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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

CHARLES & COLVARD, LTD.
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Inventory, net
Note receivable
Prepaid expenses and other assets
Total current assets
Long-term assets:
Inventory, net
Property and equipment, net
Intangible assets, net
Operating lease right-of-use assets
Other assets
Total long-term assets
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Operating lease liabilities
Current maturity of long-term debt
Accrued expenses and other liabilities
Total current liabilities
Long-term liabilities:
Long-term debt, net
Noncurrent operating lease liabilities
Accrued income taxes
Total long-term liabilities
Total liabilities
Commitments and contingencies (Note 9)
Shareholders’ equity:
Common stock, no par value; 50,000,000 shares authorized; 29,852,950 and 28,949,410 shares issued and
outstanding at March 31, 2021 and June 30, 2020, respectively
Additional paid-in capital
Accumulated deficit
Total shareholders’ equity
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

See Notes to Condensed Consolidated Financial Statements.

March 31, 2021

(unaudited) June 30, 2020

$ 19,608,801 $ 13,993,032
66,572 624,202
2,138,158 670,718
12,639,062 7,443,257
250,000 -
1,091,723 1,177,860
35,794,316 23,909,069
16,307,138 23,190,702
930,679 999,061
191,508 170,151
4,123,956 584,143
49,657 51,461
21,602,938 24,995,518

$ 57,397,254 $ 48,904,587
$ 2920570 $ 3,748,235
516,576 622,493
643,000 193,000
2,052,958 1,922,332
6,133,104 6,486,060
322,000 772,000
3,782,296 203,003

9,407 7,947

4,113,703 982,950
10,246,807 7,469,010
55,932,808 54,342,864
25,575,521 25,880,165
(34,357,882)  (38,787,452)
47,150,447 41,435,577

$ 57,397,254 $ 48,904,587
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CHARLES & COLVARD, LTD.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)

Net sales
Costs and expenses:
Cost of goods sold
Sales and marketing
General and administrative
Total costs and expenses
Income (Loss) from operations
Other income (expense):
Interest income
Interest expense
Loss on foreign currency exchange
Total other (expense) income, net
Income (Loss) before income taxes
Income tax expense
Net income (loss)

Net income (loss) per common share:
Basic
Diluted

Weighted average number of shares used in computing net income (loss) per
common share:
Basic
Diluted

See Notes to Condensed Consolidated Financial Statements.

Three Months Ended March 31,

Nine Months Ended March 31,

2021 2020 2021 2020
9,436,056 $ 6,491,048 $ 29,509,140 $ 24,758,559
5,093,452 9,171,932 15,457,215 18,579,069
2,211,350 2,518,732 6,339,854 7,909,289
1,092,683 994,254 3,278,246 3,547,441
8,397,485 12,684,918 25,075,315 30,035,799
1,038,571 (6,193,870) 4,433,825 (5,277,240)

540 39,425 5,126 146,182
(2,412) (116) (7,318) (535)
- (206) (603) (1,058)
(1,872) 39,103 (2,795) 144,589
1,036,699 (6,154,767) 4,431,030 (5,132,651)
(472) (493) (1,460) (1,240)
1,036,227 $ (6,155260) $ 4429570 $ (5,133,891)
004 $ (0.21) $ 015 $ (0.18)
0.03 (0.21) 0.15 (0.18)
29,320,434 28,656,910 28,967,946 28,625,723
30,525,438 28,656,910 29,667,729 28,625,723
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CHARLES & COLVARD, LTD.

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Balance at June 30, 2020
Stock-based compensation
Issuance of restricted stock
Retirement of restricted stock
Net income

Balance at September 30, 2020
Stock-based compensation
Stock option exercises
Net income

Balance at December 31, 2020
Stock-based compensation
Stock option exercises
Net income

Balance at March 31, 2021

Balance at June 30, 2019
Issuance of common stock, net of offering costs
Stock-based compensation
Issuance of restricted stock
Retirement of restricted stock
Net income

Balance at September 30, 2019
Stock-based compensation
Net income

Balance at December 31, 2019
Stock-based compensation
Net loss

Balance at March 31, 2020

(unaudited)

Nine Months Ended March 31, 2021

Common Stock

Additional Total
Number of Paid-in Accumulated  Shareholders’
Shares Amount Capital Deficit Equity

28,949,410 $ 54,342,864 $ 25,880,165 $ (38,787,452) $ 41,435,577
- - 107,355 - 107,355

178,750 - - - -
(162,500) - - - -

- - - 874,266 874,266
28,965,660 $ 54,342,864 $ 25,987,520 $ (37,913,186) $ 42,417,198
- - 87,938 - 87,938

126,666 177,325 (62,326) - 114,999

- - - 2,519,077 2,519,077
29,092,326 $ 54,520,189 $ 26,013,132 $ (35,394,109) $ 45,139,212
- - 76,916 - 76,916

760,624 1,412,619 (514,527) - 898,092

- - - 1,036,227 1,036,227
29,852,950 $ 55,932,808 $ 25,575,521 $ (34,357,882) $ 47,150,447

Nine Months Ended March 31, 2020
Common Stock
Additional Total
Number of Paid-in Accumulated  Shareholders’
Shares Amount Capital Deficit Equity

28,027,569 $ 54,342,864 $ 24,488,147 $ (32,625,369) $ 46,205,642
630,500 - 932,480 - 932,480

- - 212,380 - 212,380

325,000 - - - -
(1,159) - - - -

- - - 207,319 207,319
28,981,910 $ 54,342,864 $ 25,633,007 $ (32,418,050) $ 47,557,821
- - 146,725 - 146,725

- - - 814,050 814,050
28,981,910 $ 54,342,864 $ 25,779,732 $ (31,604,000) $ 48,518,596
- - (144,628) - (144,628)
- - - (6,155,260) (6,155,260)
28,981,910 $ 54,342,864 $ 25,635,104 $ (37,759,260) $ 42,218,708

See Notes to Condensed Consolidated Financial Statements.
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CHARLES & COLVARD, LTD.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)
Nine Months Ended March 31,
2021 2020
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 4,429,570 $ (5,133,891)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amortization 419,511 366,322
Stock-based compensation 272,209 214,477
Provision for uncollectible accounts 53,514 151,000
Provision for sales returns 67,000 108,000
Inventory write-off 128,000 5,620,991
Provision for accounts receivable discounts 29,123 6,416
Changes in operating assets and liabilities:
Accounts receivable (1,617,077) 50,626
Inventory 1,559,759 (3,556,653)
Prepaid expenses and other assets, net (3,451,872) 326,146
Accounts payable (827,665) 678,501
Accrued income taxes 1,460 1,240
Accrued expenses and other liabilities 3,604,002 (404,713)
Net cash provided by (used in) operating activities 4,667,534 (1,571,538)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (346,112) (394,825)
Payment to fund note receivable (250,000) -
Payments for intangible assets (26,374) (71,347)
Net cash used in investing activities (622,486) (466,172)
CASH FLOWS FROM FINANCING ACTIVITIES:
Stock option exercises 1,013,091 -
Issuance of common stock, net of offering costs - 932,480
Net cash provided by financing activities 1,013,091 932,480
NET INCREASE (DECREASE) IN CASH, CASH EQUIVALENTS, AND RESTRICTED CASH 5,058,139 (1,105,230)
CASH, CASH EQUIVALENTS, AND RESTRICTED CASH, BEGINNING OF PERIOD 14,617,234 13,006,545
CASH, CASH EQUIVALENTS, AND RESTRICTED CASH, END OF PERIOD $ 19,675,373 $ 11,901,315
Supplemental disclosure of non-cash investing and financing activities:
Additions to right-of-use assets obtained from new operating lease liabilities $ 3,908,249 $ -
Supplemental disclosure of cash flow information:
Cash paid during the period for interest $ - 3 535
Cash paid during the period for income taxes $ 9,050 $ 2,050

See Notes to Condensed Consolidated Financial Statements.
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CHARLES & COLVARD, LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. DESCRIPTION OF BUSINESS

Charles & Colvard, Ltd. (the “Company”), a North Carolina corporation, was founded in 1995. The Company manufactures,
markets, and distributes Charles & Colvard Created Moissanite® (hereinafter referred to as moissanite or moissanite jewels) and
finished jewelry featuring moissanite, including Forever One™, our premium moissanite gemstone brand, for sale in the
worldwide fine jewelry market. The Company also markets and distributes Caydia™ lab grown diamonds and finished jewelry
featuring lab grown diamonds for sale in the worldwide fine jewelry market. Moissanite, also known by its chemical name silicon
carbide (“SiC”), is a rare mineral first discovered in a meteorite crater. Because naturally occurring SiC crystals are too small for
commercial use, larger crystals must be grown in a laboratory. Lab grown diamonds are also grown using technology that
replicates the natural diamond growing process. The only differentiation between that of a lab grown diamond and a mined
diamond is its origin. The result is a man-made diamond that is chemically, physically, and optically the same as those grown
beneath the earth’s surface. The Company sells loose moissanite jewels, loose lab grown diamonds, and finished jewelry
featuring both moissanite and lab grown diamonds at wholesale prices to distributors, manufacturers, retailers, and designers,
including some of the largest distributors and jewelry manufacturers in the world. The Company’s finished jewelry and loose
moissanite jewels and lab grown diamonds that are mounted into fine jewelry by other manufacturers are sold at retail outlets and
via the Internet. The Company sells at retail prices to end-consumers through its wholly owned operating subsidiary,
charlesandcolvard.com, LLC, third-party online marketplaces, drop-ship, and other pure-play, exclusively e-commerce outlets.
The Company also sells at discount retail prices to end-consumers on its own transactional website, moissaniteoutlet.com,
through charlesandcolvard.com, LLC.

2. BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Principles of Consolidation — The accompanying unaudited condensed consolidated financial
statements included in this Quarterly Report on Form 10-Q have been prepared in conformity with accounting principles
generally accepted in the United States of America (“U.S. GAAP”) for interim financial information. However, certain
information or footnote disclosures normally included in complete financial statements prepared in accordance with U.S. GAAP
have been condensed, or omitted, pursuant to the rules and regulations of the Securities and Exchange Commission (the “SEC”).
In the opinion of the Company’s management, the unaudited condensed consolidated financial statements in this Quarterly
Report on Form 10-Q include all normal and recurring adjustments necessary for the fair statement of the results for the interim
periods presented. The results for the three and nine months ended March 31, 2021 are not necessarily indicative of the results to
be expected for the fiscal year ending June 30, 2021.

The condensed consolidated financial statements as of and for the three and nine months ended March 31, 2021 and 2020
included in this Quarterly Report on Form 10-Q are unaudited. The balance sheet as of June 30, 2020 is derived from the audited
financial statements as of that date. The accompanying statements should be read in conjunction with the audited financial
statements and related notes contained in Item 8 of the Company’s Annual Report on Form 10-K (the “2020 Annual Report”) for
the fiscal year ended June 30, 2020 filed with the SEC on September 4, 2020.

The accompanying condensed consolidated financial statements as of and for the three and nine months ended March 31, 2021
and 2020, and as of the fiscal year ended June 30, 2020, include the accounts of the Company and its wholly owned subsidiaries
charlesandcolvard.com, LLC; Charles & Colvard Direct, LL.C; and Charles & Colvard (HK) Ltd., the Company’s Hong Kong
subsidiary, which was entered into dormancy as of September 30, 2020 following its re-activation in December 2017. Charles &
Colvard (HK) Ltd. previously became dormant in the second quarter of 2009 and has had no operating activity since 2008.
Charles & Colvard Direct, LL.C, had no operating activity during the nine-month periods ended March 31, 2021 or 2020. All
intercompany accounts have been eliminated.

Significant Accounting Policies — In the opinion of the Company’s management, except as discussed below, the Company’s
significant accounting policies used for the three and nine months ended March 31, 2021, are consistent with those used for the
fiscal year ended June 30, 2020. Accordingly, please refer to Note 2 to the Consolidated Financial Statements in the 2020 Annual
Report for the Company’s significant accounting policies.
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Reclassifications — Certain amounts in the Company’s condensed consolidated financial statements for the nine months ended
March 31, 2020 have been reclassified to conform to current presentation related to certain customer credit balances that were
reclassified from accounts payable to accrued expenses and other liabilities in the amount of approximately $274,000. These
reclassifications had no impact on the Company’s condensed consolidated financial position or condensed consolidated results of
operations as of or for the periods ended March 31, 2021 and 2020.

Use of Estimates — The preparation of financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities
at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period. As future
events and their effects, including the impact of the COVID-19 pandemic and the related responses, cannot be fully determined
with precision, actual results of operations, cash flow, and financial position could differ significantly from estimates. The most
significant estimates impacting the Company’s condensed consolidated financial statements relate to valuation and classification
of inventories, accounts receivable reserves, deferred tax assets, and revenue recognition. Changes in estimates are reflected in
the condensed consolidated financial statements in the period in which the change in estimate occurs.

Cash and Cash Equivalents — All highly liquid investments with an original maturity of three months or less from the date of
purchase are considered to be cash equivalents.

Restricted Cash — In accordance with cash management process requirements relating to the Company’s asset-based revolving
credit facility from White Oak Commercial Finance, LLC (“White Oak”), there are access and usage restrictions on certain cash
deposit balances for periods of up to two business days during which time such deposits are held by White Oak for the benefit of
the Company. During the period these cash deposits are held by White Oak, such amounts are classified as restricted cash for
reporting purposes on the Company’s condensed consolidated balance sheets. In the event that the Company has an outstanding
balance on its revolving credit facility from White Oak, restricted cash balances held by White Oak would be applied to reduce
such outstanding amounts.

The Company has full access to its cash balances without restriction following the period of time such cash is held by White Oak.
For additional information regarding the Company’s asset-based revolving credit facility, see Note 10, “Debt.”

The reconciliation of cash, cash equivalents, and restricted cash, as presented on the Condensed Consolidated Statements of Cash
Flows, consists of the following as of the dates presented:

March 31, June 30,
2021 2020
Cash and cash equivalents $ 19,608,801 $ 13,993,032
Restricted cash 66,572 624,202
Total cash, cash equivalents, and restricted cash $ 19,675,373 $ 14,617,234

Recently Adopted/Issued Accounting Pronouncements — Effective July 1, 2020, the Company adopted the new accounting
standard related to the measurement and disclosure of credit losses on financial instruments. The new guidance includes a current
expected credit loss (“CECL”) model that requires an entity to estimate credit losses expected over the life of an exposure or pool
of exposures based on historical information, current conditions, and supportable forecasts at the time the asset is recognized and
is measured at each reporting period. The new guidance principally aligns the Company’s accounting for its trade accounts
receivable with the economics of extending credit and improves its financial reporting by requiring timelier recording of related
credit losses.

The adoption of the new accounting standard did not have a material impact on the Company’s financial position or results of
operations and the Company did not record a cumulative-effect adjustment to retained earnings. The Company amended its
allowance for credit losses policy, as set forth below, for the implementation of the new accounting standard.

The Company records an allowance for credit losses, which includes a provision for expected losses based on historical write-
offs, adjusted for current conditions as deemed necessary, and a specific reserve for accounts deemed at risk. The allowance is the
Company’s estimate for accounts receivable as of the balance sheet date that ultimately will not be collected. Any changes in the
allowance are reflected in the results of operations in the period in which the change occurs. The Company writes-off accounts
receivable when it becomes probable, based upon customer facts and circumstances, that such amounts will not be collected.
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Effective July 1, 2020, the Company also adopted the new accounting standard in connection with accounting for implementation
costs incurred in a cloud computing arrangement that is a service contract. The new standard provides guidance to determine the
accounting for fees paid in connection with a cloud computing arrangement that may include a software license. The adoption of
this new accounting standard did not have a material impact on the Company’s financial position or results of operations.

In December 2019, the FASB issued guidance on simplifying the accounting for income taxes that is intended to reduce the
complexity while maintaining or improving the usefulness of tax disclosure information in financial statements. The new
guidance is effective for fiscal years beginning after December 15, 2020. The Company does not expect the impact of the new
guidance to have a material impact to the Company’s financial statements.

In March 2020, as amended in January 2021, in response to concerns about structural risks of interbank offered rates (“IBORs”),
and, particularly, the risk of cessation of the London Interbank Offered Rate (“LIBOR”), the FASB issued new guidance to ease
the burden in accounting for or recognizing the effects of referenced interest rate reform on financial reporting. The new guidance
is effective as of March 12, 2020 through December 31, 2022. As described in more detail in Note 10, “Debt”, borrowings under
the Company’s line of credit are based on a rate equal to the one-month LIBOR. As of March 31, 2021, the Company had not
borrowed against its line of credit, and therefore, is not subject to recognizing or disclosing any effect of referenced rate reform as
of its quarterly period ended March 31, 2021.

3. SEGMENT INFORMATION AND GEOGRAPHIC DATA

The Company reports segment information based on the “management” approach. The management approach designates the
internal reporting used by management for making operating decisions and assessing performance as the source of the
Company’s operating and reportable segments.

The Company manages its business through two operating and reportable segments based on its distribution channels to sell its
product lines, loose jewels and finished jewelry: its “Online Channels” segment, which consists of e-commerce outlets including
charlesandcolvard.com, moissaniteoutlet.com, third-party online marketplaces, drop-ship retail, and other pure-play, exclusively
e-commerce outlets; and its “Traditional” segment, which consists of wholesale and retail customers. The accounting policies of
the Online Channels segment and Traditional segment are the same as those described in Note 2, “Basis of Presentation and
Significant Accounting Policies” of this Quarterly Report on Form 10-Q and in the Notes to the Consolidated Financial
Statements in the 2020 Annual Report.

The Company evaluates the financial performance of its segments based on net sales; product line gross profit, or the excess of
product line sales over product line cost of goods sold; and operating income. The Company’s product line cost of goods sold is
defined as product cost of goods sold, excluding non-capitalized expenses from the Company’s manufacturing and production
control departments, comprising personnel costs, depreciation, leases, utilities, and corporate overhead allocations; freight out;
inventory write-downs; and other inventory adjustments, comprising costs of quality issues, and damaged goods.

The Company allocates certain general and administrative expenses between its Online Channels segment and its Traditional
segment based on net sales and number of employees to arrive at segment operating income. Unallocated expenses remain in its
Traditional segment.
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Summary financial information by reportable segment is as follows:

Three Months Ended March 31, 2021

Online
Channels Traditional Total
Net sales
Finished jewelry $ 4,902,964 $ 1,316,928 $ 6,219,892
Loose jewels 680,804 2,535,360 3,216,164
Total $ 5,583,768 $ 3,852,288 $ 9,436,056
Product line cost of goods sold
Finished jewelry $ 2,045,519 $ 1,006,417 $ 3,051,936
Loose jewels 246,302 1,222,036 1,468,338
Total $ 2,291,821 $ 2,228,453 $ 4,520,274
Product line gross profit
Finished jewelry $ 2,857,445 $ 310,511 $ 3,167,956
Loose jewels 434,502 1,313,324 1,747,826
Total $ 3,291,947 $ 1,623,835 $ 4,915,782
Operating income $ 751,953 $ 286,618 $ 1,038,571
Depreciation and amortization $ 67,373 $ 81,077 $ 148,450
Capital expenditures $ 22,770 $ 55,858 $ 78,628

Three Months Ended March 31, 2020

Online
Channels Traditional Total
Net sales
Finished jewelry $ 2922439 $ 557,729 $ 3,480,168
Loose jewels 915,818 2,095,062 3,010,880
Total $ 3,838,257 $ 2,652,791 $ 6,491,048
Product line cost of goods sold
Finished jewelry $ 1,286,865 $ 302,636 $ 1,589,501
Loose jewels 395,999 1,116,050 1,512,049
Total $ 1,682,864 $ 1,418,686 $ 3,101,550
Product line gross profit
Finished jewelry $ 1,635574 $ 255,093 $ 1,890,667
Loose jewels 519,819 979,012 1,498,831
Total $ 2,155,393 $ 1,234,105 $ 3,389,498
Operating loss $ (332,837) $ (5,861,033) $ (6,193,870)
Depreciation and amortization $ 49,333 $ 82,686 $ 132,019

Capital expenditures $ 34250 $ 39,347 $ 73,597
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Nine Months Ended March 31, 2021

Online
Channels Traditional Total
Net sales
Finished jewelry $ 15,114,765 $ 3,705,663 $ 18,820,428
Loose jewels 2,520,576 8,168,136 10,688,712
Total $ 17,635341 $ 11,873,799 $ 29,509,140
Product line cost of goods sold
Finished jewelry $ 6,242,635 $ 2,565,737 $ 8,808,372
Loose jewels 947,417 4,070,446 5,017,863
Total $ 7,190,052 $ 6,636,183 $ 13,826,235
Product line gross profit
Finished jewelry $ 8,872,130 $ 1,139,926 $ 10,012,056
Loose jewels 1,573,159 4,097,690 5,670,849
Total $ 10,445289 $ 5237,616 $ 15,682,905
Operating income $ 3,021,067 $ 1,412,758 $ 4,433,825
Depreciation and amortization $ 180,946 $ 238,565 $ 419,511
Capital expenditures $ 195,695 $ 150,417 $ 346,112

Nine Months Ended March 31, 2020

Online
Channels Traditional Total
Net sales
Finished jewelry $ 11,044,107 $ 2,732,403 $ 13,776,510
Loose jewels 2,584,534 8,397,515 10,982,049
Total $ 13,628,641 $ 11,129,918 $ 24,758,559
Product line cost of goods sold
Finished jewelry $ 4,739,488 $ 1,517,037 $ 6,256,525
Loose jewels 1,067,062 4,326,093 5,393,155
Total $ 5,806,550 $ 5,843,130 $ 11,649,680
Product line gross profit
Finished jewelry $ 6,304,619 $ 1,215,366 $ 7,519,985
Loose jewels 1,517,472 4,071,422 5,588,894
Total $ 7,822,091 $ 5,286,788 $ 13,108,879
Operating income (loss) $ 62,591 $ (5,339,831) $ (5,277,240)
Depreciation and amortization $ 131,356 $ 234966 $ 366,322

Capital expenditures $ 245,175 $ 149,650 $ 394,825
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The Company does not allocate any assets to the reportable segments, and, therefore, no asset information is reported to the chief
operating decision maker or disclosed in the financial information for each segment.

A reconciliation of the Company’s product line cost of goods sold to cost of goods sold as reported in the condensed consolidated
financial statements is as follows:

Three Months Ended March 31, Nine Months Ended March 31,

2021 2020 2021 2020
Product line cost of goods sold $ 4,520,274 $ 3,101,550 $ 13,826,235 $ 11,649,680
Non-capitalized manufacturing and production control expenses 398,073 286,722 1,122,715 1,104,241
Freight out 191,700 153,081 683,580 425,433
Inventory write-off 23,000 5,471,992 128,000 5,620,991
Other inventory adjustments (39,595) 158,587 (303,315) (221,276)
Cost of goods sold $ 5,093,452 $ 9,171,932 $ 15,457,215 $ 18,579,069

The Company recognizes sales by geographic area based on the country in which the customer is based. Sales to international
end consumers made through the Company’s transactional websites, charlesandcolvard.com and moissaniteoutlet.com, are
included in international sales for financial reporting purposes. A portion of the Company’s Traditional segment sales made to
international wholesale distributors represents products sold internationally that may be re-imported to U.S. retailers.

The following presents net sales by geographic area:

Three Months Ended March 31, Nine Months Ended March 31,

2021 2020 2021 2020
Net sales
United States $ 8,969,267 $ 6,153,787 $ 27,857,667 $ 22,560,974
International 466,789 337,261 1,651,473 2,197,585
Total $ 9,436,056 $ 6,491,048 $ 29,509,140 $ 24,758,559
4, FAIR VALUE MEASUREMENTS

Under U.S. GAAP, fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. U.S. GAAP also establishes a hierarchy for inputs used
in measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs by requiring
that the most observable inputs be used when available. Observable inputs are obtained from independent sources and can be
validated by a third party, whereas unobservable inputs reflect assumptions regarding what a third party would use in pricing an
asset or liability. The fair value hierarchy consists of three levels based on the reliability of inputs, as follows:

Level 1. Quoted prices in active markets for identical assets and liabilities;
Level 2. Inputs other than Level 1 quoted prices that are directly or indirectly observable; and
Level 3. Unobservable inputs that are not corroborated by market data.

The Company evaluates assets and liabilities subject to fair value measurements on a recurring and non-recurring basis to
determine the appropriate level to classify them for each reporting period. This determination requires significant judgments to be
made by management of the Company. The financial instruments identified as subject to fair value measurements on a recurring
basis are cash and cash equivalents, notes receivable, trade accounts receivable, and trade accounts payable. All financial
instruments, including but not limited to the note receivable, are reflected in the condensed consolidated balance sheets at
carrying value, which approximates fair value due to the short-term nature of these financial instruments.

Assets that are measured at fair value on a non-recurring basis include property and equipment, leasehold improvements, and

intangible assets comprising patents, license rights, and trademarks. These items are recognized at fair value when they are
considered to be impaired. For the nine months ended March 31, 2021 and 2020, no impairment was recorded.
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5. INVENTORIES

The Company’s total inventories, net of reserves, consisted of the following as of the dates presented:

March 31, June 30,
2021 2020
Finished jewelry:
Raw materials $ 1,298,234 $ 821,536
Work-in-process 1,038,718 602,390
Finished goods 7,514,587 6,019,985
Finished goods on consignment 2,104,358 2,297,907
Total finished jewelry $ 11,955,897 $ 9,741,818
Loose jewels:
Raw materials $ 1,795,625 $ 3,526,399
Work-in-process 9,531,730 10,453,586
Finished goods 5,356,833 6,619,487
Finished goods on consignment 206,441 204,635
Total loose jewels 16,890,629 20,804,107
Total supplies inventory 99,674 88,034
Total inventory $ 28,946,200 $ 30,633,959

As of the dates presented, the Company’s total inventories, net of reserves, are classified as follows:

March 31, June 30,
2021 2020
Short-term portion $ 12,639,062 $ 7,443,257
Long-term portion 16,307,138 23,190,702
Total $ 28,946,200 $ 30,633,959

The Company’s work-in-process inventories include raw SiC crystals on which processing costs, such as labor and sawing, have
been incurred; and components, such as metal castings and finished good moissanite jewels, that have been issued to jobs in the
manufacture of finished jewelry. The Company’s moissanite jewel manufacturing process involves the production of
intermediary shapes, called “preforms,” that vary depending upon the expected size and shape of the finished jewel. To maximize
manufacturing efficiencies, preforms may be made in advance of current finished inventory needs but remain in work-in-process
inventories. As of March 31, 2021 and June 30, 2020, work-in-process inventories issued to active production jobs approximated
$1.88 million and $1.34 million, respectively.

The Company’s moissanite and lab grown diamond jewels do not degrade in quality over time and inventory generally consists of
the shapes and sizes most commonly used in the jewelry industry. In addition, the majority of jewel inventory is not mounted in
finished jewelry settings and is therefore not subject to fashion trends, and product obsolescence is closely monitored and
reviewed by management as of and for each financial reporting period.

The Company manufactures finished jewelry featuring moissanite and lab grown diamonds. Relative to loose moissanite jewels
and lab grown diamonds, finished jewelry is more fashion-oriented and subject to styling trends that could render certain designs
obsolete over time. The majority of the Company’s finished jewelry featuring moissanite and lab grown diamonds is held in
inventory for resale and largely consists of such core designs as stud earrings, solitaire and three-stone rings, pendants, and
bracelets that tend not to be subject to significant obsolescence risk due to their classic styling. In addition, the Company
generally holds smaller quantities of designer-inspired and trend moissanite fashion jewelry that is available for resale through
retail companies and through its Online Channels segment. The Company also carries a limited amount of inventory as part of its
sample line that the Company uses in the selling process to its customers.

The Company’s continuing operating subsidiaries carry no net inventories, and inventory is transferred without intercompany
markup from the parent entity as product line cost of goods sold when sold to the end consumer.
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The Company’s inventories are stated at the lower of cost or net realizable value on an average cost basis. Each accounting period
the Company evaluates the valuation and classification of inventories including the need for potential adjustments to inventory-
related reserves, which also include significant estimates by management. Changes to the Company’s inventory reserves and
allowances are accounted for in the accounting period in which a change in such reserves and allowances is observed and deemed
appropriate, including changes in management’s estimates used in the process to determine such reserves and valuation
allowances.

6. NOTE RECEIVABLE

On March 5, 2021, the Company entered into a $250,000 convertible promissory note agreement (the “Convertible Promissory
Note”) with an unrelated third-party strategic marketing partner. The Convertible Promissory Note is unsecured and matures on
March 5, 2022 (the “Maturity Date”). The Company has accounted for the Convertible Promissory Note as a current note
receivable within the accompanying condensed consolidated financial statements. Interest is accrued at a simple rate of 0.14%
per annum and will accrue until the Convertible Promissory Note is converted in accordance with the conversion privileges
contained within the Convertible Promissory Note or is repaid. Principal outstanding during an event of default accrues interest at
the rate of 5% per annum. Accrued and unpaid interest on the Convertible Promissory Note is classified as a current asset and
included in prepaid expenses and other assets in the accompanying condensed consolidated financial statements.

Subject to the borrower’s completion of a specified equity financing transaction (an “Equity Financing”) on or prior to the
Maturity Date, the unpaid principal amount, including accrued and unpaid interest, automatically converts into equity units of the
most senior class of equity securities issued to investors in the Equity Financing. Unless converted as provided in the Convertible
Promissory Note, the principal amount, including accrued and unpaid interest, will, on the Maturity Date, at the Company’s
option either (i) become due and payable to the Company, or (ii) convert into equity units at the specified conversion price in
accordance with the terms of the Convertible Promissory Note.

7. ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities, current, consist of the following as of the dates presented:

March 31, June 30,
2021 2020
Accrued compensation and related benefits $ 726,294 $ 395,006
Deferred revenue 680,389 794,740
Accrued sales tax 506,746 295,651
Accrued cooperative advertising 81,644 89,517
Accrued severance 57,884 338,355
Other 1 9,063
Total accrued expenses and other liabilities $ 2,052,958 $ 1,922,332

8. INCOME TAXES

The Company recognized a net income tax expense of approximately $500 related to estimated taxes, penalties, and interest
associated with uncertain tax positions for each of the three months ended March 31, 2021 and 2020, and a net income tax
expense of approximately $1,000 also related to estimated taxes, penalties, and interest associated with uncertain tax positions for
each of the nine months ended March 31, 2021 and 2020.

As of each reporting date, the Company’s management considers new evidence, both positive and negative, that could impact its
view with regard to future realization of deferred tax assets. As of March 31, 2021 and June 30, 2020, management determined
that sufficient negative evidence continued to exist to conclude it was uncertain that the Company would have sufficient future
taxable income to utilize its deferred tax assets. Therefore, the Company continued to maintain a full valuation allowance against
its deferred tax assets as of March 31, 2021 and June 30, 2020.
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9. COMMITMENTS AND CONTINGENCIES
Lease Arrangements

On December 9, 2013, the Company entered into a Lease Agreement, as amended on December 23, 2013, April 15, 2014, and
January 29, 2021 (the “Lease Agreement”), for its corporate headquarters, which occupies approximately 36,350 square feet of
office, storage and light manufacturing space and is classified as an operating lease for financial reporting purposes. The
expiration date of the base term of the Lease Agreement in effect as of March 31, 2021 is October 31, 2026 and the terms of the
Lease Agreement contain no early termination provisions. Provided there is no outstanding uncured event of default under the
Lease Agreement, the Company has an option to extend the lease term for a period of five years. The Company’s option to extend
the term of the Lease Agreement must be exercised in writing on or before 270 days prior to expiration of the then-current term.
If the options are exercised, the monthly minimum rent for each of the extended terms will be adjusted to the then prevailing fair
market rate.

The Company took possession of the leased property on May 23, 2014, once certain improvements to the leased space were
completed and did not have access to the property before this date. Upon execution of the third amendment to the Lease
Agreement (the “Lease Amendment”) on January 29, 2021, the Lease Amendment included a rent abatement in the amount of
approximately $214,000, which is reflected in the rent payments used in the calculation of the right-of-use (“ROU”) asset and
lease liability once remeasured upon the execution of the Lease Amendment to extend the lease term. The Lease Amendment also
included an allowance for leasehold improvements offered by the landlord in an amount not to exceed approximately $545,000.
Once such costs have been incurred, the Company will be reimbursed for 