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TILE SHOP HOLDINGS, INC.

(Exact Name Of Registrant As Specified In Its Charter)

Delaware 45-5538095

(State of Incorporation) (I.R.S. Employer Identification No.)

14000 Carlson Parkway, Plymouth Minnesota 55441

(Address of principal executive offices)(Zip Code)

(763) 852-2901

(Registrant’s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such
files).    x Yes    ¨  No

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

Large accelerated filer  ¨ Accelerated filer x
Non-accelerated filer   ¨ (Do not check if a smaller reporting company) Smaller reporting company ¨

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

As of November 7, 2012, there were 42,981,985 shares of the registrant’s common stock, par value $0.0001 per share,
outstanding. 
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Explanatory Note

This Amendment No. 1 (“Amendment”) to our Quarterly Report on Form 10-Q for the period ended September 30,
2012, as filed with the Securities and Exchange Commission (“SEC”) on November 9, 2012 (the “Form 10-Q”), is being
filed to reflect a restatement to our unaudited condensed consolidated financial statements for the three and nine
months ended September 30, 2012. As disclosed on our Form 8-K filed with the SEC on February 20, 2013, the
restatement relates to the classification of the Company’s outstanding common stock purchase warrants (the “warrants”)
as derivative liabilities and the recognition of a non-cash charge related to the change in the fair value of the warrants
from August 21, 2012 to September 30, 2012, pursuant to Accounting Standards Codification (“ASC”) Subtopic 815-40,
Contracts in Entity’s Own Equity.

We have also amended and restated in its entirety Management’s Discussion and Analysis of Financial Condition and
Results of Operations, solely to reflect the effect of the restatement.

In addition, pursuant to Rule 12b-15 under the Securities Exchange Act of 1934, the certifications required by Section
302 and Section 906 of the Sarbanes-Oxley Act of 2002, filed and furnished, respectively, as exhibits to the Form
10-Q, have been re-executed as of the date of this Amendment and are filed and furnished, respectively, as exhibits
hereto, as set forth in Item 6 of this Amendment.

No other changes have been made to the Form 10-Q other than as described above; accordingly, only those items
affected by the restatement have been filed herein. This Amendment does not reflect subsequent events occurring after
the original filing date of the Form 10-Q.

-2-
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Tile Shop Holdings, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets 
as of September 30, 2012, and December 31, 2011

(unaudited)

September
30, 2012

December 31,
2011

Restated
ASSETS
Current assets:
Cash and cash equivalents $5,960,648 $6,283,477
Restricted cash 1,000,000 -
Trade receivables, net 1,096,958 738,814
Inventories 40,662,276 43,743,872
Prepaid expenses 7,450,564 3,838,402
Note receivable from member - 1,205,134
Deferred tax asset - current 5,216,960 -
Other current assets 428,766 381,631
Total current assets 61,816,172 56,191,331
Property, plant and equipment, net 71,302,603 62,065,287
Note receivable from member - -
Deferred tax asset 27,906,640 -
Other assets 804,466 748,876
TOTAL ASSETS 161,829,881 $119,005,493

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $15,639,145 $10,317,497
Current portion of long term debt 360,000 559,286
Accrued wages and salaries 2,541,262 2,617,219
Other accrued liabilities 4,350,768 3,399,474
Current portion of capital lease obligation 225,399 194,200
Current portion of promissory note including accrued interest 3,805,846 -
Deferred compensation 6,014,470 -
Distributions payable to members - 4,251,346
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Total current liabilities 32,936,890 21,339,022
Long-term debt 1,085,000 2,445,000
Capital lease obligation 1,479,460 1,654,448
Deferred rent 17,751,439 15,583,409
Promissory note 66,271,111 -
Warrant liability 56,690,230
Deferred compensation and other liabilities - 2,836,683
TOTAL LIABILITIES 176,214,130 43,858,562

Commitments and contingencies

Stockholders’ equity:
Common stock, par value 0.0001; authorized: 100,000,000 shares; issued: 42,891,985
shares 4,289 3,200

Preferred stock, par value $.0001; authorized: 10,000,000 shares; issued 0 shares - -
Additional paid-in-capital 4,000,359 8,174,685
Treasury units - (261,168 )
Retained earnings (deficit) (18,388,897 ) 67,230,214
Total stockholders’ equity (deficit) (14,384,249 ) 75,146,931
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT) 161,829,881 $119,005,493

The accompanying notes are an integral part of these condensed consolidated financial statements.

-4-

Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-Q/A

7



Tile Shop Holdings, Inc. and Subsidiaries

Condensed Consolidated Statements of Income
for the three months and nine months ended September 30, 2012 and 2011 

(Unaudited)

Three months ended
September 30

Nine months ended
September 30

2012 2011 2012 2011
Restated Restated

Net sales $44,288,400 $37,083,846 $136,463,028 $115,014,677
Cost of sales 12,196,858 9,872,598 37,025,108 30,297,496
Gross profit 32,091,542 27,211,248 99,437,920 84,717,181
Selling, general and administrative expenses 23,899,183 19,992,329 68,605,613 58,224,776
Deferred compensation expense 2,623,739 373,542 3,896,799 966,439
Income from operations 5,568,620 6,845,377 26,935,508 25,525,966
Interest expense 450,406 97,498 626,023 296,839
Change in fair value of warrants 41,706,599 - 41,706,599 -
Other income (expense) 1,386 6,961 23,052 36,116
Income (loss) before income taxes (36,586,999) 6,754,840 (15,374,062 ) 25,265,243
Benefit (provision) for income taxes 4,722,486 (153,172 ) 4,298,866 (578,603 )
Net income (loss) $(31,864,513) $6,601,668 $(11,075,196 ) $24,686,640

Weighted-average shares outstanding – basic and diluted 36,581,888 32,000,000 33,544,079 32,000,000
Earnings (loss) per shares - basic and diluted $(0.87 ) $0.21 $(0.33 ) $0.77

Pro forma computation related to conversion to C
Corporation for income tax purposes
Historical income (loss) before income taxes $(36,586,999) $6,754,840 $(15,374,062 ) $25,265,243
Pro forma benefit (provision) for income taxes (2,150,232 ) (2,837,033 ) (11,059,666 ) (10,611,402 )
Pro forma net income (loss) $(38,737,231) $3,917,807 $(26,433,728 ) $14,653,841

Pro forma weighted average shares outstanding - basic
and diluted 42,536,387 42,534,884 42,535,391 42,534,884

Pro forma earnings (loss) per share  - basic and diluted $(0.91 ) $0.09 $(0.62 ) $0.34

The accompanying notes are an integral part of these condensed consolidated financial statements.

-5-
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Tile Shop Holdings, Inc. and Subsidiaries

Condensed Consolidated Statements  of Stockholders’ Equity (Deficit)
for the year ended December 31, 2011 and the nine months ended September 30, 2012

(unaudited)

Common stock Restated Restated

Shares Amount
Additional
paid-in-
capital

Treasury
units

Retained
earnings
(deficit)

Restated
Total

Balance at January 1, 2011 32,000,000 $ 3,200 $ 8,258,685 $ (261,168 )$ 61,436,401 $69,437,118
Redemption of common units
of Tile Shop LLC - - (84,000 ) - (1,400,200 ) (1,484,200 )

Distributions to members of
Tile Shop LLC - - - - (24,165,867 ) (24,165,867)

Net income - - - - 31,359,880 31,359,880
Balance at December 31,
2011 32,000,000 3,200 8,174,685 (261,168 ) 67,230,214 75,146,931

Merger of JWC Acquisition
Corp 10,534,884 1,054 (13,908,531 ) - - (13,907,477)

Issuance of promissory note - - (17,282,304 ) - (52,488,806 ) (69,771,110)
Distributions to members of
Tile Shop LLC - - - - (22,055,109 ) (22,055,109)

Cancellation of treasury units - - (261,168 ) 261,168 - -
Issuance of restricted shares 295,000 30 (30 ) - - -
Exercise of warrants 52,101 5 765,358 - - 765,363
Stock based compensation - - 835,515 - - 835,515
Expenses for business
combination - - (2,146,766 ) - - (2,146,766 )

Deferred income taxes - - 27,823,600 - - 27,823,600
Net loss - - - - (11,075,196 ) (11,075,196)
Balance at September 30,
2012 42,881,985 $ 4,289 $ 4,000,359 $ 0 (18,388,897 ) (14,384,249)

The accompanying notes are an integral part of these condensed consolidated financial statements. 
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Tile Shop Holdings, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows
for the nine months ended September 30, 2012 and 2011 

(unaudited)

Nine months
ended
September
30, 2012

Nine months
ended
September
30, 2011

Restated
Cash Flows From Operating Activities
Net income (loss) $(11,075,196) $24,686,640
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Change in fair value of warrants 41,706,599
Depreciation and amortization 7,542,914 6,158,196
Loss on disposals of property, plant and equipment 6,261 60,695
Deferred rent 2,168,030 1,466,284
Stock based compensation 263,347 -
Deferred compensation expense 3,896,799 966,439
Deferred income taxes (5,300,000 ) -
Changes in operating assets and liabilities:
Trade receivables (358,144 ) 32,588
Inventories 3,081,596 (7,346,578 )
Prepaid expenses and other current assets (3,714,886 ) (2,310,552 )
Accounts payable 4,721,780 (973,693 )
Accrued expenses and other liabilities (1,399,007 ) 856,687
Net cash provided by operating activities 41,540,092 23,596,706

Cash Flows From Investing Activities
Purchases of property, plant and equipment (16,186,622) (11,371,746)
Restricted cash (1,000,000 ) -
Net cash used in investing activities (17,186,622) (11,371,746)

Cash Flows From Financing Activities
Repayments of long-term debt and capital lease obligations (1,703,074 ) (617,964 )
Borrowings on long-term debt -
Distributions to members of Tile Shop LLC (26,306,455) (13,470,697)
Redemption of common units
Proceeds from exercise of warrants 599,161 -
Cash received in merger with JWC Acquisition Corp (refer note 2) 62,904,424 -
Proceeds from issuance of common shares to JWC Acquisition Corp's shareholders 15,000,000 -
Payment to members of Tile Shop LLC for contribution (75,000,000) -
Expenses for business combination (1,075,489 ) -
Payment towards special cash distribution units (300,000 ) -
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Receipt on note from member 1,205,134 -
Net cash used in financing activities (24,676,299) (14,088,661)

Net change in cash (322,829 ) (1,863,701 )

Cash and cash equivalents beginning of period 6,283,477 14,116,594
Cash and cash equivalents end of period $5,960,648 $12,252,893
Supplemental disclosure of cash flow information
Cash paid for interest $297,312 $296,839
Cash paid for income taxes $437,688 $586,362
Non cash items
Issuance of promissory note as a part of merger transaction $69,771,111 $-
Increase in accrued expenses and APIC through merger transactions $1,662,068 $-
Increase in APIC for transaction costs $2,146,766 $-
Increase in APIC for warrant liability $15,149,833 $-
Conversion of warrants from equity to liability $1,567,904 $-

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Tile Shop Holdings, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
(unaudited) 

Note 1: Organization and Nature of Business

The Tile Shop, LLC (“The Tile Shop”) was formed on December 30, 2002, as a Delaware limited liability company
(LLC) and began operations on January 1, 2003. Tile Shop Holdings, Inc. (the “Company”) was incorporated under the
laws of the state of Delaware in 2012 as a wholly-owned subsidiary of The Tile Shop. The Company was formed for
the purpose of consummating the transactions contemplated by the Contribution and Merger Agreement (the
“Contribution and Merger Agreement”), dated June 27, 2012, by and among JWC Acquisition Corp., a Delaware
corporation (“JWCAC”), The Tile Shop, the member of The Tile

Shop other than ILTS, LLC, a Delaware limited liability company (“ILTS”), Nabron International, Inc., a Bahamas
corporation (“Nabron”), Tile Shop Merger Sub, Inc., a Delaware corporation (“Merger Sub”), and Peter J. Jacullo III, as
representative (“Business Combination”), which was completed on August 21, 2012 and is fully discussed in Note 2
below. JWCAC was incorporated under the laws of the state of Delaware in 2010 for the purpose of effecting a
merger, capital stock exchange, asset acquisition, stock purchase, reorganization, or similar business combination
involving JWCAC and one or more businesses.

The Company and subsidiaries are engaged in the sale of tile and flooring products. The Company also fabricates or
manufactures certain products in Michigan and Wisconsin. The Company’s primary market is retail sales to
consumers; however, the Company does have sales to contractors. As of September 30, 2012, the Company had 62
stores and an on-line retail operation. The retail stores are located in Minnesota, Wisconsin, Kansas, Illinois,
Michigan, Ohio, Indiana, Maryland, Missouri, Kentucky, New York, Virginia, Iowa, North Carolina, New Jersey,
Tennessee, Nebraska, Delaware, Georgia, and Pennsylvania. The Company also has distribution centers located in
Wisconsin, Michigan, and Virginia.

Note 2: Business Combination

On August 21, 2012, pursuant to the terms of the Contribution and Merger Agreement, the Business Combination was
consummated. The members of The Tile Shop other than ILTS contributed their membership interests in The Tile
Shop to the Company, and Nabron contributed its membership interest in ILTS to the Company (the “Contribution”), in
exchange for (i) a cash payment of $75 million, (ii) 32,000,000 shares of the Company’s common stock valued at $320
million, and (iii) promissory notes issued by the Company in the aggregate principal amount of $69.8 million. As a
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result of the Contribution, all ownership interests in The Tile Shop were contributed to the Company.

Prior to the Business Combination, certain JWCAC shareholders exercised their redemption rights with respect to 5.5
million shares of JWCAC public stock, which were redeemed at the closing of the Business Combination.
Immediately thereafter and concurrently with the Contribution, Merger Sub merged with and into JWCAC, with
JWCAC surviving (the “Merger”). In connection with the Merger, (i) each remaining outstanding share of JWCAC
common stock was exchanged for one share of the Company’s common stock and (ii) each outstanding JWCAC
warrant (17,833,333) that was formerly exercisable for one share of JWCAC common stock became exercisable for
one share of the Company’s common stock.

In connection with the Business Combination, certain members of the JWC Acquisition LLC, an affiliate of JWCAC,
purchased 1,500,000 shares of the Company’s common stock from the Company in a private placement at a purchase
price of $10.00 per share, and the members of The Tile Shop withdrew $12.9 million of cash from The Tile Shop by
way of dividend.

As result of the Business Combination, the Company owns, directly or indirectly, all of the equity in The Tile Shop,
ILTS, and JWCAC. Immediately following closing of the Business Combination, the former members of The Tile
Shop and the former JWCAC stockholders hold 75.2% and 24.8%, respectively, of the issued and outstanding shares
of common stock of the Company.

-8-
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Tile Shop Holdings, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
(unaudited) 

Note 2: Business Combination (continued)

The number of shares of common stock of the Company issued and outstanding immediately following the
consummation of the Business Combination is summarized as follows:

Number of
Shares

JWCAC public shares outstanding prior to the Business Combination 12,500,000
JWCAC founder shares 2,034,884
Total JWCAC shares outstanding prior to the Business Combination 14,534,884
Less: redemption of JWCAC public shares (5,500,000 )
Total JWCAC shares outstanding immediately prior to the effective date of the Business Combination 9,034,884
Common shares issued as consideration to members of The Tile Shop 32,000,000
Common shares issued to sponsor of JWCAC 1,500,000
Total common shares outstanding at closing, August 21, 2012 42,534,884

Basis of presentation and accounting treatment of Business Combination:

The Tile Shop is considered the acquirer for accounting purposes, and has accounted for the Business Combination as
a recapitalization because it obtained effective control of JWCAC. The Tile Shop did not have a change in control
since The Tile Shop’s operations comprises the ongoing operations of the combined entity, its senior management
became the senior management of the combined entity, and its former owners own a majority voting interest in the
combined entity and are able to elect a majority of the combined entity’s board of directors. Accordingly, the Business
Combination does not constitute the acquisition of a business for purposes of Financial Accounting Standards Board’s
Accounting Standard Codification 805, “Business Combinations,” (ASC 805). As a result, the assets and liabilities of
The Tile Shop and JWCAC are carried at historical cost and the Company has not recorded any step-up in basis or any
intangible assets or goodwill as a result of the Business Combination. All direct costs of the Business Combination are
offset to additional paid-in-capital. The historical financial statements presented herein are that of The Tile Shop for
all periods.

In the condensed consolidated financial statements, the recapitalization of the number of shares of common stock
attributable to The Tile Shop members is reflected retroactive to January 1, 2011. Accordingly, the number of shares
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of common stock presented as outstanding as of January 1, 2011 totaled 32,000,000 consisting of the number of shares
of common stock issued to The Tile Shop members other than ITLS and Nabron as consideration for the Contribution.
This number of shares was also used to calculate the Company’s earnings per share for all periods prior to the Business
Combination.

The cash flows related to the Business Combination, as reported in the Condensed Consolidated Statement of Cash
Flow is summarized as follows:

Amount
Cash in trust at JWCAC $124,950,000
Add: proceeds from issue of shares 15,000,000
Less: redemption of JWCAC public shares (54,960,400 )
Less: cash paid to The Tile Shop members (75,000,000 )
Less: payment of deferred offering cost by JWCAC (7,085,176 )
Remaining cash received by the Company in the merger $2,904,424

-9-
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Tile Shop Holdings, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
(unaudited) 

Note 2: Business Combination (continued)

Because the former members of The Tile Shop retained a significant ownership interest in the Company following the
Business Combination, a portion of the $69.8 million of notes payable issued to former members of The Tile Shop
members as part of the Business Combination is treated as a leveraged dividend. Accordingly $52.5 million has been
reflected as a distribution of retained earnings in the accompanying financial statements. The remainder of these notes
payable have been deducted from additional paid in capital.

Pro Forma Information:

Actual results of operations are included in the unaudited condensed consolidated interim financial statements from
the date of the applicable business combination. The unaudited pro forma computation related to the conversion to a C
Corporation for income tax purposes assumes that such conversion occurred as of January 1, 2011. These amounts are
not necessarily indicative of the consolidated results of operations for future years or actual results that would have
been realized had the change in tax status occurred as of the beginning of each such year.

Note 3: Summary of Selected Significant Accounting Polices

Basis of preparation:

The accompanying condensed consolidated financial statements have been prepared on the accrual basis of accounting
in accordance with United States generally accepted accounting principles (“US GAAP”) to reflect the financial
position, results of operations and cash flows of the Company. These financial statements have been prepared on a
going concern basis, which assumes the realization of assets and satisfaction of liabilities in the normal course of
business.
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Certain information and footnote disclosures normally included in financial statements prepared in accordance with
US GAAP have been condensed or omitted. These condensed consolidated financial statements should be read in
conjunction with the Company’s most recent audited consolidated financial statements and related notes for the fiscal
year ended December 31, 2011, which are included in the Company’s prospectus filed with the Securities and
Exchange Commission pursuant to the Securities Act of 1933, as amended, on August 3, 2012. The same accounting
policies are followed in preparing nine month financial data as are followed in preparing annual data. See the notes in
the audited financial statements for the year ended December 31, 2011 for those policies. In the opinion of
management, all adjustments necessary for the fair presentation of nine month operating results are reflected herein
and are of a normal, recurring nature.

Use of estimates:

The preparation of financial statements in conformity with US GAAP requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements. The Company bases its
estimates and judgments on historical experience and on various other assumptions that it believes are reasonable
under the circumstances. The amount of assets and liabilities reported on the Company's balance sheets and the
amounts of income and expenses reported for each of the periods presented are affected by estimates and assumptions,
which are used for, but not limited to, the accounting for revenue recognition and related reserves for sales returns,
useful lives of property, plant and equipment, allowance for trade receivables, determining impairment on long-lived
assets, valuation of inventory, determining compensation expense on stock based compensation plans and accruals for
incentive compensation. Actual results may differ from these estimates.

Cash and cash equivalents:

The Company considers all highly liquid investments with initial maturities of three months or less to be cash
equivalents.

-10-
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Tile Shop Holdings, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
(unaudited) 

Note 3: Summary of Selected Significant Accounting Polices (continued)

Trade receivables:

Trade receivables are carried at original invoice amount less an estimate made for doubtful receivables. Management
determines the allowance for doubtful accounts on a specific identification basis as well as by using historical
experience applied to an aging of accounts. Trade receivables are written off when deemed uncollectible. Recoveries
of trade receivables previously written off are recorded when received.

Inventories:

Inventories are stated at the lower of cost (determined on the first-in, first-out method) or market. Inventories consist
primarily of merchandise held for sale. Inventories comprised of the following as September 30, 2012 and December
31, 2011:

September
30,
2012

December
30,
2011

Finished goods $36,978,269 $38,380,074
Raw materials 1,061,169 1,219,951
Finished goods in transit 2,622,838 4,143,847
Total $40,662,276 $43,743,872

Income taxes:

As a result of the Business Combination, beginning August 21, 2012, the Company’s results of operations are taxed as
a C Corporation. Prior to the Business Combination, The Tile Shop’s operations were taxed as a limited liability
company, whereby The Tile Shop elected to be taxed as a partnership and the income or loss was required to be
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reported by each respective member on their separate income tax returns. Therefore, no provision for federal income
taxes has been provided in the accompanying condensed consolidated financial statements for periods prior to August
21, 2012. The provision recorded prior to August 21, 2012, represents income taxes primarily payable by The Tile
Shop, due to minimum fees in several states and income tax in the state of Michigan.

The change in status to a taxable entity and the transactions consummated as part of the Business Combination
resulted in the recognition of deferred tax assets and liabilities based on the expected tax consequences of temporary
differences between the book and tax basis of The Tile Shop’s assets and liabilities at the date of the Business

Combination including the following:  (i) historical outside basis difference at December 31, 2011, (ii) outside basis
differences occurring in 2012 prior to the Business Combination, and (iii) the tax basis increase of The Tile Shop
membership interests directly held by the Company related to the Business Combination. At September 30, 2012,
outside basis differences prior to the Business Combination relating primarily to temporary basis differences in
inventory, fixed assets, accruals, and outside basis differences, totaled approximately $5.3 million, which have been
tax-effected at a 40% rate. This deferred tax asset of $5.3 million was recognized and included in the tax benefit for
the three and nine months ended September 30, 2012. The tax provision for three and nine months ended September
30, 2012, also includes a tax expense of $0.5 million which was determined using a projected effective tax rate of
42.0% on income for the period August 21, 2012 (the date on which the tax status changed to a C Corporation) to
December 31, 2012.

In addition, deferred tax assets of $27.8 million were recognized in connection with the Business Combination
transactions (related to item (iii) above), which enables the Company to utilize future tax deductions for the step-up in
basis of The Tile Shop members ownership interests that have been contributed to the Company. These basis
differences have been tax-effected at a rate of 40% and were credited directly to additional paid in capital as of the
closing of the Business Combination. Total deferred tax assets recognized in connection with the Business
Combination of $33.1 million have been analyzed and classified as current ($5.2 million) or long term ($27.9 million)
on the balance sheet as of September 30, 2012.

-11-
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Tile Shop Holdings, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
(unaudited) 

Note 3: Summary of Selected Significant Accounting Polices (continued)

These amounts represent the preliminary determination of  the deferred tax assets and liabilities recognized in the
Business Combination because the Company has not filed its final tax return. We do not expect any potential
adjustments made to be material in relation to the preliminary values.

Prospectively, the Company will recognize deferred tax liabilities and assets for the expected future tax consequences
of events that have been included in the financial statements or tax returns. Deferred tax liabilities and assets are
determined based on the difference between the financial statement basis and tax basis of assets and liabilities using
enacted tax rates in effect for the year in which the differences are expected to reverse. The Company estimates the
degree to which tax assets and credit carryforwards will result in a benefit based on expected profitability by tax
jurisdiction. A valuation allowance for such tax assets and loss carryforwards is provided when it is determined to be
more likely than not that the benefit of such deferred tax asset will not be realized in future periods. If it becomes
more likely than not that a tax asset will be used, the related valuation allowance on such assets would be reduced.

The Company has adopted FASB ASC 740-10 relating to “Accounting for uncertainty in income taxes”. As a result of
the implementation of FASB ASC 740-10, the Company recognized no adjustment for uncertain tax positions. As of
September 30, 2012, the Company did not recognize any reserves for uncertain tax positions nor has it accrued
interest and penalties related to uncertain tax positions.

Revenue recognition:

Sales are recognized upon pick up or delivery of products, which is when transfer of title to a customer occurs, the
sales price is fixed or determinable, and collection is reasonably assured. The Company is required to charge and
collect sales and other taxes on sales to its customers and remit the taxes back to the government authorities. Sales and
other taxes are recorded in the consolidated balance sheets but excluded from the consolidated statements of income.
Shipping costs charged to customers are included in sales and shipping costs charged to the Company are included in
cost of sales.

Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-Q/A

20



The Company accrues a liability for sales returns and exchanges in the period that the related sales are recognized.
The customer may receive a refund or exchange the original product for a replacement of equal or similar quality for
an indefinite period of time after the original purchase. The Company regularly assesses and adjusts the estimated
liability for updated return rates based on actual trends and projected claim costs. A revision of estimated claim rates
and claim costs or revisions to the Company’s exchange policies may have a material effect on future results of
operations.

Stock based compensation:

The Company has given equity linked incentives to certain employees. The Company accounts for equity linked
incentives in accordance with ASC 718 “ Stock Compensation ”. ASC 718 addresses the accounting for share-based
payment transactions in which an enterprise receives employee services in exchange for equity instruments of the
enterprise or liabilities that are based on the fair value of the enterprise’s equity instruments or that may be settled by
the issuance of such equity instruments.

The Company has granted cash settled and equity settled awards. Until consummation of the Business Combination,
the cash settled awards were classified as liabilities as required under ASC 718. At each reporting date the liability
was measured at intrinsic value with resulting changes recognized in the consolidated statements of income.

Upon consummation of Business Combination, the Company has only equity settled awards. The Company measures
compensation cost for equity settled awards at fair value on the date of grant and recognizes compensation cost in the
Condensed Consolidated Statements of income over the requisite service or performance period the award is expected
to vest. Compensation cost is determined by using option pricing models.

-12-
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Note 3: Summary of Selected Significant Accounting Polices (continued)

Accrued Warrant Liability

Outstanding warrants are accounted for as derivative instruments in accordance with the Accounting Standards
Codification (“ASC”) Subtopic 815-40, Contracts in Entity’s Own Equity. As such, changes in the fair value of the
warrants are recorded in the statements of operations as “Change in fair value of warrant liability.”

Concentration of risk:

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash
and cash equivalents and bank deposits. By their nature, all such instruments involve risks including credit risks of
non-performance by counterparties. A substantial portion of the Company's cash and cash equivalents and bank
deposits are invested with banks with high investment grade credit ratings.

Segments:

The Company’s operations consist primarily of the retail sale of tile and flooring products in various metropolitan areas
in the United States through company-operated stores or online through its website. The Company’s chief operating
decision maker only reviews the consolidated results of the Company and accordingly the Company has concluded it
has one reportable segment.

Recent Accounting Pronouncements:
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There were no new accounting pronouncements that would have a significant impact on The Tile Shop’s results of
operations, financial condition or liquidity.

Note 4: Debt

The Tile Shop had a $3 million commercial credit facility with a bank. Borrowings under this arrangement bore
interest at 2.0 percent above the daily one-month LIBOR rate and were secured by substantially all The Tile Shop
assets. On September 28, 2012, the Company paid the $1.1 million outstanding balance in full and terminated the
credit facility agreement (See Note 10).

Note 5: Promissory Notes

As part of the Business Combination, promissory notes were issued by the Company in the aggregate principal
amount of $69.8 million (the “Promissory Notes”). The Promissory Notes had a three year term, could be prepaid at any
time without penalty, and bore interest at a rate of 4% per annum, payable quarterly. Upon the issuance of senior
indebtedness where the proceeds of such indebtedness were used to repay not less than 50% of the aggregate principal
amount of the Promissory Notes, the term of the Promissory Notes would be extended to the date 180 days following
the term of such senior indebtedness and the interest rate on the outstanding principal amount of the Promissory Notes
will increase to 10% per annum. If the Promissory Notes were not repaid by the Company in full by the third
anniversary of the consummation of the Business Combination, up to an aggregate of $20,000,000 of the
then-outstanding principal amount of the Promissory Notes would have been convertible into shares of the Company’s
common stock at a conversion price of $10.00 per share.

Subsequent to the balance sheet date, the Company obtained a $100 million senior secured credit facility which was
utilized, in part, to repay the Promissory Notes in full (See Note 10).

Note 6: Fair Value of Financial Instruments:

These condensed consolidated financial statements include the following financial instruments: cash and cash
equivalents, trade receivables, accounts payable, accrued expenses, capital leases, notes payable and debt. At
September 30, 2012 and December 31, 2011, the carrying amount of the Company’s cash and cash equivalents, trade
receivables, approximated their fair values due to their short maturities. The carrying value of the Company’s
borrowings and capital lease obligation approximates fair value based upon the market interest rates available to the
Company for debt and capital lease obligations with similar risk and maturities.
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As of September 30, 2012 common stock warrants, which are classified as liabilities, are recorded at their fair market
value.

The measurement of fair value requires the use of techniques based on observable and unobservable inputs.
Observable inputs reflect market data obtained from independent sources, while unobservable inputs reflect our
market assumptions. The 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 where inputs are observable or where significant value
drivers are observable.

•Level 3 – Instruments where significant value drivers are unobservable to third parties.

Our common stock warrants are listed for trading on the OTC market. As of September 30, 2012, we had
approximately $56.6 million, in an accrued liability classified as a Level 1 security, related to warrants to purchase
common stock. Warrant expense related to the change in fair value of the warrant liability was $41.7 million for the
period ending September 30, 2012.
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Note 7: Related Party Transactions

The Special Cash Distribution Units issued by The Tile Shop were owned by Mr. Robert Rucker, the President and
CEO. The units received annual payments of $300,000 for a term of 10 years through 2012 and were fully paid as of
June 30, 2012.

The Tile Shop had a note receivable from Robert Rucker, the President and CEO. The note was due in annual
installments of $300,000 of principal and interest at a rate of 2.6% per annum with a final installment due in 2012
which was fully received as of June 30, 2012.

The Company has issued Promissory Notes to members of The Tile Shop for an aggregate principal amount of $69.8
million in connection with the Business Combination which were outstanding at September 30, 2012. The Company
has recorded interest expense of $305,846 for the three and nine months ended September 30, 2012 related to these
notes.

During the three months ended September 30, 2012, the Company obtained an unsecured short term loan of $5.5
million from Nabron. The loan was obtained to provide short term working capital and liquidity for the Company. The
loan was paid off during the three months ended September 30, 2012 with interest of $20,777.

Note 8: Earnings (Loss) Per Share

Basic earnings(loss) per share is calculated by dividing net income (loss) by the weighted-average number of shares
outstanding during the period. Diluted earnings (loss) per share is calculated by dividing net income (loss) by the
weighted-average number of common shares outstanding, after giving effect to all dilutive potential common shares
outstanding during the period . Common stock issued to The Tile Shop members other than ILTS and to Nabron in
exchange for their direct or indirect ownership interests in The Tile Shop are retroactively reflected from January 1,
2011 as the number of shares outstanding in all periods prior to August 21, 2012 for the purpose of the earnings (loss)
per share calculation. The additional shares issued as part of the Business Combination have been reflected as
outstanding shares from August 21, 2012. All outstanding warrants and stock options have been excluded from the
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calculation for the three and nine months ended September 30, 2012, and 2011, as their effect would have been
anti-dilutive for all periods.

Basic and diluted earnings (loss) per share were calculated as follows:

For the Three Months
Ended For the Nine Months Ended

September 30 September 30
2012 2011 2012 2011

Net income (loss) $(31,864,513) $6,601,668 $(11,075,196) $24,686,640
Weighted-average shares outstanding – basic and diluted 36,581,888 32,000,000 33,544,079 32,000,000

Earnings (loss) per share -basic and diluted $(.87 ) $.21 $(.33 ) $0.77

Note 9: Equity Incentive Plans

2006 Plan

In 2006, The Tile Shop created an equity incentive deferred compensation plan for certain key employees. The plan
provisions called for granting participation units to key employees to allow them to participate in the increased value
of The Tile Shop. Under the plan, the units granted are payable in cash on the 10 th or 15 th anniversary of the award,
except in the event of death or a change in control in The Tile Shop, in which case settlement would occur on date of
death of employee or date of change or control. On the settlement date, the participants will be paid cash equal to the
difference between Fair Market Value as determined in accordance with the plan (“FMV”) of The Tile Shop’s common
units as of the valuation date immediately preceding the exercise date less the initial FMV multiplied by the number of
units.

-14-
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Note 9: Equity Incentive Plans (continued)

In June 2006, 600,000 units were granted, which are exercisable on the 10 th anniversary of the award. The initial
FMV of the units was set at $1.203 per unit. The second grant of 200,000 units occurred on May 25, 2007 at an initial
FMV of $2.1245 per unit which are exercisable on the 15 th anniversary of the award. The final grant under the plan
was on January 1, 2009 for 200,000 units, which are exercisable on the 15 th anniversary of the award. The initial
FMV for these units was set at $3.1725 per unit. All the units vested immediately. These awards were accounted for
under ASC 718 and classified as liabilities. The Company measured the liability at intrinsic value at each reporting
period. Fluctuations in the intrinsic value of the liability award were recorded as increases or decreases in
compensation expense immediately as the awards were fully vested at the grant date. The intrinsic value was
calculated based on the difference between FMV of the Company’s common unit, based on an analysis of enterprise
value at each valuation date, and the initial FMV determined in accordance with the plan.

Effective immediately prior to the consummation of the Business Combination, The Tile Shop terminated the 2006
Plan and agreed to make a lump-sum cash payment to each holder of the equity units one day following the first
anniversary of the effective date of the Business Combination. The Company recognized compensation expense of
$2.1 million, and $3.3 million and $.3 and $1 million for the three and nine months ended September 30, 2012 and
2011, respectively, related to this plan.

In 2008, two participants having a total of 200,000 units separated from the Company and their settlement amount of
$.2 million was fixed using the FMV on the date of their separation.

As of September 30, 2012, the Company has a deferred compensation liability of $6.0 million related to this
terminated 2006 Plan.

January 2012 Restricted Stock Units

On January 1, 2012, The Tile Shop granted and issued 233,500 Series 2012 Participating Capital Appreciation
Common Units (“Restricted Stock Units”) to two members of its board of managers (the “Series 2012 Holders”). The
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Restricted Stock Units were a new series of common units designated by the Tile Shop’s board of managers. These
awards vested equally over a four year period on the anniversary of issuance, except on occurrence of a significant
event in that would cause acceleration of vesting in full. The Restricted Stock Units were subject to a recapture
amount of $300 million as of the issue date, reduced from time to time by the aggregate amount of distributions (not
including tax distributions) made, from and after the issue date, by The Tile Shop to the holders of its common unit
with respect to such units. No distributions were to be paid to the Series 2012 Holders with respect to their Series
2012 units until the date that the common holders collectively have received distributions (not including tax
distributions) of $300 million.

These awards were accounted for under ASC 718 and were classified as liabilities and measured at intrinsic value.
Effective immediately prior to the consummation of the Business Combination, the Restricted Stock Units fully
vested. As a result, the Company recorded a $0.5 million charge to the income statement to record the deferred
compensation expense resulting from the accelerated vesting of the Restricted Stock Units. The Company has
recognized compensation cost of $0.5 million and $0.6 million for the three and nine months ended September 30,
2012 related to these units. As a part of Business Combination transaction, the Restricted Stock Units were exchanged
for shares of the Company’s common stock.

2012 Plan

Under the 2012 Equity Award Plan (the “2012 Plan”), 2,500,000 shares of the Company’s common stock were initially
reserved for issuance pursuant to a variety of stock-based compensation awards, including stock options, and
restricted stock awards. The number of shares initially reserved for issuance or transfer pursuant to awards under the
2012 Plan will be increased on the first day of each calendar year beginning in 2013 and ending in 2022, in an amount
equal to the lesser of (A) 2,500,000 shares, (B) six percent (6%) of the shares of common stock outstanding (on an
as-converted basis) on the last day of the immediately preceding calendar year, and (C) such smaller number of shares
of stock as determined by the Company’s board of directors.

On August 21, 2012, the Company granted 1,755,500 stock options to its employees. Two-thirds of the total number
of stock options granted will vest in equal annual installments over four years from the date of grant, based upon such
employee’s continued service to the Company (“Time Based Awards”). One-third of the total number of stock options
granted will vest in equal annual installments over four years from the date of grant, based both on the appreciation in
the price of the Company’s common stock by 20% annually and continued service to the Company (“Performance
Based Awards”). The grant-date fair values of Time Based Awards and Performance Based Awards is determined by
using the Black-Scholes option pricing model and Monte Carlo Simulation, respectively. Compensation
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Note 9: Equity Incentive Plans (continued)

expense is recognized on a straight-line basis over the requisite service period. Through September 30, 2012, a total of
1,755,500 stock options had been granted under the Plan; no stock options were exercised, vested, or forfeited during
the period. The weighted average exercise price as of September 30, 2012 was $10. The weighted average life of
options outstanding is 9.9 years. Intrinsic value as of September 30, 2012 is based on the stock price of $14.38, which
would have been received by the option holders had all in-the-money option holders exercised their options as of that
date. The total number of shares of in-the-money options outstanding as of September 30, 2012 was 1,755,500 with an
intrinsic value of $7.7 million. As of September 30, 2012, the Company had $5.6 million of unrecognized stock
compensation related to unvested options under the 2012 Plan.

Also on August 21, 2012, the Company granted an executive officer an award of 250,000 shares of restricted common
stock of the Company, which vests and become unrestricted as to one-third of the total number of shares of common
stock on each of December 31, 2013, 2014, and 2015, subject to continued service as an employee, officer, or director
of the Company. The grant-date fair value of these awards, as determined by the fair market value on date of grant, is
being recognized as stock based compensation expense on a straight-line basis over the requisite service period

Furthermore, the Company also granted an aggregate of 45,000 shares of restricted common stock to its directors
which vest at the end of one year from date of grant subject to continued service as director of the Company. The
grant-date fair value of these awards, as determined by the fair market value on date of grants is being recognized as
stock based compensation expense on a straight-line basis over the requisite service period.

At September 30, 2012, there was approximately $2.9 million of unrecognized stock-based compensation expense
associated with the non-vested restricted stock granted. Stock-based compensation expense relating to these restricted
shares is being recognized over a weighted-average period of 1.58 years. The total fair value of shares vested during
the period ending September 30, 2012 was $.1 million.

The total compensation cost recognized for the 2012 plan was $.3 million during the three and nine months ended
September 30, 2012.
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Note 10: Warrants

In connection with the Merger, each outstanding JWCAC warrant that was formerly exercisable for one share of
JWCAC common stock became exercisable for one share of the Company’s common stock. Total warrants outstanding
as of the merger date was 17,833,333 warrants at an exercise price of $11.50 per share, and an expiration date of
August 21, 2017.

The warrants are listed for trading on the OTC market. The terms of the warrants include a provision (the “Price
Reduction Provision”) that requires the Company to reduce the exercise price by a stated formula if (i) the Company
completes a transaction involving a reclassification or reorganization of the outstanding shares of its common stock, a
merger or consolidation in which it is not the surviving company, or a sale of its assets and (ii) at least 30% of the
consideration payable to common stockholders as a result of that transaction is not common stock listed on a national
securities exchange or the OTC Bulletin Board.

The Company evaluated the warrants under Accounting Standards Codification (“ASC”) Subtopic 815-40, Contracts in
Entity’s Own Equity. ASC Section 815-40-15 addresses equity versus liability treatment and classification of
equity-linked financial instruments, including common stock purchase warrants, and states that a warrant may be
classified as a component of equity only if, among other things, the warrant is indexed only to the issuer’s common
stock. Under ASC Section 815-40-15, a warrant is not indexed to the issuer’s common stock if the terms of the warrant
require an adjustment to the exercise price upon a specified event and that event is not an input to the fair value of the
warrant. Based on its evaluation, the Company concluded that the warrants are not indexed to the Company’s common
stock in the manner contemplated by ASC Section 815-40-15 because the transactions that will trigger the Price
Reduction Provision are not inputs to the fair value of the warrants. Accordingly, the existence of the Price Reduction
Provision in th
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