Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-K

TILE SHOP HOLDINGS, INC.
Form 10-K

February 21, 2018

Table Of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2017
or

Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to

Commission File Number: 001-35629

TILE SHOP HOLDINGS, INC.

(Exact name of registrant as specified in its charter)

Delaware 45-5538095
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)



Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-K

14000 Carlson Parkway, Plymouth, Minnesota 55441

(Address of principal executive offices, including zip code)

(763) 852-2950

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.0001 par value The Nasdaq Stock Market LL.C

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yes  No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 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 No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.



Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-K

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or emerging growth company. See the definitions of “large accelerated filer,” “accelerated

filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer Accelerated filer
Non-accelerated filer Smaller reporting
company
(Do not check if a smaller reporting company) Emerging growth
company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

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

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and asked price of such common
equity, as of the last business day of the registrant’s most recently completed second fiscal quarter was approximately:
$819,229,877.

As of February 16, 2018, the registrant had 52,152,031 shares of common stock outstanding.




Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-K

Table Of Contents

TILE SHOP HOLDINGS, INC. FORM 10-K

TABLE OF CONTENTS

PART I
ITEM 1.
ITEM

BUSINESS
RISK FACTORS

UNRESOLVED STAFF COMMENTS

. PROPERTIES
. LEGAL PROCEEDINGS
. MINE SAFETY DISCLOSURES

. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RET ATED STOCKHOILDER

MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

. SELECTED FINANCIAL DATA

PART IV

OF OPERATIONS
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING

AND FINANCIAL DISCLLOSURE
CONTROLS AND PROCEDURES

OTHER INFORMATION

DIRECTORS. EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

EXECUTIVE COMPENSATION

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. AND DIRECTOR
INDEPENDENCE

PRINCIPAL ACCOUNTING FEES AND SERVICES

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

13
14
14
14

15

17

. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 19

30

30
30

31

32

33

39

52

55

56

58



[t

TE

15,
SIGNATURES

POWER OF ATTORNEY

Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-K

82

83




Edgar Filing: TILE SHOP HOLDINGS, INC. - Form 10-K
Table Of Contents

PART I

ITEM 1. BUSINESS

Overview

The Tile Shop, LLC (“The Tile Shop”) was founded in 1985 and Tile Shop Holdings, Inc. (“Holdings,” and together with
its wholly owned subsidiaries, including The Tile Shop, the “Company” or “we”’) was incorporated in Delaware in June
2012. We are a specialty retailer of natural stone and manufactured tiles, setting and maintenance materials, and

related accessories in the United States. Our assortment includes over 4,000 products from around the world. Natural
stone products include marble, travertine, granite, quartz, sandstone, slate, and onyx tiles. Manufactured tiles include
ceramic, porcelain, glass, cement, wood look, and metal tiles. The majority of our tile products are sold under our
proprietary Rush River and Fired Earth brand names. We purchase our tile products, accessories and tools directly
from our network of suppliers. We manufacture our own setting and maintenance materials, such as thinset and sealers
under our Superior brand name, as well as work with other suppliers to manufacture private label products. As of
December 31, 2017, we operated 138 stores in 31 states and the District of Columbia, with an average size of
approximately 20,300 square feet. We also sell our products on our website.

We believe that our long-term vendor relationships, together with our design, manufacturing and distribution
capabilities, enable us to offer a broad assortment of high-quality products to our customers, who are primarily
homeowners and professionals, at competitive prices. We have invested significant resources to develop our
proprietary brands and product sources and believe that we are a leading retailer of natural stone and manufactured
tiles, setting and maintenance materials, and related accessories in the United States.

In 2017, we reported net sales and income from operations of $344.6 million and $25.8 million, respectively. Our
2016 and 2015 net sales were $324.2 million and $293.0 million, respectively, and our 2016 and 2015 income from
operations was $32.9 million and $29.2 million, respectively. We opened fifteen new stores in 2017 and intend to
open three new stores in 2018. As of the end of fiscal years 2017 and 2016, we had total assets of $270.7 million
and $265.3 million, respectively.

Competitive Strengths
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We believe that the following factors differentiate us from our competitors and position us to continue to grow our
specialty retailer business.

Inspiring Customer Experience — In each store, our products are brought to life by showcasing a broad array of the
items we offer in up to 50 different vignettes of bathrooms, kitchens, fireplaces, foyers, and other distinct spaces. Our
stores are spacious, well-lit, and organized by product type to simplify our customers’ shopping experience.

Broad Product Assortment at Attractive Prices — We offer over 4,000 manufactured and natural tile products, setting
and maintenance materials, accessories, and tools. We are able to maintain competitive prices by purchasing tile and
accessories directly from producers and manufacturing our own setting and maintenance materials.

Customer Service and Satisfaction — Our sales personnel are highly-trained and knowledgeable about the technical and
design aspects of our products. We offer weekly do-it-yourself classes in all of our stores. In addition, we provide
one-on-one installation training as required to meet customer needs. We accept returns up to six months following the
date of the sale, with no restocking fees.

Worldwide Sourcing Capabilities — We have long-standing relationships with our tile suppliers throughout the world
and work with them to design products exclusively for us. We believe that these direct relationships differentiate us
from our competitors.

Proprietary Branding — We sell the majority of our products under our proprietary brand names, which helps us to
differentiate our products from those of our competitors. We offer products across a range of price points and quality
levels that allow us to target discrete market segments and to appeal to diverse groups of customers.

Centralized Distribution System — We service our retail locations from five distribution centers. Our distribution
centers, located in Michigan, Oklahoma, New Jersey, Virginia, and Wisconsin, are positioned to cost effectively
service our existing stores.

Strategic Plan

Key elements of our strategy include:
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Best Assortment — We offer an extensive assortment of over 4,000 natural stone and manufactured tile products, setting
and maintenance materials, accessories and tools. Our assortment is tailored to provide homeowners and professional
customers distinctive fashion-forward products. We feature unique products and partner with industry-leading
designers to curate collections that are sold
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exclusively in our stores. Our buying team sources products from across the world to provide our customers with
good, better and best options to appeal to their individual tastes and budgets. We continuously refine our product
assortment of setting and maintenance products, including installation materials and tools, to meet the changing and
growing needs of our professional customers. We believe the ongoing emphasis placed on maintaining a best-in-class
assortment is a critical component of our strategy. In 2018, we plan to add a significant number of new products to our
assortment. We are committed to maintaining a product assortment that meets the needs of an upscale, fashion
conscious homeowner, as well as all of the professional customers who serve that homeowner.

Best Service — We are committed to providing our customers a high degree of in-store service through our motivated,
well-trained store team members. We continue to make investments to improve our hiring, management and
development training practices which have resulted in significant reductions in sales associate turnover and increased
our average manager tenure. The improvement in turnover and manager tenure has proven to contribute to better
product knowledge, store leadership, and overall customer experience. We also engage with our customers through
our e-commerce website (TileShop.com), which provides inspiration, enhanced product information and research and
design tools that support product selection. In 2018, we plan to add to the number of regional sales leader positions,
increase sales and warehouse staff compensation, and invest in customer relationship management and content
management capabilities. Our exceptional customer service gives customers the ability to design with confidence.

Best Presentation — We bring our products to life in our stores by showcasing a broad array of the items we offer in up
to 50 different bathroom, kitchen, fireplace, foyer and other vignettes. We also showcase our products on our website.
In 2018, we plan to continue refining our website to provide more inspirational and informative content, promote our
design appointment capabilities, enhance our sampling process, and introduce a new platform to promote professional
customer commerce. Additionally, we plan to make investments to remodel vignettes in approximately 30 stores,
enhance our in-store merchandising and simplify the process to execute product transitions. We are committed to
maintaining our reputation as a destination store where customers find inspiration.

We plan to increase our existing store base by three stores in 2018. All stores we intend to open in 2018 will be
located in existing markets where we will be able to leverage economies of scale in marketing, distribution and store
talent. Longer term, we believe we have exceptional opportunities to continue to add stores in existing markets and
expand into new markets. Additionally, we will continue to focus on strategies to further enhance the return on our
new store investments by selecting retail spaces that provide us the opportunity to reduce the initial investment to
build a new store and, in some cases, the ongoing occupancy costs.

Sales Model

We principally sell our products directly to homeowners and professionals. With regard to individual customers, we
believe that due to the average cost and relative infrequency of a tile purchase, many of our individual customers
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conduct extensive research using multiple channels before making a purchase decision. Our sales strategy emphasizes
customer service by providing comprehensive and convenient educational tools on our website and in our stores for
our customers to learn about our products and the tile installation process. Our website contains a broad range of
information regarding our tile products, setting and maintenance materials, and accessories. Customers can order
samples, view catalogs, or purchase products from either our stores or website. Customers can choose to have their
purchases delivered or picked up at one of our stores. We believe this strategy also positions us well with professional
customers who are influenced by the preferences of individual homeowners.

Our stores are designed to emphasize our products in a visually appealing showroom format. Our average store is
approximately 20,300 square feet, with a majority of the square footage devoted to the showroom and several
thousand square feet of warehouse space, which is used primarily to hold customer orders waiting to be picked up or
delivered. Our stores are typically accessible from major roadways and have significant visibility to passing traffic.
We can adapt to a range of existing buildings, whether free-standing or in shopping centers. All of our stores are
leased.

Unlike many of our competitors, we devote a substantial portion of our store space to showrooms, including samples
of our over 4,000 products and up to 50 different vignettes of bathrooms, kitchens, fireplaces, foyers, outdoor living,
and other distinct spaces that showcase our products. Our showrooms are designed to provide our customers with a
better understanding of how to integrate various types of tile in order to create an attractive presentation in their
homes. Many stores are also equipped with a training center designed to teach customers how to properly install tile.

A typical store staff consists of a manager, an assistant manager, sales associates, and a warehouse leader. Our store
managers are responsible for store operations and for overseeing our customers’ shopping experience. We offer
financing to customers through a branded credit card provided by a third-party consumer finance company.

10
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Marketing

We utilize a variety of marketing strategies and programs to acquire and retain customers, including both consumers
and trade professionals. Our advertising primarily consists of digital media, direct marketing, including email and
postal mail, in store events, and mobile and traditional media vehicles, including newspaper circular/print ads, radio,
out-of-home and video. We continually test and learn from new media and adjust our programs based on performance.

Our e-commerce site, TileShop.com, supports desktop, tablet, and mobile devices and is designed for consumers,
trade professionals and industry stakeholders to learn about our brand, our value propositions, and our product
assortment and installation techniques, and to look up our store locations and account information. It hosts our Design
Studio, a collaborative platform that enables the creation of customized 3D design renderings to scale, allowing
customers to bring their ideas to life. On social media, #TheTileShop provides current and prospective customers a
high level of brand engagement and enables customers to share their finished projects in our inspiration gallery.
TileShop.com also serves as a commerce platform for our customers who want to purchase products within or outside
of our physical store footprint. Products can be delivered to a job site, home, or store location.

Products

We offer an extensive and complete assortment of natural stone and manufactured tile products, sourced directly from
our suppliers. Natural stone products include marble, travertine, granite, quartz, sandstone, slate, and onyx tiles.
Manufactured tiles include ceramic, porcelain, glass, cement, wood look, and metal tiles. Our wide assortment of
accessories, including trim pieces, mosaics, pencils, listellos, and other unique products encourage our customers to
make a fashion statement with their tile project. This also helps us to deliver a high level of customer satisfaction and
drive repeat business. We also offer a broad range of setting and maintenance materials, such as thinset, grout, sealers,
and accessories, including installation tools, shower and bath shelves, drains, and similar products. We also offer
customers delivery service through third-party freight providers. We sell most of our products under our proprietary
brand names, including Superior Adhesives & Chemicals, Superior Tools & Supplies, Rush River, and Fired Earth. In
total, we offer over 4,000 different tile products, setting and maintenance materials, and accessory products. The
percentage of sales by product category were comprised of the following for the years ended December 31, 2017 and
2016:

Years Ended
December 31,

11
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2017 2016
Manufactured tiles 43 % 39 %
Natural stone tiles 33 37
Setting and maintenance materials 11 11
Accessories 11 11
Delivery service 2 2

100 % 100 %
Suppliers

We have long-standing relationships with our suppliers throughout the world and work with them to design and
manufacture products exclusively for us. We believe that these direct relationships differentiate us from our
competitors.

We currently purchase tile products from approximately 250 different suppliers. Our top ten tile suppliers accounted
for 50% of our tile purchases in 2017. Our largest supplier accounted for approximately 18% of our total purchases in
2017. We believe that alternative and competitive suppliers are available for most of our products. Purchases were
made from the following continents for the years ended December 31, 2017 and 2016:

Years Ended

December 31,

2017 2016
Asia 51 % 47 %
Europe (including Turkey) 27 33
North America 19 17
South America 2 3
Africa 1 0

100 % 100 %

12
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Distribution and Order Fulfillment

We take possession of our products in the country of origin and arrange for transportation to our distribution centers
located in Michigan, Oklahoma, New Jersey, Virginia and Wisconsin. We also manufacture many of our setting and
maintenance materials in Michigan, Oklahoma, Virginia, and Wisconsin. We maintain a large inventory of products in
order to quickly fulfill customer orders.

We fulfill customer orders primarily by shipping our products to our stores where customers can either pick them up
or arrange for home delivery. Orders placed on our website are shipped directly to customers’ homes from our
distribution centers or a local store. We continue to evaluate logistics alternatives to best serve our store base and our
customers. We believe that our existing distribution facilities will continue to play an integral role in our growth
strategy, and we expect to establish one or more additional distribution centers to support geographic expansion of our
store base and to support our store growth plans.

Competition

The retail tile market is highly-fragmented. We compete directly with large national home improvement centers that
offer a wide range of home improvement products, including flooring. In addition, we also compete with regional and
local specialty retailers of tile, factory-direct stores, a large number of privately-owned, single-site stores, and
online-only competitors. We also compete indirectly with companies that sell other types of floor coverings, including
wood floors, carpet, and vinyl. The barriers of entry into the retail tile industry are relatively low and new or existing
tile retailers could enter our markets and increase the competition that we face. Many of our competitors enjoy
competitive advantages over us, such as greater name recognition, longer operating histories, more varied product
offerings, and greater financial, technical, and other resources.

We believe that the key competitive factors in the retail tile industry include:

product assortment;

product presentation;
customer service;

store location;

immediacy of inventory; and
price.

We believe that we compete favorably with respect to each of these factors by providing a highly diverse selection of
products to our customers, at an attractive value, in appealing and convenient store locations, with exceptional

13
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customer service and on-site instructional opportunities. Further, while some larger factory-direct competitors
manufacture their own products, many of our competitors purchase their tile from domestic manufacturers or
distributors when they receive an order from a customer. We also believe that we offer a broader range of products
and stronger in-store customer support than these competitors.

Employees

As of December 31, 2017, we had 1,634 employees, 1,488 of whom were full-time and none of whom were
represented by a union. Of these employees, 1,292 work in our stores, 76 work in corporate, store support,
infrastructure or similar functions, and 266 work in distribution and manufacturing facilities. We believe that we have
good relations with our employees.

Property and Trademarks

We have registered and unregistered trademarks for all of our brands, including 20 registered trademarks. We regard
our intellectual property as having significant value and our brands are an important factor in the marketing of our
products. Accordingly, we have taken, and continue to take, appropriate steps to protect our intellectual property.

Government Regulation

We are subject to extensive and varied federal, state and local government regulation in the jurisdictions in which we
operate, including laws and regulations relating to our relationships with our employees, public health and safety,
zoning, and fire codes. We operate each of our stores, offices, and distribution and manufacturing facilities in
accordance with standards and procedures designed to comply with applicable laws, codes, and regulations.

Our operations and properties are also subject to federal, state and local laws and regulations relating to the use,
storage, handling, generation, transportation, treatment, emission, release, discharge and disposal of hazardous
materials, substances, and wastes and relating to the investigation and cleanup of contaminated properties, including
off-site disposal locations. We do not incur significant costs complying with environmental laws and regulations.
However, we could be subject to material costs, liabilities, or claims

4
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relating to environmental compliance in the future, especially in the event of changes in existing laws and regulations
or in their interpretation.

Products that we import into the United States are subject to laws and regulations imposed in conjunction with such
importation, including those issued and enforced by U.S. Customs and Border Protection. We work closely with our
suppliers to ensure compliance with the applicable laws and regulations in these areas.

Financial Information about Geographic Areas

A majority of our revenues and profits are generated within the United States and nearly all of our long-lived assets
are located within the United States as well. We have also established a sourcing office based in China.

Available Information

We are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended (the “Exchange Act”).
The Exchange Act requires us to file periodic reports, proxy statements and other information with the Securities and
Exchange Commission (“SEC”). Copies of these reports, proxy statements and other information can be read and copied
at the SEC Public Reference Room, 100 F Street, N.E., Washington, D.C. 20549. Information on the operation of the
Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330. The SEC maintains a website that
contains reports, proxy and information statements, and other information regarding issuers that file electronically

with the SEC. These materials may be obtained electronically by accessing the SEC’s website at http://www.sec.gov.

We maintain a website at www.tileshop.com, the contents of which are not part of or incorporated by reference into
this Annual Report on Form 10-K. We make our annual reports on Form 10-K, quarterly reports on Form 10-Q and
current reports on Form 8-K and amendments to those reports available on our website, free of charge, as soon as
reasonably practicable after such reports have been filed with or furnished to the SEC. Our Code of Business Conduct
and Ethics, as well as any waivers from and amendments to the Code of Business Conduct and Ethics, is also posted
on our website.

ITEM 1A. RISK FACTORS

15
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The following are significant factors known to us that could adversely affect our business, financial condition, or
operating results, as well as adversely affect the value of an investment in our common stock. These risks could cause
our actual results to differ materially from our historical experience and from results predicted by forward-looking
statements. All forward-looking statements made by us are qualified by the risks described below. There may be
additional risks that are not presently material or known. You should carefully consider each of the following risks
and all other information set forth in this Annual Report on Form 10-K.

Our business, financial condition and operating results are dependent on general economic conditions and
discretionary spending by our customers, which in turn are also affected by a variety of factors beyond our control. If
such conditions deteriorate, our business, financial condition and operating results may be adversely affected.

Our business, financial condition and operating results are affected by general economic conditions and discretionary
spending by our customers. Such general economic conditions and discretionary spending are beyond our control and
are affected by, among other things:

the housing market, including housing turnover and home values;
consumer confidence in the economy;

unemployment trends;

consumer debt levels;

consumer credit availability;

data security and privacy concerns;

energy prices;

interest rates and inflation;

rates of growth in real disposable personal income;

natural disasters and unpredictable weather;

trade relations and tariffs;

tax rates and tax policy; and

other matters that influence consumer confidence and spending.

16
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If such conditions deteriorate, our business, financial condition and operating results may be adversely affected. In
addition, increasing volatility in financial and capital markets may cause some of the above factors to change with a
greater degree of frequency and magnitude than in the past.

Our ability to grow and remain profitable may be limited by direct or indirect competition in the highly-competitive
retail tile industry.

The retail tile industry in the United States is highly competitive. Participants in the tile industry compete primarily
based on product variety, customer service, store location, and price. There can be no assurance that we will be able to
continue to compete favorably with our competitors in these areas. Our store competitors include large national home
centers, regional and local specialty retailers of tile, factory direct stores, privately-owned, single-site stores and
online-only competitors. We also compete indirectly with companies that sell other types of floor coverings, including
wood floors, carpet, and vinyl sheet. In the past, we have faced periods of heightened competition that materially
affected our results of operations. Certain of our competitors have greater name recognition, longer operating
histories, more varied product offerings, and substantially greater financial and other resources than us. Accordingly,
we may face periods of intense competition in the future that could have a material adverse effect on our planned
growth and future results of operations. Moreover, the barriers to entry into the retail tile industry are relatively low.
New or existing retailers could enter our markets and increase the competition that we face. In addition, manufacturers
and suppliers of tile and related products, including those whose products we currently sell, could enter the United
States retail tile market and start directly competing with us. Competition in existing and new markets may also
prevent or delay our ability to gain relative market share. Any of the developments described above could have a
material adverse effect on our planned growth and future results of operations.

If we fail to successfully manage the challenges that our planned growth poses or encounter unexpected difficulties
during our expansion, our revenues and profitability could be materially adversely affected.

One of our long-term objectives is to increase revenue and profitability through market share gains. Our ability to
achieve market share growth, however, is contingent upon our ability to open new stores and achieve operating results
in new stores at the same level as our similarly situated current stores. We anticipate opening three stores in fiscal year
2018. There can be no assurance that we will be able to open stores in new markets at the rate required to achieve
market leadership in such markets, identify and obtain favorable store sites, arrange favorable leases for stores, obtain
governmental and other third-party consents, permits, and licenses needed to open or operate stores in a timely
manner, train and hire a sufficient number of qualified managers for new stores, attract a strong customer base and
brand familiarity in new markets, or successfully compete with established retail tile stores in the new markets that we
enter. Failure to open new stores in an effective and cost-efficient manner could place us at a competitive
disadvantage as compared to retailers who are more adept than us at managing these challenges, which, in turn, could
negatively affect our overall operating results.

17
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Our same store sales fluctuate due to a variety of economic, operating, industry and environmental factors and may
not be a fair indicator of our overall performance.

Our same store sales have experienced fluctuations, which can be expected to continue. Numerous factors affect our
same store sales results, including among others, the timing of new and relocated store openings, the relative
proportion of new and relocated stores to mature stores, cannibalization resulting from the opening of new stores in
existing markets, changes in advertising and other operating costs, the timing and level of markdowns, changes in our
product mix, weather conditions, retail trends, the retail sales environment, economic conditions, inflation, the impact
of competition, and our ability to execute our business strategy. As a result, same store sales or operating results may
fluctuate and may cause the price of our securities to fluctuate significantly. Therefore, we believe that
period-to-period comparisons of our same store sales may not be a reliable indicator of our future overall operating
performance.

We intend to open additional stores in both our existing markets and new markets, which poses both the possibility of
diminishing sales by existing stores in our existing markets and the risk of a slow ramp-up period for stores in new
markets.

Our expansion strategy includes plans to open three additional stores in existing markets during 2018. In future
periods, we intend to continue opening stores in new and existing markets. Because our stores typically draw
customers from their local areas, additional stores may draw customers away from nearby existing stores and may
cause same store sales performance at those existing stores to decline, which may adversely affect our overall
operating results. Additionally, stores in new markets typically have a ramp-up period before sales become steady
enough for such stores to be profitable. Our ability to open additional stores will be dependent on our ability to
promote and/or recruit enough qualified store managers, assistant store managers, and sales associates. The time and
effort required to train and supervise a large number of new managers and associates and integrate them into our
culture may divert resources from our existing stores. If we are unable to profitably open additional stores in both new
and existing markets and limit the adverse impact of those new stores on existing stores, it may reduce our same store
sales and overall operating results during the implementation of our expansion strategy.
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Our expansion strategy will be dependent upon, and limited by, the availability of adequate capital.

Our expansion strategy will require adequate capital for, among other purposes, opening new stores, distribution
centers, and manufacturing facilities, as well as entering new markets. Such expenditures will include researching real
estate and consumer markets, leases, inventory, property and equipment costs, integration of new stores and markets
into company-wide systems and programs, and other costs associated with new stores and market entry expenses and
growth. If cash generated internally is insufficient to fund capital requirements, we will require additional debt or
equity financing. Adequate financing may not be available or, if available, may not be available on terms satisfactory
to us. In addition, our credit facility may limit the amount of capital expenditures that we may make annually,
depending on our leverage ratio. If we fail to obtain sufficient additional capital in the future or we are unable to make
capital expenditures under our credit facility, we could be forced to curtail our expansion strategies by reducing or
delaying capital expenditures relating to new stores and new market entry. As a result, there can be no assurance that
we will be able to fund our current plans for the opening of new stores or entry into new markets.

If we fail to identify and maintain relationships with a sufficient number of suppliers, our ability to obtain products
that meet our high quality standards at attractive prices could be adversely affected.

We purchase flooring and other products directly from suppliers located around the world. However, we do not have
long-term contractual supply agreements with our suppliers that obligate them to supply us with products exclusively
or at specified quantities or prices. As a result, our current suppliers may decide to sell products to our competitors
and may not continue selling products to us. In order to retain the competitive advantage that we believe results from
these relationships, we need to continue to identify, develop and maintain relationships with qualified suppliers that
can satisfy our high standards for quality and our requirements for flooring and other products in a timely and efficient
manner at attractive prices. The need to develop new relationships will be particularly important as we seek to expand
our operations and enhance our product offerings in the future. The loss of one or more of our existing suppliers or our
inability to develop relationships with new suppliers could reduce our competitiveness, slow our plans for further
expansion, and cause our net sales and operating results to be adversely affected.

We source the over 4,000 products that we stock and sell from approximately 250 domestic and international
suppliers. We source a large number of those products from foreign manufacturers, including 50% of our products
from a group of ten suppliers located in Asia, Europe and the United States. Our largest supplier accounted for
approximately 18% of our total purchases in 2017. We generally take title to these products sourced from foreign
suppliers overseas and are responsible for arranging shipment to our distribution centers. Financial instability among
key suppliers, political instability, trade restrictions, tariffs, currency exchange rates, and transport capacity and costs
are beyond our control and could negatively impact our business if they seriously disrupt the movement of products
through our supply chain or increase the costs of our products.
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Our ability to offer compelling products, particularly products made of unique stone, depends on the continued
availability of sufficient suitable natural products.

Our business strategy depends on offering a wide assortment of compelling products to our customers. We sell, among
other things, products made from various natural stones from quarries throughout the world. Our ability to obtain an
adequate volume and quality of hard-to-find products depends on our suppliers ability to furnish those products,
which, in turn, could be affected by many things, including the exhaustion of stone quarries. If our suppliers cannot
deliver sufficient products, and we cannot find replacement suppliers, our net sales and operating results may be
adversely affected.

If our suppliers do not use ethical business practices or comply with applicable laws and regulations, our reputation
could be harmed due to negative publicity and we could be subject to legal risk.

We do not control the operations of our suppliers. Accordingly, we cannot guarantee that our suppliers will comply
with applicable environmental and labor laws and regulations or operate in a legal, ethical, and responsible manner.
Violation of environmental, labor or other laws by our suppliers or their failure to operate in a legal, ethical, or
responsible manner could reduce demand for our products if, as a result of such violation or failure, we attract
negative publicity. Further, such conduct could expose us to legal risks as a result of the purchase of products from
non-compliant suppliers.

Failure to address product safety concerns could adversely affect our sales and results of operations.

If our products do not meet applicable safety standards or our customers’ expectations regarding safety, we could
experience lost sales and increased costs and be exposed to legal and reputational risk. All of our suppliers must
comply with applicable product safety laws, and we are dependent on them to ensure that the products we sell in our
stores comply with all safety standards. Events that give rise to actual, potential or perceived product safety concerns
could expose us to private ligation and result in costly product recalls and other liabilities. In addition, negative
customer perceptions regarding the safety of the products we sell could cause our customers to purchase from our
competitors, resulting in a decrease in our sales. In those circumstances, it may be difficult and costly for us to regain
the confidence of our customers.
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If customers are unable to obtain third-party financing at satisfactory rates, sales of our products could be materially
adversely affected.

Our business, financial condition, and results of operations have been, and may continue to be affected, by various
economic factors. Deterioration in the current economic environment could lead to reduced consumer and business
spending, including by our customers. It may also cause customers to shift their spending to products that we either do
not sell or that generate lower profitably for us. Further, reduced access to credit may adversely affect the ability of
consumers to purchase our products. This potential reduction in access to credit may adversely impact our ability to
offer customers credit card financing through third-party credit providers on terms similar to those offered currently,
or at all. In addition, economic conditions, including decreases in access to credit, may result in financial difficulties
leading to restructuring, bankruptcies, liquidations and other unfavorable events for our customers, which may
adversely impact our industry, business, and results of operations.

Any failure by us to successfully anticipate consumer trends may lead to loss of consumer acceptance of our products,
resulting in reduced revenues.

Our success depends on our ability to anticipate and respond to changing trends in the tile industry and consumer
demands in a timely manner. If we fail to identify and respond to emerging trends, consumer acceptance of our
merchandise and our image with current or potential customers may be harmed, which could reduce our revenues.
Additionally, if we misjudge market trends, we may significantly overstock unpopular products and be forced to
reduce the sales price of such products, which would have a negative impact on our gross profit and cash flow.
Conversely, shortages of products that prove popular could also reduce our revenues.

We depend on a few key employees, and if we lose the services of these employees, we may not be able to run our
business effectively.

Our future success depends in part on our ability to attract and retain key executive, merchandising, marketing, and
sales personnel. If any of these key employees ceases to be employed by us, we would have to hire additional
qualified personnel. Our ability to successfully hire other experienced and qualified key employees cannot be assured
and may be difficult because we face competition for these professionals from our competitors, our suppliers and
other companies operating in our industry. As a result, the loss or unavailability of any of our key employees could
have a material adverse effect on us. Specifically, our founder and former Chief Executive Officer currently serves as
our interim Chief Executive Officer and no assurance can be given that a suitable replacement can be hired.
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The burden of debt under our existing credit facility and additional debt could adversely affect us, make us more
vulnerable to adverse economic or industry conditions, and prevent us from fulfilling our debt obligations or from
funding our strategies.

We have entered into a credit facility with Fifth Third Bank, Bank of America, N.A., and The Huntington National
Bank on June 2, 2015. As of December 31, 2017, our term loan balance was $11.3 million and the balance on our
revolving line of credit was $15.0 million. The amount of available future borrowings on our revolving credit facility
was $60.0 million as of December 31, 2017. The terms of our credit facility and the burden of the indebtedness
incurred thereunder could have serious consequences for us, such as:

- limiting our ability to obtain additional financing to fund our working capital, capital expenditures, debt service
requirements, expansion strategy, or other needs;

- placing us at a competitive disadvantage compared to competitors with less debt;

- increasing our vulnerability to, and reducing our flexibility in planning for, adverse changes in economic, industry,
and competitive conditions; and

- increasing our vulnerability to increases in interest rates if borrowings under the credit facility are subject to
variable interest rates.
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Our credit facility also contains negative covenants that limit our ability to engage in specified types of transactions.
These covenants limit our ability to, among other things:

incur indebtedness;
create liens;
engage in mergers or consolidations;
sell assets (including pursuant to sale and leaseback transactions);
make investments, acquisitions, loans, or advances;
make capital expenditures;
repay, prepay, or redeem certain indebtedness;
engage in certain transactions with affiliates;
enter into agreements limiting subsidiary distributions;
enter into agreements limiting the ability to create liens;
- amend our organizational document in a way that has a material effect on the lenders or administrative agent under
our credit facility; and
change our lines of business.

A breach of any of these covenants could result in an event of default under our credit facility. Upon the occurrence of
an event of default, the lender could elect to declare all amounts outstanding under such facility to be immediately due
and payable and terminate all commitments to extend further credit, or seek amendments to our debt agreements that
would provide for terms more favorable to such lender and that we may have to accept under the circumstances. If we
were unable to repay those amounts, the lender under our credit facility could proceed against the collateral granted to
them to secure that indebtedness.

If we fail to hire, train, and retain qualified store managers, sales associates, and other employees, our enhanced
customer service could be compromised and we could lose sales to our competitors.

A key element of our competitive strategy is to provide product expertise to our customers through our extensively
trained, commissioned sales associates. If we are unable to attract and retain qualified personnel and managers as
needed in the future, including qualified sales personnel, our level of customer service may decline, which may
decrease our revenues and profitability.

If we are unable to renew or replace current store leases, or if we are unable to enter into leases for additional stores on
favorable terms, or if one or more of our current leases is terminated prior to expiration of its stated term and we
cannot find suitable alternate locations, our growth and profitability could be negatively impacted.
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We currently lease all of our store locations and certain distribution center locations. Many of our current leases
provide us with the unilateral option to renew for several additional rental periods at specific rental rates. Our ability
to renegotiate favorable terms on an expiring lease or to negotiate favorable terms for a suitable alternate location, and
our ability to negotiate favorable lease terms for additional store locations, could depend on conditions in the real
estate market, competition for desirable properties, our relationships with current and prospective landlords, or other
factors that are not within our control. Any or all of these factors and conditions could negatively impact our growth
and profitability.

Compliance with laws or changes in existing or new laws and regulations or regulatory enforcement priorities could
adversely affect our business.

We must comply with various laws and regulations at the local, regional, state, federal, and international levels. These
laws and regulations change frequently and such changes can impose significant costs and other burdens of
compliance on our business and suppliers. Any changes in regulations, the imposition of additional regulations, or the
enactment of any new legislation that affects employment/labor, trade, product safety, transportation/logistics, energy
costs, health care, tax, or environmental issues, or compliance with the Foreign Corrupt Practices Act could have an
adverse impact on our financial condition and results of operations. Changes in enforcement priorities by
governmental agencies charged with enforcing existing laws and regulations could increase our cost of doing
business.

We may also be subject to audits by various taxing authorities. Changes in tax laws in any of the multiple jurisdictions
in which we operate, or adverse outcomes from tax audits that we may be subject to in any of the jurisdictions in
which we operate, could result in an unfavorable change in our effective tax rate, which could have an adverse effect
on our business and results of operations.
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The final impacts of the Tax Cuts and Jobs Act could be materially different from our current estimates, which could
have an adverse effect on our business and results of operations.

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “Tax Act”) was enacted into law and the new legislation
contains several key tax provisions that affect us, including a one-time mandatory transition tax on accumulated
foreign earnings and a reduction of the corporate income tax rate to 21% effective January 1, 2018, among others. We
are required to recognize the effect of the tax law changes in the period of enactment, including determining the
transition tax, re-measuring our U.S. deferred tax assets and liabilities and reassessing the net realizability of our
deferred tax assets and liabilities. Staff Accounting Bulletin No. 118, Income Tax Accounting Implications of the Tax
Cuts and Jobs Act (“SAB 118”) allows us to record provisional amounts during a measurement period not to extend
beyond one year of the enactment date. Since the Tax Act was passed late in the fourth quarter of 2017, and ongoing
guidance and accounting interpretation is expected over the next twelve months, we consider the accounting of the
transition tax, deferred tax re-measurements, and other items to be incomplete due to the forthcoming guidance and
our ongoing analysis of final year-end data and tax positions. Our estimated impact of the new law is based on
management's current knowledge and assumptions. We expect to record any adjustments in the next year in
accordance with the guidance provided in SAB 118.

As our stores are generally concentrated in the midwest, mid-Atlantic, south and northeast regions of the United
States, we are subject to regional risks.

We have a high concentration of stores in the midwest, mid-Atlantic, south and northeast regions. If these markets
individually or collectively suffer an economic downturn or other significant adverse event, there could be an adverse
impact on same store sales, revenues, and profitability, and the ability to implement our planned expansion program.
Any natural disaster, extended adverse weather or other serious disruption in these markets due to fire, tornado,
hurricane, or any other calamity could damage inventory and could result in decreased revenues.

Our results may be adversely affected by fluctuations in material and energy costs.

Our results may be affected by the prices of the materials used in the manufacture of tile, setting and maintenance
materials, and related accessories that we sell. These prices may fluctuate based on a number of factors beyond our
control, including: oil prices, changes in supply and demand, general economic conditions, labor costs, competition,
import duties, tariffs, currency exchange rates, and government regulation. In addition, energy costs have fluctuated
dramatically in the past and may fluctuate in the future. These fluctuations may result in an increase in our
transportation costs for distribution from the manufacturer to our distribution centers and from our regional
distribution centers to our stores, utility costs for our distribution and manufacturing centers and stores, and overall
costs to purchase products from our suppliers.
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We may not be able to adjust the prices of our products, especially in the short-term, to recover these cost increases in
materials and energy. A continual rise in material and energy costs could adversely affect consumer spending and
demand for our products and increase our operating costs, both of which could have a material adverse effect on our
financial condition and results of operations.

Our success is highly dependent on our ability to provide timely delivery to our customers, and any disruption in our
delivery capabilities or our related planning and control processes may adversely affect our operating results.

Our success is due in part to our ability to deliver products quickly to our customers, which requires successful
planning and distribution infrastructure, including ordering, transportation and receipt processing, and the ability of
suppliers to meet distribution requirements. Our ability to maintain this success depends on the continued
identification and implementation of improvements to our planning processes, distribution infrastructure, and supply
chain. We also need to ensure that our distribution infrastructure and supply chain keep pace with our anticipated
growth and increased number of stores. The cost of these enhanced processes could be significant and any failure to
maintain, grow, or improve them could adversely affect our operating results. Our business could also be adversely
affected if there are delays in product shipments due to freight difficulties, strikes, or other difficulties at our suppliers’
principal transport providers, or otherwise.

Our success depends on the effectiveness of our marketing strategy.

We believe that our growth was achieved in part through the effectiveness of our marketing strategies. Historically,
we have used internet, print, and radio advertisements containing discounts and promotional offers to encourage
customers to visit our stores. A significant portion of our advertising was invested to support the opening of new
stores and directed at professional customers. In future periods, we intend to de-emphasize the use of discount offers
to attract customers. Limited use of discount and promotional offers in future periods could fail to attract customers
resulting in a decrease in store traffic. While our marketing strategy continues to support our growth strategy and
remains focused on professional customers, we have broadened the reach and frequency of our advertising to increase
the recognition of our value proposition and the number of customers served. We may need to further increase our
marketing expense to support our business strategies in the future. If our marketing strategies fail to draw customers in
the future,
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or if the cost of advertising or other marketing materials increases significantly, we could experience declines in our
net sales and operating results.

Natural disasters, changes in climate and geo-political events could adversely affect our operating results.

The threat or occurrence of one or more natural disasters or other extreme weather events, whether as a result of
climate change or otherwise, and the threat or outbreak of terrorism, civil unrest or other hostilities or conflicts could
materially adversely affect our financial performance. These events may result in damage to, or destruction or closure
of, our stores, distribution centers and other properties. Such events can also adversely affect our work force and
prevent employees and customers from reaching our stores and other properties, can modify consumer purchasing
patterns and decrease disposable income, and can disrupt or disable portions of our supply chain and distribution
network.

Our ability to control labor costs is limited, which may negatively affect our business.

Our ability to control labor costs is subject to numerous external factors, including prevailing wage rates, the impact
of legislation or regulations governing healthcare benefits or labor relations, such as the Affordable Care Act, and
health and other insurance costs. If our labor and/or benefit costs increase, we may not be able to hire or maintain
qualified personnel to the extent necessary to execute our competitive strategy, which could adversely affect our
results of operations.

Our business operations could be disrupted if our information technology systems fail to perform adequately or if we
are unable to protect the integrity and security of our customer information.

We depend upon our information technology systems in the conduct of all aspects of our operations. If our
information technology systems fail to perform as anticipated, we could experience difficulties in virtually any area of
our operations, including but not limited to replenishing inventories or delivering products to store locations in
response to consumer demands. It is also possible that our competitors could develop better online platforms than us,
which could negatively impact our internet sales. Any of these or other systems-related problems could, in turn,
adversely affect our revenues and profitability.

In connection with payment card sales and other transactions, including bank cards, debit cards, credit cards and other
merchant cards, we process and transmit confidential banking and payment card information. Additionally, as part of
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our normal business activities, we collect and store sensitive personal information related to our employees,
customers, suppliers and other parties. Despite our security measures, our information technology and infrastructure
may be vulnerable to criminal cyber-attacks or security incidents due to employee error, malfeasance or other
vulnerabilities. Any such incidents could compromise our networks and the information stored there could be
accessed, publicly disclosed, lost or stolen. Third parties may have the technology and know-how to breach the
security of this information, and our security measures and those of our banks, merchant card processing and other
technology suppliers may not effectively prohibit others from obtaining improper access to this information. The
techniques used by criminals to obtain unauthorized access to sensitive data change frequently and often are not
recognized until launched against a target; accordingly, we may be unable to anticipate these techniques or implement
adequate preventative measures.

Many states have enacted laws requiring companies to notify individuals of data security breaches involving their
personal data. These mandatory disclosures regarding a security breach often lead to widespread negative publicity,
which may cause our customers to lose confidence in the effectiveness of our data security measures. Any security
breach, whether successful or not, would harm our reputation and could cause the loss of customers.

Our insurance coverage and self-insurance reserves may not cover future claims.

We maintain various insurance policies for employee health and workers’ compensation. We are self-insured on certain
health insurance plans and are responsible for losses up to a certain limit for these respective plans. We are also
self-insured with regard to workers’ compensation coverage, in which case we are responsible for losses up to certain
retention limits on both a per-claim and aggregate basis.

For policies under which we are responsible for losses, we record a liability that represents our estimated cost of
claims incurred and unpaid as of the balance sheet date. Our estimated liability is not discounted and is based on a
number of assumptions and factors, including historical trends and economic conditions, and is closely monitored and
adjusted when warranted by changing circumstances. Fluctuating healthcare costs, our significant growth rate and
changes from our past experience with workers’ compensation claims could affect the accuracy of estimates based on
historical experience. Should a greater amount of claims occur compared to what was estimated or employee health
insurance costs increase beyond what was expected, our accrued liabilities might not be sufficient and we may be
required to record additional expense. Unanticipated changes may produce materially different amounts of expense
than that reported under these programs, which could adversely impact our operating results.
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We are involved in a number of legal proceedings and, while we cannot predict the outcomes of such proceedings and
other contingencies with certainty, some of these outcomes could adversely affect our business, financial condition
and results of operations.

We are, and may become, involved in shareholder, consumer, employment, tort or other litigation. We cannot predict
with certainty the outcomes of these legal proceedings. The outcome of some of these legal proceedings could require
us to take, or refrain from taking, actions which could negatively affect our operations or could require us to pay
substantial amounts of money adversely affecting our financial condition and results of operations. Additionally,
defending against lawsuits and proceedings may involve significant expense and diversion of management's attention
and resources.

The market price of our securities may decline and/or be volatile.

Our common stock price may be volatile and all or part of any investment in our common stock may be lost.

The market price of our common stock could fluctuate significantly. Those fluctuations could be based on various
factors in addition to those otherwise described in this report, including:

our operating performance and the performance of our competitors;
the public’s reaction to our filings with the SEC, our press releases and other public announcements;
- changes in recommendations or earnings estimates by research analysts who follow us or other companies in our
industry;
variations in general economic conditions;
actions of our current stockholders, including sales of common stock by our directors and executive officers;
the arrival or departure of key personnel; and
other developments affecting us, our industry or our competitors.

In addition, the stock market may experience significant price and volume fluctuations. These fluctuations may be
unrelated to the operating performance of particular companies but may cause declines in the market price of our
common stock. The price of our common stock could fluctuate based upon factors that have little or nothing to do
with our company or its performance.

If we discontinue or alter our quarterly dividend program, or if we are unable to pay quarterly dividends at intended
levels, our reputation and stock price may be harmed.
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The payment of, or continuation of, our quarterly dividend is at the discretion of our Board of Directors and is
dependent upon our financial condition, results of operations, capital requirements, general business conditions, tax
treatment of dividends in the United States, potential future contractual restrictions contained in credit agreements and
other agreements and other factors deemed relevant by our Board of Directors. Additionally, because our quarterly
dividend program requires the use of a moderate portion of our cash flow, our ability to pay dividends will depend on
our ability to generate sufficient cash flows from operations in the future. This ability may be subject to certain
economic, financial, competitive and other factors that are beyond our control. Any failure to pay quarterly dividends
after we have announced our intention to do so, or any changes to our quarterly dividend program, may negatively
impact our reputation, our stock price, and investor confidence in us.

We are a holding company with no business operations of our own and depend on cash flow from The Tile Shop to
meet our obligations.

We are a holding company with no business operations of our own or material assets other than the equity of our
subsidiaries. All of our operations are conducted by our subsidiary, The Tile Shop. As a holding company, we will
require dividends and other payments from our subsidiaries to meet cash requirements. The terms of any future credit
facility may restrict our subsidiaries from paying dividends and otherwise transferring cash or other assets to us,
although our current facility does not restrict this action. If there is an insolvency, liquidation, or other reorganization
of any of our subsidiaries, our stockholders likely will have no right to proceed against their assets. Creditors of those
subsidiaries will be entitled to payment in full from the sale or other disposal of the assets of those subsidiaries before
us, as an equity holder, would be entitled to receive any distribution from that sale or disposal. If The Tile Shop is
unable to pay dividends or make other payments to us when needed, we will be unable to satisfy our obligations.

Concentration of ownership may have the effect of delaying or preventing a change in control.

Our directors and executive officers, together with their affiliates, beneficially hold approximately 25% of our
outstanding shares of common stock. As a result, these stockholders, if acting together, have the ability to influence
the outcome of corporate actions requiring stockholder approval. This concentration of ownership may have the effect
of delaying or preventing a change in control and might adversely affect the market price of our securities.
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Anti-takeover provisions contained in our certificate of incorporation and bylaws, as well as provisions of Delaware
law, could impair a takeover attempt.

Our certificate of incorporation and bylaws contain provisions that could have the effect of delaying or preventing
changes in control or changes in our management without the consent of our Board of Directors. These provisions

include:

- aclassified Board of Directors with three-year staggered terms, which may delay the ability of stockholders to
change the membership of a majority of our Board of Directors;

- no cumulative voting in the election of directors, which limits the ability of minority stockholders to elect director
candidates;

- the exclusive right of our Board of Directors to elect a director to fill a vacancy created by the expansion of the
Board of Directors or the resignation, death, or removal of a director, which prevents stockholders from being able
to fill vacancies on our Board of Directors;

- the ability of our Board of Directors to determine to issue shares of preferred stock and to determine the price and
other terms of those shares, including preferences and voting rights, without stockholder approval, which could be
used to significantly dilute the ownership of a hostile acquirer;

- a prohibition on stockholder action by written consent, which forces stockholder action to be taken at an annual or
special meeting of our stockholders;

- the requirement that a special meeting of stockholders may be called only by the chairman of the Board of Directors,
the chief executive officer, or the Board of Directors, which may delay the ability of our stockholders to force
consideration of a proposal or to take action, including the removal of directors;

limiting the liability of, and providing indemnification to, our directors and officers;
controlling the procedures for the conduct and scheduling of stockholder meetings;

- providing the Board of Directors with the express power to postpone previously scheduled annual meetings of
stockholders and to cancel previously scheduled special meetings of stockholders;

providing that directors may be removed prior to the expiration of their terms by stockholders only for cause; and

- advance notice procedures that stockholders must comply with in order to nominate candidates to our Board of
Directors or to propose matters to be acted upon at a stockholders’ meeting, which may discourage or deter a
potential acquirer from conducting a solicitation of proxies to elect the acquirer’s own slate of directors or otherwise
attempting to obtain control of us.

These provisions, alone or together, could delay hostile takeovers and changes in control of us or changes in our
management.

As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware
General Corporation Law, which prevents some stockholders holding more than 15% of our outstanding common
stock from engaging in certain business combinations without approval of the holders of substantially all of our
outstanding common stock. Any provision of our certificate of incorporation or bylaws or Delaware law that has the
effect of delaying or deterring a change in control could limit the opportunity for our stockholders to receive a
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premium for their shares of our common stock, and could also affect the price that some investors are willing to pay
for our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

As of December 31, 2017, we operated 138 stores located in 31 states and the District of Columbia with an average
square footage of approximately 20,300 square feet. The table below sets forth the locations (alphabetically by state)
of our 138 stores in operation as of December 31, 2017.

State Stores State Stores State Stores State Stores
Arkansas 1 Towa 1 Minnesota 7 Oklahoma 2
Arizona 4 Illinois 11 Missouri 5 Pennsylvania 5
Colorado 4 Indiana 4 North Carolina 4 Rhode Island 1
Connecticut 2 Kansas 2 Nebraska 1 South Carolina 2
Delaware 1 Kentucky 3 New Jersey 7 Tennessee 4
District of Columbia 1 Massachusetts 3 New Mexico 1 Texas 16
Florida 5 Maryland 5 New York 8 Virginia 6
Georgia 4 Michigan 7 Ohio 8 Wisconsin 3
Total 138

We lease all of our stores. Our approximately 15,000 square foot headquarters in Plymouth, Minnesota is attached to
our store. We own four regional facilities used for distribution of purchased product and manufacturing of setting and
maintenance materials, located in Spring Valley, Wisconsin; Ottawa Lake, Michigan; Ridgeway, Virginia; and
Durant, Oklahoma, which consist of 69,000, 271,000, 134,000, and 260,000 square feet, respectively. We also lease a
distribution facility in Dayton, New Jersey that is 103,000 square feet.

We believe that our material property holdings are suitable for our current operations and purposes. We intend to open
three new retail locations in 2018.

ITEM 3. LEGAL PROCEEDINGS

The Company was a defendant in a consolidated class action arising in 2013 alleging it failed to disclose certain
related party transactions in the Company’s SEC filings and press releases. In January 2017, the plaintiffs and the
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Company agreed to settle the lawsuit for $9.5 million. The court approved the settlement and entered an order
dismissing the action on June 14, 2017.

The Company also is a nominal defendant in three actions brought derivatively on behalf of the Company by three
shareholders in 2015. The plaintiffs allege that the defendant-directors and/or officers breached their fiduciary duties
by failing to adopt adequate internal controls for the Company, by approving false and misleading statements issued

by the Company, by causing the Company to violate generally accepted accounting principles and SEC regulations,
and by permitting the Company’s primary product to contain illegal amounts of lead. The complaints also allege claims
for insider trading and/or unjust enrichment. The Company moved to dismiss the actions, or in the alternative, to stay
the actions. Those motions have not yet been decided.

By letter dated May 19, 2016, a shareholder of the Company demanded that the Board of Directors investigate alleged
breaches of fiduciary duty related to the same matters described above and take action against certain present and
former officers and directors of the Company. The Board of Directors has appointed a committee of two independent
directors to investigate and evaluate the matters raised in the demand letter, and to recommend to the Company’s
Board of Directors what actions, if any, should be taken by the Company with respect to the matters raised in the
demand letter.

Based on the Company’s assessment of the derivative actions and demand, the range of resulting loss is not expected to
have a material impact on the Company’s financial statements.

The Company is also, from time to time, subject to claims and disputes arising in the normal course of business. In
the opinion of management, while the outcome of such claims and disputes cannot be predicted with certainty, the
Company’s ultimate liability in connection with these matters is not expected to have a material adverse effect on the
results of operations, financial position, or cash flows.

ITEM 4. MINE SAFETY DISCLOSURES

None.
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Part I1

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED SHAREHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded on The Nasdaq Stock Market under the symbol “TTS”. The following table shows the high
and low sale prices per share of our common stock as reported on The Nasdaq Stock Market for the periods indicated:

Common Stock
Quarter High Low
Fiscal Year 2016  First $ 16.63 $ 12.40
Second $ 20.00 $ 14.53
Third $21.05 $ 15.05
Fourth $ 2140 $ 15.95

Fiscal Year 2017  First $ 2090 $ 17.25
Second $ 2240 $ 18.90

Third $ 2090 $ 12.05
Fourth $ 1320 $ 8.08

As of February 16, 2018, we had approximately 85 holders of record of our common stock. This figure does not

include the number of persons whose securities are held in nominee or “street” name accounts through brokers.

As of February 16, 2018, we had outstanding a total of 52,152,031 shares of common stock. The last reported sales
price for our common stock on February 16, 2018 was $8.45.

Dividends Paid Per Share
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Date Paid Amount
March 24, 2017 $ 0.05
May 16, 2017 $ 0.05

August 15, 2017 $ 0.05
November 14, 2017 $ 0.05

Prior to 2017, we did not pay dividends to our stockholders. On February 21, 2018 we declared a $0.05 dividend to
stockholders of record as of the close of business on March 5, 2018. The dividend will be paid on March 16, 2018. It
is our intent to continue to pay quarterly dividends in the future; however, we may suspend or change this program at
any time and there can be no guarantee that we will continue to pay dividends in any specific amount or at any
specific time.

Securities Authorized for Issuance Under Equity Compensation Plans

For information on our equity compensation plans, refer to Item 12, “Security Ownership of Certain Beneficial Owners
and Management and Related Stockholder Matters.”

Recent Sales of Unregistered Securities

None.

Issuer Purchases of Equity Securities

None.
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The graph and table below present our cumulative total stockholder returns relative to the performance of the S&P
SmallCap 600 and the Dow Jones U.S. Furnishings Index for the period commencing December 31, 2013 and ending
December 31, 2017, the last trading day of fiscal year 2017. The comparison assumes $100 invested at the close of
trading on December 31, 2012 in (i) our common stock, (ii) the stocks comprising the S&P SmallCap 600, and (iii) the
stocks comprising the Dow Jones U.S. Furnishings Index. All values assume that all dividends were reinvested on the
date paid. The points on the graph represent fiscal quarter-end amounts based on the last trading day in each fiscal
quarter. The stock price performance included in the line graph below is not necessarily indicative of future stock

price performance.

December 31, 2013
December 31, 2014
December 31, 2015
December 31, 2016
December 31, 2017
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Dow Jones

U.S. Furnishings Index
100.00
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124.17

137.38
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected historical financial information derived from (i) our audited financial
statements included elsewhere in this report as of December 31, 2017 and 2016 and for the years ended December 31,
2017, 2016, and 2015 and (ii) our audited financial statements not included elsewhere in this report as of December
31,2015, 2014, and 2013 and for the years ended December 31, 2014 and 2013. The following selected financial data
should be read in conjunction with the section entitled “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” and the financial statements and the related notes appearing elsewhere in this report.

Statement of Income Data

Net sales

Cost of sales

Gross profit

Selling, general and administrative
expenses

Income from operations

Interest expense

Change in fair value of warrants

Other income (expense)

Income (loss) before income taxes

Provision for income taxes

Net income (loss)

Earnings per share

Weighted average shares
outstanding (diluted)

Balance Sheet Data

Cash and cash equivalents

Inventories

Total assets

Total debt and capital lease

obligations, including current
maturities(1)

Total stockholders' equity
Working capital

Cash Flow Data

As of December 31, or for the year ended December 31,
2017 2016 2015 2014
(in thousands, except per share)

$ 344,600 $ 324,157 $ 292,987 $ 257,192

108,378 97,261 89,377 78,300
236,222 226,896 203,610 178,892
210,376 193,983 174,384 157,316
25,846 32,913 29,226 21,576
1,857 1,715 2,584 3,141
170 141 130 (506)
24,159 31,339 26,772 17,929
13,340 12,876 11,076 7,382

$ 10,819 $ 18,463 $ 15,696 $ 10,547

$ 0.21 $ 036 $ 0.31 $ 0.21
51,928 51,880 51,305 51,030

$ 6,621 $ 6,067 $ 10,330 $ 5,759
85,259 74,295 69,878 68,857
270,725 265,273 245,007 252,190
27,712 29,208 56,812 93,264
143,874 138,899 115,201 93,695
43,525 36,013 47,497 52,468

2013

$ 229,564
68,755
160,809

127,731
33,078
2,581
54,219
4
(23,718)
11,942
$ (35,660)
$ (0.72)

49,600

$ 1,761
67,756
241,642

96,676
78,496
51,719
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Net cash provided by operating

activities $ 45,691 $ 53,552 $ 60,264 $ 47,201 $ 21,211
Net cash used in investing activities (40,549) (27,252) (18,994) (40,552) (52,955)
Net cash (used in) provided by

financing activities (4,594) (30,528) (36,688) (2,651) 30,518
Other Selected Financial Data

(unaudited)
Adjusted EBITDA(2) $ 57,173 $ 68,047 $ 58,420 $ 47,460 $ 54,294
Adjusted EBITDA margin(2) 16.6 % 21.0 % 19.9 % 18.5 % 23.7 %
Gross margin rate(3) 68.5 % 70.0 % 69.5 % 69.6 % 70.0 %
Operating income margin(4) 7.5 % 10.2 % 10.0 % 8.4 % 14.4 %
Same stores sales growth(5) 0.5 % 7.6 % 7.4 % 0.4) % 12.4 %
Stores open at end of period 138 123 114 107 88

(" Amounts as of December 31, 2017, 2016, and 2015 consist of total debt and capital lease obligations, including
current maturities, net of debt issuance costs. Amounts as of December 31, 2014 and 2013 include total debt and
capital lease obligations, including current maturities.

(2) We calculate Adjusted EBITDA by taking net income calculated in accordance with accounting principles
generally accepted in the United States, or GAAP, and adjusting for interest expense, income taxes, depreciation
and amortization, non-cash change in fair value of warrants, stock based compensation expense, and special
charges, which consists of equity-related transaction costs, litigation and investigation costs, and the write-off of
debt issuance costs. Adjusted EBITDA margin is equal to Adjusted EBITDA divided by net sales. We believe that
these non-GAAP measures of financial results provide useful information to management and investors regarding
certain financial and business trends relating to our financial condition and results of

17
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operations. Our management uses these non-GAAP measures to compare our performance to that of prior periods for

trend analyses, for purposes of determining management incentive compensation and for budgeting and planning

purposes. These measures are used in monthly financial reports prepared for management and our Board of Directors.

We believe that the use of these non-GAAP financial measures provides an additional tool for investors to use in

evaluating ongoing operating results and trends and in comparing our financial measures with other specialty retailers,

many of which present similar non-GAAP financial measures to investors.

() Gross margin rate is gross profit divided by net sales.

) Operating income margin is income from operations divided by net sales.

(5) Same store sales growth is the percentage change in sales of comparable stores period over period. A store is
considered comparable on the first day of the 13th full month of operation. When a store in relocated, it is excluded
from the same stores sales growth calculation. Same store sales growth amounts include total charges to customers
less any actual returns. Beginning in 2015, we include the change in the allowance for anticipated sales returns
applicable to comparable stores in the same store sales calculation. Prior to 2015, we did not include estimated
return provisions or sale allowances in the same store sales calculation, as return reserves were calculated on a
consolidated level. Same store sales data reported by other companies may be prepared on a different basis and
therefore may not be useful for purposes of comparing our results to those of other businesses.

Reconciliation of Non-GAAP Adjusted EBITDA to GAAP Net Income (Loss)

Years Ended December 31,
2017 2016 2015 2014 2013
(in thousands)

Net income (loss) $ 10,819 $ 18,463 $ 15,696 $ 10,547 $ (35,660)
Interest expense 1,857 1,715 2,584 3,141 2,581
Income taxes 13,340 12,876 11,076 7,382 11,942
Change in fair value of warrants - - - - 54,219
Depreciation & amortization 26,239 23,042 22,236 19,925 14,316
Special charges 1,762 7,618 1,283 1,848 2,216
Stock based compensation 3,156 4,333 5,545 4,617 4,680
Adjusted EBITDA $ 57,173 $ 68,047 $ 58420 $ 47,460 $ 54,294

Our management does not consider these non-GAAP measures in isolation or as an alternative to financial measures
determined in accordance with GAAP. The principal limitations of these non-GAAP financial measures are that they
exclude significant expenses and income that are required by GAAP to be recognized in our consolidated financial
statements. In addition, they are subject to inherent limitations as they reflect the exercise of judgments by
management about which expenses and income are excluded or included in determining these non-GAAP financial
measures. In order to compensate for these limitations, management presents non-GAAP financial measures in
connection with GAAP results. We urge investors to review the reconciliation of our non-GAAP financial measures to
the comparable GAAP financial measures and not to rely on any single financial measure to evaluate our business.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

You should read the following discussion and analysis together with “Selected Financial Data” and our consolidated
financial statements and related notes included elsewhere in the Annual Report on Form 10-K. Among other things,

those historical consolidated financial statements include more detailed information regarding the basis of presentation

for the financial data than are included in the following discussion. This Annual Report on Form 10-K contains
“forward-looking statements” within the meaning of the “safe harbor” provisions of the Private Securities Litigation
Reform Act of 1995. In some cases, you can identify these statements by forward-looking words such as “anticipate,”
“believe,” “can,” “continue,” “could,” “depend,” “estimate,” “expect,” “intend,” “may,” “might,” “plan,” “project,” “seek,” “st
“will likely result,” “would,” and similar expressions, although some forward-looking statements are expressed differently.
The forward-looking statements in this Form 10-K relate to, among other things, our anticipated new store openings,
remodeling plans, and growth opportunities; our business strengths, marketing strategies, competitive advantages and

role in our industry and markets; our strategic plan and the anticipated benefits of our strategic plan; legal

proceedings; our intended future process for determining and assessing compensation; our expectations for the future

use of equity incentive plans; our expectations regarding financing arrangements; our expectations with respect to
dividend payments; supply costs and expectations, including the continued availability of sufficient products from our
suppliers; costs and adequacy of insurance; our expectations with respect to ongoing compliance with the terms of our
credit facility; the effect of regulations on us and our industry and our compliance with such regulations; our

expectations regarding the effects of employee recruiting, training, mentoring, and retention; and our expectations
regarding the impact of federal corporate tax reform.

9 ¢ LT LT3 99 ¢ LT

These forward-looking statements are based on current expectations and assumptions that are subject to risks and
uncertainties that may cause our actual results, performance, or achievements to differ materially from any expected
future results, performance, or achievements expressed or implied by such forward-looking statements. All statements
other than statements of historical fact are statements that could be deemed forward-looking statements. These risks
and uncertainties include, but are not limited to:

the level of demand for our products;
our ability to grow and remain profitable in the highly competitive retail tile
industry;
our ability to access additional capital;
our ability to attract and retain qualified personnel;
changes in general economic, business and industry conditions;
our ability to introduce new products that satisfy market demand; and
- legal, regulatory, and tax developments, including additional requirements imposed by changes in domestic and
foreign laws and regulations, and results of litigation.

There is no assurance that our expectations will be realized. If one or more of these risks or uncertainties materialize,
or if our underlying assumptions prove incorrect, actual results may vary materially from those expected, estimated, or
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projected. Such risks and uncertainties also include those set forth under “Risk Factors” in Item 1A of this Form 10-K.
Our forward-looking statements speak only as of the time that they are made and do not necessarily reflect our outlook
at any other point in time. We undertake no obligation to update publicly any forward-looking statements, whether as
a result of new information, future events, or for any other reason.

Overview

We are a specialty retailer of natural stone and manufactured tiles, setting and maintenance materials, and related
accessories in the United States. We offer a wide selection of products, attractive prices, and exceptional customer
service in an extensive showroom setting. As of December 31, 2017, we operated 138 stores in 31 states and the
District of Columbia, with an average size of approximately 20,300 square feet. We also sell our products on our
website.

We purchase our tile products and accessories directly from suppliers and manufacture our own setting and
maintenance materials, such as thinset, grout, and sealers. We believe that our long-term supplier relationships,
together with our design, manufacturing and distribution capabilities, enable us to offer a broad assortment of
high-quality products to our customers, who are primarily homeowners and professionals, at competitive prices. We
have invested significant resources to develop our proprietary brands and product sources, and we believe that we are
a leading retailer of natural stone and manufactured tiles, setting and maintenance materials, and related accessories in
the United States.

We believe that the highly-fragmented United States retail tile market provides us with a significant opportunity to
expand our store base. We opened fifteen new stores in the United States in 2017, and plan to open three stores in
2018. We believe that there will continue to be additional expansion opportunities in the United States and Canada.
We expect store growth will drive increased net
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sales and income from operations. Our growth plans also require us to maintain significant inventory on-hand in order

to fulfill orders at these new locations.

The table below sets forth information about our net sales, operating income and stores opened from 2015 to 2017.

For the year ended December 31,

2017 2016 2015

(in thousands, except store data)
Net sales $ 344,600 $ 324,157 $ 292,987
Income from operations $ 25846 $ 32913 $ 29,226
New stores opened during period 15 9 7

Net cash provided by operating activities was $45.7 million, $53.6 million and $60.3 million for 2017, 2016 and
2015, respectively, which was used to fund operations, new stores, construction activities and debt repayments. We

expect to continue to fund the majority of our capital expenditures and daily operations from our operating cash flows.

As of December 31, 2017, we had cash of $6.6 million and working capital of $43.5 million.

Key Components of our Consolidated Statements of Operations

Net Sales Net sales represents total charges to customers, net of returns, and includes freight charged to customers.
We recognize sales at the time that the customer takes possession of the merchandise or when final delivery of the
product has occurred. We recognize service revenue, which consists primarily of freight charges for home delivery,
when the service has been rendered. We are required to charge and collect sales and other taxes on sales to our
customers and remit these taxes back to government authorities. Total revenues do not include sales tax because we
are a pass-through conduit for collecting and remitting sales tax. Sales are reduced by an allowance for anticipated
sales returns that we estimate based on historical returns.

Same store sales growth is the percentage change in sales of comparable stores period-over-period. A store is
considered comparable on the first day of the 13th full month of operation. When a store in relocated, it is excluded
from the same stores sales growth calculation. Same store sales growth amounts include total charges to customers
less any actual returns. We include the change in allowance for anticipated sales returns applicable to comparable
stores in the same store sales calculation.
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Cost of Sales Cost of sales consists primarily of material costs, freight, custom and duties fees, and storage and
delivery of product to the customers, as well as physical inventory losses and costs associated with manufacturing of
setting and maintenance materials.

Gross Profit Gross profit is net sales less cost of sales. Gross margin rate is the percentage determined by dividing
gross profit by net sales.

Selling, General and Administrative Expenses Selling, general, and administrative expenses consists primarily of
compensation costs, occupancy, utilities, maintenance costs, advertising cost, shipping and transportation expenses to
move inventory from our distribution centers to our stores, depreciation and amortization.

Pre-opening Costs Our pre-opening costs are those typically associated with the opening of new stores and generally
include rent expense, compensation costs and promotional costs. We expense pre-opening costs as incurred and
include these costs in selling, general, and administrative expenses.

Income Taxes We are subject to income tax in the United States as well as other tax jurisdictions in which we conduct
business.

Non-GAAP Measures

We calculate Adjusted EBITDA by taking net income calculated in accordance with accounting principles generally
accepted in the United States (“GAAP”) and adjusting for interest expense, income taxes, depreciation and amortization,
non-cash change in fair value of warrants, stock based compensation expense, and special charges, which consists of
equity-related transaction costs, litigation and investigation costs, and the write-off of debt issuance costs. Non-GAAP
net income excludes special charges, which consist of shareholder investigation and other litigation costs, tax reform
costs, and the write-off of debt issuance costs, and is net of tax.

We believe that these non-GAAP measures of financial results provide useful information to management and
investors regarding certain financial and business trends relating to our financial condition and results of operations.
Our management uses these non-GAAP measures to compare our performance to that of prior periods for trend
analyses, for purposes of determining management incentive compensation, and for budgeting and planning purposes.
These measures are used in monthly financial reports prepared for management and our Board of Directors. We
believe that the use of th