving under this Award Agreement, Participant will be required to enter
into a confidentiality, non-compete and non-solicitation agreement with the Company.]

11. Government and Other Regulations; Governing Law. This Award Agreement and the
Plan are governed by the laws of the State of Delaware, excluding any conflicts or choice of law
rule or principle that might otherwise refer construction or interpretation of the Plan to the
substantive law of another jurisdiction. The grant of RSUs is subject to all laws, regulations, and
orders of any governmental authority which may be applicable thereto, and, notwithstanding any
of the provisions hereof, the Participant acknowledges that the Company will not be obligated to
issue any Shares hereunder if the grant or vesting thereof or the issuance of such Shares, as the
case may be, would constitute a violation by the Participant or the Company of any such law,
regulation, or order or any provision thereof. The Company shall not be obligated to take any
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affirmative action in order to cause the vesting of the RSUs or the issuance of Shares pursuant
hereto to comply with any such law, regulation, order, or provision.

12. Miscellaneous Provisions.

(a) The RSUs are granted under and subject to the terms and conditions of the
Plan, which is incorporated herein and made part hereof by this reference. In the event of a
conflict between the terms of the Plan and this Award Agreement, the terms of the Plan, as
interpreted by the Board or the Committee, shall govern. The Participant hereby acknowledges
receipt of a true copy of the Plan and that the Participant has read the Plan carefully and fully
understands its contents.

(b) This Award Agreement and the Plan constitute the entire contract between the
parties hereto with regard to the subject matter hereof. This Award Agreement and the Plan
supersede any other agreements, representations or understandings (whether oral or written and
whether express or implied) which relate to the subject matter hereof.

(c) If the Participant has received this Award Agreement or any other document
related to the Plan translated into a language other than English and if the translated version is
different than the English version, the English version will control.

(d) The provisions of this Award Agreement are severable and if any one or more
provisions are determined to be illegal or otherwise unenforceable, in whole or in part, the
remaining provisions shall nevertheless be binding and enforceable.

(e) This Award Agreement may be executed or deemed executed in two or more

counterparts, each of which shall be deemed an original, but all of which shall constitute one and
the same instrument.
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Director Restricted Stock Unit Award Agreement
Under the Arhaus, Inc. 2021 Equity Incentive Plan

Arhaus, Inc. (the “Company”) has granted to the Participant an award (the “Award”) of
Restricted Stock Units (the “RSUs”). Each RSU represents an unfunded, unsecured promise of the
Company to deliver to the Participant one Share, subject to the vesting and other restrictions, terms,
and conditions set forth in the Arhaus, Inc. 2021 Equity Incentive Plan (the “Plan™) and those set
forth in this award agreement (the “Award Agreement”), including the Terms and Conditions of
RSU Award attached hereto as Exhibit A. Any capitalized terms used in this Award Agreement
and not defined herein shall have the meanings ascribed to such terms in the Plan.

Award of RSUs:

Participant Name:

Participant Address:

Grant Date:

Total RSUs Granted:

The Participant, by accepting this Award, acknowledges and agrees that the RSUs are
granted under and governed by the terms, and subject to the conditions, of this Award Agreement
and the Plan effective as of the Grant Date.

IN WITNESS WHEREOF, the parties hereto have executed this Award Agreement.

Arhaus, Inc. Participant
By:
[Name] [Name]

[Title]
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