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“Sientra”, “Sientra Platinum20”, “Sientra Full Circle”, “OPUS”, “Allox”, “Allox2”, “BIOCORNEUM”, “Curve”, “Dermaspan”, “Luxe”, “Softspan”, “Silishield”,
“miraDry”, “Miramar Labs”, “miraDry and Design”, “miraDry Fresh”, “bioTip”, “The Sweat Stops Here”, “No Sweat No Stress”, “Sweat Less Live More”, “Drop
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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 — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
SIENTRA, INC.
Condensed Consolidated Balance Sheets
(In thousands, except per share and share amounts)
(Unaudited)
June 30,
2020

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowances of $3,359 and $3,835 at June 30, 2020 and December 31, 2019,
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
Customer deposits
Sales return liability
Total current liabilities
Long-term debt
Derivative liability
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 50,355,732 and 49,612,907
and outstanding 50,283,005 and 49,540,180 shares at June 30, 2020 and December 31, 2019, respectively
Additional paid-in capital
Treasury stock, at cost (72,727 shares at June 30, 2020 and December 31, 2019)
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

71,799

$

24,435
45,831
2,498
144,563
12,617
9,202
10,051
8,743
185,176

$

3,808
23,401
16,000
7,518
50,727
63,339
34,610
5,228
9,183
163,087

$

87,608

$

27,548
39,612
2,489
157,257
12,314
9,202
17,390
8,241
204,404

$

—

$

See accompanying notes to condensed consolidated financial statements.
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December 31,
2019

503
553,650
(260)
(531,804)
22,089
185,176

6,508
9,352
32,551
13,943
8,116
70,470
38,248
—
5,177
8,627
122,522

—

$

495
550,562
(260)
(468,915)
81,882
204,404

SIENTRA, INC.
Condensed Consolidated Statements of Operations
(In thousands, except per share and share amounts)
(Unaudited)
Three Months Ended
June 30,
2020
2019

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

$

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

12,448
5,550
6,898

20,525
7,813
12,712

29,380
12,342
17,038

38,077
14,287
23,790

7,979
2,779
7,958
496
—
19,212
(12,314)

21,918
3,270
11,814
—
12,674
49,676
(36,964)

24,742
5,687
17,262
2,235
6,432
56,358
(39,320)

42,319
6,325
25,289
—
12,674
86,607
(62,817)

$

18
(3,607)
(18,380)
6
(21,963)
(34,277)
—
(34,277)

$

269
(982)
—
23
(690)
(37,654)
—
(37,654)

198
(5,230)
(18,510)
(27)
(23,569)
(62,889)
—
(62,889)

573
(1,932)
—
38
(1,321)
(64,138)
—
(64,138)

$

(0.68)

$

(1.10)

(1.26)

(2.02)

50,145,538

$

Six Months Ended
June 30,
2020
2019

34,290,073

See accompanying notes to condensed consolidated financial statements.
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50,031,105

31,709,067

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

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
Proceeds from follow-on offering, net of costs
Stock-based compensation
Vested restricted stock
Shares withheld for tax obligations on vested RSUs
Net loss
Balances at June 30, 2019

Balances at December 31, 2019
Issuance of common stock through ATM
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, 2020
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 June 30, 2020

—
—
—
—
—
—
—
—
—
—
—

Common stock
Shares
Amount
28,701,494
$
286
—
—
45,453
—
68,899
1
671,245
7
(212,714 )
(2 )
—
—
29,274,377
$
292
20,000,000
200
—
—
88,454
1
(12,565 )
—
—
—
49,350,266
$
493

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

Additional
paid-in
capital
$
428,949
3,772
106
682
(7 )
(2,723 )
—
$
430,779
107,534
2,963
(1 )
(100 )
—
541,175

—
—
—
—
—
—
—
—
—
—
—
—
—
—
—

Common stock
Shares
Amount
49,612,907
$
495
37,000
1
—
—
113,615
1
472,914
5
(157,412 )
(2 )
—
—
50,079,024
$
500
—
—
5,454
—
(1,012 )
—
363,795
4
(91,529 )
(1 )
—
—
50,355,732
$
503

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

Additional
paid-in
capital
$
550,562
263
2,000
533
(5 )
(1,199 )
—
552,154
1,718
13
(5 )
(4 )
(226 )
—
$
553,650

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

$

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

See accompanying notes to condensed consolidated financial statements.
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Accumulated
deficit
$
(362,097 )
—
—
—
—
—
$
(26,484 )
$
(388,581 )
—
—
—
—
(37,654 )
$
(426,235 )

Accumulated
deficit
$
(468,915 )
—
—
—
—
—
(28,612 )
$
(497,527 )

$

(34,277 )
(531,804 )

Total
stockholders'
equity
$
66,878
3,772
106
683
—
(2,725 )
(26,484 )
$
42,230
107,734
2,963
—
(100 )
(37,654 )
$
115,173
Total
stockholders'
equity
$
81,882
264
2,000
534
—
(1,201 )
(28,612 )
$
54,867
1,718
13
(5 )
—
(227 )
(34,277 )
$
22,089

SIENTRA, INC.
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)
Six Months Ended June 30,
2020
2019
Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities
Impairment
Depreciation and amortization
Provision for doubtful accounts
Provision for warranties
Provision for inventory
Fair value adjustments to derivative liability
Fair value adjustments of other liabilities held at fair value
Stock-based compensation expense
Payments of contingent consideration liability in excess of acquisition-date fair value
Other non-cash adjustments
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses, other current assets and other assets
Accounts payable, accrueds, and other liabilities
Customer deposits
Sales return liability
Legal settlement payable
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 option exercises and employee stock purchase plan
Net proceeds from issuance of common stock
Tax payments related to shares withheld for vested restricted stock units (RSUs)
Repayments under the Term Loan
Gross borrowings under the PPP loan
Gross borrowings under the Revolving Loan
Repayment of the Revolving Loan
Net proceeds from issuance of the Convertible Note
Payments of contingent consideration up to acquisition-date fair value
Deferred financing costs
Net cash provided by financing activities
Net increase 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
Deferred follow-on offering costs in accounts payable and accrued liabilities
Deferred financing costs in accounts payable and accrued liabilities

$

(64,138)

6,432
1,680
1,257
363
1,631
18,510
(22)
3,891
—
2,645

12,674
1,725
845
674
790
—
179
6,611
(630)
128

1,856
(8,026)
104
(15,491)
2,057
(597)
—
(46,599)

(2,206)
(6,445)
921
(1,963)
1,643
972
(410)
(48,630)

(2,195)
(2,195)

(2,056)
(2,056)

529
264
(1,428)
(25,000)
6,652
—
(6,508)
60,000
—
(1,524)
32,985
(15,809)

789
108,028
(2,825)
—
—
8,436
(4,183)
—
(370)
—
109,875
59,189

87,951
72,142

$

87,242
146,431

$

$

71,799
343
72,142

$

146,088
343
146,431

$

2,742

$

1,831

$

236
—
1,487

$

See accompanying notes to condensed consolidated financial statements.
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(62,889)

(339)
294
—

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

Summary of Significant Accounting Policies
a.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of Sientra, Inc. (“Sientra”, the “Company”, “we”, “our”, or “us”) 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 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, 2019 filed with the SEC on March
16, 2020, or the Annual Report. The results for the three and six months ended June 30, 2020 are not necessarily indicative of results to be expected for the year
ending December 31, 2020, 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. Although the
Company expects its operating expenses will begin to decrease with the implementation of the organizational efficiency initiative announced on November 7, 2019,
and other measures introduced as announced in the Company’s filing on Form 8-K on April 7, 2020, 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 and the
convertible note, 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. The continuation of the Company as a going concern is dependent upon many factors including liquidity and the ability to raise capital.
During the six months ended June 30, 2020, the Company sold 37,000 shares of its common stock under the 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 common
stock having an aggregate gross offering price of up to $50.0 million. The sales of common stock resulted in net proceeds after commissions of approximately $0.3
million.
On March 11, 2020, the Company entered into a facility agreement with Deerfield Partners, L.P., issuing $60.0 million in principal amount of 4.0% unsecured and
subordinated convertible notes upon the terms and conditions set forth in the facility agreement. Further on May 11, 2020, the Company amended certain credit
agreements with Midcap Financial Trust pursuant to which the Company repaid certain amounts of its existing indebtedness. See Note 10 – Debt for further
discussion.
As of June 30, 2020, the Company had cash and cash equivalents of $71.8 million. 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.
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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.

Recent Accounting Pronouncements

Recently Adopted Accounting Standards
In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820) - Disclosure Framework - Changes to the Disclosure Requirements for Fair
Value Measurement. The amendment modifies, removes, and adds certain disclosure requirements on fair value measurements. The ASU is effective for annual
periods, including interim periods within those annual periods, beginning after December 15, 2019. The amendments on changes in unrealized gains and losses, the
range and weighted average of significant unobservable inputs used to develop Level 3 fair value measurements, and the narrative description of measurement
uncertainty should be applied prospectively for only the most recent interim or annual period presented in the initial fiscal year of adoption. All other amendments
should be applied retrospectively to all periods presented upon their effective date. Early adoption was permitted. The Company adopted the applicable
amendments within ASU 2018-13 prospectively in the first quarter of 2020 and there was no material impact on its condensed consolidated financial statements
from the adoption.
In August 2018, the FASB issued ASU 2018-15, Intangibles - Goodwill and Other - Internal-Use Software (Subtopic 350-40) - Customer’s Accounting for
Implementation Costs Incurred in a Cloud Computing Arrangement that is a Service Contract. The amendment aligns the requirements for capitalizing
implementation costs incurred in a hosting arrangement that is a service contract with the requirements for capitalizing implementation costs incurred to develop or
obtain internal-use software (and hosting arrangements that include an internal use software license). The accounting for the service element of a hosting
arrangement that is a service contract is not affected by the amendment. The ASU is effective for annual periods, including interim periods within those annual
periods, beginning after December 15, 2019. Early adoption was permitted. The Company adopted ASU 2018-15 prospectively in the first quarter of 2020 and
there was no material impact on its condensed consolidated financial statements from the adoption.
Recently Issued Accounting Standards
In March 2020, the FASB issued ASU 2020-04, Reference Rate Reform (Topic 848)-Facilitation of the Effects of Reference Rate Reform on Financial Reporting.
The amendment provides optional expedients and exceptions for contract modifications that replace a reference rate affected by reference rate reform. The
amendments are effective for all entities as of March 12, 2020 through December 31, 2022, and entities may elect to apply by Topic as of any date from the
beginning of an interim period that includes or is subsequent to March 12, 2020, or prospectively from a date within an interim period that includes or is subsequent
to March 12, 2020, up to the date that the financial statements are available to be issued. The Company is currently evaluating the impact the election of the
optional expedient will have on the consolidated financial statements.
In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes. The amendment removes certain
exceptions for recognizing deferred taxes for investments, performing intraperiod allocation, and calculating income taxes in interim periods. The amendment also
adds guidance to reduce complexity in certain areas, including recognizing deferred taxes for tax goodwill and allocating taxes to members of a consolidated group.
The ASU is effective for annual and interim periods in fiscal years beginning after December 15, 2020. Early adoption is permitted. The Company is currently
evaluating the impact that adoption of the standard will have on the consolidated financial statements.
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e.

Risks and Uncertainties

The rapid, global spread of COVID-19 has resulted in significant economic uncertainty, significant declines in business and consumer confidence and global
demand in the non-essential healthcare industry (among others), a global economic slowdown, and could lead to a global recession. The Company is subject to
risks and uncertainties as a result of the COVID-19 pandemic. The full extent to which the COVID-19 pandemic will directly or indirectly impact the Company’s
business, results of operations and financial condition, including sales, expenses, reserves and allowances, manufacturing, and employee-related amounts, will
depend on future developments that are highly uncertain. The Company continues to monitor and assess new information related to the COVID-19 pandemic, the
actions taken to contain or treat COVID-19, as well as the economic impact on local, regional, national and international customers and markets.
As an aesthetics company, the Company's products are susceptible to local and national government restrictions, such as social distancing, “shelter in place” orders
and business closures, due to the economic and logistical impacts these measures have on consumer demand as well as the practitioners’ ability to administer such
procedures. The inability to perform such non-emergency procedures has harmed the Company’s revenues for the period ending June 30, 2020 and will likely
result in future harm while these or new restrictions remain in place. Further, the spread of COVID-19 has caused the Company to modify workforce practices, and
the Company may take further actions determined to be in the best interests of the Company’s employees or as required by governments. In addition, capital
markets and economies worldwide have also been negatively impacted by the COVID-19 pandemic, and it is possible that this can lead to a local and/or global
economic recession, which may result in further harm to the aesthetics market. Such economic disruption could adversely affect the Company’s business. The
continued spread of COVID-19, or another infectious disease, could also result in delays or disruptions in the Company’s supply chain or adversely affect the
Company’s manufacturing facilities and personnel. Further, trade and/or national security protection policies may be adjusted as a result of the COVID-19
pandemic, such as actions by governments that limit, restrict or prevent the movement of certain goods into a country and/or region, and current U.S./China trade
relations may be further exacerbated by the pandemic.
The estimates used for, but not limited to, determining the collectability of accounts receivable, fair value of long-lived assets and goodwill, and sales returns
liability required could be impacted by the pandemic. While the full impact of COVID-19 is unknown at this time, the Company has made appropriate estimates
based on the facts and circumstances available as of the reporting date. These estimates may change as new events occur and additional information is obtained.
f.

Reclassifications

Certain reclassifications have been made to prior year amounts to conform to the current year presentation.
2.

Restructuring

On November 7, 2019, the Company announced an organizational efficiency initiative, or the Plan, designed to reduce spending and simplify operations. Under the
Plan, the Company is implementing numerous initiatives to reduce spending, including closing the Santa Clara offices of miraDry, Inc. and consolidating a number
of business support services via a shared services organization at the Company’s Santa Barbara headquarters.
Under the Plan, the Company intends to reduce its workforce by terminating approximately 70 employees. The Company expects to incur total charges of
approximately $3.6 million in connection with one-time employee termination costs, retention costs and other benefits. In addition, the Company expects to incur
estimated charges of approximately $0.6 million related to duplicate operating costs and other associated costs. In total, the Plan is estimated to cost
approximately $4.2 million, excluding non-cash charges, with related cash payments expected to be substantially paid out with cash on hand by the end of 2020.
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The following table details the amount of the liabilities related to the Plan included in "Accrued and other current liabilities" in the condensed consolidated balance
sheet as of June 30, 2020 (amounts in thousands):
Severance costs

Balance at December 31, 2019
Costs charged to expense
Costs paid or otherwise settled
Balance at June 30, 2020

$

Other associated costs

894
1,939
(1,716)
1,117

$

$

Duplicate operating costs

—
122
(122)
—

$

$

$

—
174
(174)
—

The following table details the charges by reportable segment, recorded in "Restructuring" under operating expenses in the condensed consolidated statements of
operations for the six months ended June 30, 2020 (amounts in thousands):
Year Ended
December 31, 2019

Breast Products
miraDry
Total

$

Six Months Ended
June 30, 2020

499
584
1,083

$

$
$

Cumulative Restructuring
Charges

831
1,404
2,235

$
$

1,330
1,988
3,318

The Company anticipates to incur approximately $0.8 million of additional restructuring costs during the remainder of 2020 attributable to the miraDry segment.
As the development of the Plan is completed, the Company will update its estimated costs by reportable segment as needed.
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 may be promised but are ancillary and
insignificant in the context of the contract as a whole. 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 service warranties are recognized ratably over the term of the agreements, and revenue related to marketing program deliverables are
recognized upon delivery of the marketing product or performance of the service.
The liability for unsatisfied performance obligations under the service warranty as of June 30, 2020 and December 31, 2019 was $1.4 million and $1.2 million,
respectively. The short-term obligation related to the service warranty as of June 30, 2020 and December 31, 2019 was $0.6 million and $0.5 million, respectively,
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 June 30, 2020 and December 31, 2019 was $0.8 million and $0.7 million, respectively, 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 the benefits are provided and are expected to be satisfied over
the following 3 to 24 month period for financial assistance and 20 years for product replacement. Revenue recognized for the service warranty performance
obligations for the three and six months ended June 30, 2020 was $0.1 million and $0.2 million, respectively. Revenue recognized for the service warranty
performance obligations for the three and six months ended June 30, 2019 was immaterial.
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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, contingent consideration,
and the convertible feature related to the convertible note are discussed in Note 5. The fair value of debt is based on the amount of future cash flows associated with
the instrument discounted using the Company’s estimated market rate. As of June 30, 2020, the carrying value of the long-term debt and convertible note 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.

Common Stock Warrants
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 Company estimates its expected stock volatility based on company-specific
historical and implied volatility information of its stock. 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 Company 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 of June 30, 2020, the fair value of the warrants was immaterial as a result of the decline in the
Company’s stock price.
Contingent Consideration
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. The contingent consideration related
to the acquisition of BIOCORNEUM consist of royalty obligations based on future net sales for a defined term, beginning in 2024. The significant assumption
utilized in the fair value measurement was the revenue discount rate, which was 20.0%. The contingent consideration for future milestone payments related to the
acquisition of miraDry is based on the timing of achievement of target net sales, which is estimated based on an internal management forecast. The
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significant assumption utilized in the fair value measurement was the miraDry company discount rate, which was 11.2%. As these inputs are not observable, the
overall fair value measurement of the contingent consideration is classified as Level 3. During the six months ended June 30, 2020, the total change in the fair value
of contingent consideration was $16,000 and no settlements were recorded.
Convertible note conversion feature
The Company assesses on a quarterly basis the fair value of the conversion feature related to the convertible note due in 2025. The conversion feature was
bifurcated and recorded as a derivative liability on the condensed consolidated balance sheet with a corresponding discount at the date of issuance that is netted
against the principal amount of the note. The Company utilizes a binomial lattice method to determine the fair value of the conversion feature, which utilizes inputs
including the common stock price, volatility of common stock, the risk-free interest rate and the probability of conversion to common shares at the Base
Conversion Rate in the event of a major transaction (e.g. a change in control). As the probability of conversion is a significant unobservable input, the overall fair
value measurement of the conversion feature is classified as Level 3. During the three and six months ended June 30, 2020, the total change in the fair value of the
derivative liability was $18.4 million and $18.5 million, respectively, and no settlements were recorded.
The following tables present information about the Company’s liabilities that are measured at fair value on a recurring basis as of June 30, 2020 and December 31,
2019 and indicate the level of the fair value hierarchy utilized to determine such fair value (in thousands):
Fair Value Measurements as of
June 30, 2020 Using:
Level 2
Level 3

Level 1

Liabilities:
Liability for contingent consideration
Liability for convertible note conversion feature

$

—
—
—

$

$
$

6,908
34,610
41,518

Fair Value Measurements as of
December 31, 2019 Using:
Level 2
Level 3

Level 1

Liabilities:
Liability for common stock warrants
Liability for contingent consideration

—
—
—

—
—
—

—
—
—

38
6,891
6,929

Total

6,908
34,610
41,518

Total

38
6,891
6,929

The liability for the current portion of contingent consideration is included in “accrued and other current liabilities” and the long-term portion is included in
“deferred and contingent consideration” in the condensed consolidated balance sheet. The liability for the conversion feature related to the convertible note is
included in “derivative liability” in the condensed consolidated balance sheet.
The Company recognizes changes in the fair value of the derivative liability in “change in fair value of derivative liability” in the condensed consolidated statement
of operations and changes in the contingent consideration are recognized in “general and administrative” expense in the condensed consolidated statement of
operations.
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
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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 primarily 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):
Six Months Ended June 30,
2020
2019

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 June 30
7.

$

1,562
(249)
368
(5)
1,676

$

$

1,395
(423)
651
23
1,646

$

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 June 30,
2020
2019

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

$
$

(34,277)
50,145,538
(0.68)

$
$

Six Months Ended June 30,
2020
2019

(37,654) $
34,290,073
(1.10) $

(62,889)
50,031,105
(1.26)

$
$

(64,138)
31,709,067
(2.02)

The Company excluded the following potentially dilutive securities, outstanding as of June 30, 2020 and 2019, from the computation of diluted net loss per share
attributable to common stockholders for the three and six months ended June 30, 2020 and 2019 because they had an anti-dilutive impact due to the net loss
attributable to common stockholders incurred for the periods.
June 30,
2020

Stock options to purchase common stock
Warrants for the purchase of common stock
Equity contingent consideration
Stock issuable upon conversion of convertible note

1,583,631
32,375
607,442
19,733,352
21,956,800

2019

1,907,938
47,710
—
—
1,955,648

The Company uses the if-converted method for calculating any potential dilutive effects of the convertible note. The Company did not adjust the net loss for the
three and six months ended June 30, 2020 to eliminate any interest expense or gain/loss for the derivative liability related to the note in the computation of diluted
loss per share, as the effects would be anti-dilutive.
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8.

Balance Sheet Components
a.

Inventories

Inventories, net consist of the following (in thousands):
June 30,
2020

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

$

6,773
6,322
30,415
2,321
45,831

$
b.

December 31,
2019

$

8,095
5,543
23,893
2,081
39,612

$

Property and Equipment

Property and equipment, net consist of the following (in thousands):
June 30,
2020

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

$

December 31,
2019

2,857
8,915
1,771
2,923
167
1,177
17,810
(5,193)
12,617

Less accumulated depreciation
$

$

2,841
8,175
1,250
2,602
111
1,144
16,123
(3,809)
12,314

$

Depreciation expense for the three months ended June 30, 2020 and 2019 was $0.5 million and $0.3 million, respectively. Depreciation expense for the six months
ended June 30, 2020 and 2019 was $0.8 million and $0.6 million, respectively.
c.

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 1st
and whenever circumstances suggest that goodwill may be impaired.
The changes in the carrying amount of goodwill during the six months ended June 30, 2020 and the year ended December 31, 2019 were as follows (in thousands):
Breast Products

Balances as of December 31, 2019
Goodwill
Accumulated impairment losses
Goodwill, net
Balances as of June 30, 2020
Goodwill
Accumulated impairment losses
Goodwill, net
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$

23,480
(14,278)
9,202

$

23,480
(14,278)
9,202

miraDry

$

7,629
(7,629)
—

$

7,629
(7,629)
—

Total

$

31,109
(21,907)
9,202

$

31,109
(21,907)
9,202

In the first quarter of 2020, the Company noted a decline in actual and forecasted earnings for the miraDry reporting unit due to the effects and uncertainty
surrounding the COVID-19 pandemic. As a result, the Company performed a test of recoverability by comparing the carrying value of the reporting unit to the
future undiscounted cash flows the reporting unit is expected to generate. As the future undiscounted cash flows attributable to the asset group were less than the
carrying value, the Company performed a quantitative analysis to compare the fair value of the intangible assets in the reporting unit to their carrying amount.
The Company’s fair value analysis of intangible assets utilizes methods under various income approaches. The Company values its customer relationships using an
excess earnings method, which assumes the value of the asset is the discounted future cash flows derived from existing customers and requires the use of customer
attrition rates and discount rates to determine the estimated fair value. The future revenues and free cash flow from existing customers are determined based upon
actual results giving effect to management’s expected changes in operating results in future years. The attrition rate is based on average historical levels of
customer attrition and the discount rate is based upon market participant assumptions using a defined peer group. Tradenames and developed technology are valued
using a relief from royalty method, which assumes the value of the asset is the discounted cash flows of the amount that would be paid by a hypothetical market
participant had they not owned the asset and instead licensed the asset from another company. This method requires the use of royalty rates which are determined
based on comparable third party license agreements involving similar assets and discount rates similar to the above to determine the estimated fair value.
After performing the impairment analysis as of March 31, 2020, the Company determined that the carrying values of all of the intangible assets in the miraDry
reporting unit exceeded their estimated fair values. Consequently, the Company recorded total non-cash impairment charges of $1.1 million for trade names, $1.4
million for developed technology, and $3.9 million for customer relationships within impairment in the accompanying condensed consolidated statement of
operations for the six months ended June 30, 2020. As of June 30, 2020, the remaining carrying value of the intangible assets are entirely associated with the Breast
Products segment.
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
Non-compete agreement
Regulatory approvals
Acquired FDA non-gel product approval
Manufacturing know-how
Total definite-lived intangible assets

10
12
2
1
11
19

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

$

$

4,940
800
80
670
1,713
8,240
16,443

$

450
450

—
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June 30, 2020
Accumulated
Amortization

Gross Carrying
Amount

$

Intangible
Assets, net

$

(3,599) $
(289)
(80)
(670)
(1,713)
(491)
(6,842) $

$

—
—

$

1,341
511
—
—
—
7,749
9,601

450
450

Average
Amortization
Period
(in years)

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

11
14
13
2
1
11
19

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

December 31, 2019
Accumulated
Amortization

Gross Carrying
Amount

$

$

9,540
2,000
1,500
80
670
1,713
8,240
23,743

$

450
450

—

$

Intangible
Assets, net

$

(3,846) $
(292)
(84)
(80)
(670)
(1,713)
(118)
(6,803) $

$

—
—

5,694
1,708
1,416
—
—
—
8,122
16,940

450
450

$

Amortization expense for the three months ended June 30, 2020 and 2019 was $0.3 million and $0.6 million, respectively. Amortization expense for the six months
ended June 30, 2020 and 2019 was $0.9 million and $1.2 million, respectively. The following table summarizes the estimated amortization expense relating to the
Company's definite-lived intangible assets as of June 30, 2020 (in thousands):
Amortization
Expense

Period

2020
2021
2022
2023
2024
Thereafter

$

664
1,221
1,163
1,092
948
4,513
9,601

$
d.

Accrued and Other Current Liabilities

Accrued and other current liabilities consist of the following (in thousands):
June 30,

December 31,

2020

Payroll and related expenses
Accrued severance
Accrued commissions
Accrued manufacturing
Deferred and contingent consideration, current portion
Audit, consulting and legal fees
Accrued sales and marketing expenses
Lease liabilities
Other

$

$
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2019

2,476
1,956
2,040
627
6,880
197
768
1,524
6,933
23,401

$

$

6,789
894
4,984
2,616
6,830
630
1,109
1,299
7,400
32,551

9.

Leases

The Company leases certain office space, warehouses, distribution facilities and office equipment. 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.
The Company’s leases of office space, warehouses and distribution facilities 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 separately. Non-lease components for these assets are primarily comprised of commonarea maintenance, 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 these operating leases is recognized on a straight-line basis
over the lease term in operating expenses.
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
June 30,
Lease Cost

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

Classification

2020

Operating expenses $
Inventory
$
Operating expenses
Inventory
Other income
(expense), net

2019

428
117
545

$
$

10
9

$
Inventory
$

3
22
—
567

2020

386
1,248
1,634

$
$

11
—

$
$

Short-term lease expense for the three and six months ended June 30, 2020 and 2019 was not material.
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Six Months Ended
June 30,

1
12
2,297
3,943

2019

841
233
1,074

$
$

21
13

$
$

4
38
—
1,112

766
2,495
3,261
20
—

$
$

2
22
4,595
7,878

Supplemental cash flow information related to operating and finance leases for the six months ended June 30, 2020 was as follows (in thousands):

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 lease obligations:
Operating leases
Finance leases

Six Months Ended
June 30,

Six Months Ended
June 30,

2020

2019

$

909
36

$

2,954
22

$

1,106
157

$

24,779
119

Supplemental balance sheet information, as of June 30, 2020, related to operating and finance leases was as follows (in thousands, except lease term and discount
rate):

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

June 30,

December 31,

2020

2019

$
$

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

$

7,847
202
8,049

$

1,442
82

$

$

6,629
117
8,270

$

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

7,494
78
7,572
1,259
40
6,434
35
7,768

$

5
3

5
2

7.74%
5.93%

7.45%
4.06%

As of June 30, 2020, maturities of the Company’s operating and finance lease liabilities are as follows (in thousands):
Period

Remainder of 2020
2021
2022
2023
2024
2025 and thereafter
Total lease payments
Less imputed interest
Total operating lease liabilities

Operating leases

$

Finance leases

1,040
2,067
1,893
1,940
1,480
1,499
9,919
1,848
8,071

$
$
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$

$
$

Total

49
89
53
28
1
—
220
21
199

$

$
$

1,089
2,156
1,946
1,968
1,481
1,499
10,139
1,869
8,270

10.

Debt

Term Loan and Revolving Loan
On July 25, 2017, the Company entered into a Term Loan Credit and Security Agreement and a Revolving Loan Credit and Security Agreement with MidCap
Financial Trust (“MidCap”), which replaced the Company’s prior Silicon Valley Bank Loan Agreement. Both agreements were amended and restated on July 1,
2019 and further amended on November 7, 2019 (as so amended, the “Restated Term Loan Agreement” and the “Restated Revolving Credit Agreement”).
The Restated Term Loan Agreement provides for the following tranches: (i) a $35 million term loan facility drawn at signing, (ii) a $5 million term loan facility
drawn at signing, (iii) at any time after September 30, 2020 to December 31, 2020, a $10.0 million term loan facility (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 $100.0 million), and (iv) until December 31,
2020 and upon the consent of the agent and the lenders following a request from the Company, an additional $15.0 million term loan facility. The loan matures on
July 1, 2024 and carries an interest rate of LIBOR plus 7.50%. The Company will make monthly payments of accrued interest from the funding date until July 31,
2021, to be followed by monthly installments of principal and interest through the maturity date. The Company may prepay some or all of the principal prior to its
maturity date provided the Company pays MidCap a prepayment fee. The loan provides that the Company shall pay an exit fee equal to 5.0% of the aggregate
amount of all term loans funded to the Company.
On May 11, 2020, the Company entered in to the Second Amendment to Amended and Restated Credit and Security Agreement (Term Loan) (the “Term
Agreement”), by and among the Company, certain of the Company’s subsidiaries, the lenders party thereto and MidCap Financial Trust as agent (the “Term
Amendment”). The Term Amendment provides for, among other things, the prepayment by the Company of $25.0 million of outstanding principal, $0.1 million of
accrued interest, and $1.25 million in prepaid exit fees with the parties agreeing to waive the prepayment fee with respect to these amounts. The Term Amendment
increases the tranche 3 commitment amount from $10.0 million to $15.0 million, extends the tranche 3 termination date from December 31, 2020 to June 30, 2021,
and amended certain conditions upon which the tranche 3 commitment can be withdrawn, including evidence that the Company’s Net Revenue for the past six
months was greater than or equal to $30.0 million. In addition, the Term Amendment amends certain financial requirements including reducing the Company’s
minimum unrestricted cash amount from $20.0 million to $5.0 million and amends certain minimum net revenue requirements. Further, the monthly minimum net
revenue requirements were revised to be calculated on a trailing three month basis.
As of June 30, 2020, there was $15.0 million of outstanding principal and $0.8 million of exit fee payable related to the term loans, reduced by $2.0 million of
unamortized debt issuance costs included in “Long-term debt” on the condensed consolidated balance sheet.
The Restated Revolving Credit Agreement provides for, among other things, a revolving loan of up to $10.0 million. The amount of loans 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, or the Borrowing Base, provided that availability from eligible finished goods inventory does not exceed 20% of the Borrowing Base.
The revolving loan carries an interest rate of LIBOR plus 4.50%. The Company may make (subject to the applicable borrowing base at the time) and repay
borrowings from time to time until the maturity of the facility on July 1, 2024.
On May 11, 2020, the Company entered in to the Second Amendment to Amended and Restated Credit and Security Agreement (Revolving Loan), by and among
the Company, certain of the Company’s subsidiaries, the lenders party thereto and MidCap Financial Trust as agent (the “Revolving Amendment”). The Revolving
Amendment includes conforming changes to reflect the changes in the Term Amendment. In addition, the Revolving Amendment reduces the borrowing base by
the portion of the eligible inventory previously included in the calculation.
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As of June 30, 2020, there were no borrowings outstanding under the Revolving Loan. As of June 30, 2020, the unamortized debt issuance costs related to the
revolving loan was approximately $0.1 million and was included in “Other assets” on the condensed consolidated balance sheets.
The amortization of debt issuance costs on the term loan and the revolving loan for the three months ended June 30, 2020 and 2019 were $0.4 million and $43,000,
respectively. The amortization of debt issuance costs on the term loan and revolving loan for the six months ended June 30, 2020 and 2019 was $0.5 million and
$0.1 million, respectively, and was included in interest expense in the condensed consolidated statements of operations.
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 requirements, 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 occurrence 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.
Convertible Note
On March 11, 2020, the Company issued $60.0 million of unsecured and subordinated convertible notes with an interest rate of 4.00% (“Note”) to Deerfield
Partners, L.P. (“Holder”) in order to fund ongoing operations. The Note matures on March 11, 2025, subject to earlier conversion by the option of the Holder at any
time in whole or in part into common shares of the Company, for a period up to five years. Upon conversion by the Holder, the Company shall deliver, shares of the
Company’s common stock at a conversion rate of 14,634 per $1,000 principal amount of the Note (which represents an initial conversion rate price of $4.10), or the
Base Conversion Rate, in each case subject to customary anti-dilution adjustments. In addition to the typical anti-dilution adjustment, the Note also provides the
Holder with additional consideration (“Make-Whole Provision”) beyond the settlement of the conversion obligation, in the event of a major transaction prior to
maturity (e.g. a change in control). Upon conversion by the Holder in the event of a major transaction, the Company shall deliver, either cash, shares of the
Company’s common stock or a combination of cash and common stock at the Base Conversion rate plus the additional consideration from the Make-Whole
Provision. The $60.0 million principal amount of the Note is not payable until the maturity date of March 11, 2025, unless converted to equity earlier. The
Company will pay interest in cash on the Note at 4.00% per annum, quarterly from July 1, 2020.
The conversion features in the outstanding convertible debt instrument are accounted for as a free-standing embedded derivative bifurcated from the principal
balance of the Note, as (1) the conversion features are not clearly and closely related to the debt instrument and are not considered to be indexed to the Company’s
equity, (2) the conversion features standing alone meet the definition of a derivative, and (3) the Note is not remeasured at fair value each reporting period with
changes in fair value recorded in the condensed consolidated statement of operations.
The initial embedded derivative liability of $16.1 million was recorded as a non-current liability on the condensed consolidated balance sheet and is remeasured to
fair value at each balance sheet date with a resulting non-cash gain or loss related to the change in the fair value being charged to earnings (loss). As of June 30,
2020, the fair value of the derivative liability was $34.6 million. A corresponding debt discount to the initial embedded derivative liability of $16.1 million and
issuance costs of $1.5 million were recorded on the issuance date and is netted against the principal amount of the Note. As of June 30, 2020, the unamortized debt
discount and issuance costs were $17.0 million. The Company will amortize the debt discount and debt issuance costs to interest expense under the effective
interest method over the term of the Note, at a resulting effective interest rate of approximately 12%. For the three and six months ended June 30, 2020, the
amortization of the convertible debt discount and issuance costs were $0.7 million and $0.8 million, respectively, and were included in interest expense in the
condensed consolidated statements of operations.
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CARES Act
On April 20, 2020, the Company was granted a loan of $6.7 million under the Paycheck Protection Program of the CARES Act, or the PPP Loan, from Silicon
Valley Bank, or the Lender. The PPP Loan matures on April 20, 2022, or the Maturity Date, and bears interest at a rate of 1.0% per annum. Under the terms of the
PPP Loan, the Company will make no payments until the date which forgiveness of the PPP Loan is determined, which can be up to 10 months following the end
of the covered period (which is defined as 24 weeks from the date of the loan), or the Deferral Period. Commencing one month after the expiration of the Deferral
Period, and continuing on the same day of each month until the Maturity Date, the Company will pay to Lender monthly payments of principal and interest, in an
amount required to fully amortize the principal amount outstanding on the PPP Loan on the last day of the Deferral Period by the Maturity Date. As of June 30,
2020, $6.7 million is recorded in “Long-term debt” on the Company’s condensed consolidated balance sheets.
All or a portion of the PPP Loan may be forgiven upon submission of documentation of expenditures in accordance with certain specified requirements. Under the
CARES Act, loan forgiveness is available for the sum of documented payroll costs, covered rent payments, covered mortgage interest and covered utilities during
the 24 week period beginning on the date of loan approval. Not more than 40% of the forgiven amount may be for non-payroll costs. The amount of the PPP Loan
eligible to be forgiven will be reduced if the Company’s full-time headcount declines, or if salaries and wages for employees with salaries of $100,000 or less
annually are reduced by more than 25%. The Company will be required to repay any portion of the outstanding principal that is not forgiven, along with accrued
interest, in accordance with the amortization schedule described above. The Company has elected to account for the PPP loan in accordance with ASC 470 – Debt,
and any forgiveness of the loan will be treated as a gain on extinguishment within the condensed consolidated statement of operations.
Future Principal and Exit Fee Payments of Debt
The future schedule of principal and exit fee payments for all outstanding debt as of June 30, 2020 was as follows (in thousands):
Fiscal Year

Remainder of 2020
2021
2022
2023
2024
Thereafter
Total
11.

$

$

—
5,409
8,326
5,000
3,667
60,000
82,402

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 June 30, 2020 and
December 31, 2019, 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
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3.0% of the tranche A, B and C term loans amounts, or the Original Warrants, 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. The warrants within
Tranche A expired on January 17, 2020. As of June 30, 2020, there were warrants to purchase an aggregate of 32,375 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.
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 the 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, all 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 issuance under the 2014 Plan,
subject to certain annual increases. As of June 30, 2020, a total of 2,507,723 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 June 30, 2020, inducement grants for 1,412,083 shares of common stock have been awarded, and
861,502 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.
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The following summarizes all option activity under the 2007 Plan, 2014 Plan and Inducement Plan:

Option
Shares

Balances at December 31, 2019
Exercised
Forfeited
Balances at June 30, 2020

1,880,846
(5,454)
(301,818)
1,573,574

Weighted
average
remaining
contractual
term (year)

Weighted
average
exercise
price

$

7.42
2.34
7.91
7.35

$

5.48

4.74

For stock-based awards the Company recognizes compensation expense based on the grant date fair value using the Black-Scholes option valuation model. There
was no stock-based compensation expense related to stock options for the three and six months ended June 30, 2020. Stock-based compensation expense related to
stock options was $0.1 million and $0.4 million for the three months ended June 30, 2019 and six months ended June 30, 2019. As of June 30, 2020, there were
also no unrecognized compensation costs related to stock options.
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.
Activity related to RSUs is set forth below:
Weighted
average
grant date
fair value

Number
of shares

Balances at December 31, 2019
Granted
Vested
Forfeited
Balances at June 30, 2020

2,232,956
934,965
(836,709)
(651,406)
1,679,806

$

$

11.99
5.63
10.10
8.93
10.57

Stock-based compensation expense for RSUs for the three months ended June 30, 2020 and 2019 was $1.5 million and $2.7 million, respectively. Stock-based
compensation expense for RSUs for the six months ended June 30, 2020 and 2019 was $3.4 million and $6.0 million, respectively. As of June 30, 2020, there was
$9.7 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 1.50 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.
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During the six months ended June 30, 2020, employees purchased 112,603 shares of common stock at a weighted average price of $4.70 per share. As of June 30,
2020, the number of shares of common stock available for future issuance was 1,037,417.
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 June 30, 2020 and 2019, respectively. Stock-based compensation expense related to the ESPP was
$0.3 million for both the six months ended June 30, 2020 and 2019.
f.

Significant Modifications

During the six months ended June 30, 2020, there were no material modifications of equity awards. During the six months ended June 30, 2019, the Company
recognized $0.4 million in incremental compensation cost resulting from entering into a consulting agreement with one former employee that resulted in the
modification of their existing equity awards.
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 and six months ended June 30, 2020 and 2019.
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, Luxe, Curve, AlloX2, Dermaspan, Softspan and BIOCORNEUM. The miraDry segment,
acquired on July 25, 2017, 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. miraDry has been included in the condensed consolidated results of operations as of the acquisition
date and financial performance of the acquired business is reported in the miraDry segment. The Vesta Acquisition, completed on November 7, 2019, has been
included in the condensed consolidated results of operations as of the acquisition date and financial performance of the acquired business is reported in the Breast
Products segment.
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):
Three Months Ended
June 30,
2020
2019

Net sales
Breast Products
miraDry
Total net sales

$

9,309
3,139
12,448

$
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$
$

11,194
9,331
20,525

Six Months Ended
June 30,
2020

$
$

2019

21,780
7,600
29,380

$
$

20,944
17,133
38,077

Three Months Ended
June 30,
2020
2019

Loss from operations
Breast Products
miraDry
Total loss from operations

$

(9,016)
(3,298)
(12,314)

$

$

Six Months Ended
June 30,
2020

(12,202)
(24,762)
(36,964)

$

$

2019

(21,379)
(17,941)
(39,320)

$

June 30,
2020

Assets
Breast Products
miraDry
Total assets
14.

$
$

$
$

(26,236)
(36,581)
(62,817)

December 31,
2019

158,666
26,510
185,176

$
$

169,613
34,791
204,404

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.
Product Liability Litigation
On October 7, 2019, a lawsuit was filed in the Superior Court of the State of California against the Company and Silimed Industria de Implantes Ltda. (the
Company’s former contract manufacturer). The lawsuit alleges that the Company’s textured breast implants caused certain of the plaintiffs to develop a condition
known as breast implant associated anaplastic large cell lymphoma (“BIA-ALCL”), and that the Company is liable to the plaintiffs based on claims for strict
liability (failure to warn), strict liability (defective manufacture), negligence and loss of consortium. On January 21, 2020, the Company filed a demurrer to the
plaintiff’s complaint, which demurrer is still pending before the Court. The Company intends to vigorously defend itself in this lawsuit. Given the nature of this
case, the Company is unable to estimate the reasonably possible loss or range of loss, if any, arising from this matter.
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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, 2019 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, 2019, filed with the Securities and Exchange Commission on March 16, 2020, 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 for augmentation procedures 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. We sell our breast tissue expanders for reconstruction
procedures predominantly to hospitals and surgery centers, and our BIOCORNEUM scar management products to plastic surgeons, dermatologists and other
specialties.
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 FDAcleared 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, consisting of a console and a handheld device, and consumable single-use bioTips. As a result of the miraDry acquisition, we determined that
we 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 Sientra, AlloX2, Dermaspan, Softspan and BIOCORNEUM. The miraDry segment focuses on sales of
the miraDry System, and bioTips.
We sell both our Breast Products and miraDry products in the U.S. through a direct sales organization, which as of June 30, 2020, consisted of 63 employees,
including 52 sales representatives and 11 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 June 30, 2020, our international operations were supported by 3 sales representatives and 3
sales managers, as well as a number of consultants supporting both direct sales efforts and distributor relationships.
24

Recent developments
COVID-19 Pandemic
The rapid, global spread of COVID-19 has resulted in significant economic uncertainty, significant declines in business and consumer confidence and global
demand in the non-essential healthcare industry (among others), a global economic slowdown, and could lead to a global recession. We are subject to risks and
uncertainties as a result of the COVID-19 pandemic. The full extent to which the COVID-19 pandemic will directly or indirectly impact our business, results of
operations and financial condition, including sales, expenses, reserves and allowances, manufacturing, and employee-related amounts, will depend on future
developments that are highly uncertain. We continue to monitor and assess new information related to the COVID-19 pandemic, the actions taken to contain or
treat COVID-19, as well as the economic impact on local, regional, national and international customers and markets.
As an aesthetics company, our breast and miraDry products are susceptible to local and national government restrictions, such as social distancing, “shelter in
place” orders and business closures, due to the economic and logistical impacts these measures have on consumer demand as well as the practitioners’ ability to
administer such procedures. The inability to perform such non-emergency procedures has harmed our revenues for the period ending June 30, 2020 and will likely
result in future harm while these or new restrictions remain in place. Further, the spread of COVID-19 has caused us to modify our workforce practices, and we
may take further actions that we determine are in the best interests of our employees or as required by governments. In addition, capital markets and economies
worldwide have also been negatively impacted by the COVID-19 pandemic, and it is possible that this can lead to a local and/or global economic recession, which
may result in further harm to the aesthetics market. Such economic disruption could adversely affect our business. The continued spread of COVID-19, or another
infectious disease, could also result in delays or disruptions in our supply chain or adversely affect our manufacturing facilities and personnel. Further, trade and/or
national security protection policies may be adjusted as a result of the COVID-19 pandemic, such as actions by governments that limit, restrict or prevent the
movement of certain goods into a country and/or region, and current U.S./China trade relations may be further exacerbated by the pandemic.
The estimates used for, but not limited to, determining the collectability of accounts receivable, fair value of long-lived assets and goodwill, and sales returns
liability required could be impacted by the pandemic. While the full impact of COVID-19 is unknown at this time, we have made appropriate estimates based on
the facts and circumstances available as of the reporting date. These estimates may change as new events occur and additional information is obtained.
Change in miraDry business strategy
In April 2020, in part as a result of the impact of COVID-19, we re-focused our miraDry business to drive high margin, bioTip utilization to our existing installed
base. We expect that the net sales we generate from our bioTips will represent high margin sales (on a gross margin basis) and account for a substantial amount of
our net sales for the next several years, with high margin consumables comprising a sizable percentage of our miraDry segment’s net sales.
Restructuring
On November 7, 2019, we announced an organizational efficiency initiative, or the Plan, designed to reduce spending and simplify operations. Under the Plan, we
are implementing numerous initiatives to reduce spending, including closing the Santa Clara offices of miraDry, Inc. and consolidating a number of business
support services via a shared services organization at our Santa Barbara headquarters.
Under the Plan, we intend to reduce our workforce by terminating approximately 70 employees. As a result, we expect to incur total charges of approximately $3.6
million in connection with one-time employee termination costs, retention costs and other benefits. In addition, we expect to incur estimated charges of
approximately $0.6 million related to duplicate operating costs and other associated costs. In total, the Plan is estimated to cost approximately $4.2 million,
excluding non-cash charges, with related cash payments expected to be substantially paid out with cash on hand by the end of 2020.
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The following table details the amount of the liabilities related to the Plan included in "Accrued and other current liabilities" in the condensed consolidated balance
sheet as of June 30, 2020 (amounts in thousands):
Severance costs

Balance at December 31, 2019
Costs charged to expense
Costs paid or otherwise settled
Balance at June 30, 2020

$

Other associated costs

894
1,939
(1,716)
1,117

$

$

Duplicate operating costs

—
122
(122)
—

$

$

$

—
174
(174)
—

The following table details the charges by reportable segment, recorded in "Restructuring" under operating expenses in the condensed consolidated statements of
operations for the six months ended June 30, 2020 (amounts in thousands):
Year Ended
December 31, 2019

Breast Products
miraDry
Total

$

Six Months Ended
June 30, 2020

499
584
1,083

$

$
$

Cumulative Restructuring
Charges

831
1,404
2,235

$
$

1,330
1,988
3,318

It is anticipated that we will incur approximately $0.8 million of additional restructuring costs during 2020 attributable to the miraDry segment. We expect to
realize cost savings of approximately $10.0 million in 2020 and approximately $5.0 million in 2021. All of the 2020 cost savings are expected to be realized in
operating expenses, and the 2021 cost savings are expected to be realized approximately 20% in operating expenses and 80% in cost of goods sold. Savings in
operating expenses are expected to result from the reduction of headcount through a shared services organization. Savings in cost of goods sold are expected to
result from the elimination of manufacturing roles at miraDry. As the development of the Plan is completed, we will update the estimated costs and cost savings as
needed.
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,
the impact of the pandemic, 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 raw material, labor, overhead, and variable manufacturing costs, reserve for product assurance warranties, royalty costs,
excess and obsolete inventory reserves, and warehouse and other related costs.
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With respect to our supplier contracts, all our products and raw materials are manufactured under contracts with fixed unit costs which can increase over time at
specified amounts.
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 the SSP and miraDry acquisitions are 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. Specific to the Breast Products segment, we expect our gross margin to decline as a result of increased unit cost of
our gel implants following the Vesta Acquisition.
Sales and Marketing Expenses
Our sales and marketing expenses primarily consist of salaries, bonuses, benefits, incentive compensation, stock-based compensation, consumer marketing, 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 and promotional
activities. We expect our sales and marketing expenses related to our Breast Products segment to fluctuate in future periods as a result of headcount and timing of
our marketing programs, and we expect our sales and marketing expense related to our miraDry segment to decrease as a result of the organizational efficiency
initiative and the change in the miraDry business strategy.
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.
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, bad debt expense, 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 decrease as we implement the organizational efficiency initiative, but we also expect to continue to incur G&A expenses in
connection with operating as a public company.
Other Income (Expense), net
Other income (expense), net primarily consists of interest income, interest expense, changes in the fair value of the embedded derivative liability and common
stock warrants, and amortization of issuance costs associated with our Credit Agreements.
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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 1 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.
Recent Accounting Pronouncements
Please refer to Note 1 - 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.
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Results of Operations
Comparison of the Three Months Ended June 30, 2020 and 2019
The following table sets forth our results of operations for the three months ended June 30, 2020 and 2019:
Three Months Ended
June 30,
2020

2019
(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
Restructuring
Impairment
Total operating expenses
Loss from operations
Other income (expense), net
Interest income
Interest expense
Change in fair value of derivative liability
Other income (expense), net
Total other income (expense), net
Loss before income taxes
Income tax
Net loss

$

$

12,448
5,550
6,898

$

20,525
7,813
12,712

7,979
2,779
7,958
496
—
19,212
(12,314)

21,918
3,270
11,814
—
12,674
49,676
(36,964)

18
(3,607)
(18,380)
6
(21,963)
(34,277)
—
(34,277)

269
(982)
—
23
(690)
(37,654)
—
(37,654)

$

Net Sales
Net sales decreased $8.1 million, or 39.4%, to $12.4 million for the three months ended June 30, 2020 as compared to $20.5 million for the three months ended
June 30, 2019. Net sales of our Breast Products segment was $9.3 million, a decrease of $1.9 million for the three months ended June 30, 2020, as compared to
$11.2 million for the three months ended June 30, 2019, primarily due to a decrease in the volume of sales of gel implants, Allox2 and Dermaspan breast tissue
expanders and BioCorneum due to the effects of the COVID-19 pandemic. Net sales of our miraDry segment was $3.1 million, a decrease of $6.2 million, as
compared to $9.3 million for the three months ended June 30, 2020 resulting from an overall decrease in the volume of sales of miraDry systems and consumable
bioTips due to the effects of the COVID-19 pandemic and the change in miraDry business strategy.
As of June 30, 2020, our U.S. sales organization included 52 sales representatives as compared to 90 sales representatives as of June 30, 2019. The decrease is
primarily attributed to an overall decrease in sales headcount implemented under the organizational efficiency initiative and the change in miraDry business
strategy.
Cost of Goods Sold and Gross Margin
Cost of goods sold decreased $2.3 million, or 29.0%, to $5.6 million for the three months ended June 30, 2020 as compared to $7.8 million for the three months
ended June 30, 2019. The decrease was primarily due to a decrease in sales in both the Breast Products and miraDry segments, offset by an increase in unit costs of
breast implants in the Breast Products segment.
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The gross margins for the three months ended June 30, 2020 and 2019 were 55.4% and 61.9%, respectively. The decrease was due to increased unit cost of gel
implants in the Breast Products segment following the Vesta Acquisition, coupled with overall lower domestic sales of miraDry consumables which carry a higher
margin.
Sales and Marketing Expenses
Sales and marketing expenses decreased $13.9 million, or 63.6%, to $8.0 million for the three months ended June 30, 2020 as compared to $21.9 million for the
three months ended June 30, 2019. The decrease was primarily due to decreases in employee payroll and incentive compensation related expenses, and a reduction
in marketing events and initiatives associated with the organizational efficiency initiative, the change in the miraDry business strategy and other cost saving
measures implemented in response to COVID-19.
Research and Development Expenses
R&D expenses decreased $0.5 million, or 15.0%, to $2.8 million for the three months ended June 30, 2020 as compared to $3.3 million for the three months ended
June 30, 2019. The decrease was primarily due to decreases in employee payroll and incentive compensation related expenses and consulting fees associated with
the organizational efficiency initiative, the change in the miraDry business strategy and other cost saving measures implemented in response to COVID-19.
General and Administrative Expenses
G&A expenses decreased $3.9 million, or 32.6%, to $8.0 million for the three months ended June 30, 2020 as compared to $11.8 million for the three months ended
June 30, 2019. The decrease is primarily related to decreases in employee payroll and incentive compensation related expenses, and consulting expenses associated
with the organizational efficiency initiative, the change in the miraDry business strategy and other cost saving measures implemented in response to COVID-19. In
addition, there were decreases in legal expenses, acquisition related expenses, and intangible asset amortization expense, offset by an increase in bad debt expense,
severance, and insurance expense.
Restructuring Expenses
Restructuring expenses for the three months ended June 30, 2020 were $0.5 million, consisting primarily of severance and duplicate operating expenses of
employees affected by the organizational efficiency initiative.
Impairment Expenses
There were no impairment expenses for the three months ended June 30, 2020. Impairment expenses for the three months ended June 30, 2019 were due to
impairments of goodwill and intangible assets in the miraDry reporting unit.
Other Income (Expense), net
Other income (expense), net for the three months ended June 30, 2020 increased $21.3 million as compared to the three months ended June 30, 2019 primarily due
to the increase in the fair value of the derivative liability, interest expense and amortization of debt issuance costs and debt discounts associated with our Credit
Agreements and Convertible Note.
Income Tax Expense
For the three months ended June 30, 2020 and 2019 there was no income tax expense.
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Comparison of the Six Months Ended June 30, 2020 and 2019
The following table sets forth our results of operations for the six months ended June 30, 2020 and 2019:
Six Months Ended
June 30,
2020

2019
(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
Restructuring
Impairment
Total operating expenses
Loss from operations
Other income (expense), net
Interest income
Interest expense
Change in fair value of derivative liability
Other income (expense), net
Total other income (expense), net
Loss before income taxes
Income tax
Net loss

$

$

29,380
12,342
17,038

$

38,077
14,287
23,790

24,742
5,687
17,262
2,235
6,432
56,358
(39,320)

42,319
6,325
25,289
—
12,674
86,607
(62,817)

198
(5,230)
(18,510)
(27)
(23,569)
(62,889)
—
(62,889)

573
(1,932)
—
38
(1,321)
(64,138)
—
(64,138)

$

Net Sales
Net sales decreased $8.7 million, or 22.8%, to $29.4 million for the six months ended June 30, 2020 as compared to $38.1 million for the six months ended June 30,
2019. Net sales of our Breast Products segment was $21.8 million, an increase of $0.8 million for the six months ended June 30, 2020, as compared to $20.9
million for the six months ended June 30, 2019, driven primarily by an increase in the volume of sales of gel implants and breast tissue expanders, offset by a
decrease in sales of BioCorneum. Net sales of our miraDry segment was $7.6 million, a decrease of $9.5 million, as compared to $17.1 million for the six months
ended June 30, 2019 resulting from an overall decrease in the volume of sales of miraDry systems and consumable bioTips due to the effects of the COVID-19
pandemic and the change in miraDry business strategy.
Cost of Goods Sold and Gross Margin
Cost of goods sold decreased $1.9 million, or 13.6%, to $12.3 million for the six months ended June 30, 2020 as compared to $14.3 million for the six months
ended June 30, 2019. The decrease was primarily due to reduced sales in the miraDry segment offset by increased unit costs of breast implants and inventory writeoffs in the Breast Products segment.
The gross margins for the six months ended June 30, 2020 and 2019 were 58.0% and 62.5%, respectively. The decrease was due to increased unit cost of gel
implants in the Breast Products segment following the Vesta Acquisition, coupled with lower sales of miraDry consumables which carry a higher margin.
31

Sales and Marketing Expenses
Sales and marketing expenses decreased $17.6 million, or 41.5%, to $24.7 million for the six months ended June 30, 2020 as compared to $42.3 million for the six
months ended June 30, 2019. The decrease was primarily due to decreases in employee payroll and incentive compensation related expenses, and a reduction in
marketing events and initiatives associated with the organizational efficiency initiative, the change in the miraDry business strategy and other cost saving measures
implemented in response to COVID-19.
Research and Development Expenses
R&D expenses decreased $0.6 million, or 10.1%, to $5.7 million for the six months ended June 30, 2020 as compared to $6.3 million for the six months ended
June 30, 2019. The decrease was primarily due to decreases in employee payroll and incentive compensation related expenses associated with the organizational
efficiency initiative, the change in the miraDry business strategy and other cost saving measures implemented in response to COVID-19.
General and Administrative Expenses
G&A expenses decreased $8.0 million, or 31.7%, to $17.3 million for the six months ended June 30, 2020 as compared to $25.3 million for the six months ended
June 30, 2019. The decrease is primarily related to decreases in employee payroll and incentive compensation related expenses, and consulting expenses associated
with the organizational efficiency initiative, the change in the miraDry business strategy and other cost saving measures implemented in response to COVID-19. In
addition, there were decreases in legal expenses, and acquisition related expenses, offset by an increase in bad debt expense, severance, insurance expense and
accounting fees.
Restructuring Expenses
Restructuring expenses for the six months ended June 30, 2020 were $2.2 million, consisting primarily of severance expenses of employees affected by the
organizational efficiency initiative.
Impairment Expenses
Impairment expenses for the six months ended June 30, 2020 were $6.4 million, due to full impairments of intangible assets in the miraDry reporting unit.
Impairment expenses for the six months ended June 30, 2019 were $12.7 million, due to a full impairment of goodwill and partial impairment of intangible assets in
the miraDry reporting unit.
Other Income (Expense), net
Other income (expense), net for the six months ended June 30, 2020 increased $22.2 million as compared to the six months ended June 30, 2019 primarily due to
the increase in the fair value of the derivative liability, interest expense and amortization of debt issuance costs and debt discounts associated with our Credit
Agreements and Convertible Note.
Income Tax Expense
For the six months ended June 30, 2020 and 2019 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 and convertible note, sales of our products since 2012, and
the proceeds from the sale of our common stock in public offerings.
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As of June 30, 2020, we had $71.8 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, our tissue expander portfolio, and the Vesta Acquisition.
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
June 30, 2020, the Company has sold 37,000 shares of its common stock pursuant to the sales agreement, resulting in net proceeds after commissions of
approximately $0.3 million.
On July 1, 2019, we entered into certain credit agreements with Midcap Financial Trust pursuant to which we repaid our existing indebtedness under our existing
credit agreements and the outstanding commitment fee was cancelled. Further on March 11, 2020, we entered into a facility agreement with Deerfield Partners,
L.P., issuing $60.0 million in principal amount of 4.0% unsecured and subordinated convertible notes. See Note 10 – Debt to the condensed consolidated financial
statements for a full description of our long-term debt, revolving line of credit, and convertible note.
In April 2020, we were granted a loan of $6.7 million under the Paycheck Protection Program of the CARES Act, or the PPP Loan, all or a portion of which may be
forgiven dependent on our use of proceeds. The PPP Loan matures on April 20, 2022 and bears interest at a rate of 1.0% per annum. All or a portion of the PPP
Loan may be forgiven upon submission of documentation of expenditures in accordance with certain specified requirements. See Note 10 – Debt to the condensed
consolidated financial statements for a full description of the PPP Loan. We sought and obtained the PPP Loan due to the immediate and continued impact of the
COVID-19 pandemic on our revenues and prospects. The PPP Loan has allowed us to satisfy our payroll obligations without a material reduction in pay for our
employees or a material headcount reduction, other than the reductions in the previously announced organizational efficiency initiative.
Due to the continued uncertainty relating to the COVID-19 pandemic, our revenues may continue to be adversely impacted. If we are unable to achieve certain
revenue targets, we may breach certain financial covenants set forth in our Credit Agreement with MidCap Financial Trust. If we breach these covenants, MidCap
will have the right to accelerate repayment of the outstanding amounts. In addition, a breach of a financial covenant in the Credit Agreement would result in a cross
default under our Note with Deerfield, which would allow Deerfield to accelerate repayment of the amounts owed, subject to certain restrictions. In the event that
any of MidCap or Deerfield accelerates the repayment of our indebtedness, there can be no assurance that we will have sufficient cash on hand to satisfy such
obligations and our business operations may be materially harmed.
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:
Six Months Ended June 30,
2020
2019

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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(46,599)
(2,195)
32,985
(15,809)

$

$

(48,630)
(2,056)
109,875
59,189

Cash used in operating activities
Net cash used in operating activities was $46.6 million during the six months ended June 30, 2020 as compared to $48.6 million during the six months ended
June 30, 2019. The decrease in cash used in operating activities between the six months ended June 30, 2020 and 2019 was primarily associated with a lower net
loss of $62.9 million for the six months ended June 30, 2020 as compared to $64.1 million for the six months ended June 30, 2019, an increase in fair value
adjustments to the derivative liability and other non-cash adjustments, and decreases in accounts receivable offset by an increase inventory and decreases in
accounts payable, accrued and other liabilities, impairment, and stock-based compensation expense.
Cash used in investing activities
Net cash used in investing activities was $2.2 million during the six months ended June 30, 2020 as compared to $2.1 million during the six months ended June 30,
2019. The increase in cash used in investing activities between the six months ended June 30, 2020 and 2019 was due to an increase in property and equipment
purchases.
Cash provided by financing activities
Net cash provided by financing activities was $33.0 million during the six months ended June 30, 2020 as compared to $109.9 million during the six months ended
June 30, 2019. The decrease in cash provided by financing activities was primarily the result of a decrease in the proceeds from issuance of common stock,
repayments of the term loan, and decrease in borrowings under the revolving loan, offset by an increase in proceeds from issuance of the convertible note.
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 our implant manufacturing facility in Franklin Wisconsin to meet capacity to meet customer requirements and maintain unit costs that will
drive gross margin;

•

the ability of our third-party tissue expander manufacturing facility operated by SiMatrix 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;

•

the scope and duration of the COVID-19 pandemic and its effect on our operations;

•

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.
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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.

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 requirements, 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 stockholders, 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 Report 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 June 30, 2020, we had $71.8 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, or CEO, and Chief
Financial Officer, or CFO, as appropriate, to allow timely decisions regarding required disclosure.
As of June 30, 2020, we carried out an evaluation, under the supervision and with the participation of our management, including our CEO and 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 not effective as of June 30, 2020 as a result of the
material weakness described in our Annual Report on Form 10-K and below.
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The control environment was ineffective in holding individuals accountable for the operation of their internal control responsibilities. This control failure prevented
the effective operation of controls over goodwill and intangible asset impairment, including the underlying financial data, calculations and assumptions supporting
the forecasted financial information utilized to measure the fair value of the reporting unit, intangible assets, and the associated impairment charges. This deficiency
did not result in an adjustment but still represented a material weakness in our internal control over financial reporting as of December 31, 2019 because there is a
reasonable possibility that material misstatements to our consolidated financial statements would not be prevented or detected on a timely basis.
A material weakness is a deficiency, or combination of deficiencies, in internal control over financial reporting such that there is a reasonable possibility that a
material misstatement of our annual or interim consolidated financial statements will not be prevented or detected on a timely basis.
Remediation
As disclosed in our Annual Report, we have identified and begun to implement several actions designed to remediate the material weakness. Our remediation
process includes, but is not limited to communicating expectations over performance of controls, monitoring for compliance with those expectations, and holding
individuals accountable for their roles related to internal control over financial reporting.
Changes in Internal Control over Financial Reporting
Except as discussed above, there have been no changes 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.
PART II. OTHER INFORMATION
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, 2019, which are incorporated herein by reference.
The COVID-19 pandemic has adversely affected, and continues to adversely affect, our business, our operations and our financial results. Future pandemics,
epidemics or outbreaks of an infectious disease may similarly affect our business, our operations and our financial results.
The rapid, global spread of COVID-19 has resulted in significant economic uncertainty, significant declines in business and consumer confidence and global
demand in the non-essential healthcare industry (among others), a global economic slowdown, and could lead to a global recession. The COVID-19 pandemic has
drastically impacted healthcare systems in the United States and globally and resulted in travel restrictions which impact medical tourism and our sales
professionals’ ability to travel. In addition, hospitals have limited access for non-patients, including our sales professionals, which could negatively impact our
access to physicians. As an aesthetics company, a significant percentage of our products are utilized in elective surgeries or procedures, which may be deferred or
avoided altogether due to the COVID-19 outbreak, materially impacting our financial results. Future pandemics or
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other outbreaks of infectious disease may result in a similar period of business disruption, including reduced sales as patients might cancel or defer elective
procedures or otherwise avoid medical facilities, resulting in reduced patient volumes and operating revenues. Governmental agencies and hospital administrators
may also instruct hospitals to postpone some elective procedures in preparation for COVID-19-related hospitalizations. Further, the spread of COVID-19 has
caused us to modify our workforce practices, and we may take further actions that we determine are in the best interests of our employees or as required by
governments. The continued spread of COVID-19, or another infectious disease, could also result in delays or disruptions in our supply chain or adversely affect
our manufacturing facilities and personnel. Further, trade and/or national security protection policies may be adjusted as a result of the COVID-19 pandemic, such
as actions by governments that limit, restrict or prevent the movement of certain goods into a country and/or region, and current U.S./China trade relations may be
further exacerbated by the pandemic. The COVID-19 outbreak has materially impacted our operations and financial results and continues to be fluid and uncertain,
making it difficult to forecast the final impact it could have on our future operations or financial results.
Our debt obligations could impair our financial condition and limit our operating flexibility.
Our indebtedness under our credit agreements with MidCap Financial Trust, or the Credit Agreements, our Convertible Note with Deerfield and our other financial
obligations could:
•

impair our ability to obtain financing or additional debt in the future for working capital, capital expenditures, acquisitions or general corporate
purposes;

•

impair our ability to access capital and credit markets on terms that are favorable to us;

•

have a material adverse effect on us if we fail to comply with financial and affirmative and restrictive covenants in our Credit Agreements and an event
of default occurs as a result of a failure that is not cured or waived;

•

require us to dedicate a portion of our cash flow for interest payments on our indebtedness and other financial obligations, thereby reducing the
availability of our cash flow to fund working capital and capital expenditures; and

•

limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate.

Our financial covenants in the Credit Agreements require us to achieve certain levels of net revenue calculated on a rolling monthly basis. Due to the continued
uncertainty relating to the COVID-19 pandemic, our revenues may continue to be adversely impacted. If we are unable to achieve certain revenue targets, we may
breach certain financial covenants set forth in our Credit Agreements. If we breach these covenants, MidCap will have the right to accelerate repayment of the
outstanding amounts. In addition, a breach of a financial covenant in the Credit Agreement would result in a cross default under our Convertible Note with
Deerfield, which would allow Deerfield to accelerate repayment of the amounts owed, subject to certain restrictions. In the event that any of MidCap or Deerfield
accelerates the repayment of our indebtedness, there can be no assurance that we will have sufficient cash on hand to satisfy such obligations and our business
operations may be materially harmed.
Furthermore, there is no guarantee that we will be able to pay the principal and interest under the Credit Agreements or the Convertible Note or that future working
capital, borrowings or equity financing will be available to repay or refinance any amounts outstanding under the Credit Agreements or Convertible Note. Our
obligations under the Credit Agreements are secured by a perfected security interest in all of our tangible and intangible assets (including our intellectual property
assets), except for certain customary excluded property and all of our and our subsidiaries capital stock, with certain limited exceptions. In addition, we may enter
into debt agreements in the future that may contain similar or more burdensome terms and covenants, including financial covenants.
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We may not successfully integrate newly acquired businesses into our business operations or realize the benefits of partnerships with other companies,
acquisitions of complementary products or technologies or other strategic alternatives.
We have completed a series of business and product acquisitions including our acquisition of our manufacturing operations from Vesta, our acquisition of miraDry,
our product acquisitions, including BIOCORNEUM and our tissue expanders portfolio. As a result of these acquisitions, we have undergone substantial changes to
our business and product offerings in a short period of time. In addition, in the future, we may consider other opportunities to partner with or acquire other
businesses, products or technologies that may enhance our product platform or technology, expand the breadth of our markets or customer base or advance our
business strategies.
Integrating the business practice and operations of a new business with that of our own is a complex, costly and time-consuming process, which requires significant
management attention and resources. The integration process may disrupt our existing operations and, if implemented ineffectively, would preclude realization of
the full benefits expected by us. Our failure to meet the challenges involved in successfully integrating our acquisitions in order to realize the anticipated benefits
may cause an interruption of, or a loss of momentum in, our operating activities and could adversely affect our results of operations. For example, we recently
determined to refocus our miraDry reporting unit to driving sales of consumable bioTips to our existing installed base. There can be no assurances that we will
achieve significant sales of the miraDry system under this refocused plan or, if we do, that we will be able to do so in a profitable manner. Potential difficulties,
costs and delays we may encounter as part of the integration process may include:
•

distracting management from day‑to‑day operations;

•

potential incompatibility of corporate cultures;

•

an inability to achieve synergies as planned;

•

risks associated with the assumption of contingent or other liabilities of acquisition targets;

•

adverse effects on existing business relationships with suppliers or customers;

•

inheriting and uncovering previously unknown issues, problems and costs from the acquired company;

•

uncertainties associated with entering new markets in which we have limited or no experience;

•

increased legal and accounting costs relating to the partnership or acquisition or compliance with regulatory matters;

•

delays between our expenditures to acquire new products, technologies or businesses and the generation of net sales from those acquired products,
technologies or businesses;

•

realization of assets and settlement of liabilities at amounts equal to estimated fair value as of the acquisition date of any acquisition or disposition;

•

costs and delays in implementing common systems and procedures (including technology, compliance programs, financial systems, distribution and
general business operations, among others); and

•

increased difficulties in managing our business due to the addition of international locations.
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Any one or all of these factors may increase operating costs or lower anticipated financial performance. Many of these factors are also outside of our control. In
addition, even if new business operations are integrated successfully, we may not realize the full benefits of the acquisition, including the synergies, cost savings or
sales or growth opportunities that we expect or within the anticipated time frame. Additional unanticipated costs may be incurred in the integration of the
businesses. All of these factors could decrease or delay the expected accretive effect of the transaction, and negatively impact the price of our common stock. The
failure to integrate the business operations of miraDry or any acquired business successfully would have a material adverse effect on our business, financial
condition and results of operations. As noted above, we determined to refocus efforts on driving sales of bioTips to our existing installed base. There can be no
assurance that this shift in focus will allow us to realize the expected benefits from this acquisition.
If we are unable to drive sales of our bioTips to our existing installed base of miraDry systems, our business and future prospects will be harmed.
In April 2020, we determined to focus on driving high margin, bioTip utilization to our existing installed base combined with a controlled placement of consoles.
We expect that the net sales we generate from our bioTips will represent high margin sales (on a gross margin basis) and account for a substantial amount of our net
sales for the next several years, with high margin consumables comprising a sizable percentage of our miraDry segment’s net sales. Accordingly, our success
depends on the acceptance among physicians and patients of the miraDry procedure as a preferred treatment for being sweat-bothered. Although we have received
FDA clearance to market the miraDry procedure for the treatment of primary axillary hyperhidrosis, odor and permanent hair reduction in the United States and are
approved or are otherwise free to market the miraDry procedure for the treatment of primary ancillary hyperhidrosis in adults in over 40 international markets, the
degree of market acceptance of the miraDry procedure by physicians and patients is unproven. We believe that market acceptance of the miraDry procedure will
depend on many factors, including:
•

the perceived advantages or disadvantages of the miraDry System compared to other products and procedures;

•

the safety and efficacy of the miraDry System relative to other products and alternative procedures;

•

the price of the miraDry System relative to other products and alternative procedures;

•

the effectiveness of our marketing, advertising, and commercialization initiatives;

•

the development and publication of long-term clinical data in peer-reviewed journals supporting the long term efficacy of the miraDry procedure;

•

our ability to obtain regulatory clearance to market miraDry for additional treatment indications in the United States and other international markets;

•

education of physicians, especially general practitioners and dermatologists, regarding alternative procedures for sweat-bothered patients through key
opinion leaders and product demonstrations at conferences, physician offices and webinars; and

•

the success of patient education through direct-to-consumer marketing campaigns that utilize social media outlets and testimonials.

In addition, the COVID-19 pandemic has limited our ability to educate physicians and drive market acceptance of the procedure. We cannot guarantee that the
miraDry procedure will achieve broad market acceptance among physicians and patients. We expect to derive a substantial portion of sales from the sale of our
consumable bioTip products, which represent higher margin products within our product portfolio. As a result, any failure of this product to achieve meaningful
market acceptance will harm our business, sales, profitability and future prospects.
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If changes in the economy and consumer spending reduce consumer demand for our products, our sales and profitability would suffer.
We are subject to the risks arising from adverse changes in general economic and market conditions, pandemics or political actions including new or increased
trade protection policies such as tariffs, particularly in China, where certain components of our miraDry products are manufactured. Certain elective procedures,
such as breast augmentation and the miraDry procedure, are typically not covered by insurance. Adverse changes in the economy or a “trade war” may cause
consumers to reassess their spending choices and reduce the demand for these surgeries and other procedures and could have an adverse effect on consumer
spending. This shift could have an adverse effect on our net sales and profitability. Furthermore, consumer preferences and trends may shift due to a variety of
factors, including changes in demographic and social trends, public health initiatives and product innovations, which may reduce consumer demand for our
products. For example, as a result of the COVID-19 outbreak in China, our bioTip manufacturer in China was required to close for a week. In addition, as the
outbreak spread through the United States and globally, we have experienced a significant reduction in demand as non-emergency medical procedures are deferred.
There can be no assurances that once healthcare systems resume normal activity that these deferred procedures will be rescheduled. The outbreak has adversely
affected our financial condition and results of operations and will likely continue to adversely impact our operations until heathcare systems resume normal
activity. At this point, the duration and extent of such impact is uncertain.
If we are unsuccessful in executing our cost plan, our business and results of operations may be adversely affected.
In November 2019, we announced an organizational efficiency initiative (the “Plan”) designed to reduce spending and simplify operations to better align our cost
structure to our long-term margin targets. Under the Plan, we will implement numerous initiatives to reduce spending, including closing the Santa Clara offices of
miraDry, Inc. (“miraDry”), and consolidating a number of business support services via a shared services organization at our Santa Barbara headquarters. Under the
Plan, we also intend to reduce our workforce in a series of targeted reductions, which we expect to be completed by the end of 2020. We cannot provide assurance
that our Plan will be successful, that anticipated cost savings will be realized, that our operations, business and financial results will improve and/or that these
efforts will not disrupt our operations (beyond what is intended).
In April 2020, we implemented additional workforce reductions as cost savings measures. Our ability to achieve the anticipated cost savings and other benefits
within the expected time frames is subject to many estimates and assumptions, which are subject to significant economic, competitive and other uncertainties, some
of which are beyond our control. Further, we may experience delays in the timing of these efforts and/or higher than expected or unanticipated costs in
implementing them. Moreover, changes in the size, alignment or organization of our workforce could adversely affect employee morale and retention, relations
with customers and business partners, our ability to develop and deliver products and services as anticipated and/or impair our ability to realize our current or future
business and financial objectives. If we do not succeed in these efforts, if these efforts are more costly or time-consuming than expected, if our estimates and
assumptions are not correct, if we experience delays or if other unforeseen events occur, our business and results of operations may be adversely affected.
Any disruption at our facilities could adversely affect our business and operating results.
Our principal offices are located in Santa Barbara, California. Substantially all of our operations are conducted at this location, including customer service,
development and management and administrative functions. Substantially all of our inventory of Breast Products is held at a second location in Santa Barbara,
California, and, with the Vesta Acquisition, we manufacture our breast implants at a third location in Wisconsin. Despite our efforts to safeguard our facilities,
including acquiring insurance, adopting health and safety protocols and utilizing off-site storage of computer data, vandalism, terrorism, public health crisis (such
as the recent COVID-19 outbreak) or a natural or other disaster, such as an earthquake, tornado, fire or flood, could damage or destroy our inventory of finished
goods, cause substantial delays in our operations, result in the loss of key information and cause us to incur additional expenses. Our insurance may not cover our
losses in any particular case. In addition, regardless of the level of insurance coverage, damage to our facilities may have a material adverse effect on our business,
financial condition and operating results.
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We accepted a loan under the CARES Act pursuant to the Paycheck Protection Program, or the PPP, which loan may not be forgiven or may subject us to
challenges and investigations regarding qualification for the loan. In addition, we may be subject to audit in connection with the loan and should we request
that the loan be forgiven, the United States Small Business Administration, or SBA, will conduct a full audit in connection with the loan. If there is any adverse
finding from the audit or if we are subject to any other investigation or challenge in connection with the loan, we could be required to return the full amount of
the PPP loan plus interest, which could reduce our liquidity, and could be subject to significant fines, damages and penalties and our business could otherwise
be adversely affected, whether or not there is an adverse finding. Such events could have a material adverse effect on our business, financial condition and
results of operations.
In April 2020, we were granted a loan of $6.7 million under the PPP of the CARES Act, or the PPP Loan, all or a portion of which may be forgiven dependent on
our use of proceeds. The PPP Loan matures on April 20, 2022 and bears interest at a rate of 1.0% per annum. All or a portion of the PPP Loan may be forgiven by
the SBA upon submission of documentation of expenditures in accordance with the SBA’s requirements. Under the CARES Act, loan forgiveness is available for
the sum of documented payroll costs, covered rent payments, covered mortgage interest and covered utilities during the 24 week period beginning on the date of
loan approval. Not more than 40% of the forgiven amount may be for non-payroll costs. The amount of the PPP Loan eligible to be forgiven will be reduced if our
full-time headcount declines, or if salaries and wages for employees with salaries of $100,000 or less annually are reduced by more than 25%. We will be required
to repay any portion of the outstanding principal that is not forgiven, along with accrued interest, in accordance with the amortization schedule described above,
and we cannot provide any assurance that we will be eligible for loan forgiveness, that we will ultimately apply for forgiveness, or that any amount of the PPP Loan
will ultimately be forgiven by the SBA. Furthermore, on April 28, 2020, the Secretary of the U.S. Department of the Treasury stated that the SBA will perform a
full review of any PPP loan over $2.0 million before forgiving the loan.
The PPP Loan application required us to certify, among other things, that the current economic uncertainty made the PPP Loan request necessary to support our
ongoing operations. While we made this certification in good faith after analyzing, among other things, our financial situation and access to alternative forms of
capital, and believe that we satisfied all eligibility criteria for the PPP Loan and that our receipt of the PPP Loan is consistent with the broad objectives of the PPP
of the CARES Act, the certification described above does not contain any objective criteria and is subject to interpretation. In addition, the SBA has stated that it is
unlikely that a public company with substantial market value and access to capital markets will be able to make the required certification in good faith. The lack of
clarity regarding loan eligibility under the Paycheck Protection Program has resulted in significant media coverage and controversy with respect to public
companies applying for and receiving loans. If, despite our good faith belief that we satisfied all eligibility requirements for the PPP Loan, we are found to have
been ineligible to receive the PPP Loan or in violation of any of the laws or governmental regulations that apply to us in connection with the PPP Loan, including
the False Claims Act, we may be subject to penalties, including significant civil, criminal and administrative penalties and could be required to repay the PPP Loan.
In the event that we seek forgiveness of all or a portion of the PPP Loan, we will also be required to make certain certifications which will be subject to audit and
review by governmental entities and could subject us to significant penalties and liabilities if found to be inaccurate, including under the False Claims Act. In
addition, our receipt of the PPP Loan may result in adverse publicity and damage to our reputation, and a review or audit by the SBA or other government entity or
claims under the False Claims Act could consume significant financial and management resources. Any of these events could harm our business, results of
operations and financial condition.
Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.
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ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
ITEM 5. OTHER INFORMATION
None.
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ITEM 6. EXHIBITS
The following exhibits are filed or furnished as part of this report:
Number

Description

10.1

Amendment to Facility Agreement, dated April 24, 2020, by and among Sientra, Inc., each of the other loan parties thereto and Deerfield Partners,
L.P. (incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on May 11,
2020).

10.2

Letter Agreement, dated April 20, 2020, by and among Sientra, Inc., certain of its subsidiaries, MidCap Financial Trust and MidCap Funding IV
Trust (incorporated by reference to the Registrant’s Quarterly Report on Form 10-Q filed with the Securities and Exchange Commission on May 11,
2020).

10.3†

Second Amendment to Amended and Restated Credit and Security Agreement (Term Loan), dated May 11, 2020, by and among Sientra, Inc.,
certain of its subsidiaries, the lenders party thereto and MidCap Financial Trust (incorporated by reference to the Registrant’s Quarterly Report on
Form 10-Q filed with the Securities and Exchange Commission on May 11, 2020).

10.4†

Second Amendment to Amended and Restated Credit and Security Agreement (Revolving Loan), dated May 11, 2020, by and among Sientra, Inc.,
certain of its subsidiaries, the lenders party thereto and MidCap Financial Trust (incorporated by reference to the Registrant’s Quarterly Report on
Form 10-Q filed with the Securities and Exchange Commission on May 11, 2020).

10.5#

Employment Agreement, dated January 1, 2018, by and between Sientra, Inc. and Oliver Bennett.

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

Instance Document - the instance document does not appear in the interactive Data File because its XBRL tags are embedded within the Inline
XBRL document.

101.SCH

Inline XBRL Taxonomy Extension Schema Document.

101.CAL

Inline XBRL Taxonomy Extension Calculation Linkbase Document.

101.DEF

Inline XBRL Taxonomy Extension Definition Linkbase Document.

101.LAB

Inline XBRL Taxonomy Extension Label Linkbase Document.

101.PRE

Inline XBRL Taxonomy Extension Presentation Linkbase Document.

104

Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101).

*
†
#

Filed herewith.
Portions of this exhibit have been redacted in compliance with Regulation S‑K Item 601(b)(10).
Indicates management contract or compensatory plan, contract, or agreement.
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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.
August 10, 2020

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

August 10, 2020

By: /s/ Paul Little
Paul Little
Chief Financial Officer and Treasurer
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Exhibit 10.5
SIENTRA, INC.
EMPLOYMENT AGREEMENT
OLIVER BENNETT
This Employment Agreement (the “Agreement”), made between Sientra, Inc. (the “Company”) and Oliver Bennett (“Employee”)
(collectively, the “Parties”), is effective as of January 1, 2018 (the “Effective Date”).
WHEREAS, the Company desires to employ Employee, pursuant to the terms, provisions and conditions set forth in this
Agreement; and
WHEREAS, Employee desires to accept and continue his employment on the terms, provisions and conditions set forth in this
Agreement.
NOW, THEREFORE, in consideration of the promises and the mutual covenants herein contained, the Parties hereby agree as
follows:
1.

Duties and Responsibilities.

1.1
Position. Employee shall serve as the Company’s General Counsel and Vice President of Compliance &
Legal. During the term of Employee’s employment with the Company, Employee will devote Employee’s diligent efforts to the business of
the Company.
1.2
Duties and Location. Employee shall perform such duties as are required by the Company’s Chief
Executive Officer, to whom Employee will report. Employee shall devote substantially all of Employee’s business time and attention to the
performance of Employee’s duties hereunder, except for approved vacation periods and reasonable periods of illness or other incapacities
permitted by the Company’s general employment policies. Employee shall not engage in any other business, profession or occupation for
compensation or otherwise that would conflict or interfere with the rendition of services to the Company, either directly or indirectly.
1.3
Policies and Procedures. The employment relationship between the Parties shall be governed by the
general employment policies and practices of the Company, except that when the terms of this Agreement differ from or are in conflict with
the Company’s general employment policies or practices, this Agreement shall control. Employee’s employment constitutes “at-will”
employment and the employment relationship may be terminated by the Employer or Employee at any time, with or without notice, subject to
the provisions of this Agreement.
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2.

Compensation.

2.1
Salary. As of the Effective Date, Employee’s current base salary shall be payable at the annualized rate
of $350,000 per year (the “Base Salary”), subject to standard payroll deductions and withholdings and payable in accordance with the
Company’s regular payroll schedule.
2.2
Performance Bonus. Due to the particular duties of Employee at the Company, Employee may receive a
performance bonus of up to 40% of Employee’s Base Salary (“Performance Bonus”) based upon the following criterion: (i) attainment of
overall the corporate objective(s) according to the milestones set forth in Schedule 1 attached hereto; and (ii) attainment of personal
performance objectives according to the milestones set forth in Schedule 2 attached hereto. The achievement of and amount of the
Performance Bonus as measured by the foregoing criterion shall be determined by the Compensation Committee of the Board of Directors
(the “Board”) (or a subcommittee thereof) (the “Committee”) in the sole and absolute discretion of the Committee. Any subsequent year
Performance Bonus criterion will be determined by the Committee and attached as an addendum to this Agreement and shall supersede any
prior criterion. Executive must remain an active employee through the end of any given Performance Bonus determination, except as
expressly contemplated in Section 6 below. The Committee may grant the pro rata payment of the Performance Bonus under certain
circumstances in its sole and absolute discretion.
2.3
Starting Bonus and Relocation. Employee will be paid a one-time starting bonus of $50,000, subject to
standard payroll deductions and withholdings which will be included in Employee’s first regular payroll. If the Employee resigns for any
reason, except as provided in Section 6.4, or the Company terminates Employee’s employment for Cause prior to Employee’s one-year
anniversary at the Company, Employee agrees to repay the $50,000 in full. The Company will reimburse Employee up to a total of $100,000
for reasonable out-of-pocket costs associated with moving Employee’s primary residence to Santa Barbara County within twelve months of
the Effective Date.
2.4
Equity Incentive Award. It will be recommended to the Compensation Committee of the Board of Sientra
that you receive a grant of 30,000 Restricted Stock Units (“RSU”) in Sientra, one-half of which shall vest over a period three years on an
annual basis, and one-half of which shall vest based on performance criteria as established by the Compensation Committee, which such grant
shall be subject to your execution of Sientra’s standard RSU agreement and your continued service with the Company. The restricted stock
units shall be governed by the RSU agreement and related equity incentive plan of the Company, respectively.
3.
Company Benefits. Employee shall be entitled to participate in all employee benefit programs for which Employee is
eligible under the terms and conditions of the benefit plans that may be in effect from time to time and provided by the Company to its
employees. The Company reserves the right to cancel or change the benefit plans or programs it offers to its employees from time to time and
at any given time.
4.
Paid Time Off. Employee shall be entitled to accrue and use paid time off in accordance with the terms of the
Company’s policies and practices, however, that in no event will Employee’s paid time off accrual rate be lower than 13.33 hours per month.
5.
Expenses. The Company will reimburse Employee for reasonable and normal, out-of-pocket airfare, car rental, travel,
local transportation, entertainment, or other expenses incurred by Employee in furtherance or in connection with the performance of
Employee’s duties hereunder, provided that such expense reimbursement claims are supported by relevant documentation and are made in
accordance with the Company’s expense reimbursement policy as in effect from time to time.
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6.

Termination of Employment; Severance.

6.1
At-Will Employment. Employee’s employment relationship is at-will. Either Employee or the Company
may terminate the employment relationship at any time, with or without Cause or advance notice. The period during which Employee’s
employment continues in effect shall be referenced as the “Employment Period.”
6.2

Termination for Cause; Resignation; Death or Disability.

(a)
The Company may terminate Employee’s employment with the Company at any time for Cause
(as defined below). Further, Employee may resign at any time, with or without Good Reason (as defined below). Employee’s employment
with the Company may also be terminated due to Employee’s death or disability. “Disability” means disability caused by any physical or
mental injury, illness or incapacity as a result of which Employee is or will be unable to effectively perform the essential functions of
Employee’s duties, even with a reasonable accommodation that does not impose an undue hardship on the Company, for a continuous period
of more than 90 days or for 120 days (whether or not continuous) within a 180 day period, as determined by the Committee or the Board of
Directors in good faith.
(b)
If Employee resigns for any reason, except as provided in Section 6.4 below, or the Company
terminates Employee’s employment for Cause, or upon Employee’s death or disability, then (i) Employee will no longer vest in any equity
awards, (ii) all payments of compensation by the Company to Employee hereunder will terminate immediately (except as to amounts already
earned), and (iii) Employee will not be entitled to any severance benefits.
6.3
Termination without Cause. In the event Employee’s employment with the Company is terminated by
the Company without Cause (and other than as result of death or disability), then provided such termination constitutes a “separation from
service” (as defined under Treasury Regulation Section 1.409A-1(h), without regard to any alternative definition thereunder, a “Separation
from Service”), and provided that Employee remains in compliance with the terms of this Agreement, the Company shall provide Employee
with the following severance benefits (collectively, the “Severance Benefits”):
(a)
In the event of a termination by the Company without Cause the Company shall pay Employee (i)
an amount equal to twelve (12) months of Employee’s then-current Base Salary paid in equal installments on the Company’s regularlyscheduled payroll dates over the twelve month period immediately following the date of Separation of Service.
(b)
Provided that Employee timely elects continued coverage under COBRA, the Company shall,
within 30 days of receipt of verification of COBRA coverage, pay Employee’s COBRA premiums to continue Employee’s coverage
(including coverage for eligible dependents, if applicable) (“COBRA Premiums”) through the period (the “COBRA Premium Period”)
starting on the Employee’s Separation from Service and ending on the earliest to occur of: (i) twelve (12) months following Employee’s
Separation from Service; (ii) the date Employee becomes eligible for group health insurance coverage through a new employer; or (iii) the
date Employee ceases to be eligible for COBRA continuation coverage for any reason, including plan termination. In the event Employee
becomes covered under another employer's group health plan or otherwise cease to be eligible for COBRA during the COBRA Premium
Period, Employee must immediately notify the Company of such event. Notwithstanding the foregoing, if the Company determines, in its sole
discretion, that it cannot pay the COBRA Premiums without a substantial risk of violating applicable law (including, without limitation,
Section 2716 of the Public Health Service Act), the Company shall in lieu thereof
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provide to Employee a taxable monthly payment in an amount equal to the monthly COBRA premium that Employee would be required to
pay to continue Employee’s group health coverage in effect on the date of Employee’s employment termination (which amount shall be
based on the premium for the first month of COBRA coverage), which payments shall be made on the last day of each month regardless of
whether Employee elects COBRA continuation coverage and shall end on the earlier of (x) the date upon which Employee obtains other
employment or (y) the last day of the 12th calendar month following Employee’s Separation from Service date.
6.4
Termination in Connection with Change in Control. If Employee is terminated without Cause (and other
than as result of death or disability) or Employee resigns for Good Reason (as defined below) immediately prior to the closing of a Change of
Control (as defined below) or within twelve (12) months following the closing of a Change of Control, such termination qualifies as a
Separation from Service, and provided that Employee remains in compliance with the terms of this Agreement, then (a) Employee will be
entitled to all of the Severance Benefits provided for in Section 6.3 above, and (b) 100% of all of Employee’s then-outstanding unvested
Company equity awards will accelerate and will be deemed vested and exercisable as of Employee’s Separation from Service.
7.
Conditions to Receipt of Severance Benefits. The receipt of the Severance Benefits provided in Section 6.3 and
Section 6.4 above, as applicable, will be subject to Employee signing and not revoking within the permitted timeframe a separation agreement
and release of claims in substantially the form set forth on Exhibit A hereto (the “Separation Agreement and General Release”) within the
time period set forth therein, which shall not exceed thirty (30) days from the date of Employee’s Separation from Service (the “Release
Period”). No Severance Benefits will be paid or provided until the Separation Agreement and General Release becomes effective. If the
Release Period described in the preceding sentence spans two calendar years, then payment of Severance Benefits will in any event
commence in the second calendar year to the extent required to comply with Section 409A of the Internal Revenue Code of 1986, as amended
(“Section 409A”). Employee shall also resign from all positions and terminate any relationships as an employee with the Company and any of
its affiliates, each effective on the date of termination.
8.
Section 409A. It is intended that all of the severance benefits and other payments payable under this Agreement satisfy,
to the greatest extent possible, the exemptions from the application of Section 409A provided under Treasury Regulations 1.409A-1(b)(4),
1.409A-1(b)(5) and1.409A-1(b)(9), and this Agreement will be construed to the greatest extent possible as consistent with those provisions,
and to the extent not so exempt, this Agreement (and any definitions hereunder) will be construed in a manner that complies with Section
409A. For purposes of Section 409A (including, without limitation, for purposes of Treasury Regulation Section 1.409A-2(b)(2)(iii)),
Employee’s right to receive any installment payments under this Agreement (whether severance payments, reimbursements or otherwise)
shall be treated as a right to receive a series of separate payments and, accordingly, each installment payment hereunder shall at all times be
considered a separate and distinct payment. Notwithstanding any provision to the contrary in this Agreement, if Employee is deemed by the
Company at the time of Employee’s Separation from Service to be a “specified employee” for purposes of Section 409A(a)(2)(B)(i), and if
any of the payments upon Separation from Service set forth herein and/or under any other agreement with the Company are deemed to be
“deferred compensation”, then to the extent delayed commencement of any portion of such payments is required in order to avoid a prohibited
distribution under Section 409A(a)(2)(B)(i) and the related adverse taxation under Section 409A, such payments shall not be provided to
Employee prior to the earliest of (i) the expiration of the six-month period measured from the date of Employee’s Separation from Service
with the Company, (ii) the date of Employee’s death or (iii) such earlier date as permitted under Section 409A without the imposition of
adverse taxation. Upon the first business day following the expiration of such time period, all payments deferred pursuant to this Paragraph
shall be paid in a lump sum to Employee, and any remaining payments due shall be paid as otherwise provided herein or in the applicable
agreement. No interest shall be due on any amounts so deferred.
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9.
Return of the Company Property. Employee agrees that all documents and other materials of any kind pertaining to
the business of the Company (including Confidential Information in any format) in Employee’s possession at any time during employment are
and shall be the property of the Company and that all such property, including all copies thereof and all such information contained on
Employee’s personal computer(s), mobile phones, tablets, PDAs, or other electronic storage devices shall be surrendered by Employee to the
Company upon the Company’s request from time to time during such employment, and with or without request upon termination of
employment.
10.

Definitions.

10.1
Cause. For purposes of this Agreement, “Cause” for termination will mean: (a) Employee’s willful and
continued failure substantially to perform his duties and responsibilities to the Company hereunder in accordance with the lawful
instructions of the Company and Board, or a willful, material violation of a material policy of the Company that has caused or is
reasonably expected to result in material injury to the Company, in either case which, if curable, Employee fails to cure within thirty (30)
business days following written notice from the Company or the Board; (b) Employee’s commission of any act of fraud, embezzlement,
dishonesty or any other willful misconduct that has caused or is reasonably expected to result in injury to the Company; (c) Employee’s
willful breach of any of his obligations under any written agreement or covenant with the Company, which, if curable, Employee fails to
cure within thirty (30) business days following written notice from the Company or Board; or (d) Employee’s material and willful
violation of a federal or state law or regulation applicable to the business of the Company that has caused or is reasonably expected to
result in injury to the Company.
10.2
Change in Control. For purposes of this Agreement, “Change in Control” shall have the meaning
provided in the Company’s 2014 Equity Incentive Plan.
10.3
Corporate Transaction. For purposes of this Agreement, “Corporate Transaction” shall have the
meaning provided in the Company’s 2014 Equity Incentive Plan.
10.4
Good Reason. For purposes of this Agreement, Employee shall have “Good Reason” for resignation
from employment with the Company if any of the following actions are taken by the Company without Employee’s affirmative prior written
consent to such adverse change (which specifically acknowledges Employee’s waiver of the Good Reason condition with respect to the
individual action that would otherwise form the basis of a resignation for Good Reason): (a) a material reduction in Employee’s base salary,
bonus opportunity or benefits; (b) a material reduction in Employee’s title, duties, responsibilities and/or authority; or (c) relocation of
Employee’s principal place of employment to a place other than Santa Barbara, California or fifty (50) mile radius. In order to resign for
Good Reason, Employee must provide written notice to the Chief Executive Officer or Human Resources within thirty (30) days after the first
occurrence of the event giving rise to Good Reason setting forth the basis for Employee’s resignation, allow the Company at least thirty (30)
days from receipt of such written notice to cure such event, and if such event is not reasonably cured within such period, Employee must
resign from all positions Employee then holds with the Company not later than sixty (60) days after the expiration of the cure period.
11.
Proprietary Information Obligations. Regardless of the reason of Employee’s termination of employment with the
Company, Employee will continue to comply with the Employee Confidentiality, Inventions and Non-Interference Agreement (the
“Confidentiality Agreement” or “CINA”) and all employee policies related to confidentiality and access to trade secrets of the Company’s
business and its clients.
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12.
No Adverse Interests. Employee agrees not to intentionally or knowingly acquire, assume or participate in, directly
or indirectly, any position, action, undertaking, investment or interest known by Employee to be adverse or antagonistic to the Company, its
business or prospects, financial or otherwise.
13.
Non-Solicitation. Employee agree that during the period of employment with the Company and for twelve (12)
months after the date Employee’s employment is terminated for any reason, Employee will not, either directly or through others, solicit or
encourage or attempt to solicit or encourage any employee, independent contractor, or consultant of the Company to terminate his or her
relationship with the Company in order to become an employee, consultant or independent contractor to or for any other person or entity.
14.
Dispute Resolution. To ensure the timely and economical resolution of disputes that may arise in connection with
Employee’s employment with the Company, Employee and the Company agree that any and all disputes, claims, or causes of action arising
from or relating to the enforcement, breach, performance, negotiation, execution, or interpretation of this Agreement, Employee’s
employment, or the termination of Employee’s employment, including but not limited to statutory claims, shall be resolved to the fullest
extent permitted by law by final, binding and confidential arbitration, by a single arbitrator, in Los Angeles, California, conducted by JAMS,
Inc. (“JAMS”) under the then applicable JAMS rules (which can be found at the following web address:
http://www.jamsadr.com/rulesclauses). By agreeing to this arbitration procedure, both Employee and the Company waive the right to resolve
any such dispute through a trial by jury or judge or administrative proceeding. The Company acknowledges that Employee will have the right
to be represented by legal counsel at any arbitration proceeding. The arbitrator shall: (a) have the authority to compel adequate discovery for
the resolution of the dispute and to award such relief as would otherwise be permitted by law; and (b) issue a written arbitration decision, to
include the arbitrator’s essential findings and conclusions and a statement of the award. The Company will pay the arbitrator’s fees and any
other fees, costs or expenses unique to arbitration, including the filing fee, the fees and costs of the arbitrator, and rental of a room to hold the
arbitration hearing. However, if Employee is the party initiating the claim, Employee shall be responsible for contributing an amount equal to
the filing fee to initiate a claim in the court of general jurisdiction in the State of California. The Arbitrator shall award reasonable legal fees
and/or costs to the prevailing party in any dispute subject to arbitration under this Agreement, to the extent permitted by applicable law.
Nothing in this Agreement is intended to prevent either Employee or the Company from obtaining injunctive relief in court to prevent
irreparable harm pending the conclusion of any such arbitration. Any awards or orders in such arbitrations may be entered and enforced as
judgments in the federal and state courts of any competent jurisdiction.
15.

General Provisions.

15.1
Notices. Any notices provided must be in writing and will be deemed effective upon the earlier of personal
delivery or the next day after sending by overnight carrier, to the Company at its primary office location and to Employee at the address as
listed on the Company payroll.
15.2
Severability. Whenever possible, each provision of this Agreement will be interpreted in such manner as
to be effective and valid under applicable law, but if any provision of this Agreement is held to be invalid, illegal or unenforceable in any
respect under any applicable law or rule in any jurisdiction, such invalidity, illegality or unenforceability will not affect any other provision or
any other jurisdiction, but this Agreement will be reformed, construed and enforced in such jurisdiction to the extent possible in keeping with
the intent of the parties.
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15.3
Waiver. Any waiver of any breach of any provisions of this Agreement must be in writing to be effective,
and it shall not thereby be deemed to have waived any preceding or succeeding breach of the same or any other provision of this Agreement.
15.4
Ownership of Property. Employee acknowledges that all discoveries, concepts, ideas, inventions,
innovations, improvements, developments, methods, processes, programs, designs, analyses, drawings, reports, patent applications,
copyrightable work and mask work (whether or not including any confidential information) and all registrations or applications related
thereto, all other proprietary information and all similar or related information (whether or not patentable) that relate to the Company’s actual
or anticipated business, research and development, or existing or future products or services and that are conceived, developed, contributed to,
made or reduced to practice by you (either solely or jointly with others) while employed by the Company (including any of the foregoing that
constitutes any proprietary information or records) (“Work Product”) belong to the Company and Employee hereby assigns, and agrees to
assign, all of the above Work Product to the Company. Any copyrightable work prepared in whole or in part in the course of work for any of
the foregoing entities shall be deemed a “work made for hire” under the copyright laws and Company shall own all rights therein. To the
extent that any such copyrightable work is not a “work made for hire,” Employee hereby assigns and agrees to assign to the Company all
right, title, and interest, including without limitation, copyright in and to such copyrightable work. Employee shall promptly disclose such
Work Product and copyrightable work to the Board and perform all actions reasonably requested by the Board (whether during or after the
Employment Period) to establish and confirm the Company’s ownership (including without limitation, assignments, consents, powers of
attorney and other instruments). Employee understands, however, that there is no obligation being imposed on Employee to assign any
invention falling within the definition of Work Product for which no equipment, supplies, facility, or trade secret information of the Company
was used and that was developed entirely on Employee’s own time, unless (i) such Work Product relates (A) to the Company’s businesses or
(b) to Company’s actual or demonstrably anticipated research or development, or (ii) the Work Product results from any work performed by
Employee for Company under this Agreement. If no such Work Product is listed, Employee represents to the Company that Employee does
not now own, nor has Employee ever owned, nor made, any such Work Product.
15.5
Counterparts. This Agreement may be executed in separate counterparts, any one of which need not
contain signatures of more than one party, but all of which taken together will constitute one and the same Agreement.
15.6
Headings. The headings of the paragraphs hereof are inserted for convenience only and shall not be
deemed to constitute a part hereof nor to affect the meaning thereof.
15.7
Successors and Assigns. This Agreement is intended to bind and inure to the benefit of and be
enforceable by Employee and the Company, and their respective successors, assigns, heirs, executors and administrators, except that
Employee may not assign any of his duties hereunder and he may not assign any of his rights hereunder without the written consent of the
Company, which shall not be withheld unreasonably.
15.8
Tax Withholding. All p ayments and awards contemplated or made pursuant to this Agreement will be
subject to withholdings of applicable taxes in compliance with all relevant laws and regulations of all appropriate government authorities.
Employee acknowledges and agrees that the Company has neither made any assurances nor any guarantees concerning the tax treatment of
any payments or awards contemplated by or made pursuant to this Agreement. Employee has had the opportunity to retain a tax and financial
advisor and fully understands the tax and economic consequences of all payments and awards made pursuant to the Agreement.
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15.9
Choice of Law. All questions concerning the construction, validity and interpretation of this Agreement
will be governed by the laws of the State of California.
15.10
Employee Representation and Warranties. Employee represents that Employee does not have any
contractual or other obligations that would conflict with employment by the Company. In particular, Employee represents that Employee is
not bound by any agreement, understanding, or other obligation with or to any person or entity (including, without limitation, any noncompetition agreement) that prohibits Employee from accepting or continuing employment by the Company and fully performing all duties
for the Company. In addition, Employee acknowledges and agrees to the following:
a)
Employee has not taken any documents, information (whether hard copy or electronic), or any
other property belonging to any prior employer that Employee is prohibited from taking, and will not do so; and
b)
Employee has kept and will keep in confidence proprietary information, knowledge, or data
acquired by Employee in confidence during employment at all prior employers, and Employee will not disclose to the Company or induce the
Company to use any confidential or proprietary information belonging to prior employer.
15.11
Complete Agreement. This Agreement, together with the Confidentiality Agreement, constitutes the
entire agreement between Employee and the Company with regard to this subject matter. It supersedes all previous agreements and
understandings between the parties with respect to the subject matter hereof and is the complete, final, and exclusive embodiment of the
Parties’ agreement with regard to this subject matter. This Agreement is entered into without reliance on any promise or representation,
written or oral, other than those expressly contained herein, and it supersedes any other such promises, warranties or representations. This
Agreement cannot be modified or amended except in a writing signed by a duly authorized officer of the Company. This Agreement will not
be construed in favor of or against Company by reason of the extent to which Company participated in the preparation of this Agreement.
This Agreement must be executed by Employee on or before January 31, 2018 or it shall be of no force and effect, and the terms and
conditions of Employee’s employment with the Company shall not be governed or otherwise modified by this Agreement.

[SIGNATURE PAGE FOLLOWS]
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IN WITNESS WHEREOF, the Parties have executed this Agreement on the day and year first written above.
SIENTRA, INC.

By:
Name:
Title:

/s/ Jeffrey Nugent
Jeffrey Nugent
Chairman of the Board & Chief Executive Officer

EMPLOYEE

By:
Name:

/s/ Oliver Bennett
Oliver Bennett
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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: August 10, 2020

/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: August 10, 2020

/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 June 30, 2020, 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: August 10, 2020

/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 June 30, 2020, 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: August 10, 2020

/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.

