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“Sientra”, “Sientra Platinum20”, “Sientra Full Circle”, “OPUS”, “Allox”, “Allox2”, “BIOCORNEUM”, “Dermaspan”, “Softspan”, “Silishield”, “miraDry”,
“Miramar Labs”, “miraDry and Design”, “miraDry Fresh”, “bioTip”, “The Sweat Stops Here”, “No Sweat No Stress”, “Sweat Less Live More”, “Drop Design”,
“miraWave”, “miraSmooth”, “miraFresh”, “freshRewards”, “freshNet”, “freshEquity”, and “ML Stylized mark” are trademarks of our company. Our logo and our
other trade names, trademarks and service marks appearing in this document are our property. Other trade names, trademarks and service marks appearing in this
document are the property of their respective owners. Solely for convenience, our trademarks and trade names referred to in the document, appear without the TM
or the (R) symbol, but those references are not intended to indicate, in any way, that we will not assert, to the fullest extent under applicable law, our rights, or the
rights of the applicable licensor to these trademarks and trade names.

PART I — FINANCI AL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
SIENTRA, INC.
Condensed Consolidated Balance Sheets
(In thousands, except per share and share amounts)
(Unaudited)
March 31,
2019

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowances of $2,684 and $2,428 at March 31, 2019 and December 31, 2018,
respectively
Inventories, net
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Goodwill
Other intangible assets, net
Other assets
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Current portion of long-term debt
Accounts payable
Accrued and other current liabilities
Legal settlement payable
Customer deposits
Sales return liability
Total current liabilities
Long-term debt
Deferred and contingent consideration
Warranty reserve and other long-term liabilities
Total liabilities
Commitments and contingencies (Note 14)
Stockholders’ equity:
Preferred stock, $0.01 par value – Authorized 10,000,000 shares; none
issued or outstanding
Common stock, $0.01 par value — Authorized 200,000,000 shares; issued 29,274,377 and 28,701,494
and outstanding 29,201,650 and 28,628,767 shares at March 31, 2019 and December 31, 2018
respectively
Additional paid-in capital
Treasury stock, at cost (72,727 shares at March 31, 2019 and December 31, 2018)
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

61,955

$

24,767
27,242
3,411
117,375
3,146
12,507
15,915
22,682
171,625

$

12,998
15,109
30,416
—
10,892
8,016
77,431
24,416
6,531
21,017
129,395

$

86,899

$

22,527
24,085
2,612
136,123
2,536
12,507
16,495
698
168,359

$

—

$

See accompanying notes to condensed consolidated financial statements.
1

December 31,
2018

292
430,779
(260)
(388,581)
42,230
171,625

6,866
13,184
27,697
410
9,936
6,048
64,141
27,883
6,481
2,976
101,481

—

$

286
428,949
(260)
(362,097)
66,878
168,359

SIENTRA, INC.
Condensed Consolidated Statements of Operations
(In thousands, except per share and share amounts)
(Unaudited)
Three Months Ended
March 31,
2019

Net sales
Cost of goods sold
Gross profit
Operating expenses:
Sales and marketing
Research and development
General and administrative
Total operating expenses
Loss from operations
Other income (expense), net:
Interest income
Interest expense
Other income (expense), net
Total other income (expense), net
Loss before income taxes
Income tax (benefit) expense
Net loss

$

Basic and diluted net loss per share attributable to common stockholders

2018

17,552
6,474
11,078

14,676
6,097
8,579

20,401
3,054
13,474
36,929
(25,851)

15,256
2,751
9,499
27,506
(18,927)

$

304
(952)
15
(633)
(26,484)
—
(26,484)

$

40
(655)
119
(496)
(19,423)
—
(19,423)

$

(0.91)

$

(0.99)

Weighted average outstanding common shares used for net
loss per share attributable to common stockholders:
Basic and diluted

29,099,382

See accompanying notes to condensed consolidated financial statements.
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$

19,613,417

SIENTRA, INC.
Condensed Consolidated Statement of Stockholders' Equity
(In thousands, except share amounts)
(Unaudited)

Balances at December 31, 2017
Stock-based compensation
Employee stock purchase program (ESPP)
Vested restricted stock
Shares withheld for tax obligations on
vested RSUs
Net loss
Balances at March 31, 2018

Balances at December 31, 2018
Stock-based compensation
Stock option exercises
Employee stock purchase program (ESPP)
Vested restricted stock
Shares withheld for tax obligations on
vested RSUs
Net loss
Balances at March 31, 2019

Preferred stock
Shares
Amount
—
$
—
—
—
—
—
—
—
—
—
—

$

—
—
—

Preferred stock
Shares
Amount
—
$
—
—
—
—
—
—
—
—
—
—
—
—

$

—
—
—

Common stock
Shares
Amount
19,474,702
$
194
—
—
62,491
1
271,936
3
(92,760)
—
19,716,369

$

(1)
—
197

Common stock
Shares
Amount
28,701,494
$
286
—
—
45,453
—
68,899
1
671,245
7
(212,714)
—
29,274,377

$

(2)
—
292

Treasury stock
Shares
Amount
72,727
$
(260)
—
—
—
—
—
—
—
—
72,727

$

—
—
(260)

Treasury stock
Shares
Amount
72,727
$
(260)
—
—
—
—
—
—
—
—
—
—
72,727

$

—
—
(260)

See accompanying notes to condensed consolidated financial statements.
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Additional
paid-in
capital
$ 307,159
2,548
390
(3)

Accumulated
deficit
$
(279,470)
—
—
—

(1,295)
—
308,799

—
(19,423)
(298,893)

$

$

Additional
paid-in
capital
$ 428,949
3,772
106
682
(7)

Accumulated
deficit
$
(362,097)
—
—
—
—

(2,723)
—
430,779

—
(26,484)
(388,581)

$

$

Total
stockholders'
equity
$
27,623
2,548
391
—

$

(1,296)
(19,423)
9,843

Total
stockholders'
equity
$
66,878
3,772
106
683
—

$

(2,725)
(26,484)
42,230

SIENTRA, INC.
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)
Three Months Ended March 31,
2019
2018
Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Provision for doubtful accounts
Provision for warranties
Provision for inventory
Amortization of acquired inventory step-up
Change in fair value of warrants
Change in fair value of contingent consideration
Change in deferred revenue
Amortization of debt discount and issuance costs
Stock-based compensation expense
Payments of contingent consideration liability in excess of acquisition-date fair value
Changes in assets and liabilities, net of effects from acquisitions:
Accounts receivable
Inventories
Prepaid expenses, other current assets and other assets
Insurance recovery receivable
Accounts payable
Accrued and other liabilities
Legal settlement payable
Customer deposits
Sales return liability
Net cash used in operating activities
Cash flows from investing activities:
Purchase of property and equipment
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from exercise of stock options
Proceeds from issuance of common stock under ESPP
Tax payments related to shares withheld for vested restricted stock units (RSUs)
Gross borrowings under the Revolving Loan
Repayment of the Revolving Loan
Payments of contingent consideration up to acquisition-date fair value
Deferred financing costs
Net cash provided by financing activities
Net decrease in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at:
Beginning of period
End of period

$

$

Reconciliation of cash, cash equivalents, and restricted cash to the consolidated balance sheets
Cash and cash equivalents
Restricted cash included in other assets
Total cash, cash equivalents and restricted cash

$

Supplemental disclosure of cash flow information:
Interest paid
Supplemental disclosure of non-cash investing and financing activities:
Property and equipment in accounts payable and accrued liabilities

$

(19,423)

831
342
273
289
—
(87)
185
384
56
3,700
(630)

880
233
183
199
59
(121)
621
(99)
51
2,548
—

(2,583)
(3,373)
396
—
1,853
(2,312)
(410)
956
1,968
(24,646)

(5,735)
(1,191)
(1,009)
(10)
4,684
948
—
8
4,400
(12,774)

(610)
(610)

(142)
(142)

106
683
(2,725)
4,183
(1,565)
(370)
—
312
(24,944)

—
391
(1,296)
9,033
(5,735)
—
(6)
2,387
(10,529)

87,242
62,298

$

26,931
16,402

$

$

61,955
343
62,298

$

16,059
343
16,402

$

903

$

586

$

273

$

1,530

See accompanying notes to condensed consolidated financial statements.
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(26,484)

SIENTRA, INC.
Notes to the Condensed Consolidated Financial Statements
(Unaudited)
1.

Formation and Business of the Company
a.

Formation

Sientra, Inc. (“Sientra”, the “Company,” “we,” “our” or “us”), was incorporated in the State of Delaware on August 29, 2003 under the name Juliet Medical, Inc.
and subsequently changed its name to Sientra, Inc. in April 2007. The Company acquired substantially all the assets of Silimed, Inc. on April 4, 2007. The purpose
of the acquisition was to acquire the rights to the silicone breast implant clinical trials, related product specifications and pre-market approval, or PMA, assets.
Following this acquisition, the Company focused on completing the clinical trials to gain FDA approval to offer its silicone gel breast implants in the United States.
In March 2012, the Company announced it had received approval from the FDA for its portfolio of silicone gel breast implants, and in the second quarter of 2012
the Company began commercialization efforts to sell its products in the United States. The Company, based in Santa Barbara, California, is a medical aesthetics
company that focuses on serving board-certified plastic surgeons and offers a portfolio of silicone shaped and round breast implants, scar management, tissue
expanders, and body contouring products.
In November 2014, the Company completed an initial public offering, or IPO, and its common stock is listed on the Nasdaq Stock Exchange under the symbol
“SIEN.”
b.

Regulatory Review of Vesta Manufacturing

The Company has engaged Vesta Intermediate Funding, Inc., or Vesta, a Lubrizol Lifesciences company, for the manufacture and supply of the Company’s breast
implants. On March 14, 2017, the Company announced it had submitted a site-change pre-market approval, or PMA, supplement to the FDA for the manufacture of
the Company’s PMA-approved breast implants at the Vesta manufacturing facility. On January 30, 2018, the Company announced the FDA has granted approval of
the site-change supplement for the Company’s contract manufacturer, Vesta, to manufacture its silicone gel breast implants. In support of the move to the Vesta
manufacturing facility, the Company also implemented new manufacturing process improvements which, in consultation with the FDA, required three (3)
additional PMA submissions. In addition to approving the manufacturing site-change PMA supplement, the FDA approved the Company’s three (3) process
enhancement submissions on January 10, 2018, January 19, 2018 and April 17, 2018 .
c.

Follow-On Offering

On May 7, 2018, the Company completed an underwritten follow-on public offering of 7,407,408 shares of its common stock at $13.50 per share, as well as
1,111,111 additional shares of its common stock pursuant to the full exercise of the over-allotment option granted to the underwriters. Net proceeds to the Company
were approximately $107.6 million after deducting underwriting discounts and commissions of $6.9 million and offering expenses of approximately $0.5 million.
2.

Summary of Significant Accounting Policies
a.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements in this Quarterly Report on Form 10-Q have been prepared in accordance with
accounting principles generally accepted in the United States of America, or GAAP, and the rules and regulations of the U.S. Securities and Exchange Commission,
or SEC. Accordingly, they do not include certain footnotes and financial presentations normally required under accounting principles generally accepted in the
United States of America for complete financial reporting. The interim financial information is unaudited, but reflects all normal adjustments and accruals which
are, in the opinion of management, considered
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necessary to provide a fair presentation for the interim periods presented. The accompanying condensed consolidated financial statements should be read in
conjunction with the Company’s audited consolidated financial statements and notes thereto included in the Company’s Annual Report on Form 10-K for the year
ended December 31, 2018 filed with t he SEC on March 1 4 , 201 9 , or the Annual Report. The results for the three months ended March 31, 2019 are not
necessarily indicative of results to be expected for the year ending December 31, 201 9 , any other interim periods, or any future year or period.
b.

Liquidity

Since the Company’s inception, it has incurred significant net operating losses and the Company anticipates that losses will continue in the near term. The
Company expects its operating expenses will continue to grow as they expand operations. The Company will need to generate significant net sales to achieve
profitability. To date, the Company has funded operations primarily with proceeds from the sales of preferred stock, borrowings under term loans, sales of products
since 2012, and the proceeds from the sale of common stock in public offerings.
The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which implies the Company will continue to realize
its assets and discharge its liabilities in the normal course of business. As of March 31, 2019, the Company had cash and cash equivalents of $62.0 million. Since
inception, the Company has incurred recurring losses from operations and cash outflows from operating activities. The continuation of the Company as a going
concern is dependent upon many factors including liquidity and the ability to raise capital . The Company received FDA approval of their PMA supplement on
April 17, 2018 and was then able to access a $10.0 million term loan pursuant to an amendment to the credit agreement with MidCap Financial Trust, or MidCap.
In addition, in February 2018, the Company entered into an At-The-Market Equity Offering Sales Agreement with Stifel, Nicolaus & Company, Incorporated, or
Stifel, as sales agent pursuant to which the Company may sell, from time to time, through Stifel, shares of our common stock having an aggregate gross offering
price of up to $50.0 million. As of March 31, 2019, the Company has not sold any common stock pursuant to the sales agreement . Further, on May 7, 2018, the
Company completed a public offering of its common stock, raising approximately $107.6 million in net proceeds after deducting underwriting discounts and
commissions and other offering expenses.
The Company believes that its cash and cash equivalents will be sufficient to fund its operations for at least the next 12 months. To fund ongoing operating and
capital needs , the Company may need to raise additional capital in the future through the sale of equity securities and incremental debt financing.
c.

Use of Estimates

The preparation of the condensed consolidated financial statements, in conformity with GAAP, requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements and the
reported amounts of revenues and expenses during the reporting periods. Actual results could differ from those estimates.
d.

Significant Accounting Policies

Revenue Recognition
The Company recognizes revenue when the Company transfers control of promised goods or services to customers in an amount that reflects the consideration to
which the Company expects to be entitled to in exchange for those goods or services. See Note 3 - Revenue for further discussion.
There have been no other changes to the accounting policies during the three months ended March 31, 2019, as compared to the significant accounting policies
described in the “Notes to Financial Statements” in the Annual Report other than the adoption of Topic 842, as discussed in “Recent Accounting Pronouncements”
and Note 9.
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e.

Recent Accounting Pronouncements

Recently Adopted Accounting Standards
In February 2016, the FASB issued Accounting Standards Update, or ASU, 2016-02, Leases (Topic 842). This ASU requires a company to recognize lease assets
and liabilities arising from operating leases in the statement of financial position. This ASU does not significantly change the previous lease guidance for how a
lessee should recognize the recognition, measurement, and presentation of expenses and cash flows arising from a lease. Additionally, the criteria for classifying a
finance lease versus an operating lease are substantially the same as the previous guidance. This ASU is effective for fiscal years beginning after December 15,
2018, including interim periods within those fiscal years, and early adoption was permitted. In July 2018, the FASB issued ASU 2018-11, Leases (Topic 842)
Targeted Improvements, amending certain aspects of the new leasing standard. The amendment allowed an additional optional transition method whereby an entity
records a cumulative effect adjustment to opening retained earnings in the year of adoption without restating prior periods. The Company adopted Topic 842 on
January 1, 2019 electing the package of practical expedients permitted under the transition guidance, which allowed the Company to carry forward the historical
lease classification, the assessment on whether a contract is or contains a lease, and the initial direct costs for any leases that exist prior to adoption of the new
standard. The Company has not restated prior periods under the optional transition method. The adoption of ASU 2016-02 on January 1, 2019 resulted in the
recognition of right-of-use assets of approximately $22.7 million, lease liabilities of approximately $22.9 million and no cumulative-effect adjustment on retained
earnings on its Condensed Consolidated Balance Sheets. Refer to Note 9 - Leases for further details.
In February 2018, the FASB issued ASU 2018-02, Income Taxes (Topic 740), which allows for an entity to elect to reclassify the income tax effects on items
within accumulated other comprehensive income resulting from U.S. Tax Cuts and Jobs Act to retained earnings. The guidance is effective for fiscal years
beginning after December 15, 2018 with early adoption permitted, including interim periods within those years. The Company adopted ASC 2018-02 and elected to
not reclassify the income tax effects under ASU 2018-02, as it does not have a material impact on the condensed consolidated financial statements.
f.

Reclassifications

Certain reclassifications have been made to prior year amounts to conform to the current year presentation.
3.

Revenue

Revenue Recognition
The Company generates revenue primarily through the sale and delivery of promised goods or services to customers and recognizes revenue when control is
transferred to customers, in an amount that reflects the consideration the Company expects to be entitled to in exchange for the goods or services. Performance
obligations typically include the delivery of promised products, such as breast implants, tissue expanders, BIOCORNEUM, miraDry Systems and bioTips, along
with service-type warranties and deliverables under certain marketing programs. Other deliverables are sometimes promised, but are ancillary and insignificant in
the context of the contract as a whole. Sales prices are documented in the executed sales contract, purchase order or order acknowledgement prior to the transfer of
control to the customer. Customers may enter into a separate extended service agreement to purchase an extended warranty for miraDry products from the
Company whereby the payment is due at the inception of the agreement. Typical payment terms are 30 days for Breast Products and direct sales of consumable
miraDry products, and tend to be longer for capital sales of miraDry Systems and sales to miraDry distributors, but do not extend beyond one year. For delivery of
promised products, control transfers and revenue is recognized upon shipment, unless the contractual arrangement requires transfer of control when products reach
their destination, for which revenue is recognized once the product arrives at its destination. Revenue for extended service agreements are recognized ratably over
the term of the agreements.
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For Breast Products, with the exception of the Company’s BIOCORNEUM scar management products, the Company allows for the return of products from
customers within s ix months after the original sale, which is accounted for as variable consideration. Reserves are established for anticipated sales returns based on
the expected amount calculated with historical experience, recent gross sales and any notification of pendi ng returns. The estimated sales return is recorded as a
reduction of revenue and as a sales return liability in the same period revenue is recognized. Actual sales returns in any future period are inherently uncertain and
thus may differ from the estimates . If actual sales returns differ significantly from the estimates, an adjustment to revenue in the current or subsequent period
would be recorded. The Company has established an allowance for sales returns of $8.0 million and $6.0 million as of March 31, 2 019 and December 31, 2018
respectively, recorded as “sales return liability” on the condensed consolidated balance sheet s .
The following table provides a rollforward of the sales return liability (in thousands):
Sales return liability

Balance as of December 31, 2018
Addition to reserve for sales activity
Actual returns
Change in estimate of sales returns
Balance as of March 31, 2019

$

$

6,048
22,617
(21,040)
391
8,016

For Breast Products, a portion of the Company’s revenue is generated from the sale of consigned inventory of breast implants maintained at doctor, hospital, and
clinic locations. For these products, revenue is recognized at the time the Company is notified by the customer that the product has been implanted, not when the
consigned products are delivered to the customer’s location.
For miraDry, in addition to domestic and international direct sales, the Company leverages a distributor network for selling the miraDry System internationally.
The Company recognizes revenue when control of the goods or services is transferred to the distributors. Standard terms in both direct sales agreements (domestic
and international), and international distributor agreements do not allow for trial periods, right of return, refunds, payment contingent on obtaining financing or
other terms that could impact the customer’s payment obligation.
Arrangements with Multiple Performance Obligations
The Company has determined that the delivery of each unit of product in the Company’s revenue contracts with customers is a separate performance obligation.
The Company’s revenue contracts may include multiple products or services, each of which is considered a separate performance obligation. For such
arrangements, the Company allocates revenue to each performance obligation based on its relative standalone selling price. The Company generally determines
standalone selling prices based on observable prices or using an expected cost plus margin approach when an observable price is not available. The Company
invoices customers once products are shipped or delivered to customers depending on the negotiated shipping terms.
The Company introduced its Platinum20 Limited Warranty Program, or Platinum20, in May 2018 on all OPUS breast implants implanted in the United States or
Puerto Rico on or after May 1, 2018. Platinum20 provides for financial assistance for revision surgeries and no-charge contralateral replacement implants upon the
occurrence of certain qualifying events. The Company considers Platinum20 to have an assurance warranty component and a service warranty component. The
assurance component is recorded as a warranty liability at the time of sale (as discussed in Note 6). The Company considers the service warranty component as an
additional performance obligation and defers revenue at the time of sale based on the relative estimated selling price, by estimating a standalone selling price using
the expected cost plus margin approach for the performance obligation. Inputs into the expected cost plus margin approach include historical incidence rates,
estimated replacement costs, estimated financial assistance payouts and an estimated margin. The liability for unsatisfied performance obligations under the service
warranty as of March 31, 2019 and December 31, 2018 was $0.6 million and $0.4 million respectively. The short-term obligation related to the service warranty as
of both March 31, 2019 and December 31, 2018 was $0.2 million and is included in “accrued and other current liabilities” on the condensed consolidated balance
sheets. The long-term obligation related to the service warranty as of both March 31, 2019 and December 31, 2018 was $0.3 million, and is included in “warranty
reserve and other long-term liabilities” on the condensed consolidated balance sheets. The performance obligation is satisfied at the time that Platinum20 benefits
are provided and are expected to be satisfied over the following 6 to 24 month period for financial assistance and 20 years for product replacement. Revenue
recognized for the service warranty performance obligations for the three months ended March 31, 2019 was immaterial.
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Practical Expedients and Policy Election
The Company generally expenses sales commissions when incurred because the amortization period would have been one year or less. These costs are recorded
within sales and marketing expenses.
The Company does not adjust accounts receivable for the effects of any significant financing components as customer payment terms are shorter than one year.
The Company has elected to account for shipping and handling activities performed after a customer obtains control of the products as activities to fulfill the
promise to transfer the products to the customer. Shipping and handling activities are largely provided to customers free of charge for the Breast Products segment.
The associated costs were $0.4 million and $0.2 million for the three months ended March 31, 2019 and 2018 respectively. These costs are viewed as part of the
Company’s sales and marketing programs and are recorded as a component of sales and marketing expense in the condensed consolidated statement of operations
as an accounting policy election. For the miraDry segment, shipping and handling charges are typically billed to customers and recorded as revenue. The shipping
and handling costs incurred are recorded as a component of cost of goods sold in the condensed consolidated statement of operations. The associated costs were
$0.1 million for both the three months ended March 31, 2019 and 2018.
4.

Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable, accrued liabilities, customer deposits and sales return liability are
reasonable estimates of their fair value because of the short maturity of these items. The fair value of the common stock warrant liability and contingent
consideration are discussed in Note 5. The fair value of the debt is based on the amount of future cash flows associated with the instrument discounted using the
Company’s estimated market rate. As of March 31, 2019, the carrying value of the long-term debt was not materially different from the fair value.
5.

Fair Value Measurements

Certain assets and liabilities are carried at fair value under GAAP. Fair value is defined as the exchange price that would be received for an asset or paid to transfer
a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date. Valuation techniques used to measure fair value must maximize the use of observable inputs and minimize the use of unobservable inputs.
Financial assets and liabilities carried at fair value are to be classified and disclosed in one of the following three levels of the fair value hierarchy, of which the first
two are considered observable and the last is considered unobservable:
•

Level 1 — Quoted prices in active markets for identical assets or liabilities.

•

Level 2 — Observable inputs (other than Level 1 quoted prices) such as quoted prices in active markets for similar assets or liabilities, quoted
prices in markets that are not active for identical or similar assets or liabilities, or other inputs that are observable or can be corroborated by
observable market data.

•

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to determining the fair value of the
assets or liabilities, including pricing models, discounted cash flow methodologies and similar techniques.

The Company’s common stock warrant liabilities are carried at fair value determined according to the fair value hierarchy described above. The Company has
utilized an option pricing valuation model to determine the fair value of its outstanding common stock warrant liabilities. The inputs to the model include fair value
of the common stock related to the warrant, exercise price of the warrant, expected term, expected volatility, risk-free interest rate and dividend yield. The warrants
are valued using the fair value of common stock as of the measurement date. The
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Company historically has been a private company and lacks company-specific historical and implied volatility information of its stock. Therefore, it estimates its
expected stock volatility based on the historical volatility of publicly traded peer compani es for a term equal to the remaining contractual term of the warrants. The
risk-free interest rate is determined by reference to the U.S. Treasury yield curve for time periods approximately equal to the remaining contractual term of the
warrants. The Compa ny has estimated a 0% dividend yield based on the expected dividend yield and the fact that the Company has never paid or declared
dividends. As several significant inputs are not observable, the overall fair value measurement of the warrants is classified as Level 3.
The Company assessed the fair value of the contingent consideration for future royalty payments related to the acquisition of BIOCORNEUM and the contingent
consideration for the future milestone payments related to the acquisition of miraDry using a Monte-Carlo simulation model. Significant assumptions used in the
measurement include future net sales for a defined term and the risk-adjusted discount rate associated with the business. As the inputs are not observable, the
overall fair value measurement of the contingent consideration is classified as Level 3.
The following tables present information about the Company’s liabilities that are measured at fair value on a recurring basis as of March 31, 2019 and
December 31, 2018 and indicate the level of the fair value hierarchy utilized to determine such fair value (in thousands):
Fair Value Measurements as of
March 31, 2019 Using:
Level 2
Level 3

Level 1

Liabilities:
Liability for common stock warrants
Liability for contingent consideration

$

—
—
—

$

$
$

26
13,032
13,058

Fair Value Measurements as of
December 31, 2018 Using:
Level 2
Level 3

Level 1

Liabilities:
Liability for common stock warrants
Liability for contingent consideration

—
—
—

—
—
—

—
—
—

113
13,847
13,960

Total

26
13,032
13,058

Total

113
13,847
13,960

The liability for common stock warrants and the current portion of contingent consideration is included in “accrued and other current liabilities” and the long-term
liabilities for the contingent consideration are included in “deferred and contingent consideration” in the condensed consolidated balance sheet. The following table
provides a rollforward of the aggregate fair values of the Company’s common stock warrants and contingent consideration for which fair value is determined by
Level 3 inputs (in thousands):
Warrant Liability
Balance, December 31, 2018
Change in fair value of warrant liability
Balance, March 31, 2019

$
$

Contingent Consideration Liability
Balance, December 31, 2018
Payments of contingent consideration
Change in fair value of contingent consideration
Balance, March 31, 2019

$

$

113
(87)
26
13,847
(1,000)
185
13,032

The Company recognizes changes in the fair value of the warrants in “other income (expense), net” in the condensed consolidated statement of operations and
changes in contingent consideration are recognized in “general and administrative” expense in the condensed consolidated statement of operations.
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6.

Product Warranties

The Company offers a product replacement and limited warranty program for the Company’s silicone gel breast implants, and a product warranty for the
Company’s miraDry Systems and consumable bioTips. For silicone gel breast implant surgeries occurring prior to May 1, 2018, the Company provides lifetime
replacement implants and up to $3,600 in financial assistance for revision surgeries, for covered rupture events that occur within ten years of the surgery date. The
Company introduced its Platinum20 Limited Warranty Program in May 2018, covering OPUS silicone gel breast implants implanted in the United States or Puerto
Rico on or after May 1, 2018. The Company considers the program to have an assurance warranty component and a service warranty component. The service
warranty component is discussed in Note 3 above. The assurance component is related to the lifetime no-charge contralateral replacement implants and up to
$5,000 in financial assistance for revision surgeries, for covered rupture events that occur within twenty years of the surgery date. Under the miraDry warranty, the
Company provides a standard product warranty for the miraDry System and bioTips, which the Company considers an assurance-type warranty.
The following table provides a rollforward of the accrued warranties (in thousands):
Three Months Ended March 31,
2019
2018

Beginning balance as of January 1
Warranty costs incurred during the period
Changes in accrual related to warranties issued during the period
Changes in accrual related to pre-existing warranties
Balance as of March 31
7.

$

1,395
(139)
244
29
1,529

$

$

1,642
(104)
50
133
1,721

$

Net Loss Per Share

Basic net loss per share attributable to common stockholders is computed by dividing net loss by the weighted average number of common shares outstanding
during each period. Diluted net loss per common share is computed by dividing net loss available to common stockholders by the weighted average number of
common shares and dilutive potential common share equivalents then outstanding, to the extent they are dilutive. Potential common shares consist of shares
issuable upon the exercise of stock options and warrants (using the treasury stock method). Dilutive net loss per share is the same as basic net loss per share for all
periods presented because the effects of potentially dilutive items were anti-dilutive.
Three Months Ended March 31,
2019
2018

Net loss (in thousands)
Weighted average common shares outstanding, basic and diluted
Net loss per share attributable to common stockholders

$
$

(26,484)
29,099,382
(0.91)

$
$

(19,423)
19,613,417
(0.99)

The Company excluded the following potentially dilutive securities, outstanding as of March 31, 2019 and 2018, from the computation of diluted net loss per share
attributable to common stockholders for the three months ended March 31, 2019 and 2018 because they had an anti-dilutive impact due to the net loss attributable
to common stockholders incurred for the periods.
March 31,
2019

Stock options to purchase common stock
Warrants for the purchase of common stock

1,469,792
47,710
1,517,502
11

2018

1,600,826
47,710
1,648,536

8.

Balance Sheet Components
a.

Allowance for Doubtful Accounts

The Company has established an allowance for doubtful accounts of $2.7 million and $2.4 million as of March 31, 2019 and December 31, 2018, respectively,
recorded net against accounts receivable in the balance sheet.
b.

Inventories

Inventories, net consist of the following (in thousands):
March 31,
2019

Raw materials
Work in progress
Finished goods
Finished goods - right of return

$

2,680
2,690
19,850
2,022
27,242

$
c.

December 31,
2018

$

$

2,147
2,110
18,335
1,493
24,085

Property and Equipment

Property and equipment, net consist of the following (in thousands):
March 31,
2019

Leasehold improvements
Manufacturing equipment and toolings
Computer equipment
Software
Office equipment
Furniture and fixtures

$

Less accumulated depreciation
$

December 31,
2018

402
2,463
748
1,213
117
934
5,877
(2,731)
3,146

$

$

402
1,928
682
1,039
156
826
5,033
(2,497)
2,536

Depreciation expense for both the three months ended March 31, 2019 and 2018 was $0.3 million.
Under the terms of the manufacturing agreement with Vesta, upon the commencement of Contract Year One (as defined in the agreement) which occurred
following FDA-approval of all submissions related to the site-change PMA supplement for the Vesta manufacturing facility, Vesta was obligated to purchase the
manufacturing equipment and tooling that Sientra had originally purchased for the manufacture of Sientra’s breast implant inventory at Vesta’s manufacturing
facility. Vesta repurchased the equipment with a net book value of $2.7 million in the third quarter of 2018 through a reduction in the Company’s accounts payable
balance owed to Vesta.
d.

Goodwill and Other Intangible Assets, net

The Company has determined that it has two reporting units, Breast Products and miraDry, and evaluates goodwill for impairment at least annually on October 1 st
and whenever circumstances suggest that goodwill may be impaired.
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The changes in the carrying amount of goodwil l during the three months ended March 31, 201 9 were as follows (in thousands) :
Breast Products

Balances as of December 31, 2018
Goodwill
Accumulated impairment losses
Goodwill, net

$
$

Balances as of March 31, 2019
Goodwill
Accumulated impairment losses
Goodwill, net

$
$

miraDry

19,156
(14,278)
4,878

$

19,156
(14,278)
4,878

$

$

$

Total

7,629
—
7,629

$

7,629
—
7,629

$

26,785
(14,278)
12,507

$

26,785
(14,278)
12,507

$

As of March 31, 2019 and December 31, 2018 the miraDry reporting unit had a negative carrying value.
The components of the Company’s other intangible assets consist of the following (in thousands):
Average
Amortization
Period
(in years)

Intangibles with definite lives
Customer relationships
Trade names - finite life
Developed technology
Distributor relationships
Non-compete agreement
Regulatory approvals
Acquired FDA non-gel product approval
Total definite-lived intangible assets

11
14
15
9
2
1
11

Intangibles with indefinite lives
Trade names - indefinite life
Total indefinite-lived intangible assets

Gross Carrying
Amount

$

$

11,240
5,800
3,000
500
80
670
1,713
23,003

$

450
450

—

Average
Amortization
Period
(in years)

Intangibles with definite lives
Customer relationships
Trade names - finite life
Developed technology
Distributor relationships
Non-compete agreement
Regulatory approvals
Acquired FDA non-gel product approval
Total definite-lived intangible assets

11
14
15
9
2
1
11

Intangibles with indefinite lives
Trade names - indefinite life
Total indefinite-lived intangible assets

Gross Carrying
Amount

$

$

11,240
5,800
3,000
500
80
670
1,713
23,003

$

450
450

—
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March 31, 2019
Accumulated
Amortization

$

Intangible
Assets, net

$

(3,878) $
(638)
(407)
(152)
(80)
(670)
(1,713)
(7,538) $

$

—
—

$

December 31, 2018
Accumulated
Amortization

$

7,362
5,162
2,593
348
—
—
—
15,465

450
450

Intangible
Assets, net

$

(3,486) $
(541)
(338)
(130)
(80)
(670)
(1,713)
(6,958) $

$

—
—

$

7,754
5,259
2,662
370
—
—
—
16,045

450
450

Amortization expense for both the three months ended March 31, 2019 and 2018 was $0.6 million. The following table summarizes the estimated amortization
expense relating to the Company's definite-lived intangible assets as of March 31, 2019 (in thousands):
Amortization
Expense

Period

Remainder of 2019
2020
2021
2022
2023
Thereafter

$

1,741
2,209
1,996
1,762
1,545
6,212
15,465

$
e.

Accrued and Other Current Liabilities

Accrued and other current liabilities consist of the following (in thousands):
March 31,

December 31,

2019

Payroll and related expenses
Accrued commissions
Accrued equipment
Deferred and contingent consideration, current portion
Audit, consulting and legal fees
Accrued sales and marketing expenses
Operating lease liabilities
Finance lease liabilities
Other

$

$
9.

2018

4,561
4,175
427
6,780
2,267
2,157
4,707
42
5,300
30,416

$

$

6,466
5,321
18
7,645
703
1,374
—
—
6,170
27,697

Leases

The Company leases certain office space, warehouses, distribution facilities and office equipment. The Company also has embedded leases of manufacturing
facilities and equipment associated with the Company’s manufacturing contracts. The Company determines if an arrangement contains a lease at inception by
evaluating whether the arrangement conveys the right to use an identified asset and whether the Company obtains substantially all of the economic benefits from
and has the ability to direct the use of the asset.
Operating and finance lease right-of-use, or ROU, assets and lease liabilities are recognized based on the present value of the future lease payments over the lease
term at the commencement date. The Company determines its incremental borrowing rate based on the information available at the commencement date in
determining the lease liabilities as the Company’s leases generally do not provide an implicit rate. The ROU assets also include any initial direct costs incurred and
any lease payments made at or before the lease commencement date, less lease incentives received. Lease terms may include options to extend or terminate when
the Company is reasonably certain that the option will be exercised. The Company elected to apply the short-term lease measurement and recognition exemption in
which ROU assets and lease liabilities are not recognized for short-term leases. The Company’s lease agreements generally do not contain material residual value
guarantees or material restrictive covenants.
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The Company’s leases of office space, warehouses and distribution faciliti es are treated as operating leases and often contain lease and non-lease components . T
he Company has elected to account for these lease and non-lease components separately. Non-lease components for these assets are primarily comprised of
common-area mainte nance, utilities, and real estate taxes that are passed on from the lessor in proportion to the space leased by the Company, and are recognized
in operating expenses in the period in which the obligation for those payments was incurred. Lease cost for thes e operating leases is recognized on a straight-line
basis over the lease term in operating expense s .
The Company’s embedded leases of manufacturing facilities and equipment are treated as operating leases and often contain lease and non-lease components. The
Company has elected to account for these lease and non-lease components as a single lease component. There may be variability in future lease payments as the
amount of the non-lease components is based on the costs of manufacturing and is dependent on the amount and types of units produced. The Company reduces the
operating lease liability when the inventory is purchased.
The Company’s leases of office equipment are accounted for as finance leases as they meet one or more of the five finance lease classification criteria. Lease cost
for these finance leases is comprised of amortization of the ROU asset and interest expense which are recognized in operating expenses and other income
(expense), net.
Components of lease expense were as follows:
Three Months Ended
March 31,
Lease Cost

Classification

Operating lease cost
Operating lease cost
Total operating lease cost
Finance lease cost
Amortization of right-of-use assets
Interest on lease liabilities
Total finance lease cost
Variable lease cost
Total lease cost

2019

Operating expenses
Inventory

$

380
1,248
1,628

$
Operating expenses
Other income (expense), net

9
1
10
2,373
4,011

$
Inventory
$

Short-term lease expense for the three months ended March 31, 2019 was not material.
Supplemental cash flow information related to operating and finance leases for the three months ended March 31, 2019 was as follows (in thousands):
Three Months Ended
March 31,
2019

Cash paid for amounts included in the measurement of lease liabilities:
Operating cash outflows from operating leases
Operating cash outflows from finance leases
Right-of-use assets obtained in exchange for new lease obligations:
Operating leases
Finance leases

15

$

1,462
9

$

23,046
119

Supplemental balance sheet information, as of March 31, 2019, related to operating and finance leases was as follows (in thousands, except lease term and discount
rate):
March 31,
2019

Reported as:
Other assets
Operating lease right-of-use assets
Finance lease right-of-use assets
Total right-of use assets

$

21,885
111
21,996

$

Accrued and other current liabilities
Operating lease liabilties
Finance lease liabilities
Warranty reserve and other long-term liabilities
Operating lease liabilties
Finance lease liabilities
Total lease liabilities

$

4,707
42
17,548
66
22,363

$

Weighted average remaining lease term (years)
Operating leases
Finance leases
Weighted average discount rate
Operating leases
Finance leases

4
3
8.19%
4.28%

As of March 31, 2019, maturities of the Company’s operating and finance lease liabilities are as follows (in thousands):
Period

Operating leases

Remainder of 2019
2020
2021
2022
2023
2024 and thereafter
Total lease payments
Less imputed interest
Total operating lease liabilities

$

$
$

4,795
6,245
6,242
5,976
2,654
499
26,411
4,156
22,255

Finance leases

$

$
$

35
43
36
—
—
—
114
6
108

Total

$

$
$

4,830
6,288
6,278
5,976
2,654
499
26,525
4,162
22,363

As previously reported in our Annual Report on Form 10-K for the year ended December 31, 2018 and under legacy lease accounting (ASC 840), future minimum
lease payments under non-cancellable leases as of December 31, 2018 was as follows (in thousands):
Year Ended December 31:
2020
2021
2022
2023
2024 and thereafter

$

$

16

1,325
1,134
1,060
947
1,557
6,023

The table above does not include the minimum purchase obligations of approximately $21.6 million over the five years following December 31, 2018 under the
Company’s contracts with its manufacturers which upon adoption of ASU 2016-02 on January 1, 2019 were accounted for as operating lease ROU assets and lease
liabilities.
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Long-Term Debt and Revolving Loan

On July 25, 2017, the Company entered into a Credit and Security Agreement, or the Term Loan Credit Agreement, and a Credit and Security Agreement, or the
Revolving Credit Agreement with MidCap, and, together with the Term Loan Credit Agreement, the Credit Agreements, which replaced the Company’s thenexisting Silicon Valley Bank Loan Agreement, or the SVB Loan Agreement.
Under the terms of the Term Loan Credit Agreement,
as of July 25, 2017, MidCap funded $25.0 mil lion to the Company, or the Closing Date Term Loan.
MidCap also made available to the Company until March 31, 2018, a $10.0 million term loan, or the March 2018 Term Loan, subject to the satisfaction of certain
conditions, including FDA certifications of the manufacturing facility operated by Vesta, and an additional $5.0 million term loan, subject to the satisfaction of
certain conditions, including evidence that the Company’s Net Revenue for the past 12 months was greater than or equal to $75.0 million, as defined in the Term
Loan Credit Agreement, collectively the Term Loans. On April 18, 2018, the Company amended the Term Loan Credit Agreement pursuant to which the parties
agreed to adjust the date by which the Company must obtain FDA approval of its PMA supplement in order to access the March 2018 Term Loan until April 30,
2018. In April 2018, upon FDA approval of the Company’s PMA supplement, MidCap funded the $10.0 million March Term Loan. Under the Revolving Credit
Agreement, MidCap made available to the Company a revolving line of credit, or the Revolving Loan. The amount of loans available to be drawn is based on a
borrowing base equal to 85% of the net collectible value of eligible accounts receivable plus 40% of eligible finished goods inventory, or the Borrowing Base,
provided that availability from eligible finished goods inventory does not exceed 20% of the Borrowing Base. The Company used a portion of the $25.0 million of
proceeds from the Closing Date Term Loan to repay in full the Company’s then-existing indebtedness under its SVB Loan Agreement and to pay fees and expenses
in connection with the foregoing and the Company intends to use the remainder of the proceeds for general corporate purposes.
Any indebtedness under the Term Loan Credit Agreement bears interest at a floating per annum rate equal to the LIBOR as reported by MidCap with a floor of
1.00%, which as of March 31, 2019 was 2.49%, plus 7.50%. The Term Loans have a scheduled maturity date of December 1, 2021, or the Maturity Date. Subject to
an election to delay principal payments, the Company made monthly payments of accrued interest under the Term Loans from the funding date of the Term Loans,
until December 31, 2018, to be followed by monthly installments of principal and interest through the Maturity Date. Under the terms of the Term Loan Credit
Agreement, the Company had the option to extend the interest only period an additional six months to June 30, 2019 as long as the Company remains in
compliance with the Term Loan Agreement. The Company has elected to extend the interest only period through June 30, 2019. The Company may prepay all of
the Term Loans prior to its maturity date provided the Company pays MidCap a prepayment fee. The Company paid an origination fee of 0.50% of the Term Loans
total amount of $40.0 million on the closing date. As of March 31, 2019, there was $35.0 million outstanding related to the Term Loans. As of March 31, 2019, the
unamortized debt issuance costs on the Term Loans was approximately $0.1 million current portion and approximately $0.1 million long-term portion and are
included as a reduction to debt on the condensed consolidated balance sheet.
Any indebtedness under the Revolving Credit Agreement bears interest at a floating per annum rate equal to the LIBOR as reported by MidCap with a floor of
1.00%, plus 4.50%. The Company may make and repay borrowings from time to time under the Revolving Credit Agreement until the maturity of the facility on
December 1, 2021. The Company is required to pay an annual collateral management fee of 0.50% on the outstanding balance, and an annual unused line fee of
0.50% of the average unused portion. The Company paid an origination fee of 0.50% of the Revolving Loan amount of $10.0 million on the closing date. The
Company classifies the amounts borrowed under the Revolving Loan as short term because it is the Company's intention to use the line of credit to borrow and pay
back funds over short periods of time. As of March 31, 2019, there were $2.6 million borrowings outstanding under the Revolving Loan. As of March 31, 2019, the
unamortized debt issuance costs related to the Revolving Loan was approximately $0.1 million and was included in other long-term assets on the condensed
consolidated balance sheet.
The amortization of debt issuance costs for both the three months ended March 31, 2019 and 2018 was $0.1 million, and was included in interest expense in the
condensed consolidated statements of operations.
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The Credit Agreements include customary affirmative and restrictive covenants and representations and warranties, including a financial covenant for minimum
revenues, a financial covenant for minimum cash req uirements, a covenant against the occurrence of a “change in control,” financial reporting obligations, and
certain limitations on indebtedness, liens, investments, distributions, collateral, mergers or acquisitions, taxes, and deposit accounts. Upon the o ccurrence of an
event of default, a default interest rate of an additional 5.0% may be applied to any outstanding principal balances, and MidCap may declare all outstanding
obligations immediately due and payable and take such other actions as set forth in the Credit Agreements. The Company’s obligations under the Credit
Agreements are secured by a security interest in substantially all of The Company’s assets.
Future Principal Payments of Debt
The future schedule of principal payments for the outstanding Term Loans as of March 31, 2019 was as follows (in thousands):
Fiscal Year

Remainder of 2019
2020
2021
2022
2023
Thereafter
Total
11.

$

$

7,000
14,000
14,000
—
—
—
35,000

Stockholders’ Equity
a.

Authorized Stock

The Company’s Amended and Restated Certificate of Incorporation authorizes the Company to issue 210,000,000 shares of common and preferred stock,
consisting of 200,000,000 shares of common stock with $0.01 par value and 10,000,000 shares of preferred stock with $0.01 par value. As of March 31, 2019 and
December 31, 2018, the Company had no preferred stock issued or outstanding.
b.

Common Stock Warrants

On January 17, 2013, the Company entered into a Loan and Security Agreement, or the Original Term Loan Agreement, with Oxford Finance, LLC, or Oxford. On
June 30, 2014, the Company entered into an Amended and Restated Loan and Security Agreement, or the Amended Term Loan Agreement, with Oxford. In
connection with the Original Term Loan Agreement and the Amended Term Loan Agreement, the Company issued to Oxford (i) seven-year warrants in
January 2013 to purchase shares of the Company’s common stock with a value equal to 3.0% of the tranche A, B and C term loans amounts and (ii) seven-year
warrants in June 2014 to purchase shares of the Company’s common stock with a value equal to 2.5% of the tranche D term loan amount. The warrants have an
exercise price per share of $14.671. As of March 31, 2019 , there were warrants to purchase an aggregate of 47,710 shares of common stock outstanding.
c.

Stock Option Plans

In April 2007, the Company adopted the 2007 Equity Incentive Plan, or the 2007 Plan. The 2007 Plan provides for the granting of stock options to employees,
directors and consultants of the Company. Options granted under the 2007 Plan may either be incentive stock options or nonstatutory stock options. Incentive stock
options, or ISOs, may be granted only to Company employees. Nonstatutory stock options, or NSOs, may be granted to all eligible recipients. A total of 1,690,448
shares of the Company’s common stock were initially reserved for issuance under the 2007 Plan.
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The Company’s board of directors adopted the 2014 Equity Incentive Plan, or 2014 Plan, in July 2014, and the stockholders approved the 2014 Plan in October
2014. The 2014 Plan became effective upon completion of the IPO on November 3, 2014, at which time t he Company ceased granting awards under the 2007 Plan.
Under the 2014 Plan, the Company may issue ISOs, NSOs, stock appreciation rights, restricted stock awards, restricted stock unit awards and other forms of stock
awards, or collectively, stock awards, a ll of which may be granted to employees, including officers, non-employee directors and consultants of the Company and
their affiliates. ISOs may be granted only to employees. A total of 1,027,500 shares of common stock were initially reserved for issuanc e under the 2014 Plan,
subject to certain annual increases. As of March 31, 2019 , a total of 1,346,169 shares of the Company’s common stock were available for issuance under the 2014
Plan .
Pursuant to a board-approved Inducement Plan, the Company may issue NSOs and restricted stock unit awards, or collectively, stock awards, all of which may only
be granted to new employees of the Company and their affiliates in accordance with NASDAQ Stock Market Rule 5635(c)(4) as an inducement material to such
individuals entering into employment with the Company. As of March 31, 2019, inducement grants for 1,019,211 shares of common stock have been awarded, and
35,984 shares of common stock were available for future issuance under the Inducement Plan.
Options under the 2007 Plan and the 2014 Plan may be granted for periods of up to ten years as determined by the Company’s board of directors, provided,
however, that (i) the exercise price of an ISO shall not be less than 100% of the estimated fair value of the shares on the date of grant, and (ii) the exercise price of
an ISO granted to a more than 10% shareholder shall not be less than 110% of the estimated fair value of the shares on the date of grant. An NSO has no such
exercise price limitations. NSOs under the Inducement Plan may be granted for periods of up to ten years as determined by the board of directors, provided, the
exercise price will not be less than 100% of the estimated fair value of the shares on the date of grant. Options generally vest with 25% of the grant vesting on the
first anniversary and the balance vesting monthly on a straight-lined basis over the requisite service period of three additional years for the award. Additionally,
options have been granted to certain key executives that vest upon achievement of performance conditions based on performance targets as defined by the board of
directors, which have included net sales targets and defined corporate objectives over the performance period with possible payout ranging from 0% to 100% of the
target award. Compensation expense is recognized on a straight-lined basis over the vesting term of one year based upon the probable performance target that will
be met. The vesting provisions of individual options may vary but provide for vesting of at least 25% per year.
The following summarizes all option activity under the 2007 Plan, 2014 Plan and Inducement Plan:

Option
Shares

Balances at December 31, 2018
Exercised
Balances at March 31, 2019

1,953,334
(45,453)
1,907,881

Weighted
average
remaining
contractual
term (year)

Weighted
average
exercise
price

$
$

7.42
2.34
7.54

6.30
6.21

For stock-based awards the Company recognizes compensation expense based on the grant date fair value using the Black-Scholes option valuation model. Stockbased compensation expense related to stock options was $0.2 million and $0.4 million for the three months ended March 31, 2019 and 2018, respectively. As of
March 31, 2019, there was $0.4 million of unrecognized compensation costs related to stock options. The expense is recorded within the operating expense
components in the condensed consolidated statement of operations based on the recipients receiving the awards. These costs are expected to be recognized over a
weighted average period of approximately 1 year.
d.

Restricted Stock Units

The Company has issued restricted stock unit awards, or RSUs, under the 2014 Plan and the Inducement Plan. The RSUs issued to employees generally vest on a
straight-line basis annually over a 3-year requisite service period. RSUs issued to non-employees generally vest either monthly or annually over the service term.
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Activity related to RSUs is set forth below:
Weighted
average
grant date
fair value

Number
of shares

Balances at December 31, 2018
Granted
Vested
Forfeited
Balances at March 31, 2019

2,141,350
170,508
(671,245)
(102,206)
1,538,407

$

$

13.27
11.37
10.96
19.48
13.65

Stock-based compensation expense for RSUs for the three months ended March 31, 2019 and 2018 was $3.4 million and $2.0 million, respectively. As of
March 31, 2019, there was $16.1 million of total unrecognized compensation costs related to non-vested RSU awards. The cost is expected to be recognized over a
weighted average period of approximately 2 years.
e.

Employee Stock Purchase Plan

The Company’s board of directors adopted the 2014 Employee Stock Purchase Plan, or ESPP, in July 2014, and the stockholders approved the ESPP in October
2014. The ESPP allows eligible employees to purchase shares of the Company’s common stock at a discount through payroll deductions of up to 15% of their
eligible compensation, subject to any plan limitations. The ESPP provides for offering periods not to exceed 27 months, and each offering period will include
purchase periods, which will be the approximately six-month period commencing with one exercise date and ending with the next exercise date. Employees are
able to purchase shares at 85% of the lower of the fair market value of the Company’s common stock on the first trading day of the offering period or on the
purchase date. A total of 255,500 shares of common stock were initially reserved for issuance under the ESPP, subject to certain annual increases.
During the three months ended March 31, 2019, employees purchased 68,899 shares of common stock at a weighted average price of $9.91 per share. As of
March 31, 2019, the number of shares of common stock available for future issuance was 761,344.
The Company estimated the fair value of employee stock purchase rights using the Black-Scholes model. Stock-based compensation expense related to the ESPP
was $0.2 million and $0.1 million for the three months ended March 31, 2019 and 2018, respectively.
g.

Significant Modifications

During the three months ended March 31, 2019 the Company entered into a consulting agreement with one former employee that resulted in the modification of
their existing equity awards. During the three months ended March 31, 2019 the Company recognized $0.4 million in incremental compensation cost resulting from
this modification.
12.

Income Taxes

The Company operates in several tax jurisdictions and is subject to taxes in each jurisdiction in which it conducts business. To date, the Company has incurred
cumulative net losses and maintains a full valuation allowance on its net deferred tax assets due to the uncertainty surrounding realization of such assets. The
Company had no tax expense for both the three months ended March 31, 2019 and 2018.
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13.

Segment Information

Reportable Segments
The Company has two reportable segments: Breast Products and miraDry. The Breast Products segment focuses on sales of silicone gel breast implants, tissue
expanders and scar management products under the brands Opus, AlloX2, Dermaspan, Softspan and BIOCORNEUM. The miraDry segment focuses on sales of the
miraDry System, consisting of a console and a handheld device which uses consumable single-use bioTips. These segments align with the Company’s principal
target markets.
The Company’s Chief Operating Decision Maker, or CODM, assesses the performance of each segment and allocates resources to those segments based on net
sales and operating income (loss). Operating income (loss) by segment includes items that are directly attributable to each segment, including sales and marketing
functions, as well as finance, information technology, human resources, legal and related corporate infrastructure costs, along with certain benefit-related
expenses. There are no unallocated expenses for the two segments.
The following tables present the net sales, net operating loss and net assets by reportable segment for the periods presented (in thousands):
March 31,
2019

Net sales
Breast Products
miraDry
Total net sales

$

2018

9,751
7,801
17,552

$

$

8,542
6,134
14,676

$

March 31,
2019

Loss from operations
Breast Products
miraDry
Total loss from operations

$
$

Assets
Breast Products
miraDry
Total assets

$
$
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2018

(14,032) $
(11,819)
(25,851) $

(12,794)
(6,133)
(18,927)

March 31,

December 31,

2019

2018

126,385
45,240
171,625

$
$

130,149
38,210
168,359

14.

Commitments and Contingencies

The Company is subject to claims and assessment from time to time in the ordinary course of business. The Company accrues a liability for such matters when it is
probable that future expenditures will be made and such expenditures can be reasonably estimated.
miraDry Class Action Litigation
On August 3, 2017, a lawsuit styled as a verified class action on the part of the former stockholders of miraDry was filed in the Court of Chancery for the State of
Delaware against the former board of directors of miraDry, or the Defendants, alleging breach of their fiduciary duties in connection with the
Company’s acquisition of miraDry. On August 30, 2017, the Defendants moved to dismiss the verified class action complaint for failure to state a claim upon
which relief can be granted. On November 11, 2017 the parties notified the Court that they had reached an agreement to settle the matter pending completion of
confirmatory discovery regarding the fairness of the settlement and obtaining approval from the court. Following a hearing, the Delaware Chancery Court
approved the proposed settlement terms on January 15, 2019, with a modification to the amount of attorneys’ fees awarded to the plaintiffs’ attorneys. Under the
terms of the settlement, in exchange for a full and final settlement and release of all claims, the Defendants (and/or their indemnitors and/or insurers) paid a
settlement consideration of $0.4 million. The miraDry Merger Agreement contained a holdback amount expected to be used for the settlement and associated
costs of the miraDry Class Action litigation. The holdback amount has been used to offset $0.6 million of legal fees and $0.4 million was included in “legal
settlement payable” on the consolidated balance sheet as of December 31, 2018. As of March 31, 2019, the legal settlement of $0.4 million was paid.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our unaudited condensed
consolidated financial statements and related notes included in this Quarterly Report on Form 10-Q and the audited financial statements and notes thereto as of
and for the year ended December 31, 2018 and the related Management’s Discussion and Analysis of Financial Condition and Results of Operations are contained
in our Annual Report on Form 10-K for the year ended December 31, 2018, filed with the Securities and Exchange Commission on March 14, 2019, or the Annual
Report. Unless the context requires otherwise, references in this Quarterly Report on Form 10-Q to “Sientra,” “the Company,” “we,” “us” and “our” refer to
Sientra, Inc.
Forward-Looking Statements
The information in this discussion contains forward-looking statements and information within the meaning of Section 27A of the Securities Act and Section 21E of
the Exchange Act, which are subject to the “safe harbor” created by those sections. These forward-looking statements include, but are not limited to, statements
concerning our strategy, future operations, future financial position, future revenues, projected costs, prospects and plans and objectives of management. The
words “anticipates,” “believes,” “estimates,” “expects,” “intends,” “may,” “plans,” “projects,” “will,” “would” and similar expressions are intended to
identify forward-looking statements, although not all forward-looking statements contain these identifying words. We may not actually achieve the plans, intentions
or expectations disclosed in our forward-looking statements and you should not place undue reliance on our forward-looking statements. Actual results or events
could differ materially from the plans, intentions and expectations disclosed in the forward-looking statements that we make. These forward-looking statements
involve risks and uncertainties that could cause our actual results to differ materially from those in the forward-looking statements, including, without limitation,
the risks set forth in Part II, Item 1A, “Risk Factors” in this Quarterly Report on Form 10-Q and in our other filings with the SEC. The forward-looking statements
are applicable only as of the date on which they are made, and we do not assume any obligation to update any forward-looking statements.
Overview
We are a medical aesthetics company committed to making a difference in patients’ lives by enhancing their body image, growing their self esteem and restoring
their confidence. We were founded to provide greater choices to board certified plastic surgeons and patients in need of medical aesthetics products. We have
developed a broad portfolio of products with technologically differentiated characteristics, supported by independent laboratory testing and strong clinical trial
outcomes. We sell our breast implants and tissue expanders exclusively to board certified and board admissible plastic surgeons and tailor our customer service
offerings to their specific needs, which we believe helps secure their loyalty and confidence.
On June 11, 2017, we entered into a Merger Agreement with miraDry (formerly Miramar Labs) pursuant to which we commenced a tender offer to purchase all of
the outstanding shares of miraDry’s common stock. Pursuant to the transaction, which closed on July 25, 2017 we added the miraDry System, the only FDA
cleared device to reduce underarm sweat, odor and hair of all colors to our aesthetics portfolio. Following our acquisition of miraDry in July 2017, we began selling
the miraDry System and bioTips. As a result of the miraDry acquisition, we determined that we will conduct our business in two operating segments: Breast
Products and miraDry. The Breast Products segment focuses on sales of our breast implants, tissue expanders and scar management products under the brands
OPUS, AlloX2, Dermaspan, Softspan and BIOCORNEUM. The miraDry segment focuses on sales of the miraDry System, consisting of a console and a handheld
device which uses consumable single-use bioTips.
We sell both our Breast Products and miraDry products in the U.S. through a direct sales organization, which as of March 31, 2019, consisted of 105 employees,
including 89 sales representatives and 16 sales managers. Additionally, we also sell our miraDry System in several international markets where we leverage a
combination of distributor relationships and direct sales efforts. As of March 31, 2019, our international operations were supported by 5 sales representatives and 2
sales managers, as well as a number of consultants supporting both direct sales efforts and distri buter relationships.
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Components of Operating Results
Net Sales
Our Breast Products segment net sales include sales of silicone gel breast implants, tissue expanders and BIOCORNEUM. We recognize revenue on breast
implants and tissue expanders, net of sales discounts and estimated returns, as the customer has a standard six-month window to return purchased breast implants
and tissue expanders. We defer the value of our service warranty revenue and recognize it once all performance obligations have been met.
Our miraDry segment net sales include sales of the miraDry System and consumable bioTips along with service warranties and deliverables under certain
marketing programs. We recognize revenue on miraDry Systems and bioTips on delivery to the customer. We defer the value of our service warranty and
deliverables under certain marketing programs and recognize it over the term of the service warranty contract for service warranties and once all performance
obligations have been met for deliverables under certain marketing programs.
We expect that, in the future, our net sales will fluctuate on a quarterly basis due to a variety of factors, including seasonality of breast augmentation procedures
and purchase of miraDry procedures. We believe that aesthetic procedures are subject to seasonal fluctuation due to patients planning their procedures leading up to
the summer season and in the period around the winter holiday season.
Cost of Goods Sold and Gross Margin
Cost of goods sold consists primarily of costs of finished products purchased from our third‑party manufacturers, reserve for product assurance warranties, royalty
costs, and warehouse and other related costs. With the acquisition of miraDry, cost of goods sold also consists of raw material, labor, overhead, and variable
manufacturing costs associated with the manufacturing of the miraDry Systems and bioTips.
With respect to our supplier contracts, all our products and raw materials are manufactured under contracts with fixed unit costs.
Under our Breast Products segment, we provide an assurance and service warranty on our silicone gel breast implants. Under our miraDry segment, we provide an
assurance and service warranty on our miraDry Systems, and an assurance warranty on our handpieces and bioTips. The estimated warranty costs are recorded at
the time of sale. Costs related to our service warranty are recorded when expense is incurred related to meeting our performance obligations. In addition, the
inventory fair market value associated with purchase accounting adjustments and royalty costs related to both the SSP and miraDry acquisitions were recorded at
the time of sale.
We expect our overall gross margin, which is calculated as net sales less cost of goods sold for a given period divided by net sales, to fluctuate in future periods
primarily as a result of quantity of units sold, manufacturing price increases, the changing mix of products sold with different gross margins, warranty costs,
overhead costs and targeted pricing programs.
Sales and Marketing Expenses
Our sales and marketing expenses primarily consist of salaries, bonuses, benefits, incentive compensation, stock-based compensation and travel for our sales,
marketing and customer support personnel. Our sales and marketing expenses also include expenses for trade shows, our no‑charge customer shipping program for
the Breast Products segment and no-charge product evaluation units for the Breast Products segment, as well as educational, promotional and marketing activities,
including direct and online marketing. We expect our sales and marketing expenses to fluctuate in future periods as a result of headcount and timing of our
marketing programs. However, we generally expect these costs will increase in absolute dollars.
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Research and Development Expenses
Our research and development, or R&D, expenses primarily consist of clinical expenses, product development costs, regulatory expenses, consulting services,
outside research activities, quality control and other costs associated with the development of our products and compliance with Good Clinical Practices, or cGCP,
requirements. R&D expenses also include related personnel and consultant compensation and stock‑based compensation expense. We expense R&D costs as they
are incurred.
We expect our R&D expenses to vary as different development projects are initiated, including improvements to our existing products, expansions of our existing
product lines, new product acquisitions and our clinical studies. However, we generally expect these costs will increase in absolute terms over time as we continue
to expand our product portfolio and add related personnel.
General and Administrative Expenses
Our general and administrative, or G&A, expenses primarily consist of salaries, bonuses, benefits, incentive compensation and stock-based compensation for our
executive, financial, legal, business development and administrative functions. Other G&A expenses include contingent consideration fair market value
adjustments, outside legal counsel and litigation expenses, independent auditors and other outside consultants, corporate insurance, facilities and information
technologies expenses.
We expect future G&A expenses to increase as we continue to build our finance, legal, information technology, human resources and other general administration
resources to continue to advance the commercialization of our products. In addition, we expect to continue to incur G&A expenses in connection with operating as
a public company, which may increase further when we are no longer able to rely on the “emerging growth company” exemption we are afforded under the
Jumpstart Our Business Startups Act, or the JOBS Act.
Other Income (Expense), net
Other income (expense), net primarily consists of interest income, interest expense, changes in the fair value of common stock warrants and amortization of
issuance costs associated with our Credit Agreements.
Income Taxes
Income tax expense consists of an estimate for income taxes based on the projected income tax expense for the period. We operate in several tax jurisdictions and
are subject to taxes in each jurisdiction in which we conduct business. To date, we have incurred cumulative net losses and maintain a full valuation allowance on
our net deferred tax assets due to the uncertainty surrounding realization of such assets.
Critical Accounting Policies and Significant Judgments and Estimates
The preparation of our unaudited condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of
assets and liabilities, disclosure of contingent assets and liabilities, and the revenues and expenses incurred during the reported periods. We base our estimates on
historical experience and on various other factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying value of assets and liabilities that are not apparent from other sources. Actual results may differ from these estimates under different assumptions
or conditions. We discussed accounting policies and assumptions that involve a higher degree of judgment and complexity in Note 2 of the “Notes to Financial
Statements” in our audited financial statements included in the Annual Report. There have been no material changes to our critical accounting policies and
estimates from those disclosed in the Annual Report, other than the implementation of ASU 2016-02 (Topic 842) Leases, as discussed in Note 3 of the unaudited
condensed consolidated financial statements included in this Form 10-Q.
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Recent Accounting Pronouncements
Please refer to Note 2 - Summary of Significant Accounting Policies in the notes to the unaudited condensed consolidated financial statements included in this
Form 10-Q for information on recent accounting pronouncements and the expected impact on our unaudited condensed consolidated financial statements.
Results of Operations
Comparison of the Three Months Ended March 31, 2019 and 2018
The following table sets forth our results of operations for the three months ended March 31, 2019 and 2018:
Three Months Ended
March 31,
2019

2018
(In thousands)

Statement of operations data
Net sales
Cost of goods sold
Gross profit
Operating expenses
Sales and marketing
Research and development
General and administrative
Total operating expenses
Loss from operations
Other income (expense), net
Interest income
Interest expense
Other income (expense), net
Total other income (expense), net
Loss before income taxes
Income tax (benefit) expense
Net loss

$

$

17,552
6,474
11,078

$

14,676
6,097
8,579

20,401
3,054
13,474
36,929
(25,851)

15,256
2,751
9,499
27,506
(18,927)

304
(952)
15
(633)
(26,484)
—
(26,484)

40
(655)
119
(496)
(19,423)
—
(19,423)

$

Net Sales
Net sales increased $2.9 million, or 19.6%, to $17.6 million for the three months ended March 31, 2019 as compared to $14.7 million for the three months ended
March 31, 2018. Net sales of our Breast Products segment was $9.8 million, an increase of $1.2 million for the three months ended March 31, 2019, as compared
to $8.5 million for the three months ended March 31, 2018, driven primarily by an increase in the volume of sales of silicone gel breast implants and Allox2 and
Dermaspan breast tissue expanders. Net sales of our miraDry segment was $7.8 million, an increase of $1.7 million, as compared to $6.1 million for the three
months ended March 31, 2019, driven primarily by an increase in the volume of sales of consumable bioTips.
As of March 31, 2019, our U.S. sales organization included 89 sales representatives as compared to 80 sales representatives as of March 31, 2018. The increase is
primarily attributed to the acquisition of miraDry and the subsequent headcount increase of the miraDry sales representatives. Additionally, we also sell our
miraDry System in several international markets where we leverage a combination of distributor relationships and direct sales efforts.
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Cost of Goods Sold and Gross Margin
Cost of goods sold increased $0.4 million, or 6.2%, to $6.5 million for the three months ended March 31, 2019, as compared to $6.1 million for the three months
ended March 31, 2018. The increase was primarily due to an increase in net sales.
The gross margins for the three months ended March 31, 2019 and 2018 were 63.1% and 58.5%, respectively. The increase is primarily due to higher miraDry
margins related to consumables.
Sales and Marketing Expenses
Sales and marketing expenses increased $5.1 million, or 33.7%, to $20.4 million for the three months ended March 31, 2019, as compared to $15.3 million for the
three months ended March 31, 2018. The increase was primarily due to higher employee-related costs as a result of increased sales headcount, and an increase in
marketing expenses and initiatives.
Research and Development Expenses
R&D expenses increased $0.3 million, or 11.0%, to $3.1 million for the three months ended March 31, 2019, as compared to $2.8 million for the three months
ended March 31, 2018. The increase was primarily due to higher employee-related costs as a result of additional headcount and an increase in costs related to
clinical and regulatory activities offset by a decrease in consulting fees.
General and Administrative Expenses
G&A expenses increased $4.0 million, or 41.8%, to $13.5 million for the three months ended March 31, 2019, as compared to $9.5 million for the three months
ended March 31, 2018. The increase is primarily related to an increase in consulting expenses, payroll, stock-based compensation, legal expenses and bad debt
expense, offset by a decrease in contingent consideration fair value adjustments.
Other Income (Expense), net
Other income (expense), net for the three months ended March 31, 2019 and 2018 was primarily associated with expenses related to interest and amortization of
debt issuance costs associated with our Credit Agreements, the change in fair value of warrants and interest income on cash held in a money market account.
Income Tax Expense
For the three months ended March 31, 2019 and 2018 there was no income tax expense.
Liquidity and Capital Resources
Since our inception, we have incurred significant net operating losses and anticipate that our losses will continue in the near term. We expect our operating
expenses will continue to grow as we expand our operations. We will need to generate significant net sales to achieve profitability. To date, we have funded our
operations primarily with proceeds from the sales of preferred stock, borrowings under our term loans, sales of our products since 2012, and the proceeds from the
sale of our common stock in public offerings.
On March 13, 2017, we entered into the SVB Loan Agreement. Under the terms of the SVB Loan Agreement, SVB made available to us a $15.0 million Revolving
Line of Credit and a $5.0 million term loan. On July 25, 2017, we repaid in full our outstanding indebtedness under the SVB Loan Agreement and the agreement
was terminated and replaced with the Credit Agreements with MidCap.
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On July 25, 2017, we borrowed $25.0 million pursuant to the Term Loan Credit Agreement with MidCap and the other le nders party thereto. We used the proceeds
(i) to repay in full our then-existing indebtedness under the SVB Loan Agreement, which totaled approximately $5.0 million, (ii) to pay fees and expenses in
connection with the foregoing and (iii) for general corpo rate purposes. The Term Loan Credit Agreement provides for (i) the Closing Date Term Loan, (ii) until
March 31, 2018, an additional $10.0 million term loan facility subject to the satisfaction of certain conditions, including FDA certification of the manuf acturing
facility operated by Vesta and (iii) an additional $5.0 million term loan facility subject to the satisfaction of certain conditions, including evidence that the
Company’s Net Revenue (as defined in the Term Loan Credit Agreement) for the past 12 months was greater than or equal to $75.0 million. On April 18, 2018, we
amended the Term Loan Credit Agreement with MidCap pursuant to which MidCap agreed to adjust the date by which we must obtain FDA approval of our PMA
supplement in order to access th e March 2018 Term Loan until April 30, 2018. Upon FDA approval in April 2018, the $10.0 million March 2018 Term Loan was
funded. In addition, on July 25, 2017, we also entered into a Revolving Credit Agreement with MidCap and the other lenders party theret o. The amount available
to be drawn under the Revolving Credit Agreement is based on a Borrowing Base equal to 85% of the net collectible value of eligible accounts receivable plus 40%
of eligible finished goods inventory, provided that availability from e ligible finished goods inventory does not exceed 20% of the Borrowing Base. We may make
(subject to the applicable borrowing base at the time) and repay borrowings from time to time under the Revolving Credit Agreement until the maturity of the
facility on December 1, 2021.
See Note 10 to the condensed consolidated financial statements for a full description of our long-term debt and revolving line of credit.
In February 2018, we entered into an At-The-Market Equity Offering Sales Agreement with Stifel, Nicolaus & Company, Incorporated, or Stifel, as sales agent
pursuant to which we may sell, from time to time, through Stifel shares of our common stock having an aggregate gross offering price of up to $50 million. As of
March 31, 2019 , we have not sold any common stock pursuant to the sales agreement.
On May 7, 2018, we completed an underwritten follow-on public offering in which we sold 7,407,408 shares of common stock at $13.50 per share, as well as
1,111,111 additional shares of common stock pursuant to the full exercise of the over-allotment option granted to the underwriters. Net proceeds to the Company
were approximately $107.6 million after deducting underwriting discounts and commissions of $6.9 million and offering expenses of approximately $0.5 million.
As of March 31, 2019, we had $62.0 million in cash and cash equivalents. Our historical cash outflows have primarily been associated with activities relating to
commercialization and increases in working capital, including the expansion of our sales force and marketing programs. In addition, we have used cash to fund the
acquisitions of miraDry, BIOCORNEUM and our tissue expander portfolio.
To fund our ongoing operating and capital needs, we may need to raise additional equity or debt capital. We believe we have sufficient capital resources to continue
as a going concern through the next twelve months.
Cash Flows
The following table shows a summary of our cash flows (used in) provided by operating, investing and financing activities for the periods indicated:
Three Months Ended March 31,
2019
2018

Net cash (used in) provided by:
Operating activities
Investing activities
Financing activities
Net change in cash, cash equivalents and restricted cash

$

$
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(24,646)
(610)
312
(24,944)

$

$

(12,774)
(142)
2,387
(10,529)

Cash used in operating activities
Net cash used in operating activities was $24.6 million during the three months ended March 31, 2019, as compared to $12.8 million during the three months ended
March 31, 2018. The increase in cash used in operating activities between the three months ended March 31, 2019 and 2018 was primarily associated with higher
net loss of $26.5 million for the three months ended March 31, 2019 as compared to $19.4 million for the three months ended March 31, 2018, an increase in
inventory, decreases in accounts payable, and a decrease in the sales return liability as compared to the three months ended March 31, 2018, partially offset by a
smaller decrease in accounts receivable due to the timing of sales and collections, and an increase in stock based compensation expense.
Cash used in investing activities
Net cash used in investing activities was $0.6 million during the three months ended March 31, 2019 as compared to $0.1 million during the three months ended
March 31, 2018. The increase in cash used in investing activities between the three months ended March 31, 2019 and 2018 was due to an increase in property and
equipment purchases.
Cash provided by financing activities
Net cash provided by financing activities was $0.3 million during the three months ended March 31, 2019 as compared to $2.4 million during the three months
ended March 31, 2018. The decrease in cash provided by financing activities was primarily the result of a decrease in proceeds from borrowings under the
Revolving Loan, and an increase in tax payments related to shares withheld for vested RSUs, offset by an increase in ESPP purchases and proceeds from the
exercise of stock options for the three months ended March 31, 2019.
Our liquidity position and capital requirements are subject to a number of factors. For example, our cash inflow and outflow may be impacted by the following:
•

the ability of the Vesta facility to meet capacity to meet customer requirements;

•

net sales generated by our Breast Products and miraDry segments, and any other future products that we may develop and commercialize;

•

costs associated with expanding our sales force and marketing programs;

•

cost associated with developing and commercializing our proposed products or technologies;

•

expenses we incur in connection with potential litigation or governmental investigations;

•

cost of obtaining and maintaining regulatory clearance or approval for our current or future products;

•

cost of ongoing compliance with regulatory requirements, including compliance with Sarbanes-Oxley;

•

anticipated or unanticipated capital expenditures; and

•

unanticipated G&A expenses.

Our primary short-term capital needs, which are subject to change, include expenditures related to:
•

support of our sales and marketing efforts related to our current and future products;

•

new product acquisition and development efforts;

•

facilities expansion needs; and

•

investment in inventory required to meet customer demands.
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Although we believe the foregoing items reflect our most likely uses of cash in the short-term, we cannot predict with certainty all of our particular short-term cash
uses or the timing or amount of cash used. If cash generated from operations is insufficient to satisfy our working capital and capital expenditure requirement s, we
may be required to sell additional equity or debt securities or obtain credit facilities. Additional capital, if needed, may not be available on satisfactory terms, if at
all. Furthermore, any additional equity financing may be dilutive to stockhol ders, and debt financing, if available, may include restrictive covenants. For a
discussion of other factors that may impact our future liquidity and capital funding requirements, see “Risk Factors — Risks Related to Our Financial Results” in
our Annual R eport on Form 10-K.
Off-Balance Sheet Arrangements
During the periods presented we did not have, nor do we currently have, any off-balance sheet arrangements as defined under SEC rules.
ITEM 3: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
As of March 31, 2019, we had $62.0 million in cash and cash equivalents. We generally hold our cash in checking accounts and interest-bearing money market
accounts. Our exposure to market risk related to interest rate sensitivity is affected by changes in the general level of U.S. interest rates. Due to the short-term
maturities of our cash equivalents and the low risk profile of our investments, an immediate 100 basis point change in interest rates would not have a material effect
on the fair market value of our cash equivalents. We have established guidelines regarding approved investments and maturities of investments, which are designed
to maintain safety and liquidity.
ITEM 4: CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures
Internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements in accordance with U.S. GAAP. We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in our periodic and current reports that we file with the SEC is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms, and that such information is accumulated and communicated to our management, including our chief executive officer and chief financial
officer, as appropriate, to allow timely decisions regarding required disclosure. Our independent registered public accounting firm will be required to attest to the
effectiveness of our internal control over financial reporting for our Annual Report on Form 10-K for the first year we are no longer an “emerging growth
company” under the JOBS Act.
As of March 31, 2019 , we carried out an evaluation, under the supervision and with the participation of our management, including our Chief Executive Officer, or
CEO, and Chief Financial Officer, or CFO, of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e)
and 15d-15(e) under the Exchange Act. Based on that evaluation, the CEO and CFO concluded that the Company’s disclosure controls and procedures were
effective as of such date.
Changes in Internal Control over Financial Reporting
There was no change in our internal control over financial reporting that occurred during the period covered by this Quarterly Report on Form 10-Q that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting .
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PART II. OTHER INFORMAT ION
ITEM 1. LEGAL PROCEEDINGS
From time to time, we are involved in legal proceedings and regulatory proceedings arising out of our operations. We establish reserves for specific liabilities in
connection with legal actions that we deem to be probable and estimable. The ability to predict the ultimate outcome of such matters involves judgments, estimates,
and inherent uncertainties. The actual outcome of such matters could differ materially from management’s estimates. Information regarding certain legal
proceedings is provided in this Quarterly Report in Note 14 of the Condensed Consolidated Financial Statements.
Item 1A. RISK FACTORS
Except as set forth below, there have been no material changes from the risk factors disclosed in Part I, Item 1A, of the Company’s Annual Report on Form 10-K
for the fiscal year ended December 31, 2018, which are incorporated herein by reference.
Failure to comply with the regulatory requirements for the PMA post-approval studies for our Breast Products may result in the suspension or withdrawal of
our PMA.
We received pre-market approval, or PMA, for our silicone gel breast implants from the FDA in 2012. As a condition of PMA approval, the FDA imposes certain
requirements in order to maintain the PMA. Failure to comply with the applicable regulatory requirements can result in, among other things, warning letters,
administrative or judicially imposed sanctions such as injunctions, civil penalties, recall or seizure of products, total or partial suspension of production, the
suspension or withdrawal of our PMA, or criminal prosecution. For example, in March 2019, we received a warning letter from the FDA stating that we failed to
meet the expected patient follow-up rate in one of our post-approval studies for our silicone gel breast implants. The warning letter stated that failure to promptly
correct this deficiency may result in the withdrawal of our PMA. We provided a comprehensive response to the FDA and are working collaboratively with the
agency to quickly and fully resolve this matter. If we are unable to timely correct the deficiency included in the warning letter to the satisfaction of the FDA, or if
we fail to meet any of the other requirements of our PMA, our PMA may be suspended or withdrawn by the FDA. Any such suspension or withdrawal would have
a significant negative impact on our results of operations or financial condition.
Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.
ITEM 3. DE FAULTS UPON SENIOR SECURITIES
None.
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5. OTHER INFORMATION
None.
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ITEM 6. EXHI BITS
The following exhibits are filed or furnished as part of this report:
Number

Description

10.1#

Third Amendment to Employment Agreement, dated March 12, 2019, by and between Sientra, Inc. and Jeffrey M. Nugent. (incorporated by
reference to the Registrant’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on March 14, 2019).

10.2#

Second Amendment to Second Amended and Restated Consulting Agreement, effective March 12, 2019, by and between Sientra, Inc. and Keith J.
Sullivan. (incorporated by reference to the Registrant’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on March
14, 2019).

10.3#

Strategic Advisory Consulting Agreement, dated March 12, 2019, by and between Sientra, Inc., and Philippe A. Schaison. (incorporated by
reference to the Registrant’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on March 14, 2019).

10.4#

Confidential Settlement, Release and Consulting Agreement, dated March 12, 2019, by and between Sientra, Inc. and Patrick F. Williams.
(incorporated by reference to the Registrant’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on March 14,
2019).

31.1*

Certification of Principal Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as amended.

31.2*

Certification of Principal Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as amended.

32.1*

Certification of Principal Executive Officer pursuant to Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, and 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2*

Certification of Principal Financial Officer pursuant to Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, and 18 U.S.C. Section
1350, as adopted pursuant Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS

XBRL Instance Document.

101.SCH

XBRL Taxonomy Extension Schema Document.

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB

XBRL Taxonomy Extension Label Linkbase Document.

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document.

#
*

Indicates management contract or compensatory plan, contract, or agreement.
Filed herewith.
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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.
SIENTRA, INC.
May 8, 2019

By: /s/ Jeffrey Nugent
Jeffrey Nugent
Chairman and Chief Executive Officer

May 8, 2019

By: /s/ Paul Little
Paul Little
Chief Financial Officer and Treasurer
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Jeffrey Nugent, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Sientra, 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 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13(a)-15(f) and 15d-15(f)) 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. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;
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 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: May 8, 2019

/s/ Jeffrey Nugent
Jeffrey Nugent
Chairman and Chief Executive Officer

Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Paul Little, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Sientra, 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 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13(a)-15(f) and 15d-15(f)) 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. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;
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 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: May 8, 2019

/s/ Paul Little
Paul Little
Chief Financial Officer

Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES‑‑OXLEY ACT OF 2002
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section 1350 of
Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), Jeffrey Nugent, Chief Executive Officer of Sientra, Inc. (the “Company”), hereby certifies that
to the best of his knowledge:
(1)

The Company’s Quarterly Report on Form 10Q for the period ended March 31, 2019, to which this Certification is attached as Exhibit 32.1
(the “Report”), fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: May 8, 2019

/s/ Jeffrey Nugent
Jeffrey Nugent
Chairman and Chief Executive Officer

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be incorporated
by reference into any filing of Sientra, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made
before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.

Exhibit 32.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES‑‑OXLEY ACT OF 2002
Pursuant to the requirement set forth in Rule 13a-14(b) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”) and Section 1350 of
Chapter 63 of Title 18 of the United States Code (18 U.S.C. §1350), Paul Little, Chief Financial Officer of Sientra, Inc. (the “Company”), hereby certifies that to
the best of his knowledge:
(1)

The Company’s Quarterly Report on Form 10Q for the period ended March 31, 2019, to which this Certification is attached as Exhibit 32.2
(the “Report”), fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: May 8, 2019

/s/ Paul Little
Paul Little
Chief Financial Officer

This certification accompanies the Form 10-Q to which it relates, is not deemed filed with the Securities and Exchange Commission and is not to be incorporated
by reference into any filing of Sientra, Inc. under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended (whether made
before or after the date of the Form 10-Q), irrespective of any general incorporation language contained in such filing.

