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2 ¢ 2 ¢

When used in this report, the terms “Summer,” the “Company,” “we,” “us,” and “our” mean Summer
Infant, Inc. and its subsidiaries. Note that all dollar amounts in Part I are in thousands of U.S. dollars
unless otherwise noted.

Item 1. Business

Overview

We are an infant and juvenile products company doing business under the name SUMR Brands. We
are a recognized authority in the juvenile product industry, providing parents and caregivers a full range of
innovative, high-quality, and high-value products to care for babies and toddlers. We seek to improve the
quality of life of parents, caregivers, and babies through our product offerings, while at the same time
maximizing shareholder value over the long term.

We operate in one principal industry segment across geographically diverse marketplaces, selling our
products globally to large, national retailers as well as independent retailers, on our partner’s websites, and
our own direct to consumer website. In North America, our customers include Amazon.com, Wal-Mart,
Target, Buy Buy Baby, Home Depot, and Lowe’s. Our largest European-based customers are Smyths Toys
and Amazon. We also sell through international distributors, representatives, and to select international retail
customers in geographic locations where we do not have a direct sales presence. Our company was originally
founded in 1985 and has publicly traded on the Nasdaq Stock Market since 2007 under the symbol
“SUMR”.

Strategic Priorities

Our goal is to become a globally recognized leader in the juvenile product industry by creating
products that families everywhere need, want, love and depend on. To support our roadmap for sustainable
growth in 2021 and beyond, we will continue to seek to develop and launch new products based on
consumer demand, while also strengthening our core product offerings. Additionally, we will continue to
expand our reach through a portfolio of brands, strategically positioned to appeal to multiple consumer
demographics, and further develop our key customer relationships. In addition to organic growth, we will
consider acquisitions of products or businesses, consistent with our roadmap. We believe the following key
strategic priorities position us to capitalize on market trends and fuel our future growth:

* Growth through product. We continuously seek to create differentiated products that appeal to
consumers who increasingly demand high-quality, long-lasting products that make family life easier,
safer, and more fun. We pride ourselves as leaders of innovation within the juvenile products industry.
We strive to deliver innovation in various ways based upon product category, including design
innovation in potties and gates, new convenience features in bath and strollers, and an expanded
range of safe-sleep solutions within our SwaddleMe® branded product line. In addition to being
leaders of innovation in the juvenile products industry, in 2021, we are considering plans to expand
into the pet industry with a new brand featuring products for pets that are congruent with our juvenile
assortment. We believe that with our ability to analyze a market to find opportunistic growth,
combined with our core development capabilities, as well as our strong manufacturing partnerships,
the pet industry is an opportunity for incremental growth in addition to the juvenile products industry.

* Growth through brand. By maintaining a strategic approach to our consumer brands, we believe we
are positioned to expand our appeal to a wide variety of consumer demographics while providing
retailer differentiation. We continue to take a digital-first approach to marketing communications and
brand development. In addition, we expect to continue to focus on online merchandising to drive
conversion rates both in-store and online, as a majority of consumers research products online before
buying either at retail or through e-commerce.

* Growth through distribution. We have strong partnerships with our suppliers in the U.S., Mexico,
and Asia. We believe that our ability to develop products that are preferred by consumers and cost-
efficient gives us a competitive advantage in meeting our customer demands. We have long-standing



relationships with our brick and mortar and e-commerce retail customers in the U.S., and will
continue to focus on strengthening them to increase our presence in stores and online.

+ Continuous infrastructure improvement. A large percentage of our 2020 initiatives were focused on
operational cost reductions, product sourcing and tariff mitigation, and streamlining improvements.
Active programs include ongoing SKU reductions and rationalization, warchouse labor reductions,
leasehold rationalization and the subletting of excess space where applicable. Additionally, we plan on
increasing our direct import business and relocating product manufacturing from Asia to reduce
tariffs and other costs.

Products

We currently market our products in several product categories including gates, potty, bath, entertainers,
baby monitors, specialty blankets, strollers, car seats and travel systems. We are a North American market
leader in the gate, bath, and the potty categories as well as a North American market leader in the convenience
stroller segment. We market our core products, under our Summer™ and SwaddleMe® brand names.

Within gates, we offer a product range of more than 30 products. Our line of gates offers versatility that
covers use in home, ease of installation, and aesthetically pleasing designs. We continue to receive positive
feedback from retailers as we expand our portfolio with consumer preferred features and styling.

We first entered the infant bathing category in 2002, and we have continued to create useful and safe
solutions for bathing. Our innovative bath product, My Bath Seat™ continues to be extremely popular with
consumers. We have an established roadmap for developing products in the four phases of bathing (sponges,
bathers, bath tubs, and bath seats) to address consumer needs as baby grows, and to create loyalty to our
brands.

Our My Size™ Potty and the My Size™ Potty Train & Transition have been well-received by retailers
and consumers alike. In late 2020 and early 2021, we launched an expanded range of potty training products.
We are a market share leader in potties, with additional offerings that support different consumer needs
and various price points in regards to potty training.

We are a North American market leader in the convenience segment of strollers. Our 3Dlite®
Convenience Stroller continues to be a favorite among parents. We have continued to expand our range of
convenience stroller platforms to appeal to the experienced parent. In addition, in 2020, we launched the
Myria modular travel system and the Affirm 335 infant car seat that attract first time expectant parents to our
products.

Our monitors were first introduced in 2001 and are distinguished by ease of use, innovative features,
and their high quality. Currently, we offer audio and video monitors under the Summer™ brand. Our
monitors feature high quality components, intended to fulfill the desire for consumers to connect with baby
at any time or place.

Our specialty blankets include SwaddleMe® specialty blankets as well as our expanded line of Slumber
Buddy soothers. Acquired in 2008, SwaddleMe® continues to be a trusted brand synonymous with infant
safe sleep. A new brand refresh and an expanded range of products were launched in 2020, and we expect to
continue to add new stages of sleep products to our available assortment.

Product Development and Design

A thorough understanding of our consumer, the competition, and our customer retail partners drives
our product development. Developing and marketing innovative solutions are a critical element of our
strategy. We strive to produce proprietary products that offer distinctive benefits, are visually appealing, and
provide safe, thoughtful solutions.

We conduct market analyses in our geographic regions of priority, evaluate identified opportunities,
and design products accordingly. The majority of our products are currently designed at our Rhode Island
headquarters. When appropriate, we also partner with manufacturers in Asia on product development. In
addition to new product development, we continuously look for ways to improve upon existing products
based on consumer insights with a strong focus on the end-user experience.

Suppliers and Manufacturing

We source our products globally from a variety of suppliers and manufacturers, including from China,
Vietnam, the United States and Mexico. We are not dependent on any one supplier as we use many different
manufacturers and presently own the tooling and molds used for our products. Our Hong Kong subsidiary
provides us with an Asian sourcing presence and the ability to oversee quality, electronic engineering and
other issues that may arise during production. Generally, we buy finished goods from manufacturers, and
thus do not directly procure raw materials for product manufacturing. Historically, we have not experienced
any significant disruption of supply as a result of raw material shortages or other manufacturing factors,
but there is the possibility that shortages could occur in the future based on a variety of factors beyond our
control.

Asian-made goods are shipped on the water to our warehouses, which typically takes up to four weeks.
We also utilize a direct import program, to reduce costs and shipping time to certain customers. We maintain
inventory in warehouses located in the United States and Canada as well as a third-party logistics warehouse
in China. Most of our customers pick up their goods at our warehouses. We also deliver shipments direct
to customers for sales from our own website and our consumer replacements program as well as for other
smaller retail partners that request such arrangements.

Sales and Marketing

Our products are largely marketed and sold through our own direct sales force. We have also established
a strong network of independent manufacturers’ representatives and distributors to provide sales and
customer service support for retail customers in North America and internationally. We seek to expand our
direct-to-consumer sales, which we believe will also increase overall brand awareness. Sales are recognized
upon transfer of title to our customers and are made utilizing standard credit terms of approximately 60 days.
We generally accept returns only for defective merchandise.

Marketing, promotion and consumer engagement are key elements in the juvenile industry. Historically,
a significant percentage of our promotional spending has been structured in coordination with large retail
partners. We continue to focus our marketing efforts on growing brand awareness among our target consumer
demographic, optimizing marketing investments, and executing an integrated marketing strategy. We
believe an important component of our future growth is based on speaking to the right customer, with the
right content, in the right channel, at the right time. We have implemented online marketing, social media, and
digital analytics tools, which allow us to better measure the performance of our marketing activities, learn
from our consumers, and receive valuable insights into industry and competitor activities.

Customer service is a critical component of our marketing strategy. We maintain a U.S.-based internal
customer service department that responds to customer inquiries, investigates and resolves issues, and is
available to assist customers and consumers during business hours.

Competition

The juvenile product industry has many participants, none of which has dominant market share,
though certain companies may have disproportionate strength in specific product categories. We compete
with a number of different companies in a variety of categories, although there is no single company that
competes with us across all of our product categories. Our largest direct competitors are Tomy Company,
Ltd., Dorel Industries, Inc., Regalo Baby®, Munchkin®, GB® (Goodbaby International Holdings, L.td.),
Graco® (a subsidiary of Newell Rubbermaid), Chicco®, Fisher-Price® (a subsidiary of Mattel, Inc.), Aden
& Anais®, and Motorola® (a licensed brand of Binatone Communications Group).

The primary method of competition in the industry consists of brand positioning, product innovation,
quality, price, and timely distribution. Our competitive strengths include our ability to develop innovative
new products, speed to market, our relationships with major retailers, and the quality and pricing of our
products.

Intellectual Property

We rely on a combination of trademarks, patents, and trade secrets to protect our intellectual property.
Our current U.S. patents include various design features related to safety gates, bouncers, bathers, and



monitors with several other patents under review by the United States Patent and Trademark Office
(USPTO). The issued U.S. patents expire at various times depending on the date of issuance during the next
18 years. In certain circumstances, we will partner with third parties to develop proprietary products, and,
where appropriate, we have license agreements related to the use of third-party innovation in our products.
The duration of our trademark registrations varies from country to country. However, trademarks are
generally valid and may be renewed indefinitely as long as they are in use and/or their registrations are
properly maintained.

Customers

Sales to the Company’s top seven customers together comprised approximately 87% of our sales in
fiscal 2020 and 81% of our sales in fiscal 2019. Of these customers, three generated more than 10% of sales
for fiscal 2020: Amazon.com (33%), Walmart (28%), and Target (17%). In fiscal 2019, three customers
generated more than 10% of sales: Amazon.com (26%), Walmart (25%), and Target (17%).

We have no long-term contracts with these customers, and as a result, our success depends heavily on
our customers’ willingness to purchase and provide shelf space for our products.

Seasonality

We do experience some variations in seasonal demand for our products in our second and third
quarters of each year. However, we expect to generate higher than average volumes for the initial shipment
of new products which typically includes enough inventory to fill each store plus additional amounts to be
kept at the customer’s distribution center. The timing of these initial shipments varies by customer
depending on when they finalize store layouts for the upcoming year and whether there are any mid-year
product introductions.

Regulatory Matters

Each of our products is designed to comply with all applicable mandatory and voluntary safety
standards. In the United States, these safety standards are promulgated by federal, state and independent
agencies such as the US Consumer Product Safety Commission, ASTM, the Federal Communications
Commission, the Food and Drug Administration, the Federal Trade Commission, and various states
Attorney Generals and state regulatory agencies. All of our products are independently tested by third party
laboratories accepted by the Consumer Product Safety Commission to verify compliance to applicable
safety standards. A similar approach is used to design and test products sold internationally.

Insurance

We carry product liability insurance that provides us with $15,000 coverage with a minimal deductible.
We consult with our insurers to ascertain appropriate liability coverage for our product mix. We believe our
current coverage is adequate for our existing business and will continue to evaluate our coverage in the
future in line with our expanding sales and product breadth.

Employees

We believe that the development, attraction and retention of employees is an important factor to our
Company’s success. We offer our employees a wide range of benefits, and to support the advancement of
our employees, we offer training and development programs encouraging advancement from within. As of
January 2, 2021, we had 119 employees, 115 of whom were full time employees and 55 of whom worked in our
Rhode Island headquarters.

Available Information

The Company is incorporated under the laws of the State of Delaware. Our principal executive offices
are located at 1275 Park East Drive, Woonsocket, Rhode Island 02895, and our telephone number is
(401) 671-6550. We maintain our corporate website at www.summerinfant.com.

We file reports with the Securities and Exchange Commission (“SEC”), including an annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports
that we file with, or furnish to, the SEC. The SEC maintains an Internet website, www.sec.gov, that
contains reports, proxy and information statements and other information that we file electronically with
the SEC. Our website also includes corporate governance information, including our Code of Ethics and our
Board committee charters. The information contained on our website does not constitute a part of this
report.

Item 1A. Risk Factors

An investment in our securities involves a high degree of risk. You should carefully consider the risks
described below before making an investment decision. If any of the events or circumstances described in
the following risks actually occur, our business, financial condition or results of operations could be materially
adversely affected and the trading price of our common stock could decline. The risk factors listed below
are not exhaustive. We operate in a very competitive and rapidly changing environment in which new factors
may emerge from time to time, and it is not possible for management to predict the impact of all of these
factors on our business, financial condition or results of operations.

Risks Relating to COVID-19

We face risks related to the widespread COVID-19 pandemic that impacted our business in 2020, and may
continue to impact our business and financial performance.

In 2020, we saw the COVID-19 pandemic negatively impact the global economy, disrupt global supply
chains and create significant volatility and disruption of financial markets. The pandemic exposes us to a
number of risks, including the following:

* Operational risks. Early in the pandemic, we experienced some supply chain disruption as most of
our product is sourced from China, which experienced widespread shutdowns in response to the
COVID-19 outbreak in late 2019/early 2020. While we have seen production from China returning
to normal levels, if there is another outbreak of COVID-19 in China, our supply chain could again be
disrupted. Our suppliers located in other countries may also experience shutdowns due to COVID-19
outbreaks that may impact our supply chain.

In the U.S., we have continued to operate our distribution center in California, as products are
considered “essential.” While we have implemented additional safety measures for our workers in the
distribution center, we may be required to temporarily close the facility if there are any confirmed
cases of COVID-19 at the facility, which would impact our ability to timely ship product to our
customers.

* Customer-related risks. In response to the COVID-19 pandemic, some of our customers closed
retail stores, and given the ongoing nature of the pandemic, in some cases have closed locations or
have operated at a reduced level. While we are cautiously optimistic that vaccination efforts in the U.S.
may result in a return to a more normal level of retail consumer activity, we cannot predict how our
customers will adjust to demand, and if demand will continue to shift to online activity. To the extent
these customers, especially our mid-size and smaller customers, experience financial difficulties as a
result of the pandemic, we may see these customers permanently close stores, reduce orders, or file for
bankruptcy, thus impacting sales.

In addition to the specific risks to our business noted above, we will also be subject to the long-term
effects the COVID-19 pandemic may have on the U.S. economy as a whole. While economic stimulus efforts
in the U.S. may alleviate the impact of the pandemic on the U.S. economy, to the extent the COVID-19
pandemic is prolonged, or if it worsens, it will likely continue to impact consumer discretionary spending,
and therefore demand for our products. In addition to the risks specifically described above, the impact of
COVID-19 is likely to implicate and exacerbate other risks disclosed in this Item 1A.

Risks Relating to Our Business and Financial Condition

The concentration of our business with certain retail customers means that changes in the purchasing policies
of these customers could have a significant impact on our business and operating results.

In fiscal 2020, sales to our top seven customers, including Amazon.com, Wal-Mart, and Target,
accounted for approximately 87% of our total sales. We do not have long-term commitments or contracts



with any of our retail customers, and retailers make purchases by delivering one-time purchase orders. As
such, any customer could potentially renegotiate the terms of our business relationship at any time, which
might include reducing overall purchases of our products, altering pricing, reducing the number and variety of
our products carried and the shelf space allotted for our products, and reducing cooperative advertising or
marketing support. Because of the current concentration of our business with these retail customers, a change
in our relationship with any of these customers could adversely affect our results of operations and
financial condition.

Increased tariffs, additional tariffs or other import or export taxes on our products could have an adverse
impact on the cost of our products, the demand for our products and our business, financial condition and results
of operations.

The United States and other countries have levied tariffs and taxes on certain goods, including
products imported into the United States from China. The majority of our products are manufactured
outside the United States, mainly in China, and imported for sale in the United States. Tariffs enacted in
2019 impacted our 2019 and 2020 results, and caused market disruption amongst our major customers in
2019. In addition, while exclusions from tariffs were granted for certain of our products in 2019 and 2020,
these exclusions have now expired and we do not expect that any further exclusions will be granted.

While we have taken actions to mitigate the impact of these tariffs and are exploring alternative sources
of supply outside of China, if existing tariffs are increased or if additional tariffs or trade restrictions are
implemented by the United States, China or other countries, the cost of our products manufactured in China
or other countries and imported into the United States would increase substantially, which would force us
to increase the prices of the affected products.

There is no assurance that we would be successful in mitigating the impact of increased or additional
tariffs, and any increase in pricing to allow us to maintain reasonable margins could adversely affect the
demand for those products and may result in decreased profitability and lower sales, thereby having an
adverse effect on our business, results of operations and financial condition.

If we do not appropriately manage our supply chain, maintain sufficient inventory levels or if we are unable to
deliver our products to our customers in sufficient quantities, or on a timely basis, or if our inventory levels are too
high, our operating results will be adversely affected.

Our business places stringent demands on our inventory forecasting and production planning processes.
This inventory management approach may be particularly challenging when combined with “just-in-time”
inventory management systems commonly used by customers to minimize their inventory levels. If we fail to
meet tight shipping schedules, we could damage our relationships with customers, increase our shipping
costs or cause sales opportunities to be delayed or lost. In addition, the COVID-19 pandemic can impact
timely delivery of our products. To deliver our merchandise on a timely basis, we need to maintain adequate
inventory levels of the desired products. This approach requires us to begin to place orders for components
for certain products up to a year in advance, and we procure a significant amount of product months in
advance of certain time periods. At the time we place factory orders, we may not have firm orders from
customers or a complete understanding of what consumer demand for those products will be. If our inventory
forecasting processes are not accurate, it may result in inventory levels in excess of the levels forecasted and
we may not have sufficient space at our main distribution center to accommodate excess inventory. As a result,
we could be required to record inventory write-downs for excess and obsolete inventory, and/or incur
additional expense for storage of excess inventory, which would adversely affect our operating results. In
addition, if our processes result in our inventory levels being too low to meet customer demand, we may lose
sales, which could adversely affect our operating results. Logistical challenges related to the lack of
availability of truckers, containers and shippers is a risk which could cause delays in procuring product for
vendors as well as shipping to customers, and could ultimately result in significant increases in transportation
costs.

We may not achieve some or all of the expected benefits of or savings from our restructuring initiatives, and
our restructuring initiatives may adversely impact our business, financial condition and results of operations.

In 2020, we announced restructuring initiatives to further streamline our operations and improve our
financial outlook. We may not be able to obtain the cost savings and benefits that are initially anticipated in

connection with these restructuring initiatives. Reorganization and restructuring can require a significant
amount of management and other employees’ time and focus, which may divert attention from operating and
growing our business. If these initiatives are not implemented in a timely manner, anticipated cost savings
and benefits are not realized, business disruption occurs during the pendency of or following such actions, or
unanticipated charges are incurred, particularly if material, there may be a negative effect on our business,
financial condition and results of operations.

The intense competition in our market could reduce our net sales and profitability.

We operate in a highly competitive market and compete with several large domestic and foreign
companies and with smaller producers of infant and juvenile products. Many of our competitors have
longer operating histories, greater brand recognition, and greater financial, technical, marketing and other
resources than us, or have greater e-commerce and social media presence than us. We experience price
competition for our products and competition for shelf space at retailers, all of which may increase in the
future. In addition, with the acceleration in consumers purchasing online, there is a low barrier to entry into
our market for newer, smaller companies that solely operate an e-commerce business. If we cannot adjust
to changes in our market and compete successfully in the future, our net sales and profitability will likely
decline.

Our ability to grow and compete will be harmed if we do not successfully satisfy consumer preferences, enhance
existing products, develop and introduce new products, and successfully market and achieve acceptance of our
products.

Our business and operating results depend largely upon providing our customers with products that
appeal to the end user. Consumer preferences are constantly changing, particularly among parents whom
are often the end purchasers of our products. Our success largely depends on our ability to identify emerging
trends in the infant and juvenile health, safety and wellness marketplace, and to design quality products
that address consumer preferences and prove safe and cost effective.

Our ability to maintain and increase our current market share will depend upon our ability to anticipate
changes in consumer preferences and satisfy these preferences, enhance existing products, develop and
introduce new products, grow existing distribution channels and seek additional distribution channels for
these products, successfully market the products and, ultimately, achieve consumer acceptance of these
products. A failure to achieve market acceptance of our products could harm our ability to grow our business.

An inability to develop and introduce planned new products or product lines in a timely and cost-effective
manner may damage our business.

In developing new products and product lines, we have anticipated dates for associated product
introductions. When we state that we will introduce, or anticipate introducing, a particular product or
product line at a certain time in the future, those expectations are based on completing the associated
development, implementation, marketing work, and manufacturing in accordance with our currently
anticipated development schedule. Unforeseen delays or difficulties in the development process, significant
increases in the planned cost of development, changes in anticipated consumer demand for our products, and
delays in the manufacturing process may cause the introduction date for products to be later than anticipated
or, in some situations, may cause a product introduction to be discontinued. The risk is also heightened
by the sophistication of certain products we are designing, in terms of combining digital and analog
technologies, and providing greater innovation and product differentiation. If we are unable to manufacture,
source and ship new products in a timely manner and on a cost effective basis, it could have an adverse
effect on our business and operating results.

Covenants in our loan agreement may affect our liquidity or limit our ability to complete acquisitions, incur
debt, make investments, sell assets, merge or complete other significant transactions. Deviations from expected
results of operations and expected cash requirements could result in a failure to meet financial covenants,
which would adversely affect our financial condition and results of operations.

We rely on the credit facility under our loan agreement and cash generated from our operations to
meet our working capital needs. Our loan agreement includes certain covenants that place limitations on or



restrict a number of our activities, including our ability to incur additional debt, create liens on our assets
or make guarantees, make certain investments or loans, pay dividends or make distributions, dispose of or sell
assets, or enter into a merger or similar transaction.

These restrictive covenants may limit our ability to engage in acts that may be in our best long-term
interests. Any significant deviation in actual results from our expected results of operations, or in the timing
of material expenditures from current estimates, any significant business or product acquisitions, or other
significant unanticipated expenses could result in us not meeting applicable financial covenants.

Non-compliance with the covenants in our loan agreement could result in us being unable to utilize
borrowings under our credit facility, a circumstance which potentially could occur when operating shortfalls
would most require supplementary borrowings to enable us to continue to fund our operations. If access
to our credit facility is limited or terminated, our liquidity would be constrained, affecting our operations and
growth prospects, and we would need to seek amendments to our credit facility or obtain additional equity
or debt financing or face default. There is no assurance that such financing would be available on acceptable
terms or at all. Furthermore, any equity financing may result in dilution to existing stockholders and any
debt financing may include restrictive covenants that could impede our ability to effectively operate and grow
our business in the future.

We may not be entitled to forgiveness of our PPP loan, and our application for the Paycheck Protection
Program Loan could in the future be determined to have been impermissible.

In August 2020, we received loan proceeds of approximately $1,956 (the “PPP Loan”) pursuant to the
Paycheck Protection Program under the Coronavirus Aid, Relief, and Economic Security Act (the “CARES
Act”) administered by the U.S. Small Business Administration (the “SBA”). We used the PPP Loan to
retain current employees, maintain payroll and make lease and utility payments. Under the CARES Act,
loan forgiveness is generally available if proceeds were used for qualifying expenses in accordance with the
CARES Act. The amount of the PPP Loan eligible to be forgiven may be reduced in certain circumstances,
including as a result of certain headcount or salary reductions. We will be required to repay any portion
of the outstanding principal that is not forgiven, along with accrued interest, and we cannot provide any
assurance that we will be eligible for loan forgiveness or that any amount of the PPP Loan will ultimately be
forgiven by the SBA. On February 18, 2021, the Company applied for full forgiveness of the PPP loan
through Bank of America and the application is currently under review by Bank of America.

In order to apply for the PPP Loan, we were required to certify, among other things, that the current
economic uncertainty made the PPP Loan request necessary to support our ongoing operations. If, despite
our good-faith belief that given our circumstances we satisfied all eligible requirements for the PPP Loan, we
are later determined to have violated any applicable laws or regulations that may apply to us in connection
with the PPP Loan or it is otherwise determined that we were ineligible to receive the PPP Loan, we may be
required to repay the PPP Loan in its entirety and/or be subject to additional penalties, which could also
result in adverse publicity and damage to our reputation. Any of these events could have an adverse effect
on our business, results of operations and financial condition.

Liquidity problems or bankruptcy of our key retail customers could have a significant adverse effect on our
business, financial condition, and results of operations.

A significant portion of our revenue is with key retail customers. Due to the current pressure on
traditional brick-and-mortar retailers, there is increased risk that retailers may suffer material losses or file
for a petition for bankruptcy. Sales to retail customers are typically made on credit without collateral. If a
customer files for bankruptcy, our pre-petition accounts receivable may not be realized and post-petition
orders reduced or cancelled. The bankruptcy laws may severely limit our ability to collect pre-petition accounts
receivable. If key customers, cease doing business as a result of bankruptcy, or significantly reduce the
number of stores operated and therefore the amount of products ordered from us, it could have an adverse
effect on our business, financial condition, and results of operations, including our ability to access availability
under our credit facility.
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Because we rely on foreign suppliers and we sell our products in foreign markets, we are subject to numerous
risks associated with international business that could increase our costs or disrupt the supply of our products,
resulting in a negative impact on our business and financial condition.

While most of our sales continue to be in North America, we operate facilities and sell products in
countries outside the United States. Additionally, as we discuss below, we utilize third-party suppliers and
manufacturers located in Asia to produce a majority of our products. These sales and manufacturing
operations, including operations in emerging markets that we have entered, may enter, or may increase our
presence in, are subject to the risks associated with international operations, including:

* economic and political instability;
* restrictive actions by foreign governments;

« greater difficulty enforcing intellectual property rights and weaker laws protecting intellectual
property rights;

* trade restrictions;

* work stoppages or other changes in labor conditions;
 reduction in business activity in some parts of the world;

+ currency fluctuations and devaluations;

+ changes in import duties or import or export restrictions;

» compliance with anti-bribery and anti-corruption regulations;

+ untimely shipping of product and unloading of product through West Coast ports, as well as
untimely truck delivery to our warehouses;

» complications in complying with the laws and policies of the United States affecting the importation
of goods, including duties, quotas, and taxes;

+ limitations on repatriation of foreign earnings; and

+ complications in complying with foreign tax laws.

Future changes to the U.S. tariff and import/export regulations could have a negative effect on our
results of operations. Due to our reliance of manufacturers located in China, from which we import a
majority of our products, the occurrence of such trade reforms or restrictions could impact our business in
an adverse manner.

As a result of our international operations, we are subject to the U.S. Foreign Corrupt Practices Act
and similar foreign anti-corruption and anti-bribery laws. Recent years have seen a substantial increase in
the global enforcement of anti-corruption laws, with more frequent voluntary self-disclosures by companies,
aggressive investigations and enforcement proceedings by both the U.S. Department of Justice and the
SEC resulting in record fines and penalties, increased enforcement activity by non-U.S. regulators, and
increases in criminal and civil proceedings brought against companies and individuals. Our failure to
successfully comply with any such legal requirements could subject us to monetary liabilities and other
sanctions that could harm our business and financial condition.

Also, because we generate some of our revenue outside the United States but report our financial
results in U.S. dollars, our financial results are impacted by fluctuations in foreign currency exchange rates.
If the U.S. dollar is strong against foreign currencies, our translation of foreign currency denominated revenue
or expense could result in lower U.S. dollar denominated net revenue and expense.

Any adverse change in our relationship with our suppliers could harm our business.

We rely on numerous third-party suppliers located in Asia for the manufacture of most of our products.
While we believe that alternative suppliers could be located if required, our product sourcing could be affected
if any of these suppliers do not continue to manufacture our products in required quantities or at all, or
with the required levels of quality. We do not have any long-term supply contracts with our foreign suppliers;
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rather, we enter into purchase orders with these suppliers. In addition, difficulties encountered by these
suppliers in the countries where they operate, such as fire, accident, natural disasters, outbreaks of contagious
diseases, or political unrest, could halt or disrupt production at the affected locations, resulting in delay or
cancellation of orders. For instance, the recent coronavirus outbreak in China may result in delays in
manufacturing of our products due to closure of factories and delays in shipping products to the U.S.,
which could impact our sale forecasts and inventory levels. Any of these events could result in delayed
deliveries by us of our products, causing reduced sales and harm to our reputation and brand name.

Increases in the cost of materials or labor used to manufacture our products could decrease our profitability
and therefore negatively impact our business and financial condition.

Because our products are manufactured by third-party suppliers, we do not directly purchase the
materials used in the manufacture of our products. However, the prices paid by us to these suppliers could
increase if raw materials, labor, or other costs increase. If we cannot pass these increases along to our
customers, our profitability will be adversely affected.

Earthquakes, floods, fire, epidemics or other catastrophic events out of our control may damage or impact the
operations of our primary distribution facility and harm our results of operations.

Our primary distribution facility is located in Riverside, California, near major earthquake faults. A
catastrophic event, such as an earthquake, flood, fire, or other natural or manmade disaster, could impact
operations at this facility. In addition, the state of California has declared a state of emergency related to the
recent coronavirus outbreak, and operations at our distribution facility could be disrupted or required to
close if there are any employees who are diagnosed with the coronavirus or there is a governmentally-
imposed quarantine or other geographic limitations imposed on companies doing business in California. Any
of these events could impair distribution of our products, damage inventory, interrupt critical functions, or
otherwise affect our business negatively, harming our results of operations.

Intellectual property claims relating to our products could increase our costs and adversely affect our business.

We receive, from time to time, claims of alleged infringement of patents relating to certain of our
products, and we may face similar claims in the future. The defense of intellectual property claims can be
costly and time consuming, even in circumstances where the claim is without merit. We may be required to
pay substantial damages or settlement costs in order to resolve these types of claims. In addition, these claims
could materially harm our brand name, reputation and operations.

As a manufacturer of consumer products, we are subject to various government regulations and may be subject
to additional regulations in the future, violation of which could subject us to sanctions or otherwise harm our
business. In addition, we could be the subject of future product liability suits, product recalls, and other claims
relating to the use of our products, which could harm our business.

Because we produce infant and juvenile health, safety and wellness consumer products, we are subject
to significant government regulation and face product liability risks relating to consumer use of our products.
We must comply with a variety of state and federal product safety and product testing regulations. In
particular, our products are subject to the Consumer Product Safety Act, the Federal Hazardous Substances
Act (“FHSA”) and the Consumer Product Safety Improvement Act (“CPSIA”), which empower the
Consumer Product Safety Commission (the “CPSC”), to take action against hazards presented by consumer
products. With expanded authority under the CPSIA, the CPSC has and continues to adopt new regulations
for safety and products testing that apply to our products. These regulations have or likely will significantly
increase the regulatory requirements governing the manufacture and sale of children’s products and increase
the potential penalties for noncompliance with applicable regulations. The CPSC has the authority to
exclude from the market and recall certain consumer products that are found to be potentially hazardous.
Consumer product safety laws also exist in some states and cities within the United States and in Canada and
Europe, as well as certain other countries. If we fail to comply with these laws and regulations, or if we
face product liability claims, we may be subject to damage awards or settlement costs that exceed any available
insurance coverage and we may incur significant costs in complying with recall requirements.
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We maintain a quality control program to help ensure compliance with applicable product safety
requirements. Nonetheless, we have experienced, and may in the future experience, issues in products that
may lead to product liability, personal injury or property damage claims, recalls, withdrawals, replacements
of products, or regulatory actions by governmental authorities. A product recall could have an adverse effect
on our results of operations and financial condition, depending on the product affected by the recall and
the extent of the recall efforts required. A product recall could also negatively affect our reputation and the
sales of other products. Furthermore, concerns about potential liability may lead us to voluntarily recall
selected products. Complying with existing or new regulations or requirements could impose increased
costs on our business operations, decrease sales, increase legal fees and other costs, and put us at a competitive
disadvantage compared to other manufacturers not affected by similar issues with products, any of which
could have an adverse effect on our financial condition. Similarly, increased penalties for non-compliance
could subject us to greater expense if our products were found to not comply with such regulations.

In addition to product liability risks relating to the use by consumers of our products, we also must
comply with a variety of state and federal laws and regulations which prohibit unfair or deceptive trade
practices, including dissemination of false or misleading advertising. While we take steps that we believe are
necessary to comply with these laws and regulations, there can be no assurance that we will always be in
compliance. Compliance with these various laws and regulations could impose significant costs on our
business if we fail to comply, and could result in monetary liabilities and other penalties and lead to significant
negative media attention and consumer dissatisfaction, which could have an adverse effect on our business,
financial condition and results of operations.

We may have exposure to greater than anticipated tax liabilities that, if not identified, could negatively affect
our consolidated operating results and net worth.

Our provision for income taxes is subject to volatility and could be adversely affected by nondeductible
equity-based compensation, earnings being lower than anticipated in jurisdictions where we have lower
statutory rates and being higher than anticipated in jurisdictions where we have higher statutory rates, transfer
pricing adjustments, not meeting the terms and conditions of tax holidays or incentives, changes in the
valuation of our deferred tax assets and liabilities, changes in actual results versus our estimates, or changes
in tax laws, regulations, accounting principles or interpretations thereof, and taxes relating to deemed
dividends resulting from foreign guarantees made by certain of our foreign subsidiaries. In addition, like
other companies, we may be subject to examination of our income tax returns by the U.S. Internal Revenue
Service and other tax authorities. While we regularly assess the likelihood of adverse outcomes from such
examinations and the adequacy of our provision for income taxes, there can be no assurance that such
provision is sufficient and that a determination by a tax authority will not have an adverse effect on our results
of operations.

We could suffer adverse tax and other financial consequences if taxing authorities do not agree with our tax
positions, or we are unable to utilize our net operating losses.

We are periodically subject to a number of tax examinations by taxing authorities in the states and
countries where we do business. We also have significant deferred tax assets related to our net operating
losses (NOLs) in U.S. federal and state taxing jurisdictions. Generally, for U.S. federal and state tax purposes,
NOLs can be carried forward and used for up to twenty years, and all of our tax years will remain subject
to examination until three years after our NOLs are used or expire.

In addition, U.S. federal, state and local, are extremely complex and subject to varying interpretations.
We recognize tax benefits of uncertain tax positions when we believe the positions are more likely than not
of being sustained upon a challenge by the relevant tax authority. In fiscal 2020, we will take a tax deduction
related to a worthless stock loss in connection with the dissolution of one of our subsidiaries, Born Free
Holdings Limited, however, because of the uncertainty as to whether this position may be challenged by the
U.S. tax authorities, we have determined this tax benefit to be an uncertain tax position and have fully
reserved for the tax benefit associated with the deduction. If there are tax benefits, including, but not limited
to, the worthless stock loss deduction or our use of NOLs, or other tax attributes, that are challenged
successfully by a taxing authority, we may be required to pay additional taxes or we may seek to enter into
settlements with the taxing authorities, which could require significant payments or otherwise have an adverse
effect on our business, results of operations and financial condition.
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In addition, we may be limited in our ability to utilize our NOLs to offset future taxable income and
thereby reduce our otherwise payable income taxes. Our ability to utilize our NOLs is also dependent, in
part, upon us having sufficient future earnings to utilize our NOLs before they expire. If market conditions
change materially and we determine that we will be unable to generate sufficient taxable income in the
future to utilize our NOLs, we could be required to record an additional valuation allowance. Our NOLs
are also subject to review and potential disallowance upon audit by the taxing authorities of the jurisdictions
where the NOLs were incurred, and future changes in tax laws or interpretations of such tax laws could
limit materially our ability to utilize our NOLs. If we are unable to use our NOLs or use of our NOLs is
limited, we may have to make significant payments or otherwise record charges or reduce our deferred tax
assets, which could have an adverse effect on our business, results of operations and financial condition.

A material impairment in the carrying value of other intangible assets could negatively affect our consolidated
results of operations and net worth.

A portion of our assets are intangible, which are reviewed on an annual basis and/or whenever events
and changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If the
carrying value of these assets exceeds the current fair value, the asset is considered impaired and is reduced to
fair value, resulting in a non-cash charge to earnings during the period in which any impairment is
determined. If we make changes in our business strategy, our future operating performance was to fall
significantly below forecast levels or if external conditions adversely affect our business operations, we may
be required to record an impairment charge for intangibles, which would lead to decreased assets and reduced
net operating results and net worth.

We may be unable to adequately protect our information systems from cyberattacks, which could result in the
disclosure of confidential or proprietary information, including personal data, damage our reputation, disrupt
our operations and subject us to significant financial and legal exposure.

We rely on information technology systems, including systems managed by third parties, across our
operations, including for management of our supply chain, sale and delivery of our products, and various
other processes and transactions, including credit card processing for online sales. In the course of our
operations, we may collect and use confidential customer data and a variety of personal data. A successful
cyberattack could result in the theft or destruction of intellectual property, data, or other misappropriation
of assets, or otherwise compromise our confidential or proprietary information and disrupt our operations.
Cyberattacks are increasing in their frequency, sophistication and intensity, including wrongful conduct by
hostile foreign governments, industrial espionage, wire fraud and other forms of cyber fraud, the deployment
of harmful malware, denial-of-service and social engineering fraud. Cyberattacks have become increasingly
difficult to detect, and a successful cyberattack could cause serious negative consequences for us, including the
disruption of operations and the misappropriation of confidential business information or personal data.
Although we devote resources to protect our information systems, we realize that cyberattacks are a threat,
and there can be no assurance that our efforts will prevent information security breaches that would result in
business, legal, financial or reputational harm to us, or would have an adverse effect on our results of
operations and financial condition. Any failure to prevent or mitigate security breaches or improper access
to, use of, or disclosure of personal data could result in significant liability under state, federal and
international laws regarding data privacy, and may cause an adverse impact to our reputation and potentially
disrupt our business.

Risks Related to an Investment in Our Securities

Our stock price has been and may continue to be volatile.

The market price of our common stock has been, and is likely to continue to be, volatile. When we or
our competitors announce new products, experience quarterly fluctuations in operating results, announce
strategic relationships, acquisitions or dispositions, change earnings estimates, publish financial results or
other material news, our stock price is often affected. The volatility of our stock price may be accentuated
during periods of low volume trading, which may require a stockholder wishing to sell a large number of
shares to do so in increments over time to mitigate any adverse impact of the sales on the market price of our
stock.
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Anti-takeover provisions in our organizational documents and Delaware law may limit the ability of our
stockholders to control our policies and effect a change of control of our Company and may prevent attempts
by our stockholders to replace or remove our current management, which may not be in your best interests.

There are provisions in our certificate of incorporation and bylaws that may discourage a third party
from making a proposal to acquire us, even if some of our stockholders might consider the proposal to be
in their best interests, and may prevent attempts by our stockholders to replace or remove our current
management. These provisions in our certificate of incorporation include authorization for our Board of
Directors to issue shares of preferred stock without stockholder approval and to establish the preferences and
rights of any preferred stock issued, and to issue one or more classes or series of preferred stock that could
discourage or delay a tender offer or change in control. Our bylaws require advance written notice of
stockholder proposals and director nominations.

Additionally, we are subject to Section 203 of the Delaware General Corporation Law, which, in
general, imposes restrictions upon acquirers of 15% or more of our stock. Finally, the Board of Directors
may in the future adopt other protective measures, such as a stockholder rights plan, which could delay, deter
or prevent a change of control.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

We are headquartered in a 20,200 square foot facility in Woonsocket, Rhode Island. We have a lease on
this facility, which will expire in 2025. We also lease small offices in Arkansas, Canada, the United Kingdom
and Hong Kong.

We maintain inventory at leased warehouses in California (approximately 460,000 square feet) and
Canada (approximately 61,000 square feet). These leases expire at various times through 2026.

Item 3. Legal Proceedings

The Company is a party to routine litigation and administrative complaints incidental to its business.
The Company does not believe that the resolution of any or all of such current routine litigation and
administrative complaints is likely to have a material adverse effect on the Company’s financial condition or
results of operations.

Item 4. Mine Safety Disclosures

Not applicable.
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PART 1I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Market Information

Our common stock is traded on the Nasdaq Capital Market under the symbol “SUMR”.

Holders of Common Stock

As of March 12, 2021 there were approximately 34 holders of record of our common stock. Because
shares of our common stock are held by depositaries, brokers and other nominees, the number of beneficial
holders of our shares is substantially larger than the number of record holders.

Issuer Repurchases of Equity Securities

None.

Recent Sales of Unregistered Securities

Not applicable.

Item 6. Selected Consolidated Financial Data

Not required.

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

The following discussion is intended to assist in the assessment of significant changes and trends related
to our results of operations and financial condition. The information contained in this section has been
derived from our consolidated financial statements and should be read together with our consolidated
financial statements and related notes included elsewhere in this report. Readers should also review and
consider our disclosures under the heading “Special Note Regarding Forward-Looking Statements™ describing
various factors that could affect our business and the disclosures under the heading “Risk Factors” in this
report.

Note that all dollar amounts in this Item 7 are in thousands of U.S. dollars, except share and per share
data.

Overview

We are an infant and juvenile products company doing business under the name SUMR Brands. We
are a recognized authority in the juvenile product industry, providing parents and caregivers a full range of
innovative, high-quality, and high-value products to care for babies and toddlers. We seek to improve the
quality of life of parents, caregivers, and babies through our product offerings, while at the same time
maximizing shareholder value over the long term.

We operate in one principal industry segment across geographically diverse marketplaces, selling our
products globally to large, national retailers as well as independent retailers, on our partner’s websites, and
our own direct to consumer website. In North America, our customers include Amazon.com, Wal-Mart,
Target, Buy Buy Baby, Home Depot, and Lowe’s. Our largest European-based customers are Smyths Toys
and Amazon. We also sell through international distributors, representatives, and to select international retail
customers in geographic locations where we do not have a direct sales presence.

In March 2020, we successfully completed a 1-for-9 reverse stock split of our Company’s issued and
outstanding shares of common stock in order to regain compliance with Nasdaq’s minimum bid price
requirement. Accordingly, information in the financial statements and accompanying notes included in this
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Annual Report on Form 10-K related to fiscal 2019 give effect to the reverse stock split as if it occurred at
the first period presented.

Net sales in the fourth quarter of 2020 decreased 15.6% from the previous year quarter, and net sales
for the full year decreased 10.3% from the prior year. Net sales for the fourth quarter and the full year in
2020 declined primarily as a result of the following: (a) a sales decline at mid-tier customers resulting from
brick and mortar store closures and significant close-out sales that occurred in the fourth quarter of 2019 that
were not repeated in the fourth quarter of 2020, (b) a reduction in international business resulting from
COVID-19 retail store closures and as a consequence of the restructuring of the international business
whereby certain customers that were serviced out of our warehouse were no longer able to be distributed to
in the transition to a third party service provider, and (c) the transition of more of our business to direct
import whereby certain logistical costs were eliminated but there was also a consequent reduction in sales.

In the fourth quarter, net loss increased to $3,389 in 2020 from a net loss of $882 in 2019 primarily as a
result of a $1,800 loss on the early extinguishment of debt and a $676 write-off of intangible assets related
to the Company’s decision to dissolve its Born Free Holdings entity. For the full year 2020, net loss was $1,102
compared to a net loss of $4,164 in 2019. General and administrative expenses declined by $5,463 as a
result of restructuring initiatives implemented in 2020 which streamlined our operations and improved our
financial performance. Additionally, although there was a $1,800 loss from the extinguishment of debt and a
$676 write-off of intangible assets, we ended fiscal 2020 with net loss of $0.52 per share as compared to a
net loss of $1.98 per share in fiscal 2019.

In the fourth quarter, we announced the completion of a debt refinancing with Bank of America,
which we expect to reduce prospective interest expense and allows us to continue to focus on achieving
sustainable growth for the Company. During the end of fiscal 2020, we announced the appointment of Stuart
Noyes as Chief Executive Officer and as a member of our Board of Directors, effective November 30,

2020. Mr. Noyes has served as the Company’s interim CEO since December 16, 2019. We also announced a
transition in the role of Chief Financial Officer. Our current Chief Financial Officer, Edmund J. Schwartz,
will retire from the Company effective March 31, 2021 and will step down as Chief Financial Officer effective
March 19, 2021, when he will be succeeded by Bruce Meier as Interim Chief Financial Officer. Mr. Meier
has been working with Mr. Noyes overseeing the operational and financial side of the Company’s business
since December 2019.

COVID-19 Impact

As previously disclosed, the COVID-19 pandemic impacted our business in fiscal 2020. In March 2020,
we began to see customers that have retail stores reduce orders as they experienced or anticipated closures
of those stores. While we did see an uptick in sales to those customers with significant e-commerce capabilities,
it did not offset the reduced orders from our mid-size and smaller customers. We believe that customers
with e-commerce capabilities will continue to have increased demand. However, given the unpredictability
of the COVID-19 pandemic, it is possible that some stores will remain closed should there be a resurgence of
COVID-19 outbreaks or that these customers will close or reduce the number of stores that they operate in
response to the COVID-19 pandemic.

The COVID-19 pandemic continued to impact our business in the fourth quarter, as we experienced
challenges in our shipping and distribution channels throughout our global supply chain and continued to
see lower demand from our mid-sized and smaller customers.

As we enter 2021, we continue to see disruption in our shipping and distribution channels throughout
our global supply chain including congestion in ports and distribution centers, container shortages and lack
of truck drivers. The potential exists that we might not be able to meet demand due to these challenges
and for certain products that are manufactured by suppliers in China or elsewhere that may be subject to
closure should there be a resurgence of COVID-19 outbreaks. We also expect our costs associated with these
matters will increase, as well as costs associated with our distribution center, with new lease terms to be
effective in the fourth quarter of 2021 that will increase our lease costs. To the extent we do not meet our
financial projections, are unable to mitigate the impact of ongoing tariffs, are impacted by a resurgent
coronavirus outbreak, or are not successful in realizing the savings anticipated from our restructuring
initiatives, our business, financial position, results of operations and cash flows would be adversely affected.
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We will continue to assess the impact of the COVID-19 pandemic on the supply chain, consumer
demand and overall business operations into 2021. We believe COVID-19 in the United States and in other
countries has added greater uncertainty and unpredictable economic consequences in the coming months,
and therefore we cannot currently predict how it will impact our business in the long term.

Summary of Critical Accounting Policies and Estimates

The following summary of our critical accounting policies is presented to assist in understanding our
consolidated financial statements. The consolidated financial statements and notes are representations of
our management, who are responsible for their integrity and objectivity. These accounting policies conform
to accounting principles generally accepted in the United States of America and have been consistently
applied in the preparation of the consolidated financial statements. Additional information about our
accounting policies and estimates may be found in Note 1 to our consolidated financial statements included
in this report.

We make certain estimates and assumptions that affect the reported amounts of assets and liabilities
and the reported amounts of revenues and expenses. The accounting policies described below are those we
consider critical in preparing our financial statements. Some of these policies include significant estimates
made by management using information available at the time the estimates were made. However, these
estimates could change materially if different information or assumptions were used.

Revenue Recognition

We recognize revenue to depict the transfer of promised goods or services to customers in an amount
that reflects what we expect to receive in exchange for the goods or services. Our principal activity from
which we generate revenue is product sales. Revenue is measured based on consideration specified in a
contract with a customer. The Company recognizes revenue when it satisfies a performance obligation in a
contract by transferring control over a product to a customer when product delivery occurs. A performance
obligation is a promise in a contract to transfer a distinct product to the customer, which for the Company
is a transfer of its products to its customers. The transaction price of a contract is allocated to each distinct
performance obligation and recognized as revenue when or as the customer receives the benefit of the
performance obligation.

A transaction price is the amount of consideration the Company expects to receive under the
arrangement. The Company is required to estimate variable consideration (if any) and to factor that
estimation into the determination of the transaction price. The Company conducts its business with
customers through valid purchase or sales orders each of which is considered a separate contract because
individual orders are not interdependent on one another. Product transaction prices on a purchase or sale
order are discrete and stand-alone. Purchase or sales orders may be issued under either a customer master
service agreement or a reseller allowance agreement. Purchase or sales orders, master service agreements,
and reseller allowance agreements which are specific and unique to each customer, may include product price
discounts, markdown allowances, return allowances, and/or volume rebates which reduce the consideration
due from customers. Variable consideration is estimated using the most likely amount method, which is based
on our historical experience as well as current information such as sales forecasts.

Contracts may also include cooperative advertising arrangements where the Company allows a
discount from invoiced product amounts in exchange for customer purchased advertising that features the
Company’s products. These allowances are generally based upon product purchases or specific advertising
campaigns. Such allowances are accrued when the related revenue is recognized. These cooperative
advertising arrangements provide a distinct benefit and fair value and are accounted for as direct selling
expenses.

Trade Receivables

Trade receivables are carried at their outstanding unpaid principal balances reduced by an allowance
for doubtful accounts. The allowance for doubtful accounts represents adjustments to customer trade
accounts receivable for amounts deemed uncollectible. The allowance for doubtful accounts reduces gross
trade receivables to their estimated net realizable value. The Company estimates doubtful accounts based on
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historical bad debts, factors related to specific customers’ ability to pay and current economic trends. The
Company writes off accounts receivable against the allowance when a balance is determined to be uncollectible.
Amounts are considered to be uncollectable based upon historical experience and management’s evaluation
of outstanding accounts receivable.

Inventory Valuation

Inventory is comprised of finished goods and is stated at the lower of cost, inclusive of freight and
duty, or market (net realizable value) using the first-in, first-out (FIFO) method or net realizable value. Our
warehousing costs are charged to expense as incurred. We regularly review slow-moving and excess
inventory and write-down inventories as appropriate. Management uses estimates to record write-downs
based on its review of inventory by product category including length of time on hand and estimates of future
orders for each product. Changes in consumer preferences, as well as demand for products, customer
buying patterns and inventory management could impact the inventory valuation.

Long-Lived Assets with Finite Lives

We review long-lived assets with finite lives for impairment whenever events or changes in circumstances
indicate that the carrying amount of a long-lived asset may not be recoverable. An asset is considered to be
impaired when its carrying amount exceeds both the sum of the undiscounted future net cash flows expected
to result from the use of the asset and its eventual disposition and the asset’s fair value. Long-lived assets
include property and equipment and finite-lived intangible assets. The amount of impairment loss, if any, is
charged by us to current operations.

Indefinite-Lived Intangible Assets

We account for indefinite-lived intangible assets in accordance with accounting guidance that requires
indefinite-lived intangible assets be tested annually for impairment and more frequently if events or changes
in circumstances indicate that the asset might be impaired. Our annual impairment testing is conducted in
the fourth quarter of every year.

We test indefinite-lived intangible assets for impairment by comparing the asset’s fair value to its
carrying amount. If the fair value is less than the carrying amount, the excess of the carrying amount over
fair value is recognized as an impairment charge and the adjusted carrying amount becomes the asset’s new
accounting basis.

Management also evaluates the remaining useful life of an intangible asset that is not being amortized
each reporting period to determine whether events and circumstances continue to support an indefinite
useful life. If an intangible asset that is not being amortized is subsequently determined to have a finite useful
life, it is amortized prospectively over its estimated remaining useful life.

Income Taxes

Income taxes are computed using the asset and liability method of accounting. Under the asset and
liability method, a deferred tax asset or liability is recognized for estimated future tax effects attributable to
temporary differences and carry forwards. The measurement of deferred income tax assets is adjusted by a
valuation allowance, if necessary, to recognize future tax benefits only to the extent, based on available
evidence, it is more likely than not that such benefit will be realized.

We recognize interest and penalties, if any, related to uncertain tax positions in interest expense. On a
global basis, the open tax years subject to examination by major taxing jurisdictions in which we operate is
between 2014 and 2020.
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Results of Operations

The following table presents selected consolidated financial information for our Company for the
fiscal years ended January 2, 2021 (“fiscal 2020”) and December 28, 2019 (“fiscal 2019”).

Year ended Year Ended
January 2, 2021 December 28, 2019

Netsales . ... ... $155,299 100.0% $173,181 100.0%
Costof goodssold . ....... ... ... ... ... ... ... ....... 104,448 67.3% 118,296  68.3%
Grossprofit . . . . ... . 50,851 32.7% 54,885 31.7%
General and administrative expenses . . . . .. .............. 29,360 18.9% 34,823 20.1%
Selling eXPenses . . .. ..o vt n it 12,574 8.1% 14,540 8.4%
Depreciation and amortization . ...................... 3,348 2.2% 3,720 2.2%
Impairment of intangibleasset . ...................... 676 0.4% — —
Income from operations . ........................... 4,893 3.1% 1,802 1.0%
Interestexpense, net . .. ........... ... 4,078 2.6% 4,871 2.8%
Loss from extinguishment of debt .. ................... 1,800 1.2% — —
Loss before provision for income taxes . ................. (985) (0.7)% (3,069) (1.8)%
Provision for income taxes . . . ... ... ... 117 (0.1)% 1,095 (0.6)%
Netloss . . oot $ (1,102) 0.8% $ 4,164) (2.4)%

Fiscal 2020 Compared with Fiscal 2019

Net sales decreased 10.3% to $155,299 for fiscal 2020 from $173,181 for fiscal 2019 due primarily to the
decline in sales to international and mid-tier customers. For fiscal 2020, sales to our top three customers
increased by approximately 5.3% over the prior fiscal year and sales increased across several of our product
categories including specialty blankets, entertainers and playards. However, these increases were offset by
(a) the negative impact of increased tariffs imposed on goods imported into the United States from China that
led to higher retail price points, (b) a planned decline due to the restructuring of our international business,
(c) a decline in our mid-tier and international sales that were affected by fewer distribution channels as
many of these customers were closed for as much as three months as a result of the COVID-19 pandemic,
and (d) a continued shift to direct import business.

Cost of goods sold includes the cost of the finished product from suppliers, duties and tariffs on
certain imported items, freight-in from suppliers, and miscellaneous charges. The components of cost of
goods sold remained substantially the same for fiscal 2020 as compared to fiscal 2019.

Gross profit decreased 7.3% to $50,851 for fiscal 2020 from $54,885 for fiscal 2019, but gross margin
increased in fiscal 2020 to 32.7% from fiscal 2019 at 31.7%. Gross profit dollars decreased primarily due to
lower sales. Gross profit as a percent of net sales improved primarily due to tariff exclusions on certain gate,
bath, and bedrail products that became effective between December 2019 and May 2020 and were
retroactive to September 2018 resulting in $2,483 of the tariff refunds as a benefit to cost of sales in the
twelve months ending January 2, 2021 compared to a $1,470 benefit to cost of sales in the fourth quarter of
2019. Tariff exclusions received since December 2019 expired in August 2020, however, we have been
taking actions that we expect to mitigate the resumption of these tariffs with customer price increases,
supplier concessions, and product cost reductions. General and administrative expenses declined 15.7% to
$29,360 for fiscal 2020 compared to $34,823 for fiscal 2019 and decreased as a percent of sales to 18.9% for
fiscal 2020 from 20.1% for fiscal 2019. The decrease in dollars and as a percent of sales was primarily
attributable to restructuring initiatives implemented in the first quarter of 2020 that included a reduction in
work force and other cost reductions partially offset by severance and other restructuring costs.

Selling expenses decreased by 13.5% to $12,574 for fiscal 2020 from $14,540 for fiscal 2019 and as
a percent of sales to 8.1% for fiscal 2020 from 8.4% for fiscal 2019. The decrease in selling expense dollars
was primarily due to lower net sales, lower cooperative advertising and freight out costs, an increase in direct
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import sales and the strategic restructuring of our international business. The decrease as a percentage of
net sales is primarily attributable to a decrease in freight expense which is the result of a shift in our distribution
model and a change in customer mix. The distribution model change included transitioning more sales to
direct import and the restructuring of our international business. The customer mix change is the result of a
lower level of business with international customers, mid-tier customers and our direct to consumer
business.

Depreciation and amortization decreased to $3,348 for fiscal 2020 from $3,720 in fiscal 2019. In the
fourth quarter, the Company also recorded an asset impairment charge of $676, representing the remaining
unamortized balance of the definite-lived asset related to the Company’s Born Free Holding Limited
(BFH) trademarks. This intangible asset was determined to have a carrying value that was non-recoverable.
The determination resulted from the Company’s decision to dissolve the BFH entity which was completed
in December 2020. The Company also considered whether other long-lived assets in other asset groups were
impaired and concluded that they were not. No other impairment was recorded. Capital expenditures
decreased in fiscal 2020 to $1,258 from $1,991 in fiscal 2019.

Net interest expense decreased 16.3% to $4,078 for fiscal 2020 from $4,871 in fiscal 2019. Interest
expense decreased primarily as a result of lower debt levels during fiscal 2020 compared to fiscal 2019, but
also as a result of lower interest rates in the fourth quarter of 2020 from the Loan Agreement described below,
which we entered into in the fourth quarter of 2020, partly offset by the write-off of $266 of previously
unamortized financing fees associated with the reduction in the total revolver commitments under the
Company’s Bank of America credit facility in March 2020 and a $1,800 loss from the extinguishment of debt.

For fiscal 2020, we recorded a $117 tax provision on $985 of pretax loss for the period. The tax
provision for fiscal 2020 included a $7,435 federal benefit for the worthless stock loss of BFH, as well as a
net $236 decrease in valuation allowance for nondeductible interest expense, a $273 decrease in valuation
allowance against our state research and development tax credit deferred tax asset, and a $253 valuation
allowance against foreign subsidiary net operating loss deferred tax assets, offset by a $7,543 provision for
uncertain tax positions. The uncertain tax position provision relates to the worthless stock loss benefit noted
above. Due to the uncertain nature of worthless stock deductions, we determined the associated tax benefit
to be an uncertain tax position and accordingly, we have fully reserved for the tax benefit. This tax position
may be subject to audit and future adjustment by the IRS, which could result in a reversal of none, part, or
all of the income tax benefit or could result in a benefit higher than the net amount recorded. If the IRS rejects
or reduces the amount of the income tax benefit related to the worthless stock loss, we may have to pay
additional cash income taxes, which could adversely affect our results of operations, financial condition, and
cash flows. We cannot guarantee what the ultimate outcome or amount of the benefit we receive, if any,
will be.

The tax provision for fiscal 2019 included a $191 adjustment for the forfeiture of unexercised stock
options as well as a $911 valuation allowance for nondeductible interest expense and a $333 valuation
allowance against our United Kingdom subsidiary’s net operating loss deferred tax asset that were instituted
until such time as we were able to demonstrate it is more likely than not that those assets would be used in
the near future.

Liquidity and Capital Resources

Cash Flows

We fund our operations and working capital needs through cash generated from operations and
borrowings under our credit facility.

In our typical operational cash flow cycle, inventory is purchased in U.S. dollars to meet expected
demand plus a safety stock. The majority of our suppliers are based in Asia and such inventory typically
takes from three to four weeks to arrive at the various distribution points we maintain in the United States
and Canada. Payment terms for these vendors are approximately 60-75 days from the date the product ships
from Asia and therefore we are generally paying for the product a short time after it is physically received
in the United States. In turn, sales to customers generally have payment terms of 60 days, resulting in an
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accounts receivable and increasing the amount of cash required to fund working capital. To bridge the gap
between paying our suppliers and receiving payment from our customers for goods sold, we rely on our credit
facility.

The majority of our capital expenditures are for tools and molds related primarily to new product
introductions. We receive indications from retailers near the middle of each year as to what products they
will be taking into their product lines for the upcoming year. Based on these indications, we will then acquire
the tools and molds required to build and produce the products. In most cases, the payments for the tools
are spread out over a three to four month period.

For fiscal 2020, net cash provided by operating activities was approximately $17,607 generated
primarily from operating performance and improved working capital efficiency. For fiscal 2019, net cash
provided by operating activities was approximately $2,197 generated primarily from operating performance,
including a reduction in inventory.

For fiscal 2020, net cash used in investing activities was approximately $1,278. For fiscal 2019, net cash
used in investing activities was approximately $2,326. The decline in the use of cash in investing activities
was primarily attributable to a reduction in capital expenditures in fiscal 2020.

For fiscal 2020, net cash used in financing activities was approximately $16,644, representing a
significant net paydown of funded debt. For fiscal 2019, net cash provided by financing activities was
approximately $57 which represented a net draw on our revolving credit facility.

Based primarily on the above factors, net cash increased for fiscal 2020 by $115, resulting in a cash
balance of approximately $510 at fiscal year end.

The following table summarizes our significant contractual commitments at fiscal 2020 year end:

Payment Due by Fiscal Period

2026 and

Contractual Obligations Total 2021 2022 2023 2024 2025 beyond
Revolving Facility .............. $21,467 — — — —  $21,467 —
Term Loan Facility . . . ........... 7,125 1,500 1,125 1,500 1,500 1,500 —
FILOLoan ................... 2,344 625 469 625 625 — —
PPPLoan .................... 1,956 98 391 391 391 391 294
Estimated future interest payments on

Revolving Facility . . ........... 2,666 601 601 601 601 262 —
Estimated future interest payments on

Term Loan Facility ............ 663 237 189 136 87 14 —
Estimated future interest payments on

FILO Loan Facility . . ... ....... 173 74 54 34 11 — —
Operatingleases . .. ............. 4,088 2,491 635 473 325 164 —
Total contractual cash obligations ... $40,482 $5,626 $3,464 §3,760 $3,540 $23,798  $294

Estimated future interest payments on our Revolving Facility and Term Loan Facility are based upon
the interest rates in effect at January 2, 2021.

Capital Resources

In addition to operating cash flow, we also rely on our asset-based revolving credit facility and FILO
loan with Bank of America, N.A. to meet our financing requirements, which are subject to changes in our
inventory and account receivable levels. We regularly evaluate market conditions, our liquidity profile, and
various financing alternatives for opportunities to enhance our capital structure.

If we are unable to meet our current financial projections, do not adequately control expenses, or
adjust our operations accordingly, we may experience constraints on our liquidity and may not meet the
financial and other covenants under our revolving credit facility and FILO loan agreement, which could
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impact our availability. There is no assurance that we will meet all of our financial or other covenants in the
future, or that our lender will grant waivers or agree to amend the terms of our agreement if there are
covenant violations. In such case, we may be required to seek to raise additional funds through debt or equity
financings, restructure our existing debt, engage in strategic collaborations, and/or a strategic transaction
that is in the best interest of our stockholders. Any such financing or strategic transaction could result in
significant dilution to our existing stockholders, depending on the terms of the transaction. If we are unable
to identify a strategic transaction, raise additional funds, and/or restructure our existing debt, our operations
could be limited and we may not be able to meet all of our obligations under our revolving credit facility
and FILO loan agreement.

Based on past performance and current expectations, we believe that our anticipated cash flow from
operations and availability under our existing credit facilities are sufficient to fund our working capital,
capital expenditures and debt service requirements for at least the next 12 months.

Loan Agreement with BofA

We and our wholly owned subsidiary, Summer Infant (USA), Inc., are parties to a Third Amended and
Restated Loan and Security Agreement (the “Loan Agreement”) with Bank of America, N.A., as agent, that
provides for (i) a $40,000 asset-based revolving credit facility, with a $5,000 unused letter of credit sub-line
facility as of January 2, 2021, (ii) a $7,500 term loan and (iii) a $2,500 FILO (first-in, last-out) loan. The Loan
Agreement replaced our prior credit facility with BofA and term loan with Pathlight Capital. As of
January 2, 2021 the outstanding revolving credit facility, FILO and term loan balances were $21,467, $2,344
and $7,125, respectively.

Pursuant to the Loan Agreement, total borrowing capacity under the revolving credit facility is based
on a borrowing base, which is generally defined as 85% of eligible receivables plus the lesser of (i) 70% of
the value of eligible inventory (subject to certain limitations) or (ii) 85% of the net orderly liquidation value
of eligible inventory, less applicable reserves. The scheduled maturity date of the loans under the revolving
credit facility is October 15, 2025 (subject to customary early termination provisions). Loans under the
revolving credit facility bear interest, at our option, at a base rate or at LIBOR, plus applicable margins
based on average quarterly availability. Interest payments are due monthly, payable in arrears. We are also
required to pay an annual non-use fee on unused amounts under the revolving credit facility, as well as other
customary fees as are set forth in the Loan Agreement. As of January 2, 2021, the interest rate on LIBOR
based revolver loans and on base rate revolver loans was 2.625% and 4.500%, respectively.

The principal of the term loan is to be repaid, on a quarterly basis, in installments of $375, until paid
in full on termination and subject to mandatory repayment in certain circumstances. The scheduled maturity
date of the term loan is October 15, 2025 or earlier, if the revolving credit facility is terminated. The term
loan bears interest, at our option, at a base rate or at LIBOR, plus applicable margins, and interest payments
are due monthly, in arrears. As of January 2, 2021, the interest rate on LIBOR based term loans and on
base rate term loans was 3.875% and 5.75%%, respectively.

The total borrowing capacity under the FILO loan is the lesser of (i) the then applicable aggregate
FILO commitment amount and (ii) a borrowing base, generally defined as a specific percentage of the value
of eligible accounts, plus a specified percentage of the value of eligible inventory. The aggregate FILO
commitment amount will be proportionately reduced each quarter until the FILO loan is terminated at
maturity on October 15, 2024. There can be no voluntary repayment on the FILO loan as long as there are
loans outstanding under the revolving credit facility, unless (i) there is an overadvance under the FILO loan,
or (ii) such prepayment is accompanied by a permanent dollar for dollar reduction in the aggregate FILO
commitment amount such that, after giving effect to such prepayment and reduction, the outstanding principal
amount of the FILO loan is equal to but does not exceed the lesser of (A) the aggregate FILO commitment
amount and (B) the FILO borrowing base. The FILO loan bears interest, at our option, at a base rate or
at LIBOR, plus applicable margins, and interest payments are due monthly, in arrears. As of January 2, 2021,
the interest rate on LIBOR based FILO loans and on base rate FILO loans was 3.625%% and 5.50%%,
respectively.

All obligations under the Loan Agreement are secured by substantially all the assets of the Company,
and our subsidiaries, Summer Infant Canada Limited and Summer Infant Europe Limited, are guarantors
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under the Loan Agreement. The Loan Agreement contains customary affirmative and negative covenants.
Among other restrictions, we are restricted in our ability to incur additional debt, make acquisitions or
investments, dispose of assets, or make distributions unless in each case certain conditions are satisfied.
Until the term loan and FILO loan have been repaid in full, we must maintain a fixed charge coverage ratio
at the end of each fiscal month of at least 1.00 to 1.00 for the twelve-month period then ended. After the
term loan and FILO loan have been repaid in full, we will be required to maintain the fixed charge coverage
ratio if availability falls below $5,000.

The Loan Agreement also contains customary events of default, including if we fail to comply with
any required financial covenants, if there is an event of default under the PPP Loan (described below) and
the occurrence of a change of control. In the event of a default, all of the obligations under the Loan
Agreement may be declared immediately due and payable. For certain events of default relating to
insolvency and receivership, all outstanding obligations become due and payable.

For additional information on the Loan Agreement, please see Note 5 to our consolidated financial
statements included in this Annual Report on Form 10-K.

PPP Loan

In 2020, we applied for and received loan proceeds of $1,956 (the “PPP Loan”) pursuant to the
Paycheck Protection Program (“PPP”’) administered by the U.S. Small Business Administration under the
U.S. CARES Act. The PPP Loan, which was in the form of a promissory note (the “PPP Note”), between the
Company and BofA, as the lender, matures on July 27, 2025 and bears interest at a fixed rate of 1% per
annum. Monthly principal and interest payments are deferred until (i) the date on which the amount of
forgiveness is remitted to the Company’s lender, (ii) the date on which the Company’s lender provides notice
that the Company is not entitled to loan forgiveness, and (iii) if a borrower does not apply for loan
forgiveness, 10 months after the date of the loan forgiveness covered period. The Company may voluntarily
prepay the borrowings in full with no associated penalty or premium. Under the terms of the PPP, the
principal and interest may be forgiven if the PPP Loan proceeds are used for qualifying expenses, including
payroll costs, rent and utility costs. The PPP Note contains customary representations, warranties, and
covenants for this type of transaction, including customary events of default relating to, among other things,
payment defaults and breaches of representations and warranties or other provisions of the PPP Note.

The occurrence of an event of default may result in, among other things, the Company becoming obligated
to repay all amounts outstanding under the PPP Note. On February 18, 2021, the Company applied for
full forgiveness of the PPP loan through Bank of America and the application is currently under review by
Bank of America.

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangements during the year ended January 2, 2021 or the year
ended December 28, 2019.

Recently Issued Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases (“ASU 2016-02”). ASU 2016-02 requires
lessees to recognize most leases on their balance sheet as a right-of-use asset and a lease liability. Leases are
classified as either operating or finance, and classification is based on criteria similar to past lease accounting,
but without explicit bright lines. In July 2018, the FASB issued ASU No. 2018-10, “Codification
Improvements to Topic 842, Leases” (“ASU 2018-10"), which provides narrow amendments to clarify how
to apply certain aspects of the new lease standard, and ASU No. 2018-11, “Leases (Topic 842) — Targeted
Improvements” (ASU 2018-11), which addresses implementation issues related to the new lease standard.
The guidance became effective for annual reporting periods beginning after December 15, 2018 and interim
periods within those fiscal years.

The Company adopted the standard on the effective date of December 30, 2018 by applying the new
lease requirements at the effective date. The Company also elected the package of practical expedients
permitted under the transition guidance within the new standard, which, among other things, allows the
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Company to carry forward the historical lease classification. The impact of the adoption of ASC 842-
Leases (“ASC 842”) on the consolidated balance sheet on the date of adoption was an increase of $6,411 in
assets and an increase of $7,037 of liabilities for the recognition of right-of-use assets and lease liabilities.
The adoption of ASC 842 was immaterial to the consolidated results of operations and cash flows.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments-Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments and a subsequent amendment to the initial
guidance, ASU 2018-19 Codification Improvements to Topic 325, Financial Instruments-Credit Losses
(collectively, Topic 326). Topic 326 requires measurement and recognition of expected credit losses for
financial assets held, which include, but are not limited to, trade and other receivables. The new standard is
effective for fiscal years beginning after December, 15, 2022. The Company is currently evaluating the impact
of this guidance on its consolidated financial statements.

Management does not believe that any other recently issued, but not yet effective, accounting standards
if currently adopted would have a material effect on the accompanying financial statements.

Special Note Regarding Forward Looking Statements

This report contains “forward-looking statements” within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These
statements concern management’s current assumptions, estimates, beliefs, plans, strategies and expectations
and anticipated events or trends and similar expressions concerning matters that are not historical facts.
Such forward-looking information may be identified by terms such as “expect,” “anticipate,” “believe,”
“outlook,” “may,” “estimate,” “should,” “predict” and similar terms or variations thereof, and includes
statements regarding our expectations with respect to our roadmap for sustainable growth in 2021 and beyond,
our strategic priorities, our efforts to mitigate the impact of tariffs, the benefits of and savings from our
restructuring initiatives, the ongoing impact of the coronavirus pandemic on our business as well as the US
and global economies, our liquidity for the next 12 months, and expected trends and product offerings in
2021. These statements are based on a series of expectations, assumptions, estimates and projections about
our Company, are not guarantees of future results or performance, and involve significant risks, uncertainties
and other factors, including assumptions and projections, for all forward periods. Our actual results may
differ materially from any future results expressed or implied by such forward-looking statements. Such
factors include, among others, the following:

* the widespread nature of the COVID-19 pandemic;

+ the impact of increased tariffs, additional tariffs or import or export taxes on the cost of our
products and therefore demand for our products;

+ the concentration of our business with certain retail customers who may change their purchasing
policies or suffer liquidity problems or bankruptcy;

* our ability to compete by introducing new products or enhancing existing products that satisfy
consumer preferences;

+ our ability to develop and introduce new products in a timely and cost effective manner;

* our ability to compete effectively with larger and smaller companies that have more financial
resources and greater e-commerce presence than us;

 our ability to implement and to achieve the expected benefits and savings of our restructuring
initiatives;
* our ability to manage inventory levels and meet customer demand;

* our ability to maintain sufficient availability under and to comply with financial and other covenants
in our loan agreement;

* our ability to manage our debt to provide additional liquidity to support growth;
* our ability to obtain forgiveness of our outstanding PPP loan;

+ our reliance on foreign suppliers and potential disruption in foreign markets in which we operate;
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* increases in the cost of raw materials used to manufacture our products;

* increases in the costs and availability as it relates to shipping and transporting our products from
manufacturers to the Company and from the Company to our customers;

* our ability to protect our intellectual property;

« compliance with safety and testing regulations for our products;
+ product liability claims arising from use of our products;

* potential exposure to greater than anticipated tax liabilities;

* an impairment of other intangible assets; and

+ any failure, inadequacy or interruption of our information technology systems resulting from
cyberattacks or other failures that may disrupt our operations and lead to disclosure of confidential
or proprietary data.

The foregoing list of important factors does not include all such factors, nor necessarily present them
in order of importance. In addition, please refer to the “Risk Factors” section of this report for additional
information regarding factors that could affect our results of operations, financial condition and liquidity.

We intend our forward-looking statements to speak only as of the time of such statements and do not
undertake or plan to update or revise them as more information becomes available or to reflect changes in
expectations, assumptions or results. We cannot give any assurance that such expectations or forward-
looking statements will prove to be correct. An occurrence of, or any material adverse change in, one or more
of the risk factors or risks and uncertainties referred to in this report or included in our other periodic
reports filed with the SEC could materially and adversely impact our operations and our future financial
results.

Any public statements or disclosures by us following this report that modify or impact any of the forward-
looking statements contained in or accompanying this report will be deemed to modify or supersede such
outlook or other forward-looking statements in or accompanying this report.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Not required.

Item 8. Financial Statements and Supplementary Data

The financial statements required by this item are attached to this Annual Report on Form 10-K
beginning on Page F-1.

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15 under the Securities Exchange Act of 1934, as of the end of the period
covered by this report, we carried out an evaluation, under the supervision and with the participation of our
Chief Executive Officer and our Chief Financial Officer, of the effectiveness of our disclosure controls and
procedures as of January 2, 2021. Our principal executive officer and principal financial officer have concluded,
based on their evaluation, that our disclosure controls and procedures were effective as of January 2, 2021.

(b) Management’s Report on Internal Control over Financial Reporting
Management of our Company is responsible for establishing and maintaining adequate internal

control over financial reporting. As defined in Rule 13a-15(f) under the Exchange Act, internal control over

26

financial reporting is a process designed by, or under the supervision of, a company’s principal executive
and principal financial officers and effected by a company’s board of directors, management and other
personnel, 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.

It includes those policies and procedures that:

1) Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of a company;

2) Provide reasonable assurance that transactions are recorded as necessary to permit preparation
of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of a company are being made only in accordance with authorizations of management
and the board of directors of the company; and

3) Provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of a company’s assets that could have a material effect on its financial
statements.

Because of the inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

The Company’s management has used the criteria established in the 2013 “Internal Control — Integrated
Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO
Framework™) to evaluate the effectiveness of the Company’s internal control over financial reporting.

Management of the Company conducted an evaluation of the effectiveness, as of January 2, 2021, of the
Company’s internal control over financial reporting and based on its evaluation under the COSO Framework,
management has concluded that the Company’s internal control over financial reporting was effective as of
January 2, 2021.

(c¢) Changes in Internal Control Over Financial Reporting

There was no change in our internal control over financial reporting that occurred during the quarter
ended January 2, 2021 that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.

Item 9B. Other Information

The Company currently anticipates that its 2021 annual meeting of stockholders (the “2021 Annual
Meeting”) will be held on May 19, 2021. Because the date of the 2021 Annual Meeting represents a change
of more than 30 days from the anniversary of the Company’s 2020 annual meeting of stockholders, in
accordance with Rule 14a-5(f) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
the Company is informing stockholders of this change.

The time and location of the 2021 Annual Meeting will be specified in the Company’s proxy statement
for the 2021 Annual Meeting. Pursuant to Rule 14a-8 under the Exchange Act, a stockholder intending to
present a proposal to be included in the proxy statement for the 2021 Annual Meeting must deliver a proposal
in writing to our principal executive offices no later than a reasonable time before we begin to print and
mail the proxy materials for the 2021 Annual Meeting. Such proposal must also comply with the applicable
requirements as to form and substance established by the Securities and Exchange Commission if those
proposals are to be included in the proxy statement and form of proxy. Accordingly, the deadline for
submission of proposals to be included in the proxy statement for the 2021 Annual Meeting is March 31,
2021.

The Company’s Bylaws set forth advance notice procedures with regard to other stockholder proposals,
including nominations for the election of directors and business proposals to be brought before an annual
meeting of stockholders by any stockholder (other than matters included in our proxy materials in accordance
with Rule 14a-8 under the Exchange Act). With respect to the 2021 Annual Meeting, such notice will be
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considered timely if we receive notice of such proposed director nomination or the proposal of other PART 1V
business at our corporate offices in Woonsocket, Rhode Island, not later than the close of business on
March 31, 2021. Item 15. Exhibits and Financial Statement Schedules

PART 111 (a) (1) Financial Statements

The list of consolidated financial statements and notes required by this Item 15(a)(1) is set forth in the

Item 10.  Directors, Executive Officers and Corporate Governance “Index to Financial Statements” on page F-1 of this Annual Report on Form 10-K.

The information relating to directors, director nominees and executive officers of the Company is set
forth in our definitive Proxy Statement to be filed with the SEC in connection with our 2021 Annual Meeting
of Stockholders (the “2021 Proxy Statement”) and is incorporated herein by reference. All schedules have been omitted because the required information is included in the financial statements

or notes thereto.

(2) Financial Statement Schedules

The information relating to Section 16(a) beneficial ownership reporting compliance is set forth in the

2021 Proxy Statement and is incorporated herein by reference. (3) Exhibits
We have adopted a Code of Ethics that applies to all of our directors, officers and employees. The The exhibits required by Item 601 of Regulation S-K and Item 15(b) are listed in the “Index to
Code of Ethicsis publicly available in the Investor Relations section of our website at www.summerinfant.com. Exhibits” below.

Amendments to the Code of Ethics and any grant of a waiver from a provision of the Code of Ethics

requiring disclosure under applicable SEC and Nasdaq rules will be disclosed on our website. (b) Exhibits

The information relating to the Company’s Audit Committee and its designated audit committee The exhibits listed in the “Index to Exhibits” below are filed as part of this Annual Report on Form 10-K.

financial expert is set forth in the 2021 Proxy Statement and is incorporated herein by reference.
Item 16. Form 10-K Summary
The information concerning procedures by which stockholders may recommend director nominees is .
set forth in the 2021 Proxy Statement and is incorporated herein by reference. Not applicable.

Item 11. Executive Compensation

The information relating to executive compensation and the Company’s Compensation Committee is
set forth in the 2021 Proxy Statement and is incorporated herein by reference, provided that the information
under the caption “Compensation Committee Report” shall be deemed “furnished” and shall not be
deemed “filed” with this report, not deemed incorporated by reference into any filing under the Securities
Act of 1933, as amended, except only as may be expressly set forth in any such filing by specific reference.

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

The information relating to security ownership of management, certain beneficial owners, and the
Company’s equity plans is set forth in the 2021 Proxy Statement and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information relating to certain relationships and related party transactions and director
independence is set forth in the 2021 Proxy Statement and is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

The information relating to the independent registered public accounting firm fees and services and the
Company’s pre-approval policies and procedures for audit and non-audit services provided by such accounting
firm is set forth in the 2021 Proxy Statement and is incorporated herein by reference.
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Report of Independent Registered Public Accounting Firm

To the Stockholders and the Board of Directors of Summer Infant Inc.

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Summer Infant, Inc. and its
subsidiaries (the Company) as of January 2, 2021 and December 28, 2019, the related consolidated statements
of operations, comprehensive loss, stockholders’ equity and cash flows for the years then ended, and the
related notes to the consolidated financial statements (collectively, the financial statements). In our opinion,
the financial statements present fairly, in all material respects, the financial position of the Company as of
January 2, 2021 and December 28, 2019, and the results of its operations and its cash flows for the years then
ended, in conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on the Company’s financial statements based on our audits. We are a public accounting
firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are
required to be independent with respect to the Company in accordance with U.S. federal securities laws and
the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement, whether due to error or fraud. The Company is not required to have, nor
were we engaged to perform, an audit of its internal control over financial reporting. As part of our
audits we are required to obtain an understanding of internal control over financial reporting but not for
the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the
financial statements. Our audits also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that our audits provide a reasonable basis for our opinion.

Critical Audit Matters

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

Indefinite-lived Trade Name Impairment Assessment

As described in Notes 1 and 4 to the consolidated financial statements, the Company’s indefinite-lived
trade name balance was $8,400,000 as of January 2, 2021. Indefinite-lived intangible assets are tested for
impairment annually during the fourth fiscal quarter and whenever events or circumstances may indicate that
an impairment has occurred. The fair value of the indefinite-lived trade name is generally estimated using
discounted cash flow methodologies. The discounted cash flow methodology requires significant judgment,
including estimation of future revenue, which is dependent on internal forecasts, the estimation of the
long-term revenue growth rate of the Company’s business, the determination of the Company’s weighted
average cost of capital, and royalty rates.
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We identified the Company’s indefinite-lived trade name impairment assessment as a critical audit
matter because of the significant assumptions and judgments made by management when estimating the
fair value of the indefinite-lived trade name. Auditing management’s assumptions and judgments regarding
future revenues, the weighted average cost of capital, and the royalty rate involved a high degree of auditor
judgment and an increased effort, including the use of our valuation specialists.

Our audit procedures related to future revenues, royalty rate, and the weighted average cost of capital
utilized in the valuation of the Company’s indefinite-lived trade name included the following, among others:

» With the assistance of our valuation specialists, we evaluated the reasonableness of the weighted
average cost of capital and tested the relevance and reliability of source information underlying the
determination of the rates, tested the mathematical accuracy of the calculation, and evaluated the
reasonableness of the royalty rate selected by management.

* We evaluated the reasonableness of future revenues by:
* Comparing management’s forecasts to historical results for the Company.
* Comparing management’s forecasts to third-party industry data.

* We evaluated the impact of changes to revenue forecasts and revenue growth rates on the fair value
of the indefinite-lived trade name.

Deferred Tax Asset Valuation Allowance and Uncertain Tax Position

As described in Note 6 to the consolidated financial statements, the Company’s gross deferred tax asset
and valuation allowance was $5,700,000 and $4,700,000, respectively, as of January 2, 2021. The Company
recognizes deferred income taxes for differences between the financial reporting and tax basis of assets and
liabilities. Deferred tax assets include loss and credit carryforwards and are reduced by a valuation allowance
if, based on available evidence, it is more likely than not that some portion of the deferred tax assets will not
be realized. The Company regularly reviews the deferred tax assets for recoverability considering historical
profitability, projected taxable income, the expected timing of the reversals of existing temporary differences
and tax planning strategies.

The principal considerations for our determination that performing procedures relating to management’s
determination of the value of deferred tax assets is a critical audit matter are that there is significant judgment
by management in the determination that it is more likely than not that sufficient taxable income will be
generated to realize deferred tax assets and in the recognition of potential uncertain tax positions, and
auditing the valuation of deferred tax assets involved especially subjective judgment.

Our audit procedures related to the determination that it is more likely than not that sufficient taxable
income will be generated to realize deferred tax assets as well as management’s identification of an uncertain
tax position included the following, among others:

* We evaluated the reasonableness of management’s estimates of future taxable income by considering
the weight applied to negative evidence and positive evidence that is objectively verifiable.

* We evaluated the Company’s “more likely than not” conclusion with regard to deferred tax assets
that are considered realizable and recomputed the valuation allowance and uncertain tax position for
those that were not considered realizable.

* We evaluated management’s identification of an uncertain tax position and its application of tax law.

* We evaluated the Company’s “more likely than not” conclusion with regard to the tax deduction to
be taken related to the dissolution of the Company’s Born Free brand.

/s RSM US LLP
We have served as the Company’s auditor since 2010.

Boston, Massachusetts
March 16, 2021
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Summer Infant, Inc. and Subsidiaries

Consolidated Balance Sheets

Note that all amounts presented in the table below are in thousands of U.S. dollars, except share
amounts and par value per share.

January 2, December 28,

2021 2019
ASSETS
CURRENT ASSETS
Cashandcashequivalents . ... ......... ... .. ... ... e, § 510 § 395
Trade receivables, net of allowance for doubtful accounts of $197 and $542 at

January 2, 2021 and December 28, 2019, respectively . . .. .............. 25,995 32,787
Inventory, net. . . .. ... ... 25,123 28,056
Prepaids and other current assets . . ........... ... ... ... 1,850 2,946

TOTAL CURRENT ASSETS . . . ... .. 53,478 64,184

Property and equipment, net . . ... ... ... ... e 4,789 8,788
Intangible assets, NEt . . .. .. ... . 11,739 12,896
Right of use assets, noncurrent . ........... ... ...t 3,625 4,578
Deferred tax assets, NEt . . . . . . . ottt 1,001 996
Other @ssets . . ..ot 105 101
TOTAL ASSETS . . .. e $ 74,737  §91,543
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable . ... ... ... .. $27,986  § 25,396
AcCCrued EXPENSES . . . o v vt e 6,064 7,289
Lease liabilities, current . . . ... ... ... e 2,349 2,495
Current portion of long-termdebt ... ......... .. ... ... ........... 2,125 875
TOTAL CURRENT LIABILITIES ........... .. ... .. ... ... ... 38,524 36,055
Long-term debt, less current portion and unamortized debt issuance costs . . . . . . 27,536 45,359
Lease liabilities, NONCUITENT . . . . . . . . .ttt e e e 1,493 2,546
Other liabilities . . . . . . . .o 2,064 2,000
TOTAL LIABILITIES ... ... . . e 69,617 85,960
STOCKHOLDERS’ EQUITY
Preferred Stock, $0.0001 par value, 1,000,000 authorized, none issued or

outstanding at January 2, 2021 and December 28,2019 ... ............. — —
Common Stock $0.0001 par value, authorized, issued and outstanding of

49,000,000, 2,162,459, and 2,132,275 at January 2, 2021 and 49,000,000,

2,138,927, and 2,108,743 at December 28, 2019, respectively . . . ... ....... 2 2
Treasury Stock at cost (30,184 shares at January 2, 2021 and December 28,

20010) . (1,283) (1,283)
Additional paid-incapital . ........... .. . .. ... 77,979 77,715
Accumulated deficit . ... ... .. ... ... (70,190) (69,088)
Accumulated other comprehensiveloss .. .......... .. ... ... .. .. ..... (1,388) (1,763)

TOTAL STOCKHOLDERS’EQUITY .. ...... ... .. .. 5,120 5,583

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY . .............. $ 74,737  $91,543

See notes to consolidated financial statements.
F-4

Summer Infant, Inc. and Subsidiaries

Consolidated Statements of Operations

Note that all amounts presented in the table below are in thousands of U.S. dollars, except share and
per share amounts.

For the fiscal year ended

January 2, December 28,

2021 2019
NEtSAES .« o v v e e e e $ 155299 §$ 173,181
Costof goodssold ... ...... ... . . . . 104,448 118,296
Gross profit . . .. .. 50,851 54,885
General and administrative eXpenses . . . . . . ... v v it i e 29,360 34,823
Selling EXPENSES . . . v v vt e e e 12,574 14,540
Depreciation and amortization . . .. ........ ... 3,348 3,720
Impairment of intangible asset . . .. ............ ... ... ... 676 —
Operatin@ INCOME . . . . .\ vttt e e e e e e e e e e e et e 4,893 1,802

Interest eXpense, Net . . . . .. . ...ttt 4,078 4,871
Loss from extinguishmentof debt . . ... ... ... ... ... ... ... ... ... ...... 1,800 —

Loss before provision for income taxes . ......................... (985) (3,069)
Provision for inCome taxes . . . .. ... .ttt 117 1,095

Net oSS ..t § (1,102) § (4,164)
Net loss per share:
BASIC .o e $ (0.52) $ (1.98)
DILUTED ... e e $ (0.52) $ (1.98)
Weighted average shares outstanding:
BASIC .o e 2,119,499 2,100,730
DILUTED ... e 2,133,171 2,100,730

See notes to consolidated financial statements.
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Summer Infant, Inc. and Subsidiaries

Consolidated Statements of Comprehensive Loss

Note that all amounts presented in the table below are in thousands of U.S. dollars.

For the fiscal year ended

January 2, December 28,

2021 2019
NELIOSS .« oottt e $(1,102)  $(4,164)
Other comprehensive loss:
Foreign currency translation adjustments .. ......................... 375 158
Comprehensive 10Ss . . . ... ... § (727)  $(4,006)

See notes to consolidated financial statements.
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Summer Infant, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Note that all amounts presented in the table below are in thousands of U.S. dollars.

For the fiscal year

ended
January 2, December 28,
2021 2019
Cash flows from operating activities:
NeEt 0SS . oot e $ (1,102) $(4,164)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization . . . .. ... .. 3,348 3,720
Impairment of intangible assets .. ... ......... ..., 676
Stock-based compensation . ............ ... ... 253 319
Loss from extinguishmentof debt ... ......... ... ... ... ... ... ....... 1,800 —
Amortization of deferred financingcosts. . . .......... ... ... ... ... .... 651 662
Provision for allowances for doubtfulaccounts . . .. .................... — 316
Deferred InCOME taXes . . . . . o v oottt 5 1,084
Amortization of right touseasset .. ............ ... 2,431 1,833
Changes in assets and liabilities . . ... ........ ... ... .. ... ... .......
Decrease (increase) in accounts receivable .. ......................... 6,763 (1,583)
Decrease in INVENTOTY . . . o v vttt e e e e e e e e 2,926 8,328
Decrease in lease liabilities . . . . .. ... ... .. . (2,678) (1,370)
Decrease (increase) in prepaids and otherassets . . . .................... 1,118 (1,939)
Decrease (increase) in otherassets . .................... ..., — (10)
Increase (decrease) in accounts payable and accrued expenses . ............ 1,416 (4,999)
Net cash provided by operating activities . . ............... ..o uu.... 17,607 2,197
Cash flows from investing activities:
Acquisitions of property and equipment . . ............ .. ... .. ..., (1,258) (1,991)
Acquisitions of intangible assets . . .. ............ .. ... (20) (335)
Net cash used in investing activities . ... ........ .. ..t . (1,278) (2,326)
Cash flows from financing activities:
Repayment of Prior Term Loan Facility . ........................... (16,406) —
Payment of financing fees and othercosts .. ......................... (1,522) —
Proceeds from New Term Loan Facility ............................ 7,500 —
Proceeds from FILO Loan Facility ... ........ ... ... ... .. ... .... 2,500 —
Repayment of New Term Loan Facility ............................ (375) (875)
Repayment of FILO Loan Facility . ... ....... ... ... ... .. ......... (156) —
Net borrowings (repayments) on revolving facilities . ................... (10,152) 932
Proceeds from PPP Loan . . ... ... ... ... . . .. . . 1,956 —
Issuance of common stock upon exercise of stock options . . . ............. 11 —
Net cash (used in) provided by financing activities . . ... .................. (16,644) 57
Effect of exchange rate changes on cash and cash equivalents ... ............ 430 (254)
Net increase (decrease) in cash and cash equivalents . ... ................ 115 (326)
Cash and cash equivalents at beginningof year ....................... 395 721
Cash and cash equivalentsatend of year . . . ......................... § 510 § 395
Supplemental disclosure of cash flow information:
Cash paid during the year forinterest . ... .......... ... ... ........ § 2,777 $ 3,781
Cash (refunded) paid during the year for income taxes . ................. $§ (199 S 7
Supplemental disclosure of non-cash investing and financing activities:
Derecognition of a building sale-leaseback fixed asset, net of depreciation .... § 2,357 —
Derecognition of a building sale-leaseback financial obligation ............ $ (2,390) —
Right-of-use asset acquired through new operating lease . . .. ............. $ (1,457) —
Lease liability acquired through new operatinglease . .. ................. $§ 1,457 —

See notes to consolidated financial statements.
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Consolidated Statements of Stockholders’ Equity
For the Fiscal Years Ended January 2, 2021 and December 28, 2019

Note that all amounts presented in the table below are in thousands of U.S. dollars, except share and
per share data.

Common Stock Additional Accumulated
Paidin  Treasury Accumulated Comprehensive  Total
Shares Amount  Capital Stock Deficit Loss Equity
Balance at December 29,2018 . . .. 2,091,178 $2  §77,396 $(1,283) $(64,924)  $(1,921) $§$ 9,270

Issuance of common stock upon

vesting of restricted shares . . . 17,565
Stock-based compensation . . . . 319 319
Net loss for theyear . ... ... .. (4,164) (4,164)
Foreign currency translation

adjustment . ............ o 158 158
Balance at December 28,2019 .. 2,108,743 $2  $77,715 $(1,283) $(69,088)  $(1,763) $ 5,583
Issuance of common stock upon

vesting of restricted shares . . . 20,438
Issuance of common stock upon

exercise of stock options . . .. 1,474 11 11
Stock-based compensation . . . . 253 253
Fractional share issuance upon

reverse stock split . .. ...... 1,620
Net loss for theyear . . .. ... .. (1,102) (1,102)
Foreign currency translation

adjustment . ............ 375 375

Balance at January 2,2021 . . . . .. 2,132,275 $2  $77,979 §$(1,283) $(70,190)  $(1,388) $ 5,120

See notes to consolidated financial statements.
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SUMMER INFANT, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

The Company designs, markets and distributes branded juvenile safety and convenience products that
are sold globally to large national retailers as well as independent retailers, primarily in North America. The
Company currently markets its products in several product categories including monitoring, safety,
nursery, and baby gear. Most products are sold under our core brand names of Summer™ and SwaddleMe®.

When used herein, the terms the “Company,” “we,” “us,” and “our” mean Summer Infant, Inc. and its
consolidated subsidiaries.

Reverse Stock Split

On March 13, 2020, the Company completed a reverse stock split and reduced its common stock
outstanding by a ratio of one for nine. Per ASC 505-10, if a reverse stock split occurs after the date of the
latest reported balance sheet but before the release of the financial statements, then such changes in the capital
structure must be given retroactive effect in the balance sheet. As such, the reverse stock split has been
retroactively applied to all years reported in these financial statements.

Basis of Presentation and Principles of Consolidation

It is the Company’s policy to prepare its financial statements on the accrual basis of accounting in
conformity with accounting principles generally accepted in the United States of America. The consolidated
financial statements include the accounts of its wholly-owned subsidiaries. All significant intercompany
accounts and transactions have been eliminated in the consolidation.

All dollar amounts included in the Notes to Consolidated Financial Statements are in thousands of
U.S. dollars except share and per share amounts.

Fiscal Year

The Company’s fiscal year ends on the Saturday closest to December 31 of each calendar year. There
were fifty three weeks in the fiscal year ended January 2, 2021 and fifty two weeks in the fiscal year ended
December 28, 2019.

Reclassification

Previously reported amounts have been revised in the accompanying consolidated statement of cash
flows to properly state the 2019 amortization of deferred financing costs. These revisions increased the
Company’s net cash provided by operating activities and decreased the Company’s net cash provided by
financing activities. Net decrease in cash and cash equivalents remained unchanged.

Summary of Significant Accounting Policies

Revenue Recognition

The Company applies FASB ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”).
The guidance sets forth a five-step revenue recognition model and is intended to eliminate numerous industry-
specific pieces of revenue recognition guidance that have historically existed in U.S. GAAP. The underlying
principle of the standard is that a business or other organization will recognize revenue to depict the transfer
of promised goods or services to customers in an amount that reflects what it expects to receive in exchange
for the goods or services. The standard also requires more detailed disclosures and provides additional
guidance for transactions that were not addressed completely in the prior accounting guidance.

The Company’s principal activities from which it generates its revenue is product sales. The Company
has one reportable segment of business.



Revenue is measured based on consideration specified in a contract with a customer. The Company
recognizes revenue when it satisfies a performance obligation in a contract by transferring control over a
product to a customer when product delivery occurs. Consideration is typically paid approximately 60 days
from the time control is transferred. Taxes assessed by a governmental authority that are both imposed on and
concurrent with a specific revenue-producing transaction, that are collected by the Company from a
customer, are excluded from revenue. Shipping and handling costs associated with outbound freight after
control over a product has transferred to a customer are accounted for as a fulfillment cost and are included
in selling costs.

A performance obligation is a promise in a contract to transfer a distinct product to the customer,
which for the Company is transfer of juvenile products to its customers. The transaction price of a contract
is allocated to each distinct performance obligation and recognized as revenue when or as the customer
receives the benefit of the performance obligation.

A transaction price is the amount of consideration the Company expects to receive under the
arrangement. The Company is required to estimate variable consideration (if any) and to factor that
estimation into the determination of the transaction price. The Company conducts its business with
customers through valid purchase or sales orders each of which is considered a separate contract because
individual orders are not interdependent on one another. Product transaction prices on a purchase or sale
order are discrete and stand-alone. Purchase or sales orders may be issued under either a customer master
service agreement or a reseller allowance agreement. Purchase or sales orders, master service agreements,
and reseller allowance agreements which are specific and unique to each customer, may include product price
discounts, markdown allowances, return allowances, and/or volume rebates which reduce the consideration
due from customers. Variable consideration is estimated using the most likely amount method, which is based
on our historical experience as well as current information such as sales forecasts.

Contracts may also include cooperative advertising arrangements where the Company allows a
discount from invoiced product amounts in exchange for customer purchased advertising that features the
Company’s products. These allowances are generally based upon product purchases or specific advertising
campaigns. Such allowances are accrued when the related revenue is recognized. These cooperative
advertising arrangements provide a distinct benefit and fair value and are accounted for as direct selling
expenses.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. These estimates are based on management’s best knowledge of current
events and actions the Company may undertake in the future. Accordingly, actual results could differ from
those estimates.

Cash and Cash Equivalents

Cash flows, cash and cash equivalents include money market accounts and investments with an original
maturity of three months or less. At times, the Company possesses cash balances in excess of federally-
insured limits.

Trade Receivables

Trade receivables are carried at their outstanding unpaid principal balances reduced by an allowance
for doubtful accounts. The Company estimates doubtful accounts based on historical bad debts, factors
related to specific customers’ ability to pay and current economic trends. The Company writes off accounts
receivable against the allowance when a balance is determined to be uncollectible. Amounts are considered
to be uncollectable based upon historical experience and management’s evaluation of outstanding accounts
receivable.
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Changes in the allowance for doubtful accounts are as follows:

For the
fiscal year ended

January 2, December 28,

2021 2019
Allowance for doubtful accounts, beginning of period . . .. .......... $ 542 $304
Charges to (recovery of) costsand expenses . .. .................. 27) 316
Account write-offsand other ... ............ .. .. .. .. .. .. .. .. (318) (78)
Allowance for doubtful accounts, end of period . ................. W @

Inventory Valuation

Inventory is comprised mostly of finished goods and some component parts and is stated at the lower
of cost using the first-in, first-out (FIFO) method, or net realizable value. The Company regularly reviews
slow-moving and excess inventories, and writes down inventories to net realizable value if the ultimate expected
net proceeds from the disposals of excess inventory are less than the carrying cost of the merchandise.

Leases

The Company determines if an arrangement is a lease at inception. Operating leases are included in
operating lease right-of-use (“ROU”) assets and lease liabilities in the Company’s consolidated balance
sheets.

ROU assets represent the Company’s right to use an underlying asset for the lease term and lease
liabilities represent the Company’s obligation to make lease payments arising from the lease. Operating lease
ROU assets and liabilities are recognized at commencement date based on the present value of lease
payments over the lease term. As the Company’s leases do not provide an implicit rate, the Company’s uses
its incremental borrowing rate based on the information available at commencement date in determining the
present value of lease payments. The operating lease ROU asset also includes any lease payments made
and excludes lease incentives. The Company’s lease terms may include options to extend or terminate the
lease when it is reasonably certain that the Company will exercise that option.

The components of a lease should be split into three categories: lease components (e.g., land, building,
etc.), non-lease components (e.g., common area maintenance, maintenance, consumables, etc.), and non-
components (e.g., property taxes, insurance, etc.). Then the fixed and in-substance fixed contract consideration
(including any related to non-components) must be allocated based on fair values to the lease components
and non-lease components. Although separation of lease and non-lease components is required, certain
practical expedients are available to entities. Entities electing the practical expedient would not separate
lease and non-lease components. Rather, they would account for each lease component and the related non-
lease component together as a single component. The Company’s facilities operating leases have lease and
non-lease components to which the Company has elected to apply the practical expedient and account for
each lease component and related non-lease component as one single component. The lease component results
in a ROU asset being recorded on the balance sheet. Lease expense for lease payments is recognized on a
straight-line basis over the lease term.

Property and Equipment

Property and equipment are recorded at cost. The Company owns the tools and molds used in the
production of its products by third party manufacturers. Capitalized mold costs include costs incurred for
the pre-production design and development of the molds.

Depreciation is provided over the estimated useful lives of the respective assets using the straight-line
method.

Long-Lived Assets with Finite Lives

The Company reviews long-lived assets with finite lives for impairment on an asset group level
whenever events or changes in circumstances indicate that the carrying amount of a long-lived asset may
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not be recoverable. An asset is considered to be impaired when its carrying amount exceeds both the sum of
the undiscounted future net cash flows expected to result from the use of the asset and its eventual
disposition and the assets’ fair value. Long-lived assets include property and equipment and finite-lived
intangible assets. The amount of impairment loss, if any, is charged by the Company to current operations.

Indefinite- Lived Intangible Assets

The Company accounts for intangible assets in accordance with accounting guidance that requires that
intangible assets with indefinite useful lives be tested annually for impairment and more frequently if events
or changes in circumstances indicate that the asset might be impaired. The Company’s annual impairment
testing is conducted in the fourth quarter of every year.

The Company tests indefinite-lived intangible assets for impairment by comparing the asset’s fair value
to its carrying amount. If the fair value is less than the carrying amount, the excess of the carrying amount
over fair value is recognized as an impairment charge and the adjusted carrying amount becomes the assets’
new cost basis.

Management also evaluates the remaining useful life of an intangible asset that is not being amortized
each reporting period to determine whether events and circumstances continue to support an indefinite
useful life. If an intangible asset that is not being amortized is subsequently determined to have a finite useful
life, it is amortized prospectively over its estimated remaining useful life.

Fair Value Measurements

The Company follows ASC 820, “Fair Value Measurements and Disclosures” which includes a
framework for measuring fair value and expanded related disclosures. Broadly, the framework requires fair
value to be determined based on 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. The standard established a three-level valuation hierarchy based
upon observable and non-observable inputs.

Observable inputs reflect market data obtained from independent sources, while unobservable inputs
reflect our market assumptions. Preference is given to observable inputs. These two types of inputs create
the following fair value hierarchy:

Level 1 — Quoted prices for identical instruments in active markets.

Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or
similar instruments in markets that are not active; and model-derived valuations whose inputs are
observable or whose significant value drivers are observable.

Level 3 — Significant inputs to the valuation model are unobservable.

The Company maintains policies and procedures to value instruments using the best and most relevant
data available. In addition, the Company utilizes third party specialists that review valuation, including
independent price validation.

The Company’s financial instruments include cash and cash equivalents, accounts receivable, accounts
payable, accrued expenses, and short and long-term borrowings. Because of their short maturity, the carrying
amounts of cash and cash equivalents, accounts receivable, accounts payable, and accrued expenses
approximate fair value. The carrying value of the Company’s debt approximates fair value since the stated
rate is similar to rates currently available to the Company for debt with similar terms and remaining maturities.

The Company’s assets measured at fair value on a nonrecurring basis include long-lived assets and
finite-lived intangibles. The Company tests its indefinite-lived assets for impairment at least annually and
whenever events or changes in circumstances indicate that the carrying value may not be recoverable or that
the carrying value may exceed its fair value. The resulting fair value measurements are considered to be
Level 3 inputs. During the fourth quarter of fiscal 2020, the Company determined that the estimated fair
value of a definite-lived asset was non-recoverable and the Company recorded a non-cash impairment charge
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of $676 which reduced the value of the intangible asset to $0, as more fully described in “Note 4 to the
Consolidated Financial Statements-Intangible Assets.” The Company did not record an impairment charge
in fiscal 2019.

Income taxes

Income taxes are computed using the asset and liability method of accounting. Under the asset and
liability method, a deferred tax asset or liability is recognized for estimated future tax effects attributable to
temporary differences and carryforwards. The measurement of deferred income tax assets is adjusted by a
valuation allowance, if necessary, to recognize future tax benefits only to the extent, based on available
evidence, it is more likely than not that such benefits will be realized. Deferred income tax assets are recorded
on a net basis as a long term asset.

The Company follows the applicable guidance relative to uncertain tax positions. This standard
provides detailed guidance for the financial statement recognition, measurement and disclosure of uncertain
tax positions recognized in the financial statements. Uncertain tax positions must meet a recognition
threshold of more-likely-than-not in order for those tax positions to be recognized in the financial statements.

Translation of Foreign Currencies

Assets and liabilities of the Company’s foreign subsidiaries whose functional currency is its local
currency, are translated into U.S. dollars at the exchange rate in effect at the end of the quarter and the
income and expense accounts of these affiliates have been translated at average rates prevailing during each
respective quarter. Resulting translation adjustments are made to a separate component of stockholders’
equity within accumulated other comprehensive loss. Assets and liabilities of the Company’s foreign
subsidiaries whose functional currency is the U.S. dollar are remeasured into U.S. dollars at their historical
rates or the exchange rate in effect at the end of the quarter and the income and expense accounts of these
affiliates have been remeasured at average rates prevailing during each respective quarter. Resulting
remeasurement adjustments are made to the consolidated statement of operations. Foreign exchange
transaction gains and losses are included in the accompanying interim consolidated statement of operations.

Shipping Costs

Shipping costs to customers are included in selling expenses and amounted to approximately $2,485
and $3,509 for the fiscal years ended January 2, 2021 and December 28, 2019, respectively.

Advertising Costs

The Company charges advertising costs to selling expense as incurred. Advertising expense, which
consists primarily of promotional and cooperative advertising allowances provided to customers, was
approximately $9,215 and $10,379 for the fiscal years ended January 2, 2021 and December 28, 2019,
respectively.

Segment Information

Operating segments are identified as components of an enterprise about which separate, discrete
financial information is available for evaluation by the chief operating decision-maker, or decision-making
group, in making decisions on how to allocate resources and assess performance. The Company views its
operations and manages its business as one operating segment utilizing an omni-channel distribution
strategy.

Net IncomelLoss Per Share

Basic income or loss per share for the Company is computed by dividing net income or loss by the
weighted-average number of shares of common stock outstanding during the period. Diluted income or
loss per share includes the dilutive impact of outstanding stock options and unvested restricted shares.

Diluted income/loss per share for the Company is computed by dividing net income/loss by the
dilutive weighted average shares outstanding which includes: the dilutive impact (using the “treasury stock”
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method) of “in the money” stock options and unvested restricted shares issued to employees. Options to
purchase 52,272 and 101,320 shares of the Company’s common stock and 9,662 and 22,392 of restricted
shares were not included in the calculation, due to the fact that these instruments were anti-dilutive for the
fiscal years ended January 2, 2021 and December 28, 2019, respectively.

New Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases (“ASU 2016-02”). ASU 2016-02 requires
lessees to recognize most leases on their balance sheet as a right-of-use asset and a lease liability. Leases are
classified as either operating or finance, and classification is based on criteria similar to past lease accounting,
but without explicit bright lines. In July 2018, the FASB issued ASU No. 2018-10, “Codification
Improvements to Topic 842, Leases” (“ASU 2018-10"), which provides narrow amendments to clarify how
to apply certain aspects of the new lease standard, and ASU No. 2018-11, “Leases (Topic 842) — Targeted
Improvements” (ASU 2018-11), which addresses implementation issues related to the new lease standard.
The guidance became effective for annual reporting periods beginning after December 15, 2018 and interim
periods within those fiscal years.

The Company adopted the standard on the effective date of December 30, 2018 by applying the new
lease requirements at the effective date. The Company also elected the package of practical expedients
permitted under the transition guidance within the new standard, which, among other things, allows the
Company to carry forward the historical lease classification. The impact of the adoption of ASC 842-
Leases (“ASC 842”) on the consolidated balance sheet on the date of adoption was an increase of $6,411 in
assets and an increase of $7,037 of liabilities for the recognition of right-of-use assets and lease liabilities.
The adoption of ASC 842 was immaterial to the consolidated results of operations and cash flows.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments-Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments and a subsequent amendment to the initial
guidance, ASU 2018-19 Codification Improvements to Topic 325, Financial Instruments-Credit Losses
(collectively, Topic 326). Topic 326 requires measurement and recognition of expected credit losses for
financial assets held, which include, but are not limited to, trade and other receivables. The new standard is
effective for fiscal years beginning after December, 15, 2022. The Company is currently evaluating the impact
of this guidance on its consolidated financial statements.

Management does not believe that any other recently issued, but not yet effective, accounting standards
if currently adopted would have a material effect on the accompanying financial statements.

2021 Plan and COVID-19 Pandemic

The Company believes that its existing plan will generate sufficient cash which, along with its existing
cash and availability under its facilities, will enable it to fund operations through at least the next 12 months.
However, should the Company require additional cash, or should the impact from the COVID-19 pandemic
discussed below be more severe than expected, the Company would identify other cost reductions or seek
additional resources. Beginning in the first quarter of 2020, the COVID-19 pandemic negatively impacted the
macroeconomic environment in the United States and globally, and the Company’s business.

While our products are considered “essential” and our distribution center located in California
continues to operate, some of our customers have been impacted and we have and may continue to see
supply chain disruption. The ultimate impact of the COVID-19 pandemic will depend on numerous evolving
factors that the Company may not be able to accurately predict, including the duration and extent of the
pandemic, the impact of federal, state, local and foreign governmental actions, consumer behavior in response
to the pandemic and other economic and operational conditions the Company may face.

The Company is not currently aware of any events or circumstances arising from the COVID-19
pandemic that would require us to update any estimates, judgments or materially revise the carrying value
of our assets or liabilities. The Company’s estimates may change, however, as events evolve and additional
information is obtained, and any such changes will be recognized in the consolidated financial statements.
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2. REVENUE

Disaggregation of Revenue

The Company’s revenue is primarily from distinct fixed-price product sales in the juvenile product
market, to similar customers and channels utilizing similar types of contracts that are short term in nature
(less than one year). The Company does not sell service agreements or goods over a period of time and does
not sell or utilize customer financing arrangements or time-and-material contracts.

The following is a table that presents net sales by geographical area:

For the
fiscal year ended

January 2,  December 28,

2021 2019
United States . . . .. ... ... $140,173  $148,326
AlNlLOther ... ... .. . 15,126 24,855

$155,299  $173,181

All Other consists of Canada, Europe, South America, Mexico, Asia, and the Middle East.

Contract Balances

The Company does not have any contract assets such as work-in-process or contract liabilities such as
customer advances. All trade receivables on the Company’s consolidated balance sheet are from contracts
with customers.

Contract Costs

Costs incurred to obtain a contract are capitalized unless short term in nature. As a practical expedient,
costs to obtain a contract that are short term in nature are expensed as incurred. All contract costs incurred
in 2020 and 2019 fall under the provisions of the practical expedient and have therefore been expensed.

3. PROPERTY AND EQUIPMENT

Property and equipment, at cost, consisted of the following:

For the
fiscal year ended
January 2, December 28, Depreciation/
2021 2019 Amortization Period
Computer-related . . . ....................... $ 4,560 $ 4,511 5 years
Tools, dies, prototypes,and molds . ............. 27,849 27,457 1 — 5 years
Building .......... ... .. ... . ... . ... — 4,156 30 years
Other . ... ... .. . . . . e 7,671 7,474 1 — 15 years
40,080 43,598
Less: accumulated depreciation .. .............. 35,291 34,810
Property and equipment,net . . ................ $ 4,789 $ 8,788

Property and equipment included amounts acquired under capital leases of approximately $0 and $589
at January 2, 2021 and December 28, 2019, respectively, with related accumulated depreciation of
approximately $0 and $115, respectively. Total depreciation expense was $2,847 and $2,982 for the fiscal years
ended January 2, 2021 and December 28, 2019, respectively.

In May 2020, the Company entered into a lease agreement amendment related to our headquarters in
Woonsocket, Rhode Island. The agreement decreased the leased premises square footage and extended the
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current term, which was set to end in March 2021 prior to the amendment to June 2025. It additionally
granted two 5-year term extension options. The Company was accounting for the lease in Woonsocket as a sale-
leaseback with the building on the balance sheet as property and equipment, net and a corresponding
financing obligation in long-term liabilities. Upon the execution of the lease amendment, the Company re-
assessed the classification of the lease and determined it to be an operating lease, as the criteria for a sale-
leaseback had not been met. This resulted in the de-recognition of the building, from property and
equipment, of $2,357, net of accumulated depreciation and the addition of a right-of-use asset and
corresponding liability of $1,457.

4. INTANGIBLE ASSETS
Intangible assets consisted of the following:

For the
fiscal year ended

January 2, December 28,

2021 2019
Brand names . ... ... ... $ 10,900 $ 11,819
Patents and licenses . . ... ... ..t it 4,125 4,101
Customer relationships .. .......... .. ... ... . ... ... ... 6,946 6,946
Other intangibles . ............ ... ... . 1,882 1,882

23,853 24,748
Less: accumulated amortization ... ................... ..., (12,114) (11,852)
Intangible assets, net . . . ... ... ... $11,739  $ 12,896

The amortization period for the majority of the intangible assets ranges from 5 to 20 years for those
assets that have an estimated life; certain assets have indefinite lives (a brand name). Total of intangibles not
subject to amortization amounted to $8,400 for the fiscal years ended January 2, 2021 and December 28,
2019.

Amortization expense amounted to $501 and $738 for the fiscal years ended January 2, 2021 and
December 28, 2019, respectively. In the fourth quarter, the Company recorded an asset impairment charge
of $676 representing the remaining unamortized balance of the definite long-lived asset related to the
Company’s Born Free Holdings Limited (BFH) trademarks. This intangible asset was determined to have a
carrying value that was non-recoverable. The determination resulted from the Company’s decision to
dissolve the BFH entity which was completed in December 2020.

The Company performed its annual indefinite-lived intangible asset impairment analysis in the fourth
fiscal quarter. No asset impairment was recorded for the fiscal years ended January 2, 2021 and December 28,
2019.

Estimated amortization expense for the remaining definite-lived assets for the next five years is as
follows:

Fiscal Year ending

0 438

202 438

2023 e 438

2024 438

202 434
5. DEBT

Loan Agreement with Bank of America.

On October 15, 2020, the Company and its wholly owned subsidiary, Summer Infant (USA), Inc.,
became parties to a Third Amended and Restated Loan and Security Agreement (the “Loan Agreement”)
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with Bank of America, N.A., as agent, that provides for (i) a $40,000 asset-based revolving credit facility,
with a $5,000 unused letter of credit sub-line facility as of January 2, 2021, (ii) a $7,500 term loan and (iii) a
$2,500 FILO (first-in, last-out) loan. The Loan Agreement replaced the Company’s prior agreement with
BofA and term loan with Pathlight Capital.

Pursuant to the Loan Agreement, total borrowing capacity under the revolving credit facility is based
on a borrowing base, which is generally defined as 85% of eligible receivables plus the lesser of (i) 70% of
the value of eligible inventory (subject to certain limitations) or (i) 85% of the net orderly liquidation value
of eligible inventory, less applicable reserves. The scheduled maturity date of the loans under the revolving
credit facility is October 15, 2025 (subject to customary early termination provisions). Loans under the
revolving credit facility bear interest, at the Company’s option, at a base rate or at LIBOR, plus applicable
margins based on average quarterly availability. Interest payments are due monthly, payable in arrears. The
Company is also required to pay an annual non-use fee on unused amounts under the revolving credit
facility, as well as other customary fees as are set forth in the Loan Agreement. As of January 2, 2021, the
interest rate was 2.625% on LIBOR based revolver loans. The amount outstanding on the Restated BofA
Agreement at January 2, 2021 was $21,467. Total borrowing base at January 2, 2021 was $32,628 and
borrowing availability was $11,161.

The principal of the term loan is to be repaid, on a quarterly basis, in installments of $375, until paid
in full on termination and subject to mandatory repayment in certain circumstances. The scheduled maturity
date of the term loan is October 15, 2025 or earlier, if the revolving credit facility is terminated. The term
loan bears interest, at the Company’s option, at a base rate or at LIBOR, plus applicable margins, and interest
payments are due monthly, in arrears. As of January 2, 2021, the interest rate on LIBOR based term loans
and on base rate term loans was 3.875% and 5.750%, respectively. The amount outstanding on the term loan
under the Restated BofA Agreement was $7,125 as of January 2, 2021.

The total borrowing capacity under the FILO loan is the lesser of (i) the then applicable aggregate
FILO commitment amount and (ii) a borrowing base, generally defined as a specific percentage of the value
of eligible accounts, plus a specified percentage of the value of eligible inventory. The aggregate FILO
commitment amount as of January 2, 2021 was $2,344 with no further availability, and such amount will be
proportionately reduced each quarter until the FILO loan is terminated at maturity on October 15, 2024,
There can be no voluntary repayment on the FILO loan as long as there are loans outstanding under the
revolving credit facility, unless (i) there is an overadvance under the FILO loan, or (ii) such prepayment is
accompanied by a permanent dollar for dollar reduction in the aggregate FILO commitment amount
such that, after giving effect to such prepayment and reduction, the outstanding principal amount of the
FILO loan is equal to but does not exceed the lesser of (A) the aggregate FILO commitment amount and
(B) the FILO borrowing base. The FILO loan bears interest, at the Company’s option, at a base rate or at
LIBOR, plus applicable margins, and interest payments are due monthly, in arrears. As of January 2, 2021, the
interest rate on the LIBOR based FILO loans and on base rate FILO loans was 3.625% and 5.500%,
respectively.

All obligations under the Loan Agreement are secured by substantially all the assets of the Company,
and the Company’s subsidiaries, Summer Infant Canada Limited and Summer Infant Europe Limited, are
guarantors under the Loan Agreement. The Loan Agreement contains customary affirmative and negative
covenants. Among other restrictions, the Company is restricted in its ability to incur additional debt, make
acquisitions or investments, dispose of assets, or make distributions unless in each case certain conditions are
satisfied. Until the term loan and FILO loan have been repaid in full, the Company must maintain a fixed
charge coverage ratio at the end of each fiscal month of at least 1.00 to 1.00 for the twelve-month period then
ended. After the term loan and FILO loan have been repaid in full, the Company will be required to
maintain the fixed charge coverage ratio if availability falls below $5,000.

The Loan Agreement also contains customary events of default, including if the Company fails to
comply with any required financial covenants, if there is an event of default under the PPP Loan (described
below) and the occurrence of a change of control. In the event of a default, all of the obligations under
the Loan Agreement may be declared immediately due and payable. For certain events of default relating to
insolvency and receivership, all outstanding obligations become due and payable.
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As of January 2, 2021, under the Restated BofA Agreement, the interest rate on LIBOR based revolver
loans and on base rate revolver loans was 2.625% and 4.500%, respectively. The amount outstanding on the
Restated BofA Agreement at January 2, 2021 was $21,467. Total borrowing capacity at January 2, 2021
was $32,628 and borrowing availability was §11,161. The Company has not used any capacity under its letter
of credit facility.

Prior Bank of America Credit Facility. On June 28, 2018, the Company and Summer Infant (USA),
Inc., as borrowers, entered into a Second Amended and Restated Loan and Security Agreement with Bank
of America, N.A., as agent, the financial institutions party to the agreement from time to time as lenders, and
certain subsidiaries of the Company as guarantors (as amended, the “Restated BofA Agreement”). The
Restated BofA Agreement replaced the Company’s prior credit facility with Bank of America, and provided
for an asset-based revolving credit facility, with a $5,000 letter of credit sub-line facility. The total borrowing
capacity was based on a borrowing base, which was defined as 85% of eligible receivables plus the lesser of
(1) 70% of the value of eligible inventory or (ii) 85% of the net orderly liquidation value of eligible inventory,
less applicable reserves. The scheduled maturity date of loans under the Restated BofA Agreement was
June 28, 2023 (subject to customary early termination provisions). On October 15, 2020, the Restated
BofA Agreement was replaced by the Loan Agreement described above. Loans under the Restated BofA
Agreement bore interest, at the Company’s option, at a base rate or at LIBOR, plus applicable margins based
on average quarterly availability under the Restated BofA Agreement. Interest payments were due monthly,
payable in arrears.

Prior Term Loan Agreement. On June 28, 2018, the Company and Summer Infant (USA), Inc., as
borrowers, entered into a Term Loan and Security Agreement (as amended, the “Term Loan Agreement”)
with Pathlight Capital LLC, as agent, each lender from time to time a party to the Term Loan Agreement, and
certain subsidiaries of the Company as guarantors, providing for a $17,500 term loan (the “Term Loan”).

The principal of the Term Loan was being repaid, on a quarterly basis, in installments of $219, with
the first installment having been paid on December 1, 2018, until paid in full on termination, provided that,
in connection with the amendments to the Term Loan Agreement, principal payments for March, June
and September 2020 were suspended. The Term Loan was repaid in full on October 15, 2020. The refinancing
transaction was evaluated to determine the proper accounting treatment for the transaction. Accordingly,
debt extinguishment accounting was used to account for the prepayment of the prior term loan facility with
Pathlight Capital, LLC, resulting in a loss from the extinguishment of debt of $1,800 for the twelve months
ended January 2, 2021.

PPP Loan

On August 3, 2020, the Company received loan proceeds of $1,956 (the “PPP Loan”) pursuant to the
Paycheck Protection Program (“PPP”) administered by the U.S. Small Business Administration under the
U.S. CARES Act. The PPP Loan, which was in the form of a promissory note (the “PPP Note”), between the
Company and BofA, as the lender, matures on July 27, 2025 and bears interest at a fixed rate of 1% per
annum. Monthly principal and interest payments are deferred until (i) the date on which the amount of
forgiveness is remitted to the Company’s lender, (ii) the date on which the Company’s lender provides notice
that the Company is not entitled to loan forgiveness, and (iii) if a borrower does not apply for loan
forgiveness, 10 months after the date of the loan forgiveness covered period. The Company may voluntarily
prepay the borrowings in full with no associated penalty or premium. Under the terms of the PPP, the
principal and interest may be forgiven if the PPP Loan proceeds are used for qualifying expenses, including
payroll costs, rent and utility costs. There is no guaranty that all or a portion of this loan will be forgiven. The
PPP Note contains customary representations, warranties, and covenants for this type of transaction,
including customary events of default relating to, among other things, payment defaults and breaches of
representations and warranties or other provisions of the PPP Note. The occurrence of an event of default
may result in, among other things, the Company becoming obligated to repay all amounts outstanding under
the PPP Note. The PPP Loan balance of $1,956 is included in Other liabilities on the consolidated balance
sheet. On February 18, 2021, the Company applied for full forgiveness of the PPP loan through Bank of
America and the application is currently under review by Bank of America.
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Aggregate maturities of bank debt related to the Loan Agreement and the PPP Loan are as follows:

Fiscal Year ending:

2021 o 2,223
202 1,985
2023 2,516
2024 2,516
2025 and beyond . . ... 23,652
Total . .. $32,892

Unamortized debt issuance costs were $1,275 at January 2, 2021 and $2,398 at December 28, 2019, and
are presented as a direct deduction of long-term debt on the consolidated balance sheets.

Sale-Leaseback

On March 24, 2009, Summer Infant (USA), Inc., (“Summer USA”) the Company’s wholly owned
subsidiary, entered into a definitive agreement with Faith Realty II, LLC, a Rhode Island limited liability
company (“Faith Realty”) (the owner of which is Jason Macari, the former Chief Executive Officer, former
director of the Company, and current investor), pursuant to which Faith Realty purchased the corporate
headquarters of the Company located at 1275 Park East Drive, Woonsocket, Rhode Island (the
“Headquarters”), for $4,052 and subsequently leased the Headquarters back to Summer USA for an annual
rent of $390 during the initial seven year term of the lease, payable monthly and in advance. The original
lease was to expire on the seventh anniversary of its commencement. Mr. Macari had given a personal
guarantee to secure the Faith Realty debt on its mortgage; therefore, due to his continuing involvement in the
building transaction, the transaction had been recorded as a financing lease, with no gain recognition.

On February 25, 2009, the Company’s Board of Directors (with Mr. Macari abstaining from such action)
approved the sale leaseback transaction. In connection therewith, the Board of Directors granted a potential
waiver, to the extent necessary, if at all, of the conflict of interest provisions of the Company’s Code of
Ethics, effective upon execution of definitive agreements within the parameters approved by the Board. In
connection with granting such potential waiver, the Board of Directors engaged independent counsel to
review the sale leaseback transaction and an independent appraiser to ascertain (i) the value of the
Headquarters and (ii) the market rent for the Headquarters. In reaching its conclusion that the sale leaseback
transaction is fair to the Company, the Board of Directors considered a number of factors, including
Summer USA’s ability to repurchase the headquarters at 110% of the initial sale price at the end of the
initial term. The Company’s Audit Committee approved the sale leaseback transaction (as a related party
transaction) and the potential waiver and recommended the matter to a vote of the entire Board of Directors
(which approved the transaction).

On May 13, 2015, Summer USA entered into an amendment (the “Amendment”) to its lease dated
March 24, 2009 (the “Lease”) with Faith Realty (the “Landlord”). Pursuant to the Amendment, (i) the
initial term of the Lease was extended for two additional years, such that the initial term would end on
March 31, 2018, and the term of the Lease could be extended at Summer USA’s election for one additional
term of three years (rather than five years) upon twelve months’ prior notice, (ii) the annual rent for the last
two years of the newly amended initial term was set at $429 and the annual rent for the extension period, if
elected, was set at $468 and (iii) the Landlord agreed to provide an aggregate improvement allowance of not
more than $78 for the newly amended initial term, to be applied against Summer USA’s monthly rent, and
an additional improvement allowance of $234 for the extension term, if elected, to be applied against Summer
USA’s monthly rent during such extension term. The Amendment was reviewed and approved by the audit
committee because it was a related party transaction.

On January 22, 2018, Summer USA entered into a second amendment (the “Second Amendment”) to
the Lease. Pursuant to the Second Amendment, (i) the term of the Lease was extended to March 31, 2021,
with no further rights of extension, (ii) the annual rent for the last three years of the newly amended term was
set at $468, (ii1)) Summer USA no longer has the option to purchase the property subject to the Lease and
(iv) the Landlord and Summer USA agreed to certain expenses, repairs and modifications to the property that
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is subject to the Lease. The Second Amendment was reviewed and approved by the audit committee The tax effects of temporary differences that comprise the deferred tax liabilities and assets are as
because it was a related party transaction. follows:

January 2, December 28,

At December 28, 2019, approximately $441 of the lease obligation was included in accrued expenses, 2021 5019

with the balance of approximately $2,000 included in other liabilities, in the accompanying consolidated
balance sheet.

Deferred tax assets:

. . . Accountsreceivable . .. ... .. ... $§ 51 § 53
On May 1, 2020, Summer USA entered 1ntq a third amendment (the “Third Amendment”) to the. Inventory and Uniform Capitalization reserve . . . . . . ... ....... .. 475 506
Lease. The agreement decreased the leased premises square footage and extended the current term, which Interest deduction limitati 1643 1.880
was set to end in March 2021 prior to the amendment, to June 2025. It additionally granted two 5-year term nteres _ ¢ . 1'1c IO IMITATON e ’ ’
extension options. Upon the execution of the lease amendment, the Company re-assessed the classification Lease Liability and accrued expenses . ....................... 806 1,093
of the lease and determined it to be an operating lease, as the criteria for a sale-leaseback had not been met. Research and development credit . ......................... 2,292 2,547
This resulted in the de-recognition of the building of $2,357, net of depreciation and the addition of a right- Foreign tax credit . .. .. ... ..ot 795 795
of-use gf $1,457 along with a short-term lease liability and a long-term lease liability for $264 and $1,193, Net operating loss carry-forward . . . .. ..o ooooo 2.565 2.256
respectively.
Total deferred tax assets . . . . .. v it 8,627 9,130
6. INCOME TAXES Deferred tax liabilities:
D DY ST . red hensive tax legislati v referred t Intangible assetsand other . .. ....... ... ... .. ... .. .. ... (2,132) (2,099)
n December , the U.S. government enacted comprehensive tax legislation commonly referred to
as the Tax Cuts and Jobs Act (the “Tax Act”) that significantly revised the U.S. tax code effective January 1, ROU Assets and deferre'd TEML. e (833) (1,036)
2018 by, among other things, lowering the corporate income tax rate from a top marginal rate of 35% to a Property, plant and equipment . ........... ... oo 28 (54)
flat 21%, limiting deductibility of interest expense and performance based incentive compensation and Total deferred tax liabilities . .............. ... ... ... ... ...... (2,937) (3,189)
implementing a territorial tax system. As a result of the Tax Act in the fiscal year ending January 2, 2021 Valuation alloWance . . . . . . . . oo o oo (4,689) (4,945)

and December 28, 2019 the Company had non-deductible interest for tax purposes resulting in a deferred tax
asset in the amount of $1,643 and $1,880 respectively. The Company recorded a valuation allowance on
the value of this deferred tax asset until such time as it becomes more likely than not that this asset will be

Deferred tax liabilities and valuation allowance .................. (7,626) (8,134)
Net deferred income tax asset . . . . .. ..ottt $ 1,001 $ 996

recognized. ) ) ] ) )
The following reconciles the benefit for income taxes at the U.S. federal income tax statutory rate to the
The provision (benefit) for income taxes is summarized as follows: benefit in the consolidated financial statements:
Fiscal 2020  Fiscal 2019 Fiscal 2020  Fiscal 2019
Current: Tax benefit at statutoryrate . . . ......... ... ... $§ 207) S (644)
Federal . ... .. ... . . . . $108 5§ — State income taxes, net of U.S. federal income tax benefit ............ 5 150
Foreign .. ... ... . ... e 2 — Adjustment to uncertain tax position . ............... .. .. ... ... 7,543 —
State and local . ... .. .. ... 2 11 Stock Options . . . . . .. 5 17
Total CUTTENT . . . .\ oot et e e e 112 11 Foreign tax rate differential ... ........ ... ... ... ... . ... .. 2 Q)
Deferred: Taxcredits . . .. .o e 258 312
Federal ... ... ... . . %) $ 683 Worthless stock deduction . .. ........ ... ... . (7,435) —
FOTEign . ... 6 222 Non-deductible eXpenses . . . ... ..ot 149 117
State and local . ... ... ... 4 179 Expiration of unexercised stock options . ....................... 90 191
Total deferred . . . . . . . o o oo 5 1,084 Increase/(Decrease) in valuation allowance . ..................... (255) 927
Total ProviSion . . . . ..ot v it $117 $1,095 Other ... ... .. (38) 30
Total ProviSion . . . ..o § 117 $1,095

The income tax provision for the year ended January 2, 2021 was primarily the result of a deduction
related to a worthless stock loss in the Company’s investment in its wholly owned subsidiary, Born Free
Holdings Limited (“BFH”), net of reserve for uncertain tax positions. The Company, after analyzing the
facts and circumstances, determined to no longer invest in BFH and liquidated the entity. The Company has
maintained a permanent investment position and, therefore, has not previously recorded a deferred tax
asset for the basis difference in this entity. The original acquisition and financial results of this entity have
created an excess of tax basis over the book basis in which the worthless stock that will be deducted for income
tax purposes is approximately $26,933, resulting in an estimated net tax benefit of $7,435. The Company
analyzed this transaction and determined that this worthless stock deduction qualifies as an ordinary loss.
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While the Company believes this is a valid income tax deduction, due to the uncertain nature of worthless
stock deductions, the Company has determined this tax benefit to be an uncertain tax position. Accordingly,
the Company has fully reserved for the tax benefit associated with the worthless stock deduction.

As of January 2, 2021, the Company had approximately $3,807 of US federal and state net operating
loss carry forwards (or “NOLs”) to offset future federal taxable income. The federal NOL will begin to
expire in 2031 and the state NOL began to expire in 2020. As of January 2, 2021, the Company had
approximately $893, $304, $2,776, $644, and $2,165 of NOLs in Canada, Australia, Israel, Asia, and the
United Kingdom, respectively, which can be carried forward indefinitely.

Authoritative guidance requires a valuation allowance to reduce the deferred tax assets reported, if
based on the weight of the evidence, it is more likely than not that some portion or all of the deferred tax
assets will not be realized. After consideration of all evidence, including the Company’s past earnings history
and future earnings forecast, management determined that a valuation allowance in the amount of $2,251
at January 2, 2021 and $2,270 at December 28, 2019 relating to certain federal and state tax credits and foreign
NOLs was necessary. Due to the Tax Act, the Company determined a valuation allowance in the amount
of $2,438 at January 2, 2021 and $2,675 at December 28, 2019 relating to interest deduction limitations and
foreign tax credits was necessary.

We apply the accounting guidance in ASC 740 related to accounting for uncertainty in income taxes.
Our reserves related to taxes are based on a determination of whether, and how much of, a tax benefit taken
by us in our tax filings or positions is more likely than not to be realized following resolution of any
potential contingencies present related to the tax benefit.

A summary of the Company’s adjustment to its uncertain tax positions in fiscal years ended January 2,
2021 and December 28, 2019 is set forth below:

January 2, December 28,

2021 2019

Balance, at beginning of theyear . ............. ... ... . ... ... $ — $—
Increase for tax positions related to the currentyear ............. 7,543 —
Balance,atendof year ......... ... ... . ... .. ... m E

The unrecognized tax benefits mentioned above included an aggregate of $0 of accrued interest and
penalty balances related to uncertain tax positions. The Company recognizes interest and penalties related
to uncertain tax positions in income tax expense. The Company does not anticipate that its accrual for
uncertain tax positions will be reduced by a material amount over the next twelve month period, as it does not
expect to settle any potential disputed items with the appropriate taxing authorities nor does it expect the
statute of limitations to expire for any items.

The Company is subject to U.S. federal income tax, as well as to income tax of multiple state and
foreign tax jurisdictions. On a global basis, the open tax years subject to examination by major taxing
jurisdictions in which the Company operates is between two to six years.

7. SHARE BASED COMPENSATION

The Company is currently authorized to issue up to 188,889 shares for equity awards under the
Company’s 2012 Incentive Compensation Plan (as amended, “2012 Plan”). Periodically, the Company may
also grant equity awards outside of its 2012 Plan as inducement grants for new hires. The Company was
authorized to issue up to 333,334 shares for equity awards under its 2006 Performance Equity Plan (“2006
Plan”). In March 2017, the 2006 Plan expired and no additional equity awards can be granted under the 2006
Plan.

Under the 2012 Plan, awards may be granted to participants in the form of non-qualified stock
options, incentive stock options, restricted stock, deferred stock, restricted stock units and other stock-
based awards. Subject to the provisions of the plans, awards may be granted to employees, officers, directors,
advisors and consultants who are deemed to have rendered or are able to render significant services to the
Company or its subsidiaries and who are deemed to have contributed or to have the potential to contribute
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to the Company’s success. The Company accounts for options under the fair value recognition standard.
The application of this standard resulted in share-based compensation expense for the twelve months ended
January 2, 2021 and December 28, 2019 of $253 and $319, respectively. Share based compensation expense
is included in selling, general and administrative expenses.

As of January 2, 2021, there are 64,776 shares available to grant under the 2012 Plan.

Stock Options

The fair value of each option award is estimated on the date of grant using the Black-Scholes option
valuation model that uses the assumptions noted in the table below. The Company uses the simplified method
to estimate the expected term of the options for grants of “plain vanilla” stock options as prescribed by
the Securities and Exchange Commission. Forfeitures are estimated at the time of grant and revised, if
necessary, in subsequent periods if actual forfeitures differ from those estimates. Share-based compensation
expense recognized in the consolidated financial statements in fiscal 2019 and 2018 is based on awards
that are ultimately expected to vest.

The following table summarizes the weighted average assumptions used for options granted during the
fiscal years ended January 2, 2021 and December 28, 2019.

Fiscal 2020  Fiscal 2019

Expected life (in years) . .. ... ...t 4.7 5.0

Risk-free interestrate . ... ... ... . . .. i 0.3% 2.3%
Volatility . . . ... 98.9% 64.2%
Dividend yield . . . ... ... . 0.0% 0.0%
Forfeiturerate . . .. ... ... . .. 26.5% 24.2%

The weighted-average grant date fair value of options granted during the year ended January 2, 2021
was $2.61 per share. The weighted-average grant date fair value of options granted during the year ended
December 28, 2019 was $3.42 per share.

A summary of the status of the Company’s options as of January 2, 2021 and changes during the year
then ended is presented below:

Number Of  Weighted-Average

Shares Exercise Price
Outstanding at beginningof year ... ...................... 101,390 $14.35
Granted . . .. ... . e 21,433 $ 3.65
Exercisedorreleased . ... ....... ... .. ... .. ... ... ... (1,474) $ 7.53
Canceled or forfeited . .. ....... ... ... .. ... .. .. ... ...... (60,265) $14.03
Expired . ... ... (445) $70.11
Outstandingatend of year . ............................ 60,639 $10.63
Options exercisable at January 2,2021 .. .................... 28,175 $16.37

Outstanding stock options vested and expected to vest as of January 2, 2021 is 50,094. The intrinsic
value of options exercised totaled was $13 and $0 for the fiscal years ended January 2, 2021 and December 28,
2019, respectively.
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The following table summarizes information about stock options at January 2, 2021:

Options Outstanding Options Exercisable

Weighted Weighted
Remaining Average Remaining Average
Number Contractual  Exercise Number Contractual  Exercise

Range of Exercise Prices Outstanding  Life (years) Price Exercisable Life Price
$3.51-%6.00 ................. 19,071 8.4 $ 3.65 139 8.6 § 3.51
$6.01-3%9.00 ................. 16,154 8.0 $ 6.66 5,927 7.8 $ 6.86
$9.01-%18.00 . ................ 16,536 6.1 $14.89 13,231 6.0 $15.02
$18.01 -$32.00 . ............... 8,209 5.0 $22.26 8,209 5.0 $22.26
$32.01-%6696 ................ 669 % $57.72 669 % $57.72
60,639 7.1 $10.63 28,175 5.9 $16.37

The aggregate intrinsic value of options outstanding and exercisable at January 2, 2021 and
December 28, 2019 are $73 and $0, respectively. As of January 2, 2021, there was approximately $48 of
unrecognized compensation cost related to non-vested stock option awards, which is expected to be recognized
over a remaining weighted-average vesting period of 2.5 years.

Restricted Stock Awards

Restricted stock awards require no payment from the grantee. The related compensation cost of each
award is calculated using the market price on the grant date and is expensed equally over the vesting period.
A summary of restricted stock awards made in the year ended January 2, 2021, is as follows:

Number of  Grant Date

Shares Fair Value
Non-vested restricted stock awards as of December 28,2019 .......... 22,410 $10.78
Granted . ... ... 25,202 $ 9.14
Vestedandreleased . ....... ... ... . ... . . ... . ... (20,453)  $11.02
Forfeited . ... ... .. . . . . (12,192)  $ 9.56
Non-vested restricted stock awards as of January 2,2021 ... .......... 14,967 $ 8.68

As of January 2, 2021, there was approximately $57 of unrecognized compensation cost related to non-
vested stock compensation arrangements granted under the Company’s stock incentive plan for restricted
stock awards. That cost is expected to be recognized over the next 2.5 years.

On March 13, 2020, the Company completed a 1-for-9 reverse stock split reducing the outstanding
common shares to 2,108,743. Transactions that occurred prior to the completion of the reverse stock split
had the effect of being divided by nine.

8. PROFIT SHARING PLAN

Summer Infant (USA), Inc. maintains a defined contribution salary deferral plan under Section 401(k)
of the Internal Revenue Code. All employees who meet the plan’s eligibility requirements can participate.
Employees may elect to make contributions up to federal limitations. In 2007, the Company adopted a
matching plan which was further amended in 2013, and which was funded throughout the year. For the years
ended January 2, 2021 and December 28, 2019, the Company recorded 401(k) matching expense of $278
and $311, respectively.

9. MAJOR CUSTOMERS

Sales to the Company’s top seven customers together comprised approximately 87% of our sales in
fiscal 2020 and 81% of our sales in fiscal 2019. Of these customers, three generated more than 10% of sales
for fiscal 2020: Amazon.com (33%), Walmart (28%), and Target (17%). In fiscal 2019, three customers
generated more than 10% of sales: Amazon.com (26%), Walmart (25%), and Target (17%).
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10. COMMITMENTS AND CONTINGENCIES

Leases

The Company leases office space and distribution centers primarily related to its United States,
Canada, United Kingdom, and Hong Kong operations. In connection with these leases, there were no cash
incentives from the landlord to be used for the construction of leasehold improvements within the facility.

In May 2020, the Company entered into a lease agreement amendment related to our headquarters in
Woonsocket, Rhode Island. The agreement decreased the leased premises square footage and extended the
current term, which was set to end in March 2021 prior to the amendment to June 2025. It additionally
granted two 5-year term extension options. The Company was accounting for the lease in Woonsocket as
a sale-leaseback with the building on the balance sheet as property and equipment, net and a corresponding
financing obligation in long-term liabilities. Upon the execution of the lease amendment, the Company re-
assessed the classification of the lease and determined it to be an operating lease, as the criteria for a sale had
been met. As part of this re-classification, the Company derecognized the financing obligation of $2,390
from long-term liabilities and the amount related to the property and equipment, net of $2,357 from the
balance sheet and recorded a ROU asset and lease liability of $1,457 respectively. The Company did not
include either of the term extension options in the calculation of the ROU asset and lease liability.

In April 2020, the Company entered into a twelve-month sublease agreement for a portion of the
distribution warechouse located in Riverside, California. Fixed sublease payments received are recognized on
a straight-line basis over the sublease term in general and administrative expenses.

In February 2021, Summer USA extended its lease at its Riverside, California distribution center. The
existing lease was set to expire on September 30, 2021 and has been extended for 61 months through
October 31, 2026. The Company has not included this lease extension in the calculation of ROU asset and
lease liability as of January 2, 2021 because it was not reasonably certain that we would be extending this lease
until on or around the date that we entered into this agreement.

The Company identified and assessed the following significant assumptions in recognizing the right-of-
use asset and corresponding liabilities:

» Expected lease term — The expected lease term includes both contractual lease periods and, when
applicable, cancelable option periods when it is reasonably certain that the Company would exercise
such options. These leases have remaining lease terms between 0.75 and 4.5 years. The Woonsocket
lease has two 5-year extension options and the Canada lease has one 5-year extension option that
have not been included in the lease term.

* Incremental borrowing rate — The Company’s lease agreements do not provide an implicit rate. As
the Company does not have any external borrowings for comparable terms of its leases, the Company
estimated the incremental borrowing rate based on secured borrowings available to the Company
for the next 5 years. This is the rate the Company would have to pay if borrowing on a collateralized
basis over a similar term in an amount equal to the lease payments in a similar economic
environment.

* Lease and non-lease components — In certain cases the Company is required to pay for certain
additional charges for operating costs, including insurance, maintenance, taxes, and other costs
incurred, which are billed based on both usage and as a percentage of the Company’s share of total
square footage. The Company determined that these costs are non-lease components and they are not
included in the calculation of the lease liabilities because they are variable. Payments for these
variable, non-lease components are considered variable lease costs and are recognized in the period
in which the costs are incurred.
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The components of the Company’s lease expense for the years ended January 2, 2021 and December 28,
2019 were as follows:

Year Ended Year Ended
January 2, 2021  December 28, 2019
Operating lease cost ... ............................ $2,710 $2,499
Variablelease cost . . .. ... ... . 1,057 1,152
Less: subleaseincome . ....................0...... W) S
Total lease eXpense . . ... .. .ov vttt m m
Weighted-average remaining lease term . .. ............... 1.2 years 2.1 years
Weighted-average discountrate: . ...................... 5.00% 5.00%

Cash paid for amounts included in the measurement of the Company’s lease liabilities were $2,911 and
$2,613 for the years ended January 2, 2021 and December 28, 2019 respectively.

As of January 2, 2021, the present value of maturities of the Company’s operating lease liabilities were
as follows:

Fiscal Year Ending:
1 $2,477
202 642
2023 476
2024 325
. 163
Less imputed interest . .. ... ... ... ... (241)
Total . .. M

The future fixed sublease receipts under non-cancelable operating lease agreements as of January 2,
2021 are as follows:

Fiscal Year Ending:

202l $250

Thereafter . ... ... .. —
Total . .. ﬁ

Employment Contracts

In accordance with applicable local law, Summer Infant Europe Limited is required to have employment
contracts with all of its employees. In connection with these contracts, Summer Infant Europe Limited makes
individual pension contributions to certain employees at varying rates from 1-7% of the employee’s annual
salary, as part of their total compensation package. These pension contributions are expensed as incurred.
There are no termination benefit provisions in these contracts.

Litigation

The Company is a party to routine litigation and administrative complaints incidental to its business.
The Company does not believe that the resolution of any or all of such current routine litigation and
administrative complaints is likely to have a material adverse effect on the Company’s financial condition or
results of operations.

11. GEOGRAPHICAL INFORMATION

The Company sells products throughout the United States, Canada, and the United Kingdom, and
various other parts of the world. The Company does not disclose product line revenues as it is not practicable
for the Company to do so.
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The following is a table that presents net revenue by geographic area:

For the fiscal year

ended
January 2,  December 28,
2021 2019
United States . . . ... $140,173  $148,326
ANl Other . .. ... e 15,126 24,855

$155,299  $173,181

The following is a table that presents total assets by geographic area:

January 2, December 28,

2021 2019
United States . . ..o oot e $70,689 $80,693
ANLOther ... ... e 4,048 10,850

$74,737 $91,543

The following is a table that presents total long-lived assets by geographic area:

January 2, December 28,

2021 2019
United States . ... ... ... $19,983 $24,804
AILOther . ... ... 1,276 2,555

$21,259 $27,359

12. SUBSEQUENT EVENTS

The Company has evaluated all events or transactions that occurred after January 2, 2021 through the
date of this Annual Report on Form 10-K and does not have any disclosures here except as previously
disclosed in Note 10, Commitments and Contingencies, relating to the extension of our lease agreement at
our Riverside, California distribution center.
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