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PART I
FINANCIAL INFORMATION
Item 1. Financial Statements
CarLotz, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(Unaudited)
(In thousands, except share and per share data)
September 30,
2022
Assets
Current Assets:
Cash and cash equivalents
Restricted cash
Marketable securities – at fair value
Accounts receivable, net
Inventories
Other current assets
Operating and finance lease assets, property, and equipment held for sale
Total Current Assets
Marketable securities – at fair value
Property and equipment, net
Capitalized website and internal-use software costs, net
Operating lease assets
Finance lease assets, net
Lease vehicles, net
Other assets

$

$

Total Assets
Liabilities and Stockholders’ Equity (Deficit)
Current Liabilities:
Current portion of finance lease liabilities
Floor plan notes payable
Accounts payable
Accrued expenses
Current portion of operating lease liabilities
Other current liabilities
Operating and finance lease liabilities associated with assets held for sale
Total Current Liabilities
Finance lease liabilities, less current portion
Operating lease liabilities, less current portion
Earnout shares liability
Merger warrants liability
Other liabilities
Total Liabilities
Commitments and Contingencies (Note 15)
Stockholders’ Equity (Deficit):

$

Common stock, $0.0001 par value; 500,000,000 authorized shares, 114,879,689 and 113,996,401 shares issued and
outstanding at September 30, 2022 and December 31, 2021
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Total Stockholders’ Equity (Deficit)
$

Total Liabilities and Stockholders’ Equity (Deficit)

See notes to condensed consolidated financial statements.
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December 31,
2021

84,809
4,049
28,125
4,786
13,062
4,349
20,860
160,040
760
7,118
12,725
22,092
4,459
2,869
474
210,537

$

116
5,433
2,236
11,215
4,600
593
22,294
46,487
6,083
22,384
722
675
417
76,768
—

$

$

11
291,827
(157,956)
(113)
133,769
210,537 $

75,029
4,336
116,589
8,206
40,985
4,705
—
249,850
1,941
22,628
13,716
—
—
1,596
558
290,289

509
27,815
6,352
14,428
—
754
—
49,858
12,206

—
7,679
6,291
744
76,778
—

11
287,509
(73,916)
(93)
213,511
290,289

CarLotz, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(Unaudited)
(In thousands, except share and per share data)
Three Months Ended September 30,
2022
Revenues:
Retail vehicle sales
Wholesale vehicle sales
Finance and insurance, net
Lease income, net
Total Revenues
Cost of sales (exclusive of depreciation)
Gross Profit

$

32,545 $
16,357
1,691
245
50,838
51,429
(591)

Operating Expenses:
Selling, general and administrative
Stock-based compensation expense
Depreciation and amortization expense
Management fee expense – related party
Impairment expense
Restructuring expenses
Total Operating Expenses
Loss from Operations
Interest expense
Other Income, net
Change in fair value of Merger warrants liability
Change in fair value of earnout shares
Other income (expense)
Total Other Income, net
Loss Before Income Tax Expense
Income tax expense

19,334
1,409
2,025
—
420
1,885
25,073
(25,664)
302

Net Loss
Net Loss per Share, basic and diluted
Weighted-average Shares used in Computing Net Loss per Share,
basic and diluted

Nine Months Ended September 30,

2021

2022

56,284
8,989
2,639
129
68,041
66,017
2,024

$

24,780
3,447
1,214
—
—
—
29,441
(27,417)
650

2021

142,344
38,880
8,591
528
190,343
187,375
2,968

$

74,017
4,234
6,173
—
1,143
12,616
98,183
(95,215)
1,512

150,897
18,217
5,973
334
175,421
167,207
8,214

63,039
49,114
1,692
2
—
—
113,847
(105,633)
1,009

$

803
341
523
1,667
(24,299)
—
(24,299) $

12,111
12,565
(85)
24,591
(3,476)
—
(3,476) $

5,616
6,957
113
12,686
(84,041)
—
(84,041) $

24,794
56,621
(476)
80,939
(25,703)
—
(25,703)

$

(0.21) $

(0.03) $

(0.74) $

(0.23)

114,705,449

113,707,013

See notes to condensed consolidated financial statements.
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114,334,960

109,447,939

CarLotz, Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensive (Loss)
(Unaudited)
(In thousands)
Three Months Ended September 30,
2022
(24,299) $

Net loss
$
Other Comprehensive (Loss), net of tax:
Unrealized gains (losses) on marketable securities arising during the
period
Tax effect
Unrealized gains (losses) on marketable securities arising during
the period, net of tax
Reclassification adjustment for realized gains
Tax effect
Reclassification adjustment for realized gains, net of tax
Other Comprehensive Income (Loss), net of tax
$
Total Comprehensive (Loss)

2021
(3,476) $

38
—
38
(8)
—
(8)
30
(24,269) $

(40)
—
(40)
—
—
—
(40)
(3,516) $

See notes to condensed consolidated financial statements.
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Nine Months Ended September 30,
2022
(84,041) $
(6)
—
(6)
(14)
—
(14)
(20)
(84,061) $

2021
(25,703)
(110)
—
(110)
(5)
—
(5)
(115)
(25,818)

CarLotz, Inc. and Subsidiaries
Condensed Consolidated Statements of Stockholders’ Equity (Deficit)
Nine Months Ended September 30, 2022 and 2021
(Unaudited)
(In thousands, except share data)
Redeemable Convertible Preferred
Stock
Shares
Balance December 31, 2021
Net loss
Other comprehensive income, net of
tax
Cashless exercise of options
Stock-based compensation
Issuance of common stock to settle
vested restricted stock units

Amount
—
—

$

—
—
—

Shares

Additional Paid-in
Capital

Amount

—
—

113,996,401
—

—
—
—

—
44,424
—

$

11
—

$

—
—
—

287,509
—

Accumulated
Deficit
$

—
—
1,684

$

—
—
—

$

(73)
—
—

(73)
—
1,684

70,971

—
—

114,111,796
—

$
$

11
—

$
$

289,191
—

$
$

(98,752)
(34,905)

$
$

(166)
—

$
$

190,284
(34,905)

Exercise of options

—
—

$
$

—
—

—
104,818

$
$

—
—

$
$

—
66

$
$

—
—

$
$

23
—

$
$

23
66

Stock-based compensation

—

$

—

—

$

—

$

1,141

$

—

$

—

$

1,141

Issuance of common stock to settle
vested restricted stock units

—

$

—

263,048

$

—

$

—

$

—

$

—

$

—

Balance June 30, 2022
Net loss

—
—

$
$

—
—

114,479,662
—

$
$

11
—

$
$

290,398
—

$
$

(133,657)
(24,299)

$
$

(143)
—

$
$

156,609
(24,299)

Exercise of options

—
—

$
$

—
—

—
81,541

$
$

—
—

$
$

—
20

$
$

—
—

$
$

30
—

$
$

30
20

Cashless exercise of options

—

$

—

26,435

$

—

—

$

—

$

—

Stock-based compensation

—

$

—

—

$

—

$

1,409

$

—

$

—

$

1,409

Issuance of common stock to settle
vested restricted stock units

—

$

—

292,051

$

—

$

—

$

—

$

—

Balance September 30, 2022

—

$

—

114,879,689

$

11

$

291,827

$

(157,956)

$

(113)

$

133,769

See notes to condensed consolidated financial statements.
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—

213,511
(24,836)

—

Other comprehensive income, net of
tax

(2)

(93)
—

Stockholders’
Equity (Deficit)

$
$

Other comprehensive income, net of
tax

—

(73,916)
(24,836)

Accumulated Other
Comprehensive
(Loss) Income

—
—

Balance March 31, 2022
Net loss

—

Common Stock

—

(2)

—

—

Redeemable Convertible Preferred
Stock
Shares
Balance December 31, 2020
Retroactive application of
recapitalization

Amount

20,739,607

2

17,558

—

—

17,560

Net loss

58,621,042
—

6
—

20,779
—

(34,037)
(15,022)

15
—

(13,237)
(15,022)

Other comprehensive income, net of
tax

—

—

—

—

—

—

(131)

(131)

—
—
—

—
—
—

—
12,500,000
38,194,390

—
1
4

(19)
124,999
309,995

—
—
—

—
—
—

(19)
125,000
309,999

—
—

—
—

—
—

—
—

(62,693)
(47,579)

—
—

—
—

(62,693)
(47,579)

—
—

—
—

—
54,717

—
—

2,832
—

—
—

—
—

2,832
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
3,546,984
752,927

—
—
—
—
—
—

(2,465)
41,963
(74,284)
(39,025)
3,625
144

—
—
—
—
—
—

—
—
—
—
—
—

(2,465)
41,963
(74,284)
(39,025)
3,625
144

—
—

113,670,060
—

—
—

—
—

—
—

113,670,060
—

Balance March 31, 2021
Net loss
Other comprehensive income, net of
tax
Stock-based compensation
Balance June 30, 2021
Net loss
Other comprehensive income, net of
tax

—
—

$

—
—
—
—

$

$

11
—

$

—
—
$

11
—

278,272
—

$

$

—
3,704
$

281,976
—

(34,037)

$

—
—

Stock-based compensation
Earnout liability
Merger warrants liability
KAR/AFC note payable conversion
KAR/AFC warrant exercise

3,221

$

(17,560)

Cashless exercise of options
Cash consideration paid to Former
Carlotz optionholders

$

Stockholders’ Equity
(Deficit)

—
—

Transaction costs and advisory fees
Settlement of redeemable convertible
preferred stock tranche obligation

4

Accumulated Other
Comprehensive
(Loss) Income

(2,034,751)

PIPE issuance
Merger financing
Consideration to existing
shareholders of Former CarLotz, net
of accrued dividends

$

Accumulated
Deficit

37,881,435

Accrued dividends on redeemable
convertible preferred stock

$

Additional Paid-in
Capital

Amount

17,560

Adjusted balance, beginning of
period

2,034,751

Common Stock
Shares

(49,059)
(7,205)

$

—
—
$

(56,264)
(3,476)

15

(116)
—

$

56
—
$

(60)
—

(30,797)

229,108
(7,205)
56
3,704

$

225,663
(3,476)

—

—

—

—

—

—

(40)

(40)

Stock-based compensation

—
—

—
—

36,953
—

—
—

—
3,447

—
—

—
—

—
3,447

Balance September 30, 2021

—

—

113,707,013

Issuance of Class A common stock
to settle vested restricted stock units

$

$

11

$

285,423

$

See notes to condensed consolidated financial statements.
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(59,740)

$

(100)

$

225,594

CarLotz, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(Unaudited)
(In thousands)
Nine Months Ended September 30,
2022
Cash Flow from Operating Activities
Net loss
Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization – property, equipment, ROU assets and capitalized software
Impairment expense
Non-cash restructuring expenses
Gain on lease assignment
Amortization and accretion - marketable securities
Depreciation – lease vehicles
Provision for doubtful accounts
Stock-based compensation expense
Change in fair value of Merger warrants liability
Change in fair value of earnout shares
Unpaid interest expense on capital lease obligations
Change in Operating Assets and Liabilities:
Accounts receivable
Inventories
Other current assets
Other assets
Accounts payable
Accrued expenses
Accrued expenses – related party
Other current liabilities
Other liabilities
Net Cash Used in Operating Activities
Cash Flows from Investing Activities
Purchase of property and equipment
Capitalized website and internal-use software costs
Purchase of marketable securities
Proceeds from sales of marketable securities
Purchase of lease vehicles
Net Cash Provided by (Used in) Investing Activities
Cash Flows from Financing Activities
Payments made on finance leases
Advance from holder of marketable securities
Repayment of advance from marketable securities
PIPE issuance
Merger financing
Payment made on accrued dividends
Payments to existing shareholders of Former CarLotz
Transaction costs and advisory fees
See notes to condensed consolidated financial statements.
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$

2021

(84,041) $

(25,703)

8,532
1,143
10,387
(236)
752
360
656
4,234
(5,616)
(6,957)
—

1,623

69
85
49,114
(24,794)
(56,621)
199

2,764
27,923
356
84
(4,116)
(2,237)
—
(161)
(327)
(46,500)

(4,786)
(46,774)
(8,414)
(4,267)
3,541
5,441
(229)
382
(753)
(110,175)

(5,642)
(2,958)
(63,858)
152,758
(1,633)
78,667

(6,766)
(11,511)
(359,381)
212,823
(939)
(165,774)

(376)
—
—
—
—
—
—
—

(51)
4,722
(4,722)
125,000
309,999
(4,853)
(62,693)
(47,579)

—
—
—
1,712

Payments made on cash considerations associated with stock options
Repayment of Paycheck Protection Program loan
Payments made on note payable
Payments on floor plan notes payable
Borrowings on floor plan notes payable
Employee stock option exercise
Payments made for tax on equity award transactions
Net Cash (Used in) Provided by Financing Activities
Net Change in Cash and Cash Equivalents Including Restricted Cash
Cash and cash equivalents and restricted cash, beginning
Cash and cash equivalents and restricted cash, ending
Supplemental Disclosure of Cash Flow Information
Cash paid for interest
Supplementary Schedule of Non-cash Investing and Financing Activities:
Transfer from lease vehicles to inventory
KAR/AFC exercise of stock warrants
KAR/AFC conversion of notes payable
Convertible redeemable preferred stock tranche obligation expiration
Capitalized website and internal use software costs accrued
Purchases of property under capital lease obligation

See notes to condensed consolidated financial statements.
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$

—
—
—
(102,592)
80,211
91
(8)
(22,674)
9,493
79,365
88,858 $

$

1,589

$

(2,465)
(1,749)
(3,000)
(109,034)
127,279
—
—
330,854
54,905
2,813
57,718

$

1,000

— $
—
—
—
—
(247)

166
(144)
(3,625)
(2,832)
(1,898)
(7,651)

CarLotz, Inc. and Subsidiaries — Notes to Condensed Consolidated Financial Statements
(Unaudited)
(In thousands, except share data)

Note 1 Description of Business
Defined Terms
Unless otherwise indicated or unless the context otherwise requires, the following terms used herein shall have the following meanings:
•

references to “CarLotz,” “we,” “us,” “our” and the “Company” are to CarLotz, Inc. and its consolidated subsidiaries;

•

references to “Acamar Partners” refer to the Company for periods prior to the consummation of the Merger referred to below;

•

references to “Acamar Sponsor” are to Acamar Partners Sponsor I LLC; and

•

references to the “Merger” are to the merger pursuant to that certain Agreement and Plan of Merger, dated as of October 21, 2020 (as amended by
Amendment No. 1, dated December 16, 2020, the “Merger Agreement”), by and among CarLotz, Inc. (f/k/a Acamar Partners Acquisition Corp.)
(the “Company”), Acamar Partners Sub, Inc., a wholly owned subsidiary of CarLotz, Inc. (“Merger Sub”), and CarLotz Group, Inc. (f/k/a
CarLotz, Inc.) (“Former CarLotz”), pursuant to which Merger Sub merged with and into Former CarLotz, with Former CarLotz surviving as the
surviving company and as a wholly owned subsidiary of the Company.

The Company is a used vehicle consignment and Retail RemarketingTM company based in Richmond, Virginia. The Company operates an innovative and
one-of-a-kind consumer and commercial used vehicle consignment and sales business model, with an online marketplace and 11 retail hub locations
throughout the United States, including in Alabama, California, Colorado, Florida, Illinois, North Carolina, and Virginia.
Subsidiaries are consolidated when the parent is deemed to have control over the subsidiaries’ operations.
Subsidiary Operations
CarLotz, Inc. owns 100% of CarLotz Group, Inc. (a Delaware corporation), which owns 100% of CarLotz, Inc. (an Illinois corporation), CarLotz Nevada,
LLC (a Delaware LLC), CarLotz California, LLC (a California LLC), CarLotz Logistics, LLC (a Delaware LLC), Orange Grove Fleet Solutions, LLC (a
Virginia LLC), Orange Peel Protection Reinsurance Co. Ltd. (a Turks and Caicos Islands, British West Indies company) and Orange Peel LLC (a Virginia
LLC), which owns 100% of Orange Peel Reinsurance, Ltd. (a Turks and Caicos Islands, British West Indies company).
Basis of Presentation
On January 21, 2021 (the “Closing Date”), the Company consummated the merger pursuant to that certain Agreement and Plan of Merger, dated as of
October 21, 2020, by and among the Company, Merger Sub and Former CarLotz, as amended by Amendment No. 1 to the Agreement and Plan of Merger,
dated December 16, 2020, by and among the Company, Merger Sub and Former CarLotz (See Note 3 “Merger” for further discussion).
Pursuant to the terms of the Merger Agreement, a business combination between the Company and Former CarLotz was effected through the merger of
Merger Sub with and into Former CarLotz with Former CarLotz continuing as the surviving company. Notwithstanding the legal form of the Merger
pursuant to the Merger Agreement, the Merger is accounted for as a reverse recapitalization in accordance with U.S. generally accepted accounting
principles (U.S. GAAP). Under this method of accounting, CarLotz is treated as the acquired company and Former CarLotz is treated as the acquiror for
financial statement reporting and accounting purposes.
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CarLotz, Inc. and Subsidiaries — Notes to Condensed Consolidated Financial Statements
(Unaudited)
(In thousands, except share data)
As a result of Former CarLotz being the accounting acquirer, the financial reports filed with the U.S. Securities and Exchange Commission (“SEC”) by the
Company subsequent to the Merger are prepared “as if” Former CarLotz is the predecessor and legal successor to the Company. The historical operations
of Former CarLotz are deemed to be those of the Company. Thus, the financial statements included in this report reflect (i) the historical operating results
of Former CarLotz prior to the Merger, (ii) the combined results of the Company and Former CarLotz following the Merger on January 21, 2021, (iii) the
assets and liabilities of Former CarLotz at their historical cost and (iv) the Company’s equity structure for all periods presented. The recapitalization of the
number of shares of common stock attributable to the purchase of Former CarLotz in connection with the Merger is reflected retroactively to the earliest
period presented and will be utilized for calculating earnings per share in all prior periods presented. No step-up basis of intangible assets or goodwill was
recorded in the Merger transaction consistent with the treatment of the transaction as a reverse recapitalization of Former CarLotz.
In connection with the Merger, Acamar Partners Acquisition Corp. changed its name to CarLotz, Inc. The Company’s common stock is now listed on The
Nasdaq Global Market under the symbol “LOTZ” and warrants to purchase the common stock at an exercise price of $11.50 per share are listed on The
Nasdaq Global Market under the symbol “LOTZW”. Prior to the Merger, the Company neither engaged in any operations nor generated any revenue. Until
the Merger, based on the Company’s business activities, it was a “shell company” as defined under the Securities Exchange Act of 1934, as amended (the
“Exchange Act”).
The accompanying interim condensed consolidated financial statements have been prepared in accordance with U.S. GAAP and applicable rules and
regulations of the SEC regarding interim financial reporting. Certain information and note disclosures normally included in annual financial statements
have been condensed or omitted pursuant to such rules and regulations. Therefore, these interim condensed consolidated financial statements should be
read in conjunction with the audited consolidated financial statements and related notes included in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2021, except for those related to recent accounting pronouncements adopted in the current fiscal year.
The unaudited interim condensed consolidated financial statements have been prepared on the same basis as the audited consolidated financial statements
and, in management’s opinion, include all adjustments, which consist of only normal recurring adjustments, necessary for the fair statement of the
Company’s condensed consolidated balance sheet as of September 30, 2022 and its results of operations for the three and nine months ended September 30,
2022 and 2021. The results for the three and nine months ended September 30, 2022 are not necessarily indicative of the results expected for the current
fiscal year or any other future periods.
Restructuring
On June 21, 2022, we announced the closure of retail operations at 11 hub locations and determined not to commence retail operations at 3 unopened hub
locations with executed lease agreements. The costs associated with the hub closures are classified as restructuring expenses. See Note 21 — Restructuring
Charges, Asset Impairment, and Assets Held For Sale for further detail.
Shift Merger
On August 9, 2022, the Company entered into the Agreement and Plan of Merger (the “Shift Merger Agreement”) with Shift Technologies, Inc., a
Delaware corporation (“Shift”), and Shift Remarketing Operations, Inc., a Delaware corporation and direct wholly owned subsidiary of Shift (“Shift
Merger Sub”), pursuant to which, among other things and subject to the terms and conditions contained therein, Shift Merger Sub will be merged with and
into CarLotz, with CarLotz continuing as the surviving corporation and as a wholly owned subsidiary of Shift (the “Shift Merger”). The Shift Merger is
expected to close in the fourth quarter of 2022, subject to Shift and Company stockholder approval and other customary and regulatory approvals.
Certain transaction expenses (“Shift Merger expenses”) such as financial advisory, legal, accounting costs and associated fees and expenses that
will be paid at the close of the Shift Merger are expensed as incurred and included in Accrued Expenses (see Note 12 — Accrued Expenses for further
detail).
Note 2 — Summary of Significant Accounting Policies
For a detailed discussion about the Company’s significant accounting policies and for further information on accounting updates adopted in the prior year,
see Note 2 to the audited consolidated financial statements.
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CarLotz, Inc. and Subsidiaries — Notes to Condensed Consolidated Financial Statements
(Unaudited)
(In thousands, except share data)

During the nine months ended September 30, 2022, there were no significant revisions to the Company’s significant accounting policies, other than those
indicated herein related to the adoption of Leases Topic 842.
Use of Estimates
The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities.
Following the closing of the Merger, Former CarLotz equity holders at the effective time of the Merger will have the contingent right to receive, in the
aggregate, up to 7,500,000 shares of common stock if, from the closing of the Merger until the fifth anniversary thereof, the reported closing trading price
of the common stock exceeds certain thresholds. Estimating the change in fair value of the earnout liability for the earnout shares that could be earned by
Former CarLotz equity holders at the effective time of the Merger requires determining both the fair value valuation model to use and inputs to the
valuation model. The fair value of the earnout shares was estimated by utilizing a Monte-Carlo simulation model, which is a commonly used valuation
model for this type of transaction. Inputs that have a significant effect on the earnout shares valuation include the expected volatility, starting stock price,
expected term, risk-free interest rate and the earnout hurdles. See Note 6 — Fair Value of Financial Instruments.
Warrants that were issued by Acamar Partners (Merger warrants) and continue to exist following the closing of the Merger are accounted for as
freestanding financial instruments. These warrants are classified as liabilities on the Company’s condensed consolidated balance sheets and are recorded at
their estimated fair value. The estimated fair value of the warrants is determined by using the market value in an active trading market. See Note 6 — Fair
Value of Financial Instruments.
Beginning in the first quarter of 2020, the World Health Organization declared the outbreak and spread of the COVID-19 virus a pandemic. The COVID-19
pandemic and global macroeconomic and geopolitical conditions continue to disrupt supply chains and impact production and sales across a wide range of
industries. The full economic impact of the pandemic and global conditions has not been determined, including the impact on the Company’s suppliers,
customers and credit markets. Due to the evolving and uncertain nature of COVID-19 and global macroeconomic and geopolitical conditions, it is
reasonably possible that it could materially impact the Company’s estimates, particularly those noted above that require consideration of forecasted
financial information, in the near to medium term. The ultimate impact will depend on numerous evolving factors that the Company may not be able to
accurately predict, including the duration and extent of the pandemic, the impact of federal, state, local and foreign governmental actions, consumer
behavior in response to the pandemic and other economic and operational conditions the Company may face.
Restricted Cash
As of September 30, 2022 and December 31, 2021, restricted cash included approximately $4,049 and $4,336, respectively. The restricted cash is legally
and contractually restricted as collateral for lines of credit, including floorplan, and for the payment of claims on the reinsurance companies.
Advertising Costs
The Company expenses advertising costs as they are incurred. Advertising costs are included in selling, general and administrative expenses on the
accompanying condensed consolidated statements of operations. Advertising expenses were approximately $6,237 and $13,674 for the nine months ended
September 30, 2022 and 2021, respectively.
Concentration of Credit Risk
Concentrations of credit risk with respect to accounts receivables are limited due to the large diversity and number of customers comprising the Company’s
retail customer base.
Assets and Liabilities Held For Sale
As a result of the announced hub closures on June 21, 2022, the ROU and finance lease assets and liabilities associated with hub locations where the
Company has or intends to assign the lease to a third-party or terminate the lease agreement (as
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opposed to subleasing to a third-party) are classified as held for sale. The fixed assets associated with all closed hub locations, to the extent they are not
impaired, are also classified as held for sale.
Revenues
The Company recognizes revenue upon transfer of control of goods or services to customers, in an amount that reflects the consideration to which the
Company expects to be entitled in exchange for those goods or services. Control passes to the retail and wholesale vehicle sales customer when the title is
delivered to the customer, who then assumes control of the vehicle.
Retail Vehicle Sales
We sell used vehicles to our retail customers through our hubs in various cities. The transaction price for used vehicles is a fixed amount as set forth in the
customer contract. Customers frequently trade-in their existing vehicle to apply toward the transaction price of a used vehicle. Trade-in vehicles represent
noncash consideration which we measure at estimated fair value of the vehicle received on trade. We satisfy our performance obligation and recognize
revenue for used vehicle sales at a point in time when the title to the vehicle passes to the customer, at which point the customer controls the vehicle. We
provide a 12-month/12,000-mile limited warranty on most retail vehicle sales. The limited warranty is not treated as a separate performance obligation
given the nature of the limited warranty is to provide assurance as to the quality of the vehicle being sold. The revenue recognized by CarLotz includes the
agreed upon transaction price, including any service fees. Revenue excludes any sales taxes, title and registration fees, and other government fees that are
collected from customers.
We receive payment for used vehicle sales directly from the customer at the time of sale or from third-party financial institutions within a short period of
time following the sale if the customer obtains financing.
Our exchange policy allows customers to initiate an exchange during the first seven days or 400 miles after delivery, whichever comes first. If the vehicle is
returned, the sale and associated revenue recognition is reversed, and the vehicle is treated as a purchase of inventory.
See the remainder of the Company’s revenue accounting policy related to wholesale, finance and insurance, and other revenue in the Form 10-K
for the year ended December 31, 2021 filed on March 15, 2022.
Recently Issued Accounting Pronouncements
In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The standard affected all entities that lease assets and requires lessees to recognize a
lease liability and a right-of-use asset for all leases (except for short-term leases that have a duration of less than one year) as of the date on which the lessor
makes the underlying asset available to the lessee. For lessors, accounting for leases is substantially the same as in prior periods. In July 2018, the FASB
issued ASU 2018-10, Codification Improvements to Topic 842, Leases, to clarify how to apply certain aspects of the new leases standard. ASU 2016-02, as
subsequently amended for various technical issues, was effective for emerging growth companies following private company adoption dates in fiscal years
beginning after December 15, 2021, and interim periods within annual periods beginning after December 15, 2022, and early adoption was permitted.
We adopted ASC 842 for the year beginning January 1, 2022 using the modified retrospective transition approach applied at the beginning of the period of
adoption, which did not result in a cumulative-effect adjustment to retained earnings. Comparative periods presented in the financial statements continue to
be presented in accordance with ASC 840. As permitted under the standard, we have elected the package of practical expedients for the transition to ASC
842, under which we did not reassess our prior conclusions regarding lease identification, lease classification, or initial direct costs for contracts existing as
of the transition date. We have also elected to apply the following practical expedients for contracts existing as of the transition date and all new contracts
after our adoption of ASC 842: 1) recognizing lease expense on a straight-line basis over the lease term for leases with a term of 12 months or less and not
recognizing them on the balance sheet and 2) accounting for lease and non-lease components for all asset classes as a combined single unit of account. We
have not elected the practical expedient related to all land easements nor the hindsight practical expedient.
The adoption of ASC 842 resulted in the recognition of $50.5 million of operating lease assets, which included an adjustment for deferred rent, and
$52.6 million of operating lease liabilities on our opening consolidated balance sheet. We have
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implemented new business processes, accounting policies, systems and internal controls as part of adopting the new standard. See Note 14 for additional
information on leases.
In June 2016, the FASB issued ASU 2016-13, Financial Instruments — Credit Losses: Measurement of Credit Losses on Financial Instruments, which
changes the impairment model for most financial assets. The new model uses a forward-looking expected loss method, which will generally result in earlier
recognition of allowances for losses. ASU 2016-13, as subsequently amended for various technical issues, is effective for emerging growth companies
following private company adoption dates for fiscal years beginning after December 15, 2022 and for interim periods within those fiscal years. The
Company is currently evaluating the impact of this standard to its financial statements.
In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes, which is intended to simplify
various aspects related to accounting for income taxes. ASU 2019-12 removes certain exceptions to the general principles in Topic 740 and also clarifies
and amends existing guidance to improve consistent application. ASU 2019-12 is effective for emerging growth companies following private company
adoption dates in fiscal years beginning after December 15, 2021, and interim periods within annual periods beginning after December 15, 2022, with early
adoption permitted, including adoption in an interim period. The Company is currently evaluating the impact of this standard on its financial statements.
Note 3 — Merger
On the Closing Date, the Company consummated the merger pursuant to that certain Agreement and Plan of Merger, dated as of October 21, 2020, by and
among the Company, Merger Sub and Former CarLotz, as amended by Amendment No. 1, dated December 16, 2020, by and among the Company, Merger
Sub and Former CarLotz.
Pursuant to the terms of the Merger Agreement, a business combination between the Company and Former CarLotz was effected through the merger of
Merger Sub with and into Former CarLotz with Former CarLotz surviving as the surviving company.
The Merger was accounted for as a reverse recapitalization in accordance with U.S. GAAP. Under this method of accounting, Acamar Partners was treated
as the “acquired” company for financial reporting purposes (See Note 1 — Description of the Business). Accordingly, for accounting purposes, the Merger
was treated as the equivalent of Former CarLotz issuing stock for the net assets of Acamar Partners, accompanied by a recapitalization.
Prior to the Merger, Former CarLotz and Acamar Partners filed separate standalone federal, state and local income tax returns. As a result of the Merger,
structured as a reverse acquisition for tax purposes, Acamar Partners was renamed CarLotz, Inc. and became the parent of the consolidated filing group,
with Former CarLotz as a subsidiary.
Recapitalization

Cash - Acamar Partners’ trust and cash
Cash - PIPE
Less: consideration delivered to existing stockholders of Former CarLotz
Less: consideration to pay accrued dividends
Less: transaction costs and advisory fees paid
Less: payments on cash considerations associated with stock options
Net contributions from Merger and PIPE financing
Liabilities relieved: preferred stock obligation
Liabilities relieved: KAR/AFC note payable
Liabilities relieved: historic warrant liability
Less: earnout shares liability
Less: Merger warrants liability

$

12

309,999
125,000
(62,693)
(4,853)
(47,579)
(2,465)
317,409
2,832
3,625
144
(74,285)
(39,024)
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Merger warrants
The following is an analysis of the warrants to purchase shares of the Company’s stock deemed acquired as part of the Merger and outstanding during the
nine months ended September 30, 2022. There has been no change in outstanding stock warrants since the Merger.
September 30, 2022

Stock warrants outstanding - Public
Stock warrants outstanding - Private
Stock warrants cancelled
Stock warrants exercised
Stock warrants outstanding

10,185,774
6,074,310
—
—
16,260,084

Earnout Shares
Former CarLotz equity holders at the closing of the Merger are entitled to receive up to an additional 6,945,732 earnout shares. The earnout shares will be
issued to the beneficiaries if certain targets are met in the post-acquisition period. The earnouts for the earnout shares are subject to an earnout period,
which is defined as the date 60 months following the consummation of the Merger. The Merger closed on January 21, 2021, and the earnout period expires
January 21, 2026. The earnout shares will be issued if any of the following conditions are achieved following January 21, 2021:
i.

If at any time during the 60 months following the Closing Date (the first business day following the end of such period, the “Forfeiture
Date”), the closing trading price of the common stock is greater than $12.50 over any 20 trading days within any 30 trading day period
(the “First Threshold”), the Company will issue 50% of the earnout shares.
ii. If at any time prior to the Forfeiture Date, the closing trading price of the common stock is greater than $15.00 over any 20 trading days
within any 30 trading day period (the “Second Threshold”), the Company will issue 50% of the earnout shares.
iii. If either the First Threshold or the Second Threshold is not met on or before the Forfeiture Date, any unissued earnout shares are
forfeited. All unissued earnout shares will be issued if there is a change of control of the Company that will result in the holders of the
common stock receiving a per share price equal to or in excess of $10.00 (as equitably adjusted for stock splits, stock dividends, special
cash dividends, reorganizations, combinations, recapitalizations and similar transactions affecting the common stock) prior to the
Forfeiture Date.
Before the contingency is met, the earnout shares will be classified as a liability under the FASB’s Accounting Standards Codification (“ASC”) Topic 815,
so changes in the fair value of the earnout shares in future periods will be recognized in the condensed consolidated statement of operations. The estimated
fair value of the liability is determined by using a Monte-Carlo simulation model.
Note 4 — Revenue Recognition
Disaggregation of Revenue
The significant majority of the Company’s revenue is derived from contracts with customers related to the sales of vehicles. In the following tables,
revenue is disaggregated by major lines of goods and services and timing of transfer of goods and services. The Company has determined that these
categories depict how the nature, amount, timing and uncertainty of its revenue and cash flows are affected by economic factors.
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The tables below include disaggregated revenue under ASC 606 (Revenue from Contracts with Customers):
Three Months Ended September 30, 2022
Fleet
Management

Vehicle Sales

Retail vehicle sales
Wholesale vehicle sales
Finance and insurance, net
Lease income, net
Total Revenues

$
$
$

32,545
16,357
1,691
—
50,593

$

—
—
—
245
245

$
$

Nine Months Ended September 30, 2022

Total

$

32,545
16,357
1,691
245
50,838

$
$

$

$

Three Months Ended September 30, 2021
Fleet
Management

Vehicle Sales

Retail vehicle sales
Wholesale vehicle sales
Finance and insurance, net
Lease income, net
Total Revenues

$
$
$

56,284
8,989
2,639
—
67,912

$

—
—
—
129
129

$
$

$

$

—
—
—
528
528

$

Total

$

$

Fleet
Management

Vehicle Sales

56,284
8,989
2,639
129
68,041

$

142,344
38,880
8,591
—
189,815

142,344
38,880
8,591
528
190,343

Nine Months Ended September 30, 2021

Total

$

Fleet
Management

Vehicle Sales

$

$

150,897
18,217
5,973
—
175,087

$

—
—
—
334
334

$

Total

$

$

150,897
18,217
5,973
334
175,421

The following table summarizes revenues and cost of sales for retail and wholesale vehicle sales for the periods ended:
Three Months Ended September 30,
2022

Retail vehicles:
Retail vehicle sales
Retail vehicle cost of sales
Gross Profit – Retail Vehicles
Wholesale vehicles:
Wholesale vehicle sales
Wholesale vehicle cost of sales
Gross Profit – Wholesale Vehicles

$

32,545
32,141
404

$
$
$

2021

$

Nine Months Ended September 30,
2022

2021

$

56,284 $
56,584
(300) $

142,344 $
144,058
(1,714) $

150,897
147,142
3,755

16,357 $
19,288
(2,931) $

8,989 $
9,433
(444) $

38,880 $
43,317
(4,437) $

18,217
20,065
(1,848)

Retail Vehicle Sales
The Company sells used vehicles to retail customers through its retail hub locations. The transaction price for used vehicles is a fixed amount as set forth in
the customer contract, and the revenue recognized by the Company is inclusive of the agreed upon transaction price and any service fees. Customers
frequently trade-in their existing vehicle to apply toward the transaction price of a used vehicle. Trade-in vehicles represent noncash consideration, which
the Company measures at estimated fair value of the vehicle received on the trade. The Company satisfies its performance obligation and recognizes
revenue for used vehicle sales at a point in time when the title to the vehicle passes to the customer, at which point the customer controls the vehicle. The
12-month/12,000-mile limited warranty included in most retail vehicle sales is not treated as a separate performance obligation given the nature of the
limited warranty is to provide assurance as to the quality of the vehicle being sold.
The Company receives payment for used vehicle sales directly from the customer at the time of sale or from third-party financial institutions within a short
period of time following the sale if the customer obtains financing.
The Company’s exchange/return policy allows customers to initiate an exchange/return of a vehicle during the first seven days or 400 miles after delivery,
whichever comes first. An exchange/return reserve is immaterial based on the Company’s historical activity.
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Wholesale Vehicle Sales
Vehicles that do not meet the Company’s standards for retail vehicle sales, vehicles that did not sell through the retail channel within a reasonable period of
time and vehicles that the Company determines offer greater financial benefit through the wholesale channel are sold through various wholesale methods.
The Company satisfies its performance obligation and recognizes revenue for wholesale vehicle sales when the vehicle is sold at auction or directly to a
wholesaler and title to the vehicle passes to the next owner. Additionally, the Company sold or will sell vehicles that were at the closed hub locations
through the wholesale channel that may not have been sold through the wholesale channel if the hubs had remained open.
Finance and Insurance, net
The Company provides customers with options for financing, insurance and extended warranties. Certain warranties are serviced by a company owned by a
major stockholder. All other services are provided by third-party vendors, and the Company has agreements with each of these vendors giving the
Company the right to offer such services.
When a customer selects a service from these third-party vendors, the Company earns a commission based on the actual price paid or financed. The
Company concluded that it is an agent for these transactions because it does not control the products before they are transferred to the customer.
Accordingly, the Company recognizes finance and insurance revenue at the point in time when the customer enters into the contract.
Note 5 — Marketable Securities
The following table summarizes amortized cost, gross unrealized gains and losses and fair values of the Company’s investments in fixed maturity debt
securities as of September 30, 2022 and December 31, 2021:
September 30, 2022
Amortized
Cost/
Cost Basis

U.S. Treasuries
Corporate bonds
Municipal bonds
Commercial paper
Foreign governments
Total Fixed Maturity Debt Securities

$

$

—
16,228
3,517
8,375
417
28,537

Gross
Unrealized
Gains

$

Gross
Unrealized
Losses

—
1
5
—
69
75

$

$

— $
(64)
(15)
—
(109)
(188) $

$

Fair Value

—
16,165
3,507
8,375
377
28,424

December 31, 2021
Amortized
Cost/
Cost Basis

U.S. Treasuries
Corporate bonds
Municipal bonds
Commercial paper
Foreign governments
Total Fixed Maturity Debt Securities

$

$

15

—
57,460
28,325
19,989
12,291
118,065

Gross
Unrealized
Gains

$

$

Gross
Unrealized
Losses

—
—
5
—
2
7

$

$

— $
(72)
(10)
—
(18)
(100) $

Fair Value

—
57,388
28,320
19,989
12,275
117,972
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The amortized cost and fair value of the Company’s fixed maturity debt securities as of September 30, 2022 by contractual maturity are shown below.
Expected maturities may differ from contractual maturities because issuers may have the right to call or prepay obligations with or without call or
prepayment penalties.
Amortized Cost

Due in one year or less
Due after one year through five years
Due after five years through ten years
Total

$

Fair Value

27,706
666
165
28,537

$

$

27,664
624
136
28,424

$

The following tables summarize the Company’s gross unrealized losses in fixed maturity securities as of September 30, 2022 and December 31, 2021:
September 30, 2022
Less Than 12 Months

12 Months or More

Unrealized
Losses

Fair Value
Corporate bonds
Municipal bonds
Commercial paper
Foreign governments

$

16,030 $
3,379
8,376
183

Total Fixed Maturity Debt Securities

$

27,968

(47) $
(3)
0
(78)

$

(128) $

Total

Unrealized
Losses

Fair Value

Unrealized
Losses

Fair Value

133 $
128
—
88

(16) $
(12)
—
(32)

16,163 $
3,507
8,376
271

(63)
(15)
0
(110)

349

(60) $

28,317

(188)

$

$

December 31, 2021
Less Than 12 Months

12 Months or More

Unrealized
Losses

Fair Value

Total

Unrealized
Losses

Fair Value

Unrealized
Losses

Fair Value

Corporate bonds
Municipal bonds
Foreign governments

$
$
$

56,902
19,945
12,152

$
$
$

(69) $
(7) $
(18) $

376
340
—

$
$
$

(3) $
(3) $
— $

57,278
20,285
12,152

$
$
$

(72)
(10)
(18)

Total Fixed Maturity Debt Securities

$

88,999

$

(94) $

716

$

(6) $

89,715

$

(100)

Unrealized losses shown in the tables above are believed to be temporary. Fair value of investments in fixed maturity debt securities change and are based
primarily on market rates. As of September 30, 2022, the Company’s fixed maturity portfolio had 13 securities with gross unrealized losses totaling $(60)
that had been in loss positions in excess of 12 months and 21 securities with gross unrealized losses totaling $(128) that had been in loss positions less than
12 months. No single issuer had a gross unrealized loss position greater than $(43), or 69.3% of its amortized cost. As of December 31, 2021, the
Company’s fixed maturity portfolio had 23 securities with gross unrealized losses totaling $(6) that had been in loss positions in excess of 12 months and
106 securities with gross unrealized losses totaling $(94) that had been in loss positions less than 12 months. No single issuer had a gross unrealized loss
position greater than $12 (actual), or 0.4% of its amortized cost.
The following tables summarize cost and fair values of the Company’s investments in equity securities as of September 30, 2022 and December 31, 2021:
September 30, 2022
Fair Value

Cost

Equity securities

$

16

425

$

461
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December 31, 2021
Fair Value

Cost

Equity securities

$

432

$

558

Proceeds from sales and maturities, gross realized gains, gross realized losses and net realized gains (losses) from sales and maturities of fixed maturity
securities for the nine months ended September 30, 2022 and 2021 consisted of the following:
September 30, 2022
Gross
Realized
Gains

Proceeds

Fixed maturity debt securities
Equity securities
Total Marketable Securities

$

152,753
5
152,758

$

$

Gross
Realized
Losses

14
—
14

$

$

Net
Realized
Gain

—
—
—

$

$

14
—
14

$

September 30, 2021
Gross
Realized
Gains

Proceeds

Fixed maturity debt securities
Equity securities
Total Marketable Securities

$

212,822
1
212,823

$

17

$
$

Gross
Realized
Losses

7
—
7

$
$

Net
Realized
Gain

(2) $
—
(2) $

5
—
5
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Note 6 — Fair Value of Financial Instruments
Items Measured at Fair Value on a Recurring Basis
As of September 30, 2022 and December 31, 2021, the Company held certain assets and liabilities that were required to be measured at fair value on a
recurring basis.
The following tables are summaries of fair value measurements and hierarchy level as of:
September 30, 2022
Level 1

Assets:
Money market funds
Equity securities
Fixed maturity debt securities, including cash equivalents
Total Assets
Liabilities:
Merger warrants liability
Earnout shares liability
Total Liabilities

$

Level 2

$

—
461
—
461

$

423
—
423

$

Level 3

$

—
—
60,034
60,034

$

252
—
252

$

Total

$

—
—
—
—

$

—
722
722

$

$

—
461
60,034
60,495

$

675
722
1,397

December 31, 2021
Level 1

Assets:
Money market funds
Equity securities
Fixed maturity debt securities
Total Assets
Liabilities:
Merger warrants liability
Earnout shares liability
Total Liabilities

$

$
$
$

Level 2

—
558
—
558

$

3,941
—
3,941

$

$

$

Level 3

—
—
135,346
135,346

$

2,350
—
2,350

$

$

$

Total

—
—
—
—

$

—
7,679
7,679

$

$

$

—
558
135,346
135,904
6,291
7,679
13,970

Money market funds consist of highly liquid investments with original maturities of three months or less and classified in restricted cash in the
accompanying condensed consolidated balance sheets.
The Company recognizes transfers between the levels as of the actual date of the event or change in circumstances that caused the transfer. There were no
transfers between the levels during the nine months ended September 30, 2022 and 2021.
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The following tables set forth a summary of changes in the estimated fair value of the Company’s Level 3 redeemable convertible preferred stock tranche
obligation, historic warrants liability and earnout shares for the nine months ended September 30, 2022 and 2021:
January 1,
2022

Earnout shares
Total

7,679
7,679

$

Issuances

January 1,
2021

Redeemable convertible preferred stock tranche
obligation
Historic warrants liability
Earnout shares
Total

$

$

2,832
144
—
2,976

—
—

$

$

—
—
74,284
74,284

—
—

$

Issuances

$

Change in
fair value

Settlements

$

(6,957)
(6,957) $

$

Change in
fair value

Settlements

$

September 30,
2022

(2,832) $
(144)
—
(2,976) $

722
722
September 30,
2021

— $
—
(56,621)
(56,621) $

—
—
17,663
17,663

The fair value of the earnout shares was estimated by using a model based on previous Monte-Carlo simulation models. The inputs into the Monte-Carlo
pricing model included significant unobservable inputs. The table below summarizes the significant observable inputs used when valuing the earnout
shares as of:
September 30, 2022

Expected volatility
Starting stock price
Expected term (in years)
Risk-free interest rate
Earnout hurdle

September 30, 2021

120.00 %
$0.30
3.3 years
4.25 %
$12.50-$15.00

80.00 %
$3.81
4.30 years
0.79 %
$12.50-$15.00

Fair Value of Financial Instruments Not Measured at Fair Value on a Recurring Basis
The carrying amounts of restricted cash, accounts receivable and accounts payable approximate fair value because their respective maturities are less than
three months.
The Company has entered a $25,000 floor plan credit facility with Ally Financial. The carrying value of the Ally Financial floor plan notes payable
outstanding as of September 30, 2022 approximates fair value due to its variable interest rate determined to approximate current market rates.
Note 7 — Accounts Receivable, Net
The following table summarizes accounts receivable as of:
September 30,
2022

Contracts in transit
Trade
Finance commission
Other
Total
Allowance for doubtful accounts
Total Accounts Receivable, net

$

$

19

3,974 $
962
193
614
5,743
(957)
4,786 $

December 31,
2021

7,540
386
284
296
8,506
(300)
8,206
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Note 8 — Inventory and Floor Plan Notes Payable
The following table summarizes inventory as of:
September 30,
2022

Used vehicles
Parts
Total

$
$

13,062
—
13,062

December 31,
2021

$

40,739
246
40,985

$

Beginning March 10, 2021, the Company entered into a $30,000 floor plan credit facility, which was expanded to $40,000 in the second quarter of 2021,
with Ally Financial to finance the acquisition of used vehicle inventory. Concurrently, proceeds from the agreement were used to settle outstanding debt
obligations on the Company’s preexisting floor plan facility with AFC. Borrowings under the Ally Financial facility accrue interest at a variable rate based
on the most recent prime rate plus 2.50% per annum. The prime rate as of September 30, 2022 was 6.25%. Effective as of October 1, 2022, the maximum
available credit line under the floor plan credit facility was reduced from $40,000 to $25,000.
Floor plan notes payable are generally due upon the sale of the related used vehicle inventory.
Note 9 — Property and Equipment, Net
The following table summarizes property and equipment as of:
September 30,
2022

Capital lease assets
Leasehold improvements
Furniture, fixtures and equipment
Corporate vehicles
Total property and equipment
Less: accumulated depreciation
Less: impairment
Property and Equipment, net

$

December 31,
2021

—
4,880
4,964
74
9,918
(2,800)
—
7,118 $

12,566
4,628
7,993
158
25,345
(2,609)
(108)
22,628

Depreciation expense for property and equipment was approximately $1,776 and $761 for the nine months ended September 30, 2022 and 2021,
respectively.
As a result of the hub closures on June 21, 2022, we classified $7,497 and $1,228 of gross property and equipment and accumulated depreciation,
respectively, associated with property and equipment at the closed hub locations as held-for-sale. See Note 21 — Restructuring Charges, Asset Impairment,
and Assets Held For Sale for further information regarding the property and equipment at the closed hub locations.
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Note 10 — Other Assets
The following table summarizes other assets as of:
September 30,
2022

Other Current Assets:
Lease receivable, net
Deferred acquisition costs
Prepaid expenses
Interest receivable

$

Total Other Current Assets
Other Assets:
Lease receivable, net
Deferred acquisition costs
Security deposits

$

Total Other Assets

$

$

December 31,
2021

20
26
4,131
172
4,349

$

16
26
432
474

$

$

29
46
3,664
966
4,705
16
35
507
558

$

Note 11 — Long-term Debt
The following table summarizes long-term debt as of:
September 30,
2022

Capital lease obligation
Finance lease liabilities

$
$

Current portion of long-term debt
Current portion of finance lease liabilities
Long-term Debt

$

— $
6,199 $
6,199
—
(116)
6,083 $

December 31,
2021

12,715
—
12,715
(509)
—
12,206

Promissory Note
Concurrently with the closing of the Merger on January 21, 2021, the promissory note was extinguished through a cash payment of $3,000.
Convertible Notes Payable
As of December 31, 2020, the Company had a convertible note balance of $3,500. The note accrued interest at 6.00% on a 365-day basis and the
outstanding interest payable as of December 31, 2020 was approximately $212. Concurrently with the closing of the Merger on January 21, 2021, the
historic warrants and the note were converted to a fixed number of shares pursuant to a conversion agreement with AFC. The convertible notes were
extinguished by issuing AFC 347,992 shares of Former CarLotz common stock and the warrants were exercised into 73,869 shares of Former CarLotz
common stock. There are no historic warrants outstanding subsequent to the exercise.
Payroll Protection Program Loan
In April 2020, the Company received a Paycheck Protection Program (“PPP”) loan, a new loan program under the Small Business Administration’s 7(a)
program providing loans to qualifying businesses, totaling approximately $1,749. As of December 31, 2020, the Company had an outstanding PPP loan
balance of $1,749, which was extinguished concurrently with the closing of the Merger.
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Note 12 — Accrued Expenses
The following table summarizes accrued expenses as of:
September 30,
2022

License and title fees
Payroll and bonuses
Deferred rent
Technology
Inventory
Shift Merger
Other
Total Accrued Expenses

$

$

535
2,303
—
1,504
839
3,044
2,990
11,215

December 31,
2021

$

$

903
2,047
1,636
1,127
2,542
—
6,173
14,428

Note 13 — Other Liabilities
The following table summarizes other liabilities as of:
September 30,
2022

Other Current Liabilities
Unearned insurance premiums
Other Liabilities
Unearned insurance premiums
Other long-term liabilities
Other Liabilities

$

593

$

298
119
417

December 31,
2021

$

754

$

622
122
744

Note 14 — Leases
The Company leases its operating facilities from various third parties under non-cancelable operating and finance leases. The leases require various
monthly rental payments ranging from approximately $3 to $70, with various ending dates through September 2036. The initial term for real property
leases is typically 5 to 15 years. Most leases include one or more options to renew, with renewal terms that can extend the lease term from 1 to 5 years or
more. We include options to renew (or terminate) in our lease term, and as part of our right-of-use ("ROU") assets and lease liabilities, when it is
reasonably certain that we will exercise that option. ROU assets and the related lease liabilities are initially measured at the present value of future lease
payments over the lease term. The leases are triple net, whereby the Company is liable for taxes, insurance and repairs. These amounts are generally
considered to be variable and are not included in the measurement of the ROU asset and lease liability. Most of these leases have escalating rent payments,
which are being expensed on a straight-line basis and are included in operating lease amounts on the balance sheet.
The Company also leases vehicles from a third party under noncancelable operating leases and leases these same vehicles to end customers with similar
lease terms, with the exception of the interest rate. The leases require various monthly rental payments from the Company ranging from $229 to $2,356
(actual) with various ending dates through March 2027. The initial term for vehicle leases is typically 36 to 72 months. Most leases do not include an
option to renew. The lease payments are generally fixed throughout the term and any variable lease payments (non-recurring maintenance, taxes,
registration) are not included in the measurement of the ROU asset and lease liability.
As most of our leases do not provide an implicit rate, we use our collateralized incremental borrowing rate based on the information available at the
commencement date in determining the present value of future payments. We have elected the practical expedient on not separating lease components from
non-lease components. All leases with a term of 12 months or less are not recorded on the balance sheet; we recognize lease expense for these leases on a
straight-line basis over the lease term.
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The components of lease expense were as follows:

Operating lease cost (1)
Finance lease cost:
Depreciation of lease assets
Interest on lease liabilities
Total finance lease cost

Three Months Ended September 30,
2022

Nine Months Ended September 30, 2022

$

$

2,343
95
283
378
2,721

Total lease cost
(1)

7,080
621
856
1,477
8,557

Includes short-term leases and variable lease costs, which are immaterial.

Supplemental balance sheet information related to leases was as follows:
Classification

Assets:
Operating lease assets

As of September 30, 2022

Operating lease assets
Operating and finance lease assets, property, and equipment held
for sale

Finance lease assets

Finance lease assets
Operating and finance lease assets, property, and equipment held
for sale

Total lease assets
Liabilities:
Current:
Operating leases

Current portion of operating lease liabilities
Operating and finance lease liabilities associated with assets held
for sale

Finance leases

Current portion of finance lease liabilities
Operating and finance lease liabilities associated with assets held
for sale

Long-term:
Operating leases, less current portion
Finance leases, less current portion

22,092
15,906
4,459
4,668
47,125

4,600
17,123
116
5,171
22,384
6,083
55,477

Total lease liabilities
(1) Finance lease assets are recorded net of accumulated depreciation of $846 as of September 30, 2022.
(2) Operating lease assets are recorded net of impairment of $420 and $1,020 in the three and nine months ended September 30, 2022, respectively, due to a change in the physical condition of a right-of-use asset.
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Lease term and discount rate information related to leases was as follows:
Lease Term and Discount Rate
Weighted Average Remaining Lease Term (in years)
Operating leases
Finance leases

As of September 30, 2022

7.69 years
11.34 years

Weighted Average Discount Rate
Operating leases
Finance leases

5.90 %
9.99 %

Supplemental cash flow information related to leases was as follows:
Nine Months Ended September 30, 2022

Cash paid for amounts included in the measurement of lease liabilities:
Operating cash flows from operating leases
Operating cash flows from finance leases
Financing cash flows from finance leases

6,991
621
376

Lease assets obtained in exchange for lease obligation
Operating leases
Finance leases

49,183
247
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Maturities of lease liabilities were as follows:
As of September 30, 2022
Operating Leases (1)
Finance Leases (1)

Fiscal 2022, remaining
Fiscal 2023
Fiscal 2024
Fiscal 2025
Fiscal 2026
Thereafter
Total lease payments
Less: interest

2,174
8,572
7,797
7,050
5,969
23,835
55,397
(11,290)
44,107

Present value of lease liabilities
(1)

382
1,539
1,561
1,583
1,625
13,447
20,137
(8,767)
11,370

There are no legally binding minimum lease payments for leases signed but not yet commenced excluded from the table.

As previously disclosed in our Annual Report on Form 10-K for the year ended December 31, 2021 and under the previous lease accounting standard, the
following is a table of facility lease commitments due for the next five years, and thereafter, as of December 31, 2021:
Total Per Year

2022
2023
2024
2025
2026
Thereafter
Total
Less: amount representing interest
Present value of minimum lease payments
Less: current obligation
Long-term obligations under capital lease

$

$

6,788
6,931
6,657
6,832
5,884
23,715
56,807

Total Capital Leases

$

$

$

1,643
1,669
1,695
1,721
1,766
14,322
22,816
(10,101)
12,715
(509)
12,206

The following is a schedule of the approximate future minimum lease payments due to third parties and the related expected future receipts related to these
lease vehicles as of December 31, 2021:
Payments Due to
Third-Parties

2022
2023
2024
2025
2026
Total

$

1,435
1,017
605
180
55
3,292

Future Receipts

$

1,721
1,205
716
216
69
3,927

In the three months ended September 30, 2022, the Company guaranteed the lease obligation of one of its closed hub locations assigned to a third-party that
operates a used vehicle dealership. The Company continues as guarantor of such lease
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obligation with maximum total payments of $1,695 and will continue as the guarantor through March 2031. The Company would be required to perform
under the guarantee if the third-party is in default. Given the assignment took place in September 2022, there is not a substantial risk that the third-party
will default and the Company will have to perform under the guarantee. We have not recognized a liability associated with this guarantee.
Note 15 — Commitments and Contingencies
The Company’s facilities are subject to federal, state and local provisions regulating the discharge of materials into the environment. Compliance with these
provisions has not had, nor does the Company expect such compliance to have, any material effect upon the capital expenditures, net income, financial
condition or competitive position of the Company. Management believes that its current practices and procedures for the control and disposition of such
materials comply with the applicable federal and state requirements.
Legal Matters
Federal Securities Litigation
On July 8, 2021, purported CarLotz stockholder Daniel Erdman, individually and on behalf of others similarly situated, filed a putative class action
complaint in the United States District Court for the Southern District of New York, alleging that CarLotz and certain of its current and former executive
officers made various false and misleading statements or omissions about the Company’s business, operations, financial performance and prospects in
violation of Sections 10(b) and 20(a) of the Exchange Act and SEC Rule 10b-5, promulgated thereunder. See Daniel Erdman v. CarLotz, Inc., et al., 21-cv5906 (S.D.N.Y.) The action is stated to be brought on behalf of purchasers of the securities of Acamar Partners Acquisition Corp. and CarLotz during the
period from December 30, 2020 to May 25, 2021. The action seeks to recover unspecified compensatory damages allegedly caused by the defendants’
purported violations of the federal securities laws, plus interest and costs and expenses.
On July 20, 2021, purported CarLotz stockholder Michael Widuck, individually and on behalf of others similarly situated, filed a putative class action
complaint in the United States District Court for the Southern District of New York, alleging that CarLotz and certain of its current and former executive
officers made various false and misleading statements or omissions about the Company’s business, operations, financial performance and prospects in
violation of Sections 10(b) and 20(a) of the Exchange Act and SEC Rule 10b-5, promulgated thereunder. See Michael Widuck v. CarLotz, Inc., et al., 21cv-6191 (S.D.N.Y.). The action is stated to be brought on behalf of purchasers of the securities of Acamar Partners Acquisition Corp. and CarLotz during
the period from December 30, 2020 to May 25, 2021. The action seeks to recover unspecified compensatory damages allegedly caused by the defendants’
purported violations of the federal securities laws, plus interest and costs and expenses.
On August 5, 2021, purported CarLotz stockholder Michael Turk, individually and on behalf of others similarly situated, filed a putative class action
complaint in the United States District Court for the Southern District of New York, alleging that CarLotz and certain of its current and former executive
officers made various false and misleading statements or omissions about the Company’s business, operations, financial performance and prospects in
violation of Sections 10(b) and 20(a) of the Exchange Act and SEC Rule 10b-5, promulgated thereunder. See Michael Turk v. CarLotz, Inc., et al., 21-cv6627 (S.D.N.Y.) The action is stated to be brought on behalf of purchasers of the securities of Acamar Partners Acquisition Corp. and CarLotz during the
period from December 30, 2020 to May 25, 2021. The action seeks to recover unspecified compensatory damages allegedly caused by the defendants’
purported violations of the federal securities laws, plus interest and costs and expenses.
The above three cases were consolidated by the Court on August 31, 2021 under In re CarLotz, Inc. Sec. Litig., 21-cv-05906 (S.D.N.Y.). On October 15,
2021, the Court appointed David Berger lead plaintiff and Kahn Swick & Foti, LLC lead counsel for the putative class. On December 14, 2021, Lead
Plaintiff Berger and Additional Plaintiff Craig Bailey filed an Amended Complaint against CarLotz, various current and former directors and officers of
CarLotz, Acamar, various directors of Acamar, Acamar Partners Sponsor I LLC, and Acamar Partners Sub, Inc., purporting to assert claims on behalf of
purchasers of Acamar and CarLotz securities during the period from October 22, 2020 through May 25, 2021. The Amended Complaint alleges that the
defendants made various false and misleading statements or omissions about CarLotz’ business, operations, financial performance and prospects in
violation of Sections 10(b), 14(a) and 20(a) of the Exchange Act; and Sections 11, 12(a)(2) and 15 of the Securities Act. The Amended Complaint sought a
declaration that it is a proper class action pursuant to Fed. R. Civ. P. 23, as well as unspecified compensatory damages allegedly caused by the defendants’
purported violations of the federal securities laws, plus interest and costs and expenses, and any further relief that the Court may deem proper.
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On February 17, 2022, Plaintiffs filed a Letter Motion for Leave to File Second Amended Complaint, citing the need “to resolve certain factual and legal
issues bearing on the viability of certain of plaintiffs’ claims and named defendants.” On February 18, 2022, the Court granted Plaintiffs’ letter motion for
leave to file a Second Amended Complaint and ordered that the Second Amended Complaint be filed by March 4, 2022.
On March 4, 2022, Lead Plaintiff Berger and Additional Plaintiff Bailey filed a Second Amended Complaint against CarLotz, various current and former
directors and officers of CarLotz, Acamar, various directors of Acamar, and Acamar Partners Sponsor I LLC, purporting to assert claims on behalf of
purchasers of Acamar and CarLotz securities during the period from October 22, 2020 through May 25, 2021. The Second Amended Complaint alleges that
the defendants made various false and misleading statements or omissions about CarLotz’ business, operations, financial performance and prospects in
violation of Sections 10(b) and 20(a) of the Exchange Act; and Sections 11, 12(a)(2) and 15 of the Securities Act. The Second Amended Complaint seeks a
declaration that it is a proper class action pursuant to Fed. R. Civ. P. 23, as well as unspecified compensatory damages allegedly caused by the defendants’
purported violations of the federal securities laws, plus interest and costs and expenses, and any further relief that the Court may deem proper. On June 21,
2022, Defendants moved to dismiss the Second Amended Complaint. On August 22, 2022, Lead Plaintiff Berger and Additional Plaintiff Bailey filed a
memorandum of law in opposition to Defendants’ motion to dismiss. On October 20, 2022, Defendants filed a reply memorandum of law in further support
of their motion to dismiss.
Delaware Stockholder Derivative Litigation
On September 21, 2021, purported CarLotz stockholder W. Kenmore Cardoza, trustee of the W. Kenmore & Joyce M. Cardoza Revocable Trust, filed a
derivative suit purportedly on behalf of CarLotz in the United States District Court for the District of Delaware against certain current and former officers
and directors of CarLotz. See Cardoza v. Mitchell, et al., 21-cv-1332 (D. Del.). The complaint, which principally concerns the same alleged misstatements
or omissions at issue in In re CarLotz, Inc. Sec. Litig., asserts derivative claims for alleged violations of Sections 10(b) and 21D of the Exchange Act,
breach of fiduciary duty and waste. The action seeks to recover unspecified compensatory damages on behalf of the Company, an award of costs and
expenses, and other relief. On April 1, 2022, Plaintiff filed an amended complaint asserting derivative claims for alleged violations of Sections 10(b), 14(a),
and 21D of the Exchange Act, breach of fiduciary duty, waste, and unjust enrichment.
On March 31, 2022, purported CarLotz stockholder Mohammad Osman filed a derivative suit purportedly on behalf of CarLotz in the United States
District Court for the District of Delaware against certain current and former officers and directors of CarLotz. See Osman v. Bor, et al., 22-cv-0431 (D.
Del.). The complaint, which principally concerns the same alleged misstatements or omissions at issue in In re CarLotz, Inc. Sec. Litig., asserts derivative
claims for alleged violations of Sections 10(b), 20(a), and 21D of the Exchange Act, breach of fiduciary duty and unjust enrichment. The action seeks to
recover unspecified compensatory damages on behalf of the Company, an award of costs and expenses, and other relief.
On June 16, 2022, the Court issued an order consolidating the Cardoza and Osman actions under the caption In re CarLotz, Inc. S’holder Deriv. Litig., 21cv-1332, and appointing co-lead counsel. On July 13, 2022, the Court so-ordered the parties’ stipulation, staying the consolidated action pending the
resolution of Defendants’ motion to dismiss the Second Amended Complaint in In re CarLotz, Inc. Sec. Litig.
New York Stockholder Derivative Litigation
On October 20, 2021, purported CarLotz stockholder Julian Cha filed a derivative suit purportedly on behalf of CarLotz in the United States District Court
for the Southern District of New York against certain current and former officers and directors of CarLotz. See Julian Cha v. David R. Mitchell, et al., 21cv-8623 (S.D.N.Y.). The complaint, which principally concerns the same alleged misstatements or omissions at issue in In re CarLotz, Inc. Sec. Litig.,
asserts derivative claims for alleged violations of Sections 10(b), 14(a), and 21D of the Exchange Act, breach of fiduciary duty, unjust enrichment, abuse of
control, gross mismanagement, and waste. The action seeks to recover unspecified compensatory damages on behalf of the Company, an award of costs and
expenses and other relief.
On October 27, 2021, purported CarLotz stockholder Mark Habib filed a derivative suit purportedly on behalf of CarLotz in the United States District
Court for the Southern District of New York against certain current and former officers and directors of CarLotz. See Mark Habib v. David R. Mitchell, et
al., 21-cv-8786 (S.D.N.Y.). The complaint, which principally concerns the same alleged misstatements or omissions at issue in In re CarLotz, Inc. Sec.
Litig., asserts derivative claims for
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alleged violations of Sections 10(b), 14(a), and 21D of the Exchange Act and breach of fiduciary duty. The action seeks to recover unspecified
compensatory damages on behalf of the Company, an award of costs and expenses and other relief.
On November 15, 2021, the Court issued an order¸ inter alia, consolidating Cha and Habib under In re CarLotz, Inc. Deriv. Litig., 21-cv-8623 and
appointing co-lead counsel. On February 15, 2022, the Court so-ordered the parties’ stipulation, staying the consolidated action pending the resolution of
Defendants’ motion to dismiss the Second Amended Complaint in In re CarLotz, Inc. Sec. Litig.
Shift Merger Disclosure Litigation
On November 4, 2022, two actions were filed in the Court of Chancery of the State of Delaware and the United States District Court for the Southern
District of New York in connection with the transaction contemplated by the Shift Merger Agreement: Sholom D. Keller v. Carlotz, Inc., et al., C.A. 20221006 (Del. Ch.); and Derek Dorrien v. Carlotz, Inc., et al., 22-cv-9463 (S.D.N.Y.) (together, the “Shift Merger Disclosure Actions”). The Shift Merger
Disclosure Actions, which name CarLotz and the members of its board of directors as defendants, allege that the Shift Merger Registration Statement is
materially misleading, assert claims for breach of fiduciary duties and violations of Section 14(a) and 20(a) of the Securities Exchange Act of 1934, and
seek, among other relief, a preliminary and permanent injunction, rescission, and/or damages, as well as an award of attorneys’ fees and costs.
In addition to the matters above, the Company is involved in certain legal matters that it considers incidental to its business. In management’s opinion, none
of these legal matters will have a material effect on the Company’s financial position or results of operations.
Note 16 — Redeemable Convertible Preferred Stock
Unpaid cumulative distributions were approximately $4,800 as of December 31, 2020, and the Series A Preferred Stock had a liquidation preference of
$37,114 as of December 31, 2020. Upon liquidation of Former CarLotz, proceeds in excess of the Series A Preferred Stock would have been shared pro rata
among all stockholders based on the number of shares. The unpaid cumulative distributions are included as Accrued expenses — related party on the
accompanying condensed consolidated balance sheets. As a result of the Merger, the Company settled Former CarLotz’ redeemable convertible preferred
stock and redeemable convertible preferred stock tranche obligation with carrying values of $17,560 and $2,832, respectively, as of December 31, 2020.
Note 17 — Stock-Based Compensation Plan
Stock Option Plans
The Company has four stock incentive plans, the “2011 Stock Option Plan,” the “2017 Stock Option Plan,” the “2020 Incentive Award Plan,” and the
“Inducement Plan” to promote the long-term growth and profitability of the Company. The plans do this by providing senior management and other
employees with incentive to improve stockholder value and contribute to the growth and financial success of the Company by granting equity instruments
to these stakeholders.
Share-based compensation expense was recorded for the nine months ended September 30, 2022 and 2021 of approximately $4,234 and $49,114,
respectively.
The Company estimates the fair value of stock options using the Black-Scholes pricing model. The Black-Scholes pricing model requires the use of
subjective inputs such as stock price volatility. Changes in the inputs can materially affect the fair value estimates and ultimately the amount of stock-based
compensation expense that is recognized.
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2011 Stock Option Plan
A summary of activity for the nine months ended September 30, 2022 and 2021 for the 2011 Stock Option Plan is as follows:

Number of
Stock Options

Balance (December 31, 2021)
Granted
Exercised
Forfeited
Expired
Balance (September 30, 2022)
Vested (as of September 30, 2022)

1,260,328
—
(339,251)
(281,574)
(639,503)
—
—

Number of
Stock Options

Balance (December 31, 2020)
Granted
Exercised
Forfeited
Balance (September 30, 2021)
Vested (as of September 30, 2021)

1,571,205
—
(56,059)
—
1,515,146
1,515,146

Weighted Average
Exercise Price

$0.56
—
0.37
0.64
0.64
—
$—
Weighted Average
Exercise Price

$0.59
—
0.24
—
0.58
$0.58

There are no options outstanding as of September 30, 2022 related to the 2011 Stock Option Plan.
2017 Stock Option Plan
The terms of the 2017 Stock Option Plan provide for vesting upon certain market and performance conditions, including achieving certain triggering
events, including specified levels of return on investment upon a sale of the Company. Because the 2017 Stock Option Plan has a market-based vesting
condition, an open-form valuation model was used to value the options. All
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stock options related to the 2017 Stock Option Plan have an exercise price of $0.92 per share. All stock options related to the 2017 Stock Option Plan
expire 10 years after the grant date, which ranges from March 2028 to August 2030.
A summary of activity for the nine months ended September 30, 2022 and 2021 for the 2017 Stock Option Plan is as follows:
Weighted Averaged
Exercise Price

Number of Units

Balance (December 31, 2021)
Granted
Exercised
Forfeited
Balance (September 30, 2022)
Vested (as of September 30, 2022)

3,936,176
—
(6,371)
(329,002)
3,600,803
3,340,901

$
$
$
$

Weighted Averaged
Exercise Price

Number of Units

Balance (December 31, 2020)
Granted
Forfeited
Balance (September 30, 2021)

3,961,658
—
—
3,961,658

0.92
—
0.92
0.92
0.92
0.92

$

0.92
—
—
0.92

$

The 2017 options vest upon a change of control. Although the Merger did not meet the definition of a change of control, the Company modified the awards
in connection with the Merger such that all vesting conditions were waived for 3,538,672 of the options. This modification impacted eight employees and
resulted in $38,800 of share-based compensation on the modification date. The remaining options were also modified but will vest over a service period of
four years and impacted 16 employees. At the time of modification, these options resulted in $186 of cash consideration and $4,500 of share based
compensation that will be recognized over the service period of four years. For the nine months ended September 30, 2022, $627 of share-based
compensation was recognized.
The following summarizes certain information about stock options vested and expected to vest as of September 30, 2022 related to the 2017 Stock Option
Plan:
Number of
Stock Options

Outstanding
Exercisable

3,600,803
3,340,901

The aggregate intrinsic value for options outstanding and options exercisable as of September 30, 2022 was $0.00.

30

Weighted Average
Remaining
Contractual Life

Weighted Average
Exercise Price

6.77 years
6.69 years

$0.92
$0.92
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The inputs used for the 2017 Stock Option Plan were as follows:
Balance (Expected volatility)
Expected dividend yield
Expected term (in years)
Risk-free interest rate

80.00 %
—%
3.6 - 4.8 years
0.32% - 0.45%

2020 Incentive Award Plan
The options associated with the 2020 Incentive Award Plan vest over a service period of three to four years. A summary of activity for the nine months
ended September 30, 2022 and 2021 for the options associated with the 2020 Incentive Award Plan is as follows:
Weighted Averaged
Exercise Price

Number of Units

Balance (December 31, 2021)
Granted
Forfeited
Expired
Balance (September 30, 2022)
Exercisable

1,469,297
1,573,361
(1,556,569)
(230,847)
1,255,242
161,103

$
$
$
$
$
$

Number of Units

Balance (December 31, 2020)
Granted
Forfeited
Balance (September 30, 2021)

— $
1,463,242
(1,723)
1,461,519 $

11.12
1.68
6.25
11.35
6.50
11.14
Weighted Averaged
Exercise Price

—
11.16
10.14
11.16

The grant date fair value of the options granted in the nine months ended September 30, 2022 was $1.17. For the nine months ended September 30, 2022,
$1,178 of share based compensation was recognized. As of September 30, 2022, there was approximately $3,258 of total unrecognized compensation cost
related to unvested options related to the 2020 Stock Incentive Award Plan.
The following summarizes certain information about stock options vested and expected to vest as of September 30, 2022 related to the 2020 Stock Option
Plan:
Number of
Stock Options

Outstanding
Exercisable

1,255,242
161,103

The aggregate intrinsic value for options outstanding and options exercisable as of September 30, 2022 was $0.00.
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Weighted Average
Remaining
Contractual Life

Weighted Average
Exercise Price

8.89 years
8.33 years

$6.50
$11.14
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The inputs used for the 2020 Incentive Award Plan options were as follows for the nine months ended September 30, 2022:
Balance (Expected volatility)
Expected dividend yield
Expected term (in years)
Risk-free interest rate

80%
—%
6 years
2.20 %

The restricted shares associated with the 2020 Incentive Award Plan vest over a service period. A summary of activity for the nine months ended
September 30, 2022 for the restricted shares associated with the 2020 Incentive Award Plan is as follows:
Balance (Number of
Units

Balance (December 31, 2021)
Granted
Forfeited
Vested (as of September 30, 2022)
Balance (September 30, 2022)

597,739
3,010,005
(1,203,785)
(250,105)
2,153,854

Weighted Average
Grant Date Fair Value

$
$
$
$
$

5.57
1.04
3.63
5.67
1.05

The grant date fair value of the restricted shares granted in the nine months ended September 30, 2022 was $1.68. For the nine months ended
September 30, 2022, $1,093 of share based compensation cost was recognized. As of September 30, 2022, there was approximately $367 of unrecognized
compensation cost that vests over a service period of four years, approximately $686 of unrecognized compensation cost that vests over a service period of
three years, and $632 of unrecognized compensation cost that vests over a service period of one year related to unvested restricted shares related to the
2020 Stock Incentive Award Plan.
Earnout Restricted Stock Units
Former CarLotz option holders as of the effective time of the Merger received 640,421 earnout restricted stock units (Earnout RSUs). The Earnout RSUs
vest if certain targets are met in the post-Merger period. The earnouts for the Earnout RSUs are subject to an earnout period, which is defined as the date 60
months following the consummation of the Merger. The Merger closed on January 21, 2021, and the earnout period expires January 21, 2026. Earnout
RSUs will vest if any of the following conditions are achieved following January 21, 2021:
i.

If at any time during the 60 months following the Closing Date (the first business day following the end of such period, the “Forfeiture
Date”), the closing trading price of the common stock is greater than $12.50 over any 20 trading days within any 30 trading day period
(the “First Threshold”), 50% of the Earnout RSUs will vest.
ii. If at any time prior to the Forfeiture Date, the closing trading price of the common stock is greater than $15.00 over any 20 trading days
within any 30 trading day period (the “Second Threshold”), 50% of the Earnout RSUs will vest.
iii. If either the First Threshold or the Second Threshold is not met on or before the Forfeiture Date, any unvested Earnout RSUs are
forfeited. All unvested Earnout RSUs will vest if there is a change of control of the Company that will result in the holders of the
common stock receiving a per share price equal to or in excess of $10.00 (as equitably adjusted for stock splits, stock dividends, special
cash dividends, reorganizations, combinations, recapitalizations and similar transactions affecting the common stock) prior to the
Forfeiture Date.
The estimated fair value of the liability is determined by using a Monte-Carlo simulation model, which incorporates various assumptions, including
expected stock price volatility, contractual term, dividend yield and stock price at grant date.
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The Company estimates the volatility of common stock on the date of grant based on the weighted-average historical stock price volatility of comparable
publicly-traded companies.
A summary of activity for the nine months ended September 30, 2022 and 2021 for the RSUs is as follows:
Weighted Average
grant date fair value

Number of Units

Balance (December 31, 2021)
Granted
Forfeited
Balance (September 30, 2022)

621,200 $
—
(468,861)
152,339 $

10.70
—
10.70
10.70
Weighted Average
grant date fair value

Number of Units

Balance (December 31, 2020)
Granted
Forfeited
Balance (September 30, 2021)

—
640,421
—
640,421

$

—
10.70
—
10.70

$

During the three months ended September 30, 2022, the Company recognized no stock-based compensation cost related to the RSUs. As of September 30,
2022, there was no additional unrecognized compensation cost related to the Earnout RSUs.
Inducement Plan
The options associated with the Inducement Plan vest over a service period of four years. A summary of activity for the nine months ended September 30,
2022 for the options associated with the Inducement Plan is as follows:
Weighted Averaged
Exercise Price

Number of Units

Balance (December 31, 2021)
Granted
Forfeited
Balance (September 30, 2022)
Exercisable

—
569,677
—
569,677
—

$
$
$
$
$

—
0.61
—
0.61
—

The grant date fair value of the options granted in the three months ended September 30, 2022 was $0.45. For the nine months ended September 30, 2022,
$24 of share based compensation was recognized. As of September 30, 2022, there was approximately $231 of total unrecognized compensation cost
related to unvested options related to the Inducement Plan.
The following summarizes certain information about stock options vested and expected to vest as of September 30, 2022 related to the Inducement Plan:
Number of
Stock Options

Outstanding
Exercisable

569,677
—

The aggregate intrinsic value for options outstanding and options exercisable as of September 30, 2022 was $0.00.
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Weighted Average
Remaining
Contractual Life

Weighted Average
Exercise Price

9.63 years
—

$0.61
$—
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The inputs used for the Inducement Incentive Award Plan options were as follows for the three months ended September 30, 2022:
Balance (Expected volatility)
Expected dividend yield
Expected term (in years)
Risk-free interest rate

85 %
—%
6.25 years
2.86 %

The restricted shares associated with the Inducement Plan vest over various service periods. A summary of activity for the nine months ended
September 30, 2022 for the restricted shares associated with the Inducement Plan is as follows:
Balance (Number of
Units

Balance (December 31, 2021)
Granted
Forfeited
Vested (as of September 30, 2022)
Balance (September 30, 2022)

—
5,619,822
—
(376,416)
5,243,406

Weighted Average
Grant Date Fair Value

$
$
$
$
$

—
0.61
—
0.61
0.61

The grant date fair value of the restricted shares granted in the nine months ended September 30, 2022 was $0.61. For the nine months ended
September 30, 2022, $978 of share based compensation cost was recognized. As of September 30, 2022, there was approximately $1,644 of unrecognized
compensation cost that vests over a service period of four years, approximately $371 of unrecognized compensation cost that vests over a service period of
three years, approximately $391 of unrecognized compensation cost that vests over a service period of two years, and $30 of unrecognized compensation
cost that vests over a service period of one year related to unvested restricted shares related to the Inducement Plan.
Newly hired Executives received 5,100,000 performance stock units (Inducement PSUs) in the three months ended June 30, 2022. The Inducement PSUs
vest if certain targets are met in their service period. The grant date was May 16, 2022 and the vest start date for the awards aligned with the Executives’
start dates. The performance period expires in April 2032. Inducement PSUs will vest, subject to the Executives’ continued employment through the
applicable vesting date as follows:
i.

One-third of the shares will vest on the first day the Company’s stock achieves a twenty (20) trading-day volume weighted average price
of $4.00 (the threshold price);
ii. One-third of the shares will vest on the first day the Company’s stock achieves a twenty (20) trading-day volume weighted average price
of $8.00 (the target price);
iii. and one-third of the shares will vest on the first day the Company’s stock achieves a twenty (20) trading-day volume weighted average
price of $12.00 (the target price);
The estimated fair value of the awards is determined by using a Monte-Carlo simulation model, which incorporates various assumptions, including
expected stock price volatility, contractual term, dividend yield and stock price at grant date. The Company estimates the volatility of common stock on the
date of grant based on the weighted-average historical stock price volatility of comparable publicly-traded companies.
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A summary of activity for the nine months ended September 30, 2022 for the PSUs is as follows:
Weighted Average
grant date fair value

Number of Units

Balance (December 31, 2021)
Granted
Forfeited
Balance (September 30, 2022)

—
5,100,000
—
5,100,000

$

—
0.55
—
0.55

$

During the nine months ended September 30, 2022, the Company recognized $334 stock-based compensation cost related to the PSUs. As of
September 30, 2022, there was $2,480 additional unrecognized compensation cost related to the Inducement PSUs.
The inputs used to value the Inducement PSUs were as follows at May 16, 2022:
Expected volatility
Starting stock price
Expected term (in years)
Risk-free interest rate
Earnout hurdle

105.00 %
0.61
10 years
2.88 %
$4.00-$8.00-$12.00

$

Note 18 — Income Taxes
During the nine months ended September 30, 2022, the Company recorded no income tax benefits for the net operating losses incurred in the period due to
its uncertainty of realizing a benefit from those items. All of the Company’s operating losses since inception have been generated in the United States.
The Company has evaluated the positive and negative evidence bearing upon its ability to realize the deferred tax assets. Management has considered the
Company’s history of cumulative net losses incurred since inception through September 30, 2022 and has concluded that it is more likely than not that the
Company will not realize the benefits of the deferred tax assets. Management reevaluates the positive and negative evidence at each reporting period. As of
September 30, 2022 and December 31, 2021, no facts or circumstances arose that affected the Company’s determination as to the full valuation allowance
established against the net deferred tax assets. Accordingly, a full valuation allowance has been established against the net deferred tax assets as of
September 30, 2022 and December 31, 2021.
Note 19 — Net Loss Per Share Attributable to Common Stockholders
The following table sets forth the computation of basic and diluted net loss per share attributable to common stockholders for the three and nine months
ended September 30, 2022 and 2021:
Three Months Ended September 30,
2022
2021

Numerator:
Net Loss
Denominator:
Weighted average common shares outstanding, basic and diluted
Net Loss per Share Attributable to Common Stockholders, basic
and diluted

$

(24,299) $
114,705,449

$

(0.21) $
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(3,476) $
113,707,013
(0.03) $

Nine Months Ended September 30,
2022
2021

(84,041) $
114,334,960
(0.74) $

(25,703)
109,447,939
(0.23)
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The following table summarizes the outstanding potentially dilutive securities that were excluded from the computation of diluted net loss per share
attributable to common stockholders because the impact of including them would have been antidilutive for the three and nine months ended September 30,
2022 and 2021:
Public warrants
Private warrants
Earnout RSUs
Earnout shares
Stock options outstanding to purchase shares of common stock
Unvested RSUs
Unvested PSUs
Total

2022

2021

10,185,774
6,074,310
152,339
6,945,732
5,425,722
7,397,260
5,100,000
41,281,137

10,185,774
6,074,310
640,421
6,945,732
6,903,318
639,324
—
31,388,879

Note 20 — Concentrations
The suppliers that accounted for 10% or more of the Company’s vehicle purchases are presented as follows:
Total purchases from vendor to total vehicle
purchases for the three months ended
September 30,

Total purchases from vendor to total vehicle
purchases for the nine months ended
September 30,

Vendor

2022

2021

2022

2021

Vendor A
Vendor B

15%
—%

—%
—%

17%
—%

27%
13%

Vendor A is a corporate vehicle sourcing partner. Typically, we purchase the vehicles from our corporate vehicle sourcing partners at the time of sale to a
retail customer.
For the periods ended September 30, 2022 and 2021, no retail or wholesale customers accounted for more than 10% of the Company’s revenue.
Note 21 — Restructuring Charges, Asset Impairment, and Assets Held For Sale
On June 21, 2022, the Company announced the closure of 11 hub locations and made the decision to not commence retail sales operations at 3
other locations with executed leases. The closures were part of a review of the business, with cash preservation and future profitable growth as key
determining factors. Retail sales operations were ceased at these locations, with all hub closing activities completed by July 8, 2022. The Company has or
intends to assign or sub-lease the lease contracts associated with the 11 closed and three unopened hub locations and has classified the assets and liabilities
associated with the hub locations that we believe are assignable as of September 30, 2022 as held for sale. The assets and liabilities associated with certain
hub locations that we believe we are likely to sublease as of September 30, 2022 are not classified as held for sale. In addition, the Company evaluated the
recoverability of amounts associated with lease assets and long lived assets at the held for sale locations. The fair values of the lease assets and property
and equipment were determined based on estimated future discounted cash flows for such assets using market participant assumptions, including data on
the ability to sub-lease the properties. The charge for inventory reserves represents inventory that will be disposed of through the wholesale channel
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following the hub closures and is the difference between the estimated wholesale value and inventory cost. In conjunction with the hub closures, the
Company recorded the following charges in the three and nine months ended September 30, 2022:
Three months ended September 30, 2022
Nine months ended September 30, 2022
Inventory losses associated with restructuring
$
— $
1,010
Operating lease asset impairment
323
2,871
Finance lease asset impairment
70
1,441
Property and equipment impairment
138
5,970
Loss on sale of assets related to closed hubs
25
25
Labor and other costs incurred closing hubs
292
757
Gain on lease assignment
(236)
(236)
Occupancy
1,127
1,127
Severance
66
581
Contract termination costs
80
80
Total
1,885
13,626
The $1,010 charge for inventory reserves was recorded in cost of sales in the Company’s consolidated statement of operations. The other $12,616
charges were recorded in Restructuring expenses in the Company’s consolidated statement of operations. The total costs recorded in the three and nine
months ended September 30, 2022 represent the total amount that can be reasonably estimated to be incurred in connection with the restructuring. We
cannot conclude how long it will take to sublease or assign each lease, so we cannot reasonably estimate other future costs associated with the restructuring.
The carrying amount and major classes of assets and liabilities classified as held for sale are:
As of September 30, 2022
Operating lease assets
Finance lease assets
Property and equipment
Total

$
$
$
$

15,906
4,668
286
20,860

Operating lease liabilities
Finance lease liabilities
Total

$
$
$

17,123
5,171
22,294

Note 22 — Related Party Transactions
In August 2022, the Company announced the Shift Merger. Since the execution of the Shift Merger Agreement, the Company has sourced vehicles
from Shift, a related party.
The amount of vehicles purchased by the Company from Shift was $1,753 for the three months ended September 30, 2022. The amount due to
Shift was $0 as of September 30, 2022.
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Note 23 — Subsequent Events
In preparing these condensed consolidated financial statements, the Company has evaluated events and transactions for potential recognition or disclosure
through November 8, 2022, the date the financial statements were available to be issued.
Lease assignment
In October 2022, the Company assigned the lease of an unopened hub location to a third-party, assigned the lease of a closed hub location to a third-party,
and subleased the lease of a closed hub location to a third-party. The Company remains secondarily liable for the lease obligation pursuant to a guarantee
for one of the assigned leases and remains primarily liable for the lease obligation for the subleased lease.
On November 1, 2022, the Company terminated the lease of a closed hub location.
Ally Facility
Effective as of October 1, 2022, the maximum available credit line under the floor plan credit facility with Ally Financial was reduced from $40 million to
$25 million.
On October 5, 2022, the Company entered into a Credit Balance Agreement (the “RBCA”) with Ally Financial, with respect to the floor plan credit facility.
The RBCA replaces the prior financial covenant under the floor plan credit facility that required the Company to maintain at least 10% of the maximum
available credit line in cash and cash equivalents and at least 10% of the maximum available credit line on deposit with Ally Bank with a minimum
requirement of $4 million, so long as the amount borrowed under the floor plan credit facility remains under $20 million, with such minimum amount to be
increased to $5 million if the amount borrowed under the floor plan credit facility at any time exceeds $20 million.
RSU conversion
In October 2022, 4,823,584 unvested RSUs previously issued to three executives from the Inducement Plan were converted to restricted stock awards and
became common shares outstanding. No other terms were modified upon conversion.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Introduction
The following discussion and analysis provides information that management believes is relevant to an assessment and understanding of our consolidated
results of operations and financial condition. The discussion should be read in conjunction with the unaudited condensed consolidated financial statements
and notes thereto contained herein and the consolidated financial statements and notes thereto for the year ended December 31, 2021 contained in our
Annual Report on Form 10-K filed with the SEC on March 15, 2022. Unless the context otherwise requires, references to “we”, “us”, “our” and the
“Company” are intended to mean the business and operations of CarLotz, Inc. and its consolidated subsidiaries.
Forward-Looking Statements
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995
regarding, among other things, the plans, strategies and prospects, both business and financial, of the Company, and the consummation of the proposed
Shift Merger (defined below). These statements are based on the beliefs and assumptions of our management team. Although we believe our plans,
intentions and expectations reflected in or suggested by these forward-looking statements are reasonable, we cannot assure you that we will achieve or
realize these plans, intentions or expectations. Forward-looking statements are inherently subject to risks, uncertainties and assumptions. Generally,
statements that are not historical facts, including statements concerning possible or assumed future actions, business strategies, events or results of
operations, are forward-looking statements. These statements may be preceded by, followed by or include the words “believes,” “estimates,” “expects,”
“projects,” “forecasts,” “may,” “will,” “should,” “seeks,” “plans,” “scheduled,” “anticipates,” “intends” or similar expressions. Such statements, including
statements regarding: our expectations regarding the Shift Merger, including our ability to satisfy the conditions to closing and complete the Shift Merger;
the timing of the Shift Merger and the occurrence of any event, change, or other circumstances that could delay or prevent completion of the proposed Shift
Merger or give rise to the termination of the Shift Merger Agreement (defined below); the impact of the Shift Merger on the business and future financial
and operating results of the Company and Shift Technologies, Inc. (“Shift”); our ability to manage our business through and following the COVID-19
pandemic and the related semi-conductor chip and labor shortages, including to achieve the anticipated benefits from the announced closure of 11 of our
hub locations; our ability to achieve revenue growth and profitability in the future; our ability to innovate and expand our technological capabilities; our
ability to effectively optimize our reconditioning operations; our ability to grow existing vehicle sourcing accounts and key vehicle channels; our ability to
add new corporate vehicle sourcing accounts and increase consumer sourcing; our ability to have sufficient and suitable inventory for resale; our ability to
increase our service offerings and price optimization; our ability to effectively promote our brand and increase brand awareness; our ability to expand our
product offerings and introduce additional products and services; our ability to improve future operating and financial results; our ability to obtain
financing in the future; our ability to acquire and protect intellectual property; our ability to attract, train and retain key personnel, including sales and
customer service personnel; our ability to acquire and integrate other companies and technologies; our ability to remediate material weaknesses in internal
control over financial reporting; our ability to comply with laws and regulations applicable to our business; our ability to successfully defend litigation; and
our ability to successfully deploy the proceeds from the merger pursuant to that certain Agreement and Plan of Merger, dated as of October 21, 2020 (as
amended by Amendment No. 1, dated December 16, 2020), by and among CarLotz, Inc. (f/k/a Acamar Partners Acquisition Corp.), Acamar Partners Sub,
Inc., a wholly owned subsidiary of CarLotz, Inc., and CarLotz Group, Inc. (f/k/a CarLotz, Inc.), pursuant to which Acamar Partners Sub, Inc. merged with
and into Former CarLotz, with Former CarLotz surviving as the surviving company and as a wholly owned subsidiary of CarLotz, Inc. (the “Merger”), are
not guarantees of future performance and are subject to risks and uncertainties that could cause actual results or other outcomes to differ materially from
those expressed or implied by these forward-looking statements.
Factors that could cause or contribute to such differences include, but are not limited to, those discussed in the section entitled “Risk Factors” in this
Quarterly Report on Form 10-Q, those discussed in Item 1A “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2021,
filed on March 15, 2022, in the section entitled “Risk Factors” in the Quarterly Report on Form 10-Q for the three months ended March 31, 2022, filed on
May 9, 2022, in the section entitled “Risk Factors” in the Quarterly Report on Form 10-Q for the three and six months ended June 30, 2022, filed on
August 9, 2022, and those described from time to time in our future reports filed with the SEC. Many of these risk factors are outside of our control, and as
such, they involve risks which are not currently known that could cause actual results to differ materially from those discussed or implied herein. The
forward-looking statements in this document are made as of the date on which they are made and we do not undertake to update our forward-looking
statements.
Website and Social Media Disclosure
We use our website (https://www.carlotz.com/) and various social media channels as a means of disclosing information about the Company and its products
to its customers, investors and the public (e.g., @CarLotz411 on Twitter, CarLotz on YouTube, and CarLotz on LinkedIn). The information on our website
(or any webpages referenced in this Quarterly Report on
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Form 10-Q) or posted on social media channels is not part of this or any other report that the Company files with, or furnishes to, the SEC. The information
we post through these channels may be deemed material. Accordingly, investors should monitor these channels, in addition to following our press releases,
SEC filings and public conference calls and webcasts.
Overview
CarLotz operates a consignment-to-retail used vehicle marketplace that provides our corporate vehicle sourcing partners and retail sellers of used vehicles
with the ability to easily access the retail sales channel. Our mission is to create the world’s greatest vehicle buying and selling experience. We operate a
technology-enabled buying, sourcing and selling model that offers an omni-channel experience and diverse selection of vehicles. Our proprietary
technology provides our corporate vehicle sourcing partners with real-time performance metrics and data analytics along with custom business intelligence
reporting that enables vehicle triage optimization between the wholesale and retail channels.
Our consignment model facilitates the sale of a vehicle by individuals and businesses alike. For our consignment partners we offer a physical location to
display the vehicle, detailing, photography, marketing, a degree of separation between the seller and buyer, and the consumer confidence associated with a
national dealership. Our asset-light model is designed to allow us to obtain vehicles through consignment, thereby limiting capital risk, as those vehicles
consigned to us for sale (as opposed to purchased vehicles) are still owned by our corporate vehicle sourcing partners and retail sellers.
We offer our products and services to (i) corporate vehicle sourcing partners, (ii) retail sellers of used vehicles and (iii) retail customers seeking to buy used
vehicles. Our corporate vehicle sourcing partners include fleet leasing companies, vehicle rental companies, banks, finance companies, third-party
remarketers, wholesalers, corporations managing their own fleets and OEMs. We offer our corporate vehicle sourcing partners a pioneering, Retail
Remarketing™ service that is designed to fully integrate with their existing technology platforms. For individuals who are our retail sellers, our goal is to
offer a hassle-free selling experience that allows them to stay fully informed by tracking the sale process through our easy to navigate online portal. Buyers
can browse our inventory online through our website or at our locations as well as select from our integrated financing and insurance products with ease.
Founded in 2011, CarLotz currently operates 11 retail hub locations in the U.S., initially launched in the Mid-Atlantic region and since expanded to the
Southeast, Midwest and West regions of the United States. Our current facilities are located in Alabama, California, Colorado, Florida, Illinois, North
Carolina, and Virginia. Generally, our hubs act as both physical showrooms with retail sales and as consignment centers where we can source, process and
recondition newly acquired vehicles. With the aim of improving our operating and financial results, we paused our real estate growth efforts in 2022, except
for one hub which we may open in 2023. Additionally, in June 2022, we ceased retail operations at 11 hub locations and decided not to commence retail
operations at 3 unopened hub locations with executed lease agreements.
Business Update
During the three months ended September 30, 2022, the continuing semi-conductor chip shortage, COVID-related supply chain issues constraining supply
of new vehicles and an elevated vehicle wholesale pricing environment relative to historic levels has continued to reduce the incremental value we may
deliver to our corporate vehicle sourcing partners via Retail Remarketing™, at times making consignment less attractive to partners than quickly selling
vehicles through the wholesale channel. Supply of used vehicles from our corporate vehicle sourcing partners has been severely constrained by the lack of
new vehicle supply due to the semi-conductor chip shortage. Due to the continued uncertainty influencing the used vehicle market, we are unable to predict
when there will be a return to a more normalized used vehicle market.
We performed a strategic review of the business during the second quarter of 2022, in order to re-prioritize our objectives. As a result, we outlined a phased
approach to renew our focus on our primary objectives including cash preservation and future profitable growth. The first phase commenced on June 21,
2022, as we closed retail sales operations at 11 hub locations and announced that three future planned hub locations with executed leases would not open
(see Note 21 — Restructuring Charges, Asset Impairment, and Assets Held For Sale in our interim unaudited condensed consolidated financial statements
included elsewhere in this Quarterly Report on Form 10-Q for additional information) in order to focus our resources across a smaller footprint and support
future profitability at our remaining hubs. Subsequent phases, which have commenced, include achieving improved discipline related to vehicle sourcing
efforts, better vehicle processing, optimization of our pricing strategy, improving conversion rates, and providing a scalable, differentiated customer value
proposition.
As part of the Company’s revised strategic vision, we launched the Driver’s Seat Advantage program during the three months ended September 30, 2022.
The program provides CarLotz customers with a 12-month/12,000-mile limited warranty, low price match, and an enhanced 7-day/400-mile return policy.
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During the nine months ended September 30, 2022, some of our inventory was less profitable than expected and was held for sale longer than desired. As a
result, our retail gross profit was negatively impacted in the three and nine months ended September 30, 2022 by lower front-end profits on owned vehicles
as well as processing center inefficiencies, and we expect gross profit to be under pressure until we are able to improve the productivity and efficiency at
our hubs. At September 30, 2022, non-competitively sourced vehicles (i.e. vehicles sourced other than from auctions) represented approximately 90% of
our vehicle inventory, as compared to 46% at September 30, 2021. As part of our goal to increase non-competitively sourced vehicles, our strategy is to
increase our consignments and acquisitions from our sourcing partners and consumer acquired vehicles and reduce our reliance on sourcing via wholesale
auction. After the announcement of the Shift Merger on August 9, 2022, acquisitions from our sourcing partners include vehicles purchased from Shift.
Additionally, at September 30, 2022, we have vehicles in our inventory held for sale longer than desired. We expect that the future sale of this aged
inventory, whether through our retail hubs or at wholesale auction, will negatively impact our desired gross profit.
During the nine months ended September 30, 2022, we experienced a decrease in retail unit sales and revenue compared to same period in 2021. We
experienced a stronger retail GPU performance for the three months ended September 30, 2022 compared to the same period in 2021, due to sourcing
discipline and optimization of our pricing strategy. We did not experience the expected level of sales, primarily due to market dynamics related to the
continuing semi-conductor chip shortage, inventory constraints and COVID-related supply chain issues as well as a fall in consumer sentiment given rising
interest rates, inflation, and the economic impact of the war in Ukraine such as increased fuel prices.
For the three and nine months ended September 30, 2022, the corporate vehicle sourcing partner which accounted for 4%, 27%, and 31% of our sold
vehicles in the three and nine months ended September 30, 2021 and the year ended December 31, 2021, respectively, accounted for 27% and 25% of our
sold vehicles. We cannot currently predict the ultimate volume and profitability of any sourced vehicles from this partner.
We have decreased our purchasing of vehicles through wholesale auctions as we increased our sourcing of non-competitively sourced vehicles. At
September 30, 2022, consigned vehicles represented approximately 50% of our vehicle inventory, increased from 22% at September 30, 2021.
On June 7, 2022, we received a deficiency letter from the Listing Qualifications Department (the “Staff”) of the Nasdaq Stock Market (“Nasdaq”) notifying
us that, for the last 30 consecutive business days, the bid price for our common stock had closed below the $1.00 per share minimum bid price requirement
for continued inclusion on the Nasdaq Global Market pursuant to Nasdaq Listing Rule 5450(a)(1). Under Nasdaq Listing Rule 5810(c)(3)(A), we have a
180 calendar day grace period, or until December 5, 2022 (the “Compliance Date”), to regain compliance by meeting the continued listing standard. To
regain compliance, the closing bid price of our common stock must meet or exceed $1.00 per share for a minimum of ten consecutive business days during
this grace period (the “Bid Price Requirement”).
If we do not regain compliance with the Bid Price Requirement by the Compliance Date, we may be eligible for an additional 180 calendar day compliance
period. To qualify, we would need to transfer the listing of our common stock to the Nasdaq Capital Market, provided that it meets the continued listing
requirement for the market value of publicly held shares and all other initial listing standards, with the exception of the Bid Price Requirement. To effect
such a transfer, we would also need to pay an application fee to Nasdaq and provide written notice to the Staff of our intention to cure the deficiency during
the additional compliance period by effecting a reverse stock split, if necessary. As part of its review process, the Staff will make a determination of
whether it believes we will be able to cure this deficiency. Should the Staff conclude that we will not be able to cure the deficiency, or should we determine
not to submit an application for transfer to the Nasdaq Capital Market or notify the Staff of its intention to cure the deficiency, the Staff will provide written
notification to us that our common stock will be subject to delisting. At that time, we may appeal the Staff’s delisting determination to a Nasdaq Listing
Qualifications Panel. If we are delisted from Nasdaq and we are not able to list our common stock on another exchange, our securities could be quoted on
the OTCQB, the OTC Bulletin Board or the pink sheets.
We are monitoring the bid price of our common stock and will consider options available to us to achieve compliance. There can be no assurances that we
will be successful in restoring our compliance with the Nasdaq listing requirements.
Proposed Shift Merger
On August 9, 2022, we entered into the Agreement and Plan of Merger (the “Shift Merger Agreement”) with Shift and Shift Remarketing Operations, Inc.
(“Shift Merger Sub”), pursuant to which Shift Merger Sub will be merged with and into the Company, with the Company continuing as the surviving
corporation and as a wholly owned subsidiary of Shift (the “Shift Merger”). The Shift Merger Agreement and the transactions contemplated thereby
(including the Shift Merger, the
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“Contemplated Shift Transactions”) were unanimously approved by each of the board of directors of Shift (the “Shift Board”) and the board of directors of
the Company (the “CarLotz Board”).
Under the terms of the Shift Merger Agreement, at the effective time of the Shift Merger (the “Effective Time”), each issued and outstanding share of our
common stock (other than certain excluded shares specified in the Shift Merger Agreement) will be converted into the right to receive a number of shares
of Class A common stock, par value $0.0001 per share, of Shift (“Shift Common Stock”) as determined by the Exchange Ratio (as defined in the Shift
Merger Agreement) (the “Merger Consideration”), rounded up to the nearest whole share for any fractional shares of Shift Common Stock that would be
issued to any stockholder resulting from the calculation.
The consummation of the Shift Merger is subject to the satisfaction or waiver of customary closing conditions, including: (i) a registration statement on
Form S-4 (the “Form S-4”) to be filed in connection with the Shift Merger shall be effective; (ii) the receipt of the required approvals from our stockholders
and Shift’s stockholders, as applicable; (iii) to the extent applicable, the expiration or termination of any applicable waiting period under the Hart-ScottRodino Antitrust Improvements Act of 1976, as amended (the “HSR Act”); (iv) the absence of any court order or regulatory injunction preventing the
consummation of the Shift Merger; (v) subject to specified materiality standards, the accuracy of the representations and warranties of each party; (vi)
compliance by each party in all material respects with its covenants; (vii) since the date of the Shift Merger Agreement, there shall not have occurred a
material adverse effect with respect to either party, as such term is defined in the Shift Merger Agreement; (viii) the authorization for listing of shares of
Shift Common Stock to be issued in connection with the Shift Merger; and (ix) the receipt of a certificate from the other party certifying the satisfaction of
certain closing conditions. In addition, the consummation of the Shift Merger is subject to the satisfaction or waiver of certain minimum cash conditions set
forth in the Shift Merger Agreement. We cannot predict with certainty whether or when any of the required closing conditions will be satisfied or whether
another uncertainty may arise, and we cannot assure you that we will be able to successfully consummate the Contemplated Shift Transactions including
the proposed Shift Merger as currently contemplated under the Shift Merger Agreement or at all.
The Shift Merger Agreement contains customary representations and warranties of the Company, Shift and Shift Merger Sub. We are also required not to
solicit an alternative acquisition proposal and, subject to certain exceptions, not to engage in discussions or negotiations regarding an alternative acquisition
proposal.
The Shift Merger Agreement contains customary termination rights for the Company and Shift, including if the consummation of the Shift Merger does not
occur on or before February 9, 2023, subject to extension for 90 days for the sole purpose of obtaining any required antitrust approvals (to the extent
applicable). If either the Company or Shift terminate the Shift Merger Agreement under certain circumstances, such termination will be subject to the
payment of a termination fee. In such cases, Shift may be required to pay to the Company, or the Company may be required to pay to Shift, a termination
fee of $4.25 million. In addition, if the Shift Merger Agreement is terminated in certain cases, the Company or Shift or will be required to pay the other
party, as applicable, all of the reasonable and documented out-of-pocket expenses of the other party incurred by the other party in connection with the Shift
Merger Agreement and the Contemplated Shift Transactions in an amount not to exceed $1.21 million.
For a detailed summary of the Contemplated Shift Transactions, see our Form 8-K filed with the SEC on August 12, 2022. The above description of the
Shift Merger Agreement is only a summary, does not purport to be complete and is qualified in its entirety by reference to the full text of the Shift Merger
Agreement, a copy of which is incorporated by reference as Exhibit 2.1 to this Quarterly Report on Form 10-Q.
Revenue Generation
CarLotz generates a significant majority of its revenue from contracts with retail customers related to the sales of vehicles. We sell used vehicles to our
retail customers from our hubs located throughout the U.S. Customers also may trade-in their existing vehicle to apply toward the transaction price of a
used vehicle, for which we generate revenue on the sale of a used vehicle to the customer trading-in their vehicle and on the traded-in vehicle when it is
sold to a new owner. CarLotz also generates revenue from providing retail vehicle buyers with third-party options for financing, insurance, extended
warranties, and other vehicle protection products, which CarLotz either marks up or earns commissions on based on our customers’ purchases. Since we do
not control these products before they are transferred to the consumer, we recognize net commission revenue at the time of sale.
We also sell vehicles to wholesalers or other dealers, primarily at auctions. Generally, the vehicles sold through the wholesale channel are vehicles acquired
via trade-in, acquired via consignment that do not meet our quality standards for sale to retail customers, vehicles that remain unsold at the end of the
consignment period, retail vehicles that did not sell through the retail channel within a reasonable period of time, or vehicles that the Company determines
offer greater financial benefit through the wholesale channel. Additionally, in the second and third quarters of 2022, the Company sold vehicles at the
closed hub locations through the wholesale channel that may not have been sold through the wholesale channel if the hubs had
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remained open. The liquidation of the vehicles from closed hubs through the wholesale channel was completed in the third quarter of 2022.
Our revenue for the nine months ended September 30, 2022 and 2021 was $190.3 million and $175.4 million, respectively.
Inventory Sourcing
We source vehicles from both corporate and consumer sellers, auctions and other wholesale channels. We source vehicles non-competitively (i.e. vehicles
sourced other than from auctions) through our consignment to retail sales model, through purchases directly from consumers and through arrangements
with corporate vehicle sourcing partners. We also source vehicles competitively through purchase at auction, as necessary, to round out our inventory and
during periods of tight supply.
We expect to maintain long-term sourcing relationships with a number of national accounts and to pursue sales from new accounts. We support our
corporate vehicle sourcing partners by offering a technology platform designed to allow our supply partners to track the sale process of their vehicles in
real-time, along with a custom system for managing customer leads and leads from third party providers. Our proprietary application includes a suite of
tailored features designed to create value for sellers with tools for documenting and transmitting vehicle information.
We generally charge our retail sellers and some corporate vehicle sourcing partners a flat fee for our consignment services. In addition to our flat fee model,
we also enter into alternative fee arrangements, such as profit sharing programs or programs with fees based on a return above a wholesale index. The
profit sharing programs generally include arrangements where we share a percentage of vehicle sale profits and, in some cases, fees with our corporate
sourcing partners. The programs with fees based on a return above a wholesale index generally include a payment above the wholesale price. Under these
alternative fee arrangements, our gross profit for a particular unit could be higher or lower than the gross profit per unit we would realize under our flat fee
pricing model depending on, among other things, the unit’s sale price, shipping and reconditioning costs, and fees we are able to charge in connection with
the sale. We do not have long-term contracts with any of our corporate vehicle sourcing partners and, under arrangements with them, they are not required
to make vehicles available to us. For these and other reasons, our volume and mix of vehicles from our corporate vehicle sourcing partners has fluctuated in
the past and will continue to fluctuate over time. In addition, our gross profit per unit has fluctuated in the past and is likely to fluctuate from period to
period, perhaps significantly, due to, among other reasons, our mix of competitively sourced and non-competitively sourced inventory, and the sales prices
and fees we are able to collect on the vehicles.
We also have dealer owned inventory, which includes inventory purchased at wholesale auctions or purchased from consumers and our corporate partners,
that operates in a similar manner to traditional used car dealers and which exposes us directly to the effects of changes in vehicle prices (generally price
depreciation) more directly than inventory sourced through consignment.
Our gross profit per unit has fluctuated and will continue to fluctuate from period to period, perhaps significantly, due to, among other things, our mix of
competitively sourced and non-competitively sourced inventory, acquisition costs and the sales prices and fees we are able to collect on the vehicles. We
expect to source a smaller volume of vehicles to align with our reduced footprint, while we focus on the profitability of each vehicle sourced.
Regional Hub Network
Through our e-commerce website and 11 regional hubs, we aim to provide a shopping experience for today’s modern vehicle buyer, allowing our
nationwide retail customers to transact online, in-person or a combination of both. We aim to offer a full-spectrum of inventory, including high-value and
commercial vehicles, available for delivery anywhere in the U.S. Our regional hubs allow for test drives and on-site purchase. Our current facilities are
located in Alabama, California, Colorado, Florida, Illinois, North Carolina, and Virginia.
Finance and Insurance (F&I)
CarLotz also generates revenue from providing retail vehicle buyers with options for financing, insurance and extended warranties; these services are
provided by third parties that pay CarLotz a commission based on our customers’ purchases. Since we do not control these products before they are
transferred to the consumer, we recognize commission revenue at the time of sale.
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Factors Affecting our Performance
Impact of COVID-19
Our ability to acquire and sell used vehicles can be negatively impacted by a number of factors that are outside of our control. Due to the impacts of the
COVID-19 pandemic, global macroeconomic and geopolitical conditions, and shortages of semi-conductor chips and other automotive supplies starting in
2020, certain automobile manufacturers have slowed production of new vehicles. The reduction in supply of new vehicles has limited the supply of used
vehicles available through our corporate sourcing partners and is likely to continue to do so until the market normalizes. To address the reduction from this
supply source, we sourced a higher percentage of our vehicles through wholesale auction channels during the first half of 2022 than we have on average
historically. Because we are purchasing these vehicles in a competitive environment and paying auction fees, there is greater risk to the Company that the
margin between the cost of the vehicle and the selling price will be compressed, and, in turn, will result in reduced gross profit and retail GPU, which we
expect to continue until the used vehicle market normalizes and we are able to improve the productivity and efficiency at our hubs. This risk could be
compounded by our inability to turn inventory quickly and the pace at which used vehicles depreciate.
Volatility caused by, among other events, the COVID-19 pandemic, global macroeconomic and geopolitical conditions, the global semi-conductor chip
shortage, rising interest rates, and inflationary pressures has resulted in, or may result in, reduced demand for our services, consigned and purchased
vehicles and value-added products, reduced spending on vehicles, the inability of customers to obtain credit to finance purchases of vehicles, and decreased
consumer confidence to make discretionary purchases. In addition, global inflation has increased during 2022, related to the COVID-19 economic recovery
and associated disruptions in global demand, supply, geopolitical events, logistics and labor markets. Fears of recession, stock market volatility, rising
interest rates, inflation and regulations as a result of the COVID-19 pandemic may decrease consumer demand and reduce our revenue.
We cannot provide assurance of the ultimate significance and duration of the COVID-19 pandemic and the variants’ disruption to our operations for several
reasons, including, but not limited to, uncertainty regarding the duration of the pandemic and related disruptions, the impact of governmental orders and
regulations that have been, and may in the future be, imposed, and the impact of the COVID-19 pandemic and the variants on our customers and corporate
vehicle sourcing partners.
Ability to Source a Profitable Mix of Vehicles
In addition to leveraging our retail-remarketing sourcing channel, we believe that we can benefit from the significant volume of vehicles which consumers
are selling to dealers and to car buying companies. We intend to increase our efforts on sourcing vehicles from the consumer market. Our ability to
successfully source vehicles from consumers is dependent on our marketing, brand, process and pricing.
Further Penetration of Existing Accounts and Key Vehicle Channels
We believe that we can benefit from volume with existing corporate vehicle sourcing partners. Many of our existing sourcing partners still sell only a small
percentage of their volumes through the retail channel. As Retail Remarketing™ continues to develop as a more established alternative and as CarLotz
expands to serve buyers and sellers in its markets, we believe we can grow our existing commercial seller accounts, after the supply of new vehicles returns
to normal.
Seasonality
Used vehicle sales generally experience seasonality with sales typically peaking late in the first calendar quarter of each year and diminishing through the
rest of the year, with the lowest relative level of vehicle sales expected to occur in the fourth calendar quarter. Used vehicle prices also exhibit seasonality,
with used vehicle prices declining at a faster rate in the last two quarters of each year and a slower rate in the first two quarters of each year, all other
factors being equal. Because of the market dynamics related to the continuing semi-conductor chip shortage and COVID-related supply chain issues
constraining supply, we have not seen the typical seasonality related to used vehicle volume and prices.
Operational Efficiency
As we scaled our business, we incurred various costs to identify new hub locations, obtain licensing, build out our hubs and hire and train our employees.
The costs we incurred scaling our business are non-recurring, and we further plan to focus on operational efficiency by reducing discretionary spending,
optimizing our staffing level, and focusing on the efficiency of our processing centers. Following our strategic review of the business during the second
quarter of 2022, we outlined a phased approach to renew our focus on our primary objectives of achieving cash preservation and future profitable growth,
which we

44

began to implement in June 2022 (see Note 21 — Restructuring Charges, Asset Impairment, and Assets Held For Sale in our interim unaudited condensed
consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q for additional information).
In addition to achieving cost savings and operational efficiencies, we aim to lower our days to recondition. Going forward, our strategy is to focus on
efficiency and reduce our use of the third party reconditioning services which are more costly and are not as timely as our internal reconditioning resources.
All of these initiatives are designed to lower reconditioning costs per unit and thereby improve per unit economics.
Technological Capabilities
We are constantly reviewing our technology platform, and our goal is to enhance our online platform for seamless end-to-end transactions and to
continually enhance both the car buying and selling experience. Our B2B portal and integration framework are designed to support the assignment,
reconditioning, sale and remittance of vehicles from corporate vehicle sourcing partners. We plan to invest in our core suite of technology to enhance the
buyer and seller experience, improve our B2B vehicle sourcing, and enhance our business intelligence capabilities
Key Operating Metrics
We regularly review a number of metrics, including the following key metrics, to evaluate our business, measure our progress and make strategic decisions.
Our operating metrics (which may be changed or adjusted over time as our business scales up or industry dynamics change) measure the key drivers of our
growth, including opening new hubs, increasing our brand awareness through unique site visitors and continuing to offer a full spectrum of used vehicles to
service all types of customers.
Three Months Ended September 30,
2022

Retail vehicles sold
Number of hubs(1)
Average monthly unique visitors
Vehicles available for sale
Retail gross profit per unit
Percentage of unit sales sourced non-competitively(2)
Wholesale vehicles sold
Wholesale gross (loss) per unit

1,375
11
236,767
616
1,524
$
90 %
1,042
$
(2,813)
$

$
$
$

Nine Months Ended September 30,

2021

2,490
18
291,948
2,594
939
$
46 %
614
$
(723)
$

2022

6,066
11
252,785
616
1,134
$
76 %
2,312
$
(1,919)
$

2021

7,053
18
216,036
2,594
1,379
79 %
1,451
(1,274)

(1) The Company closed retail operations at 11 hub locations on June 21, 2022.
(2) Vehicles are sourced non-competitively through our consignment to retail sales model, through purchases directly from consumers and through
arrangements with corporate vehicle sourcing partners.
Retail Vehicles Sold
We define retail vehicles sold as the number of vehicles sold to customers in a given period, net of returns. We currently have a seven-day, 400 mile
exchange/return policy. The number of retail vehicles sold is the primary contributor to our revenues and gross profit, since retail vehicles enable multiple
complementary revenue streams, including all finance and insurance products. We view retail vehicles sold as a key measure of our growth, as growth in
this metric is an indicator of our ability to successfully scale our operations while maintaining product integrity and customer satisfaction.
Number of Hubs
We define a hub as a physical location at which we may sell and purchase, recondition and store vehicles within a market.
Average Monthly Unique Visitors
We define a monthly unique visitor as an individual who has visited our website within a calendar month, based on data provided by Google Analytics. We
calculate average monthly unique visitors as the sum of monthly unique visitors in a given
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period, divided by the number of months in that period. We view average monthly unique visitors as a key indicator of the strength of our brand, the
effectiveness of our advertising and merchandising campaigns and consumer awareness.
Vehicles Available-for-Sale
We define vehicles available-for-sale as the number of vehicles listed for sale on our website on the last day of a given reporting period. We view vehicles
available-for-sale as a key measure in determining whether our inventory levels are appropriate to drive hub productivity.
Retail Gross Profit per Unit
We define retail gross profit per unit as the aggregate retail and F&I gross profit in a given period divided by retail vehicles sold during that period. Total
retail gross profit per unit is driven by sales of used vehicles and the profit margin and fees on sale of those vehicles, each of which may generate additional
revenue from providing retail vehicle buyers with options for financing, insurance and extended warranties. We believe gross profit per unit is a key
measure of our growth and long-term profitability.
Percentage of unit sales non-competitively sourced
We define percentage of unit sales sourced non-competitively as the percentage derived by dividing the number of vehicles sold during the period that were
sourced non-competitively (i.e., number of vehicles sourced other than from auctions) divided by the total number of vehicles sold during the period. The
percentage of unit sales sourced non-competitively increased in the three months ended September 30, 2022 compared to the same period in the prior year
due to our current focus on sourcing discipline and the need in the prior period to acquire inventory for newly opened hubs.
Wholesale vehicles sold
We define wholesale vehicles sold as the number of vehicles sold through channels other than to retail customers at our hub locations (at auction or directly
to a wholesaler) in a given period, net of returns.
Wholesale vehicles gross profit per unit
We define wholesale vehicles sold as the wholesale gross profit in a given period divided by wholesale vehicles sold during that period.
Components of Results of Operations
Revenues
Retail Vehicle Sales
CarLotz sells used vehicles to retail customers through its hubs in various cities throughout the continental U.S. Revenue from retail vehicle sales is
recognized when the title to the vehicle passes to the customer, at which point the customer controls the vehicle. We recognize revenue based on the total
purchase price stated in the contract, including any processing fees. Our exchange/return policy allows customers to initiate the exchange or return of a
vehicle until the earlier of the first seven days or 400 miles after delivery.
Wholesale Vehicle Sales
Vehicles that do not meet the Company’s standards for retail vehicle sales, retail vehicles that did not sell through the retail channel within a reasonable
period of time and vehicles that the Company determines offer greater financial benefit through the wholesale channel are sold through various wholesale
methods. Revenue from wholesale vehicle sales is recognized when the vehicle is sold, either at auction or directly to a wholesaler, and title to the vehicle
passes to the buyer. Additionally, in the second and third quarters of 2022, the Company sold vehicles at the closed hub locations through the wholesale
channel that may not have been sold through the wholesale channel if the hubs had remained open.
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Finance and Insurance, net
We provide customers with options for financing, insurance and extended warranties. Certain warranties sold beginning January 1, 2019 are serviced by a
company owned by a major stockholder. All other such services are provided by third-party vendors with whom we have agreements giving us the right to
offer such services directly. When a customer selects a service from these third-party vendors, we earn a commission based on the actual price paid or
financed. We recognize finance and insurance revenue at the point in time when the customer enters into the contract.
Lease Income, net
Lease income, net represents revenue earned on the spread between the interest rate on leases we enter into with our B2B lease customers and the related
leases we enter into with third party lessors, as well as revenue (net of depreciation and other costs to maintain the vehicles) earned on our owned vehicles
leased to B2B lease customers.
Cost of Sales
Cost of sales includes the cost to acquire used vehicles and the related reconditioning costs to prepare the vehicles for resale. Vehicle reconditioning costs
include parts, labor, inbound transportation costs and other costs such as mechanical inspection, vehicle preparation supplies and repair costs. Cost of sales
also includes any necessary adjustments to reflect vehicle inventory at the lower of cost or net realizable value.
Selling, General and Administrative Expenses
Selling, general and administrative expenses primarily include compensation and benefits, marketing, facilities cost, technology expenses, logistics and
other administrative expenses. Advertising costs are expensed as incurred.
Depreciation and Amortization
Depreciation on property and equipment is calculated using the straight-line method over the estimated useful lives of the assets, which is: the lesser of
15 years or the underlying lease terms for leasehold improvements, one to five years for equipment, furniture and fixtures, and five years for corporate
vehicles. Expenditures for maintenance, repairs and minor renewals are charged to expense as incurred. Major remodels and improvements are capitalized.
Depreciation on vehicles leased to B2B customers is calculated using the straight-line method over the estimated useful life and is included as a charge to
Lease income, net. Amortization of capitalized website and internal-use software costs is computed using the straight-line method over 3 years.
Amortization of operating lease right-of-use assets is rent expense, included in selling, general, and administrative expenses.
Non-Operating Expenses
Non-operating expenses represent the change in fair value of the Merger warrants and the earnout shares. Additional non-operating income and expense
include interest income on marketable securities, floor plan interest incurred on borrowings to finance the acquisition of used vehicle inventory under the
Company’s former $12 million revolving floor plan facility with Automotive Finance Corporation and floor plan interest incurred on borrowings to finance
the acquisition of used vehicle inventory under the Company’s current $25 million revolving floor plan facility with Ally.
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Results of Operations
The following table presents our condensed consolidated statements of operations for the periods indicated:
Three Months Ended September 30,
2022

Nine Months Ended September 30,

2021

2022

2021

($ in thousands)
Revenues:
Retail vehicle sales
Wholesale vehicle sales
Finance and insurance, net
Lease income, net
Total Revenues
Cost of sales (exclusive of depreciation)
Gross Profit

$

Operating Expenses:
Selling, general and administrative
Stock based compensation expense
Depreciation and amortization expense
Management fee expense – related party
Impairment expense
Restructuring expenses
Total Operating Expenses
Loss from Operations
Interest expense
Other Income (Expense), net
Change in fair value of Merger warrants liability
Change in fair value of earnout provision
Other (expense) income
Total Other Income, net
Loss Before Income Tax Expense
Income tax expense
Net Loss

32,545 $
16,357
1,691
245
50,838
51,429
(591)

19,334
1,409
2,025
—
420
1,885
25,073
(25,664)
302

$

803
341
523
1,667
(24,299)
—
(24,299) $

56,284
8,989
2,639
129
68,041
66,017
2,024

$

24,780
3,447
1,214
—
—
—
29,441
(27,417)
650
12,111
12,565
(85)
24,591
(3,476)
—
(3,476) $

142,344
38,880
8,591
528
190,343
187,375
2,968

$

74,017
4,234
6,173
—
1,143
12,616
98,183
(95,215)
1,512
5,616
6,957
113
12,686
(84,041)
—
(84,041) $

150,897
18,217
5,973
334
175,421
167,207
8,214

63,039
49,114
1,692
2
—
—
113,847
(105,633)
1,009
24,794
56,621
(476)
80,939
(25,703)
—
(25,703)

Presentation of Results of Operations
We present operating results down to gross profit for our three distinct revenue channels along with our net lease income:
Retail Vehicle Sales: Retail vehicle sales represent sales of vehicles to our retail customers through our hubs.
Wholesale Vehicle Sales: Wholesale vehicle sales represent sales of vehicles through wholesale channels, primarily through wholesale auctions.
Finance and Insurance: Finance and insurance represents commissions earned on financing, insurance and extended warranty products that we offer to
our retail vehicle buyers.
Lease Income, net: Lease income, net represents revenue earned on the spread between the interest rate on leases we enter into with our B2B lease
customers and the related leases we enter into with third party lessors, as well as revenue (net of depreciation and other costs to maintain the vehicles)
earned on our owned vehicles leased to B2B lease customers.
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Three and Nine Months Ended September 30, 2022 and 2021
The following table presents certain information from our condensed consolidated statements of operations by channel:
Three Months Ended September 30,
2022

2021

Nine Months Ended September 30,

Change

($ in thousands, except per unit metrics)

Revenue:
Retail vehicle sales
Wholesale vehicle sales
Finance and insurance, net
Lease income, net
Total revenues
Cost of sales:
Retail vehicle cost of sales
Wholesale vehicle cost of sales

$

Total cost of sales
Gross profit:
Retail vehicle gross profit (loss)
Wholesale vehicle gross profit (loss)
Finance and insurance gross profit
Lease income, net

$

Total gross profit
Retail gross profit per unit(1):

$

$

Retail vehicle gross profit (loss)
Finance and insurance gross profit
Total retail vehicle and finance and insurance
gross profit
Retail vehicle unit sales
Retail vehicle gross profit per unit
Wholesale gross profit per unit(2):
Wholesale vehicle gross profit (loss)
Wholesale vehicle unit sales

$

Wholesale vehicle gross profit per unit

$

32,545
16,357
1,691
245
50,838

2021

Change

($ in thousands, except per unit metrics)

56,284
8,989
2,639
129
68,041

(42.2)% $
82.0 %
(35.9)%
89.9 %
(25.3)%

142,344
38,880
8,591
528
190,343

(43.2)%
104.5 %

$

56,584
9,433
66,017

144,058
43,317
187,375

404 $
(2,931)
1,691
245
(591) $

(300)
(444)
2,639
129
2,024

32,141
19,288
51,429

$

2022

(22.1)% $
234.7 % $
(560.1)%
(35.9)%
89.9 %
(129.2)% $

$

150,897
18,217
5,973
334
175,421

(5.7)%
113.4 %
43.8 %
58.1 %
8.5 %
(2.1)%
115.9 %

$

147,142
20,065
167,207

(1,714) $
(4,437)
8,591
528
2,968 $

3,755
(1,848)
5,973
334
8,214

(145.6)%
(140.1)%
43.8 %
58.1 %

12.1 %

(63.9)%

404
1,691

(300)
2,639

234.7 %
(35.9)%

(1,714)
8,591

3,755
5,973

(145.6)%
43.8 %

2,095
1,375
1,524

(10.4)%
(44.8)%

6,877
6,066
1,134

$

9,728
7,053
1,379

(29.3)%
(14.0)%

$

2,339
2,490
939

(2,931)
1,042
(2,813) $

(444)
614
(723)

(560.1)%
69.7 %

(4,437)
2,312
(1,919) $

(1,848)
1,451
(1,274)

(140.1)%
59.3 %

62.3 % $

(289.1)% $

(17.8)%

(50.6)%

______________
(1) Retail gross profit per unit is calculated as gross profit for retail vehicles and finance and insurance, each of which is divided by the total number of
retail vehicles sold in the period.
(2) Wholesale gross profit per unit is calculated as gross profit for wholesale vehicles, each of which is divided by the total number of wholesale vehicles
sold in the period.
Retail Vehicle Sales
Retail vehicle sales revenue decreased by $(23.7) million, or (42.2)%, to $32.5 million during the three months ended September 30, 2022, from
$56.3 million in the comparable period in 2021. The decrease was primarily driven by a 44.8% decrease in retail vehicle unit sales to 1,375 retail vehicles
in the three months ended September 30, 2022, compared to 2,490 retail vehicles in the comparable period in 2021, slightly offset by an increase in average
sale price per unit of $839, to $22,999. The decrease in units is consistent with the reduced number of hub locations from the comparable period in 2021.
The average sale price has increased consistent with macroeconomic trends in the used car industry.
Retail vehicle sales revenue decreased by $(8.6) million, or (5.7)%, to $142.3 million during the nine months ended September 30, 2022, from
$150.9 million in the comparable period in 2021. The decrease was primarily driven by a 14% decrease in retail vehicle unit sales to 6,066 retail vehicles in
the nine months ended September 30, 2022, compared to 7,053 retail vehicles in the comparable period in 2021, slightly offset by an increase in average
sale price per unit of $1,889, to
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$22,889. The decrease in units is consistent with the reduced number of hub locations that operated in the third quarter. The average sale price has
increased consistent with macroeconomic trends in the used car industry.
Wholesale Vehicle Revenue
Wholesale vehicle revenue increased by $7.4 million, or 82.0%, to $16.4 million during the three months ended September 30, 2022, from $9.0 million in
the comparable period in 2021. The increase was primarily due to a 69.7% increase in wholesale vehicle unit sales from the comparable period in 2021 as
we liquidated vehicles from closed hubs through the wholesale channel, combined with an increased average selling price of the wholesale vehicles sold.
Wholesale vehicle revenue increased by $20.7 million, or 113.4%, to $38.9 million during the nine months ended September 30, 2022, from $18.2 million
in the comparable period in 2021. The increase was primarily due to a 59.3% increase in wholesale vehicle unit sales from the comparable period in 2021,
combined with an increased average selling price of the wholesale vehicles sold.
Finance and Insurance (F&I)
F&I revenue decreased by $(0.9) million, or (35.9)%, to $1.7 million during the three months ended September 30, 2022, from $2.6 million in the
comparable period in 2021. This decrease in F&I revenue was driven by a decrease in retail unit sales, offset slightly by a higher penetration of contract
sales per unit sold and higher profit per contract.
F&I revenue increased by $2.6 million, or 43.8%, to $8.6 million during the nine months ended September 30, 2022, from $6.0 million in the comparable
period in 2021. This increase in F&I revenue was driven by a higher penetration of contract sales per unit sold and higher profit per contract, slightly offset
by a decrease in retail unit sales.
Lease Income, net
Lease income, net was $0.2 million during the three months ended September 30, 2022 and $0.1 million in the comparable period in 2021.
Lease income, net was $0.5 million during the nine months ended September 30, 2022 and $0.3 million in the comparable period in 2021.
Cost of Sales
Cost of sales decreased by $(14.6) million, or (22.1)%, to $51.4 million during the three months ended September 30, 2022, from $66.0 million in the
comparable period in 2021. The decrease was due to the decrease in vehicles sold net of an increased average acquisition price of the vehicles we sold in
that period, as well as increased shipping and reconditioning costs.
Cost of sales increased by $20.2 million, or 12.1%, to $187.4 million during the nine months ended September 30, 2022, from $167.2 million in the
comparable period in 2021. The increase was due to an increased average acquisition price of the vehicles we sold in that period, as well as increased
shipping and reconditioning costs.
Retail Vehicle Gross Profit
Retail vehicle gross profit (loss) increased by $0.7 million, or 234.7%, to $0.4 million during the three months ended September 30, 2022, from
$(0.3) million in the comparable period in 2021. The increase in retail gross profit for the three months ended September 30, 2022 resulted from an increase
in front-end margin per unit compared to the same period in 2021. The increase in front-end margin was driven by selling more vehicles sourced noncompetitively compared to the same period in 2021.
Retail vehicle gross profit (loss) decreased by $(5.5) million, or (145.6)%, to $(1.7) million during the nine months ended September 30, 2022, from
$3.8 million in the comparable period in 2021. The decrease in retail gross profit for the nine months ended September 30, 2022 resulted from a decrease in
front-end margin per unit compared to the same period in 2021, driven by decreased front-end margins due to a combination of elevated acquisition prices
of inventory primarily sourced through auction towards the end of prior year and the lowering of retail prices relative to the acquisition costs as the
inventory aged, as well as increased shipping and reconditioning costs.
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Wholesale Vehicle Gross Loss
Wholesale vehicle gross (loss) increased by ($2.5) million, to $(2.9) million during the three months ended September 30, 2022, from $(0.4) million in the
comparable period in 2021. The increase was primarily due to increased wholesale vehicle cost of sales, as retail-ready vehicles from closed hubs were sold
through the wholesale channel at prices below cost.
Wholesale vehicle gross (loss) increased by $(2.6) million, to $(4.4) million during the nine months ended September 30, 2022, from $(1.8) million in the
comparable period in 2021. The increase was primarily due to increased wholesale vehicle cost of sales, as retail-ready vehicles from closed hubs were sold
through the wholesale channel at prices below cost.
F&I Gross Profit
F&I revenue consists of 100% gross margin products for which there are no costs associated with the products. Therefore, changes in F&I gross profit and
the associated drivers are identical to changes in F&I revenue and the associated drivers.
Components of SG&A
Three Months Ended September 30,
2022

Nine Months Ended September 30,

2021

2022

($ in thousands)

Compensation and benefits(1)

$

Marketing
Technology
Accounting and legal
Insurance

5,054
690

$

2021

Change

($ in thousands)

6,700
7,240

$

25,158
6,237

$

19,463
13,674

(25)%
(90)%

914
1,639

2,089
2,125

3,849
5,384

7,467
6,793

(56)%
(23)%
13 %

2,211

1,964

6,718

5,185

Occupancy

1,574

2,207

7,898

4,818

(29)%

Shift Merger

4,044

—

4,044

—

100 %

Other costs(2)

3,208
19,334

5,640
63,039

31 %
(22)%

Total selling, general and administrative expenses $

2,456
24,780

$

$

14,729
74,017

$

(1) Compensation and benefits includes all payroll and related costs, including benefits, and payroll taxes, except those related to preparing vehicles for
sale, which are included in cost of sales, and those related to the development of software products for internal use, which are capitalized to software
and depreciated over the estimated useful lives of the related assets.
(2) Other costs include all other selling, general and administrative expenses such as logistics and other administrative expenses.
Selling, general and administrative expenses decreased by $5.5 million, to $19.3 million during the three months ended September 30, 2022, from
$24.8 million in the comparable period in 2021. Costs related to the expansion of the Company such as insurance, occupancy, and vehicle listing costs,
decreased $(0.1) million since the prior year period, primarily due to the hub closures announced on June 21, 2022. Compensation and benefits decreased
$(1.6) million due to the hub closures. Marketing expense decreased $(6.6) million as we have refocused on direct marketing as opposed to brand
marketing compared to the same period in the prior year during our national expansion, and technology expense decreased $(1.2) million due to elevated
costs in the prior year quarter when the Company began website enhancements.
Selling, general and administrative expenses increased by $11.0 million, to $74.0 million during the nine months ended September 30, 2022, from
$63.0 million in the comparable period in 2021. Costs related to the expansion of the Company since the prior year period increased $12.3 million,
primarily due to insurance, occupancy and vehicle listing costs. Compensation and benefits increased $5.7 million due to increased corporate headcount
and new hub openings, prior to the hub closures announced on June 21, 2022. Marketing expense decreased $(7.4) million as we have refocused on direct
marketing as opposed to brand marketing compared to the same period in the prior year during our national expansion, and technology expense decreased
$(3.6) million due to elevated costs in the prior year quarter when the Company began website enhancements.
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Non-GAAP Financial Measures
To supplement the interim unaudited condensed consolidated financial statements, which are prepared and presented in accordance with U.S. generally
accepted accounting principles (GAAP), we also present the following non-GAAP measures: EBITDA and Adjusted EBITDA. We believe the presentation
of both GAAP and non-GAAP financial measures provides investors with increased transparency into financial measures used by our management team,
and it also improves investors’ understanding of our underlying operating performance and their ability to analyze our ongoing operating trends. All
historic non-GAAP financial measures have been reconciled with the most directly comparable GAAP financial measures.
EBITDA is defined as net loss attributable to common stockholders adjusted to exclude interest expense, income tax expense and depreciation and
amortization expense.
Adjusted EBITDA is EBITDA adjusted to exclude certain expenses related to the Company’s capital structure and management fee expense prior to the
Merger, stock compensation expense and other non-operating income and expenses, including interest, investment gain/loss and nonrecurring
income/expense.
Management believes the inclusion of supplementary adjustments to EBITDA applied in presenting Adjusted EBITDA is useful to investors in comparing
the Company’s performance prior to the Merger and the Company’s performance following the Merger.
EBITDA and Adjusted EBITDA have limitations as analytical tools, and should not be considered in isolation or as a substitute for analysis of the results
as reported under GAAP. These measures may not be comparable to similarly titled measures reported by other companies.
The following tables reconcile EBITDA and Adjusted EBITDA to net loss attributable to common stockholders:
Three Months Ended September 30,
2022

Nine Months Ended September 30,

2021

2022

2021

($ in thousands)

Net Loss
Adjusted to exclude the following:
Interest expense
Income tax expense
Depreciation and amortization expense

$

(24,299) $

(3,476) $

(84,041) $

(25,703)

EBITDA
Other expense
Stock compensation expense
Management fee expense - related party
Change in fair value of warrants liability
Change in fair value of earnout provision
Restructuring expense
Shift Merger

$

302
—
2,025
(21,972) $

650
—
1,214
(1,612) $

1,512
—
6,173
(76,356) $

1,009
—
1,692
(23,002)

Adjusted EBITDA

$

(523)
1,409
—
(803)
(341)
1,885
4,044
(16,301) $

85
3,447
—
(12,111)
(12,565)
—
—
(22,756) $

(113)
4,234
—
(5,616)
(6,957)
13,626
4,044
(67,138) $

476
49,114
2
(24,794)
(56,621)
—
—
(54,825)

Liquidity and Capital Resources
Sources of liquidity
Our main source of liquidity is cash generated from financing activities, which primarily includes proceeds from the Merger (see Note 3 — Merger in our
interim unaudited condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q for additional information). In
connection with the Merger, pursuant to subscription agreements
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dated October 21, 2020 by and between Acamar Partners Acquisition Corp. (“Acamar Partners”) and certain strategic and accredited investors (the “PIPE
Investors”), with respect to a private placement of shares of Acamar Partners Class A common stock, the Company issued and sold 12.5 million shares of
Acamar Partners Class A common stock to the PIPE Investors at a price per share of $10.00 and an aggregate purchase price of $125.0 million.
Since inception, we have generally operated at a loss for most periods. As of September 30, 2022, we had cash and cash equivalents, restricted cash and
short-term marketable securities of $117.0 million. We believe our available cash, restricted cash, short-term marketable securities and liquidity available
under the Ally Facility are sufficient to fund our operations for at least the next 12 months. In the event amounts are not available under the Ally Facility or
otherwise, we expect to continue to operate at a loss until we improve productivity and efficiency at our hubs and are able to leverage our operating costs.
We may also seek additional funds as needed through alternative sources of liquidity, including equity or debt financings, additional floorplan financing or
other arrangements. However, additional funds may not be available when we need them on terms that are acceptable to us, or at all.
Debt obligations
On March 10, 2021, we entered into an Inventory Financing and Security Agreement (the “Ally Facility”) with Ally Bank, a Utah chartered state bank
(“Ally Bank”), and Ally Financial, Inc., a Delaware corporation (“Ally” and, together with Ally Bank, the “Lender”), pursuant to which the Lender may
provide up to $30 million in financing, or such lesser sum which may be advanced to or on behalf of us from time to time, as part of our floorplan vehicle
financing program. In June 2021, the Company expanded the floor plan credit facility by $10 million to a total of $40 million. As of September 30, 2022,
we had $5.4 million principal outstanding under the Ally Facility, primarily from increased sourcing through vehicle purchases. Effective as of October 1,
2022, the maximum available credit line under the Ally Facility was reduced from $40 million to $25 million. On October 5, 2022, we entered into a Credit
Balance Agreement (the “RBCA”) with the Lender, with respect to the Ally Facility.
Under the Ally Facility, as amended by the RBCA, the Company is subject to financial covenants that require the Company (i) to maintain at least $4
million of the credit line in cash and cash equivalents and (ii) to maintain at least $4 million of the credit line on deposit with Ally Bank, so long as, in the
case of each (i) and (ii), the amount borrowed under the Ally Facility remains under $20 million, with such minimum amount, in the case of each (i) and
(ii), to be increased to $5 million if the amount borrowed under the Ally Facility at any time exceeds $20 million. Should the Shift Merger not occur by
December 31, 2022, the Lender asks that the Company provide a business plan to the Lender, no later than January 10, 2023, or within 10 days of the
announced dissolution of Shift Merger discussions, at which time the Lender will revisit the facility arrangement and communicate additional go forward
plans at that time.
Advances under the Ally Facility bear interest at a per annum rate designated from time to time by the Lender determined using a 365/360 simple interest
method of calculation, unless expressly prohibited by law. The interest rate is currently the prime rate plus 2.50% per annum, or 8.75%. Advances under the
Ally Facility, if not demanded earlier, are due and payable for each vehicle financed under the Ally Facility as and when such vehicle is sold, leased,
consigned, gifted, exchanged, transferred, or otherwise disposed of. Interest under the Ally Facility is due and payable upon demand, but, in general, in no
event later than 60 days from the date of request for payment. Upon any event of default (including, without limitation, our obligation to pay upon demand
any outstanding liabilities of the Ally Facility), the Lender may, at its option and without notice to us, exercise its right to demand immediate payment of all
liabilities and other indebtedness and amounts owed to the Lender and its affiliates by us and our affiliates. In addition, the Lender may, upon sixty (60)
calendar days prior written notice to us, for any or no reason, with or without cause, terminate our ability to request and obtain financing from the Lender.
We have recently had discussions with the Lender about the terms of the Ally Facility, and liquidity availability thereunder. If the Lender were to terminate
the Ally Facility, no assurance can be given that we would be able to secure a replacement facility, or alternative financing, on terms that are acceptable to
us, or at all.
The Ally Facility is secured by a grant of a security interest in certain vehicle inventory and other assets of the Company.
We are a party to an off-balance sheet arrangement, as the Company guaranteed the lease obligation of one of its closed hub locations assigned to a thirdparty. We are not a party to any other off-balance sheet arrangements, including retained or contingent interests, certain derivative instruments and variable
interest entities that either have, or are reasonably likely to have, a current or future material effect on our interim unaudited condensed consolidated
financial statements.
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Cash Flows — Nine Months Ended September 30, 2022 and 2021
The following table summarizes our cash flows for the periods indicated:
Nine Months Ended September 30,
2022

2021
($ in thousands)

Cash Flow Data:
Net cash (used in) operating activities
Net cash provided by (used in) investing activities
Net cash (used in) provided by financing activities

$

(46,500) $
78,667
(22,674)

(110,175)
(165,774)
330,854

Operating Activities
For the nine months ended September 30, 2022, net cash used in operating activities was $(46.5) million, primarily driven by net loss of $(84.0) million
adjusted for non-cash charges of $13.3 million and net changes in our operating assets and liabilities of $24.3 million. The non-cash adjustments primarily
relate to a decrease in fair value of the warrants and earnout shares of $(12.6) million, offset by depreciation and amortization of $8.5 million, stock
compensation of $4.2 million, and restructuring charges of $10.4 million. The changes in operating assets and liabilities were primarily driven by a
decrease in inventories of $27.9 million and a decrease in accounts receivable of $2.8 million, offset partially by a decrease in accounts payable of $(4.1)
million and a decrease in accrued expenses of $(2.2) million.
For the nine months ended September 30, 2021, net cash used in operating activities was $(110.2) million, primarily driven by net loss of $(25.7) million
adjusted for non-cash charges of $(28.6) million and net changes in our operating assets and liabilities of $(55.9) million. The non-cash adjustments
primarily relate to a decrease in fair value of the warrants and earnout shares of $(81.4) million, partially offset by stock compensation of $49.1 million.
The changes in operating assets and liabilities are primarily driven by an increase in inventories $(46.8) million, an increase other current assets of $(8.4)
million and an increase in other long-term assets of $(4.3) million, partially offset by an increase in accrued expenses of $5.4 million and an increase in
accounts payable of $3.5 million.
Investing Activities
For the nine months ended September 30, 2022, net cash provided by investing activities was $78.7 million, primarily driven by sales and maturities of
marketable securities of $152.8 million and partially offset by the purchase of property and equipment of $(5.6) million and purchases of marketable
securities of $(63.9) million.
For the nine months ended September 30, 2021, net cash used in investing activities was $(165.8) million, primarily driven by purchases of marketable
securities of $(359.4) million, the purchase of property and equipment of $(6.8) million and capitalized software costs of $(11.5) million, partially offset by
proceeds from sales and maturities of marketable securities of $212.8 million.
Financing Activities
For the nine months ended September 30, 2022, net cash used in financing activities was $(22.7) million, primarily driven by payments on floor plan notes
payable of $(102.6) million, partially offset by borrowings on the floor plan facility of $80.2 million.
For the nine months ended September 30, 2021, net cash provided by financing activities was $330.9 million, primarily driven by the issuance of common
stock to the PIPE investors and Former CarLotz stockholders of $435.0 million and borrowings on the floor plan facility of $127.3 million, partially offset
by the payments made to existing stockholders of Former CarLotz as part of the Merger of $(62.7) million, transaction costs and advisory fees of $(47.6)
million, payments on floor plan notes payable of $(109.0) million, payments made on accrued dividends of $(4.9) million, repayment of debt of $(4.7)
million and the payment of cash consideration on options of $(2.5) million.
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Material Contractual Obligations
The Company had contractual obligations as of September 30, 2022 that are material to an assessment of the Company’s short- and long-term cash
requirements. As of September 30, 2022, the Company has total outstanding debt of $5.4 million under the floorplan facility, which represents the principal
amount outstanding due to the uncertainty of forecasting the timing of expected variable interest rate payments. Borrowings under the floorplan facility are
payable when the underlying vehicle is sold, which is expected to be in 2022.
Off-Balance Sheet Arrangements
We are a party to an off-balance sheet arrangement, as the Company guaranteed the lease obligation of one of its closed hub locations assigned to a thirdparty. We are not a party to any other off-balance sheet arrangements, including guarantee contracts, retained or contingent interests, certain derivative
instruments and variable interest entities that either have, or are reasonably likely to have, a current or future material effect on our interim unaudited
consolidated financial statements.

Critical Accounting Policies and Estimates
For information on critical accounting policies, see “Critical Accounting Policy and Estimates” in the Management’s Discussion and Analysis of Financial
Condition and Results of Operations contained in Form 10-K filed with the SEC on March 15, 2022 and in Form 10-Q filed with the SEC on August 9,
2022.
There have been no changes to our critical accounting policies during the three months ended September 30, 2022..
Recently Issued and Adopted Accounting Pronouncements
See the section titled “Recently Issued Accounting Pronouncements” in Note 2 in the “Notes to Condensed Consolidated Financial Statements” in our
interim unaudited condensed consolidated financial statements included elsewhere in this Quarterly Report on Form 10-Q for additional information.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Interest Rate Risk
Cash and cash equivalents include highly liquid investments that are due on demand or have a remaining maturity of three months or less at the date of
purchase. As of September 30, 2022, cash and cash equivalents consisted of bank deposits, money market placements and debt securities that have a
remaining maturity of three months or less at the date of purchase.
The cash and cash equivalents are held primarily for working capital purposes. These interest-earning instruments are subject to interest rate risk. To date,
fluctuations in interest income have not been significant. Our surplus cash has been invested in money market fund accounts, interest-bearing savings
accounts and U.S. government debt securities as well as corporate debt securities from time to time. We have not entered into investments for trading or
speculative purposes. Due to the conservative nature of our investment portfolio, which is predicated on capital preservation of investments with short-term
maturities, we do not believe an immediate one percentage point change in interest rates would have a material effect on the fair market value of our
portfolio, and therefore, we do not expect our operating results or cash flows to be significantly affected by changes in market interest rates.
We also have exposure to changing interest rates in connection with the floor plan facility. Interest rate risk is highly sensitive due to many factors,
including U.S. monetary and tax policies, U.S. and international economic factors and other factors beyond our control. Advances under the floor plan
facility accrue interest at the most recent prime rate published in The Wall Street Journal plus 2.50% per annum and, as of September 30, 2022, the prime
rate as published in The Wall Street Journal was 6.25%. We believe a change to our interest rate of 1% applicable to our outstanding indebtedness would
have an immaterial financial impact. As of September 30, 2022, we had total outstanding debt of $5.4 million under the floor plan facility.
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Credit Risk
Financial instruments that potentially subject us to concentration of credit risk consist of cash and cash equivalents and accounts receivable. Substantially
all of our cash and cash equivalents were deposited in accounts at one financial institution, and account balances may at times exceed federally insured
limits. Management believes that we are not exposed to significant credit risk due to the financial strength of the depository institution in which the cash is
held.
Concentrations of credit risk with respect to trade receivables are limited due to the large diversity and number of customers comprising our retail customer
base.
Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed in our reports
filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed in
Company reports filed or submitted under the Exchange Act is accumulated and communicated to management, including our Chief Executive Officer and
Chief Financial Officer, to allow timely decisions regarding required disclosure.
As required by Rules 13a-15 and 15d-15 under the Exchange Act, our Chief Executive Officer and Chief Financial Officer carried out an evaluation of the
effectiveness of the design and operation of our disclosure controls and procedures as of December 31, 2021. Based upon their evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Exchange Act) were not effective as of September 30, 2022 due to the existence of material weaknesses in internal control over financial reporting that
were identified in connection with the audits of our consolidated financial statements as of December 31, 2021 and 2020 and for the years in the three year
period ended December 31, 2021, and which are still being remediated.
Material Weaknesses in Internal Control Over Financial Reporting
Control Environment
We did not maintain an effective control environment to enable the identification and mitigation of risks of material misstatement, either individually or in
the aggregate, based on the criteria established in the COSO Framework relating to the lack of sufficient accounting and financial reporting resources to
address internal control over financial reporting.
Specifically, we did not attract, develop and retain accounting and financial resources commensurate with the size and complexity of our organization to
support the oversight of processes and procedures in applying internal control over financial reporting to adequately prevent or detect accounting errors.
Control Activities
We did not design and implement effective control activities to enable the identification and mitigation of risks of material misstatement, either individually
or in the aggregate, based on the criteria established by the COSO Framework. We have identified deficiencies in the principles associated with the control
activities component of the COSO Framework relating to our: (i) inability to appropriately and timely reconcile account balances to detect accounting
errors and evaluate balances for completeness and accuracy, and (ii) selecting and developing control activities and information technology that contribute
to the mitigation of risks and support achievement of objectives.
The following deficiencies in control activities, among others, contributed to accounting errors or the potential for there to have been accounting errors that
are material to the financial statements:

•
•
•

Lack of sufficient resources within the accounting and financial reporting department to review for the completeness and accuracy of source data
supporting account reconciliations.
Inadequate segregation of duties.
Inadequate general information technology controls in the areas of access security and program change-management over certain information
technology systems that support the Company’s financial reporting processes.
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Remediation Efforts to Address Material Weaknesses
Remediation of the identified material weaknesses and strengthening of our internal control environment will require a substantial effort throughout 2022
and beyond as necessary. The material weaknesses cannot be considered completely remediated until the applicable controls have operated for a sufficient
period of time and management has concluded, through testing, that these controls are operating effectively.
While we have taken steps to address the material weaknesses, our current information technology systems have limited automated capabilities which
create manual processes that require the time of our accounting and financial reporting resources. We are creating more streamlined and efficient
accounting processes to allow the accounting and financial reporting resources to effectively operate the controls that we have designed and implemented.
We are designing and implementing controls to establish and maintain appropriate segregation of duties, formalize accounting policies and controls around
user access and change management and evaluating options for a new ERP system.
We will also continue to attract, develop and retain competent management to ensure oversight of our processes and procedures in applying internal control
over financial reporting.
The process of designing and implementing an effective financial reporting system is a continuous effort that requires us to anticipate and react to changes
in our business and the economic and regulatory environments and to expend significant resources to maintain a financial reporting system that is adequate
to satisfy our reporting obligations.
Changes in Internal Control Over Financial Reporting
Except as disclosed above, there were no changes in our internal control over financial reporting that occurred during the three months ended September
30, 2022 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Part II - OTHER INFORMATION
Item 1. Legal Proceedings
The information with respect to this Part II, Item 1 can be found in Note 15 to our interim unaudited condensed consolidated financial statements included
elsewhere in this Quarterly Report on Form 10-Q.
Item 1A. Risk Factors
In addition to the other information set forth in this report, readers should carefully consider the additional risk factor included below as well as the factors
discussed in Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2021, in our Quarterly Report on Form
10-Q for the three months ended March 31, 2022, and in our Quarterly Report on Form 10-Q for the three and six months ended June 30, 2022, which
could materially affect our business, financial condition or future results. The risks described in our most recent Annual Report on Form 10-K and our
Quarterly Report on Form 10-Q for the three months ended March 31, 2022 and our Quarterly Report on Form 10-Q for the three and six months ended
June 30, 2022 are not the only risks we face. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also
may materially adversely affect our business, financial condition or operating results. The impact of COVID-19 may implicate and exacerbate other risks
discussed in Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended December 31, 2021, including but not limited to
risks relating to general economic conditions. This situation continues to evolve and additional impacts may arise that we are not currently aware of. Due to
the unprecedented nature of the COVID-19 pandemic and responses thereto, we cannot identify all of the risks we face from the pandemic and its
aftermath.
Risks Related to CarLotz’ Business
We depend on key personnel to operate our business, and if we are unable to retain, attract and integrate qualified personnel, our ability to develop and
successfully grow our business could be adversely affected.
We believe our success depends on the efforts and talents of our executives and employees. Our future success depends on our continuing ability to attract,
develop, motivate and retain highly qualified and skilled employees. Qualified individuals are in high demand, and we may incur significant costs to attract
and retain them. Most of our staff are at-will employees, which means they may terminate their employment relationship with us at any time, and their
knowledge of our business and industry would be difficult to replace. Given the impending Shift Merger, we have not sought to recruit individuals to join
the Company and have also had a number of departures. In the event the impending Shift Merger does not occur for any reason, we may be unable to attract
and/or retain qualified individuals for the future. In addition, the loss of any of our key employees or senior management could have a material adverse
effect on our ability to execute our business plan and strategy in the event the Shift Merger does not occur, and we may not be able to find adequate
replacements on a timely basis, or at all. Moreover, our future performance will depend, in part, on the successful transition of our new Chief Executive
Officer. If we do not successfully manage the transition, it could be viewed negatively by our customers, employees, investors, suppliers and other thirdparty partners, and could have an adverse impact on our business and results of operations. We do not, and do not currently expect to have in the future,
“key person” insurance on the lives of any member of our senior management. If we do not succeed in attracting well-qualified employees or retaining and
motivating existing employees in the event the Shift Merger does not occur, our business could be materially and adversely affected.
We have from time to time experienced, and we expect to continue to experience, especially if the Shift Merger does not occur, difficulty in hiring and
retaining employees with appropriate qualifications. Many of the companies with which we compete for experienced personnel have greater resources than
we have. If we hire employees from competitors or other companies, their former employers may attempt to assert that these employees or we have
breached legal obligations, resulting in a diversion of our time and resources. In addition, job candidates and existing employees often consider the value of
the equity awards they receive in connection with their employment. If our stock price performs poorly, which it has in the past and continues to do so, it
may adversely affect our ability to retain or attract employees. The value to employees of equity awards that vest over time may be significantly affected by
movements in our stock price that are beyond our control and may at any time be insufficient to counteract more lucrative offers from other companies. In
addition, we may have to take additional steps, such as issuing additional equity, to make the equity component of our compensation packages more
attractive to attract and retain employees. These steps could result in dilution to stockholders. Any changes in our compensation practices or those of our
competitors could affect our ability to retain and motivate existing personnel and recruit new personnel. The inability to hire and/or retain employees with
appropriate qualifications could have a material adverse effect on our business, financial condition and results of operations in the future.
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We may be required to replace or expand our existing floorplan credit facility, and/or to secure additional debt and equity capital to pursue our business
objectives and respond to business opportunities, challenges or unforeseen circumstances, and if such capital is not available, it could have a material
adverse effect on our business, financial condition and results of operations.
In the event the Shift Merger does not occur by December 31, 2022, the Lender under the existing floor plan credit facility has requested that we provide
the Lender with a business plan, no later than January 10, 2023, or within 10 days of the announced dissolution of Shift Merger, at which time the Lender
will revisit the facility arrangement and communicate additional go forward plans. As a result, the availability of the existing floor plan credit facility
subsequent to December 31, 2022 remains uncertain. We may be required to replace or expand our existing floorplan credit facility, and/or to secure
additional equity or debt capital to pursue our business objectives and respond to business opportunities, challenges or unforeseen circumstances, including
to finance our purchase of inventory, fund our marketing expenditures to improve our brand awareness, enhance our technology, develop new products or
services or further improve existing products and services, enhance our operating infrastructure and acquire complementary businesses and technologies.
However, funds may not be available when we need them on terms that are acceptable to us, or at all. Our ability to raise additional capital may be
adversely impacted by potential worsening global economic conditions, the recent disruptions to and volatility in the credit and financial markets in the
United States and worldwide, including rising interest rates, and the impact of the COVID-19 pandemic. Any debt financing that we secure in the future
could involve restrictive covenants, which may make it more difficult for us to obtain additional capital and to pursue business opportunities. Continuing
operating losses could lead to a violation of covenants related to our existing floorplan credit facility and could lead the Lender under such facility to call
the debt. If we raise additional funds through further issuances of equity or convertible debt securities, our stockholders could experience significant
dilution, and any new equity securities we issue could have rights, preferences and privileges superior to those of holders of our common stock. If we are
unable to obtain adequate financing or financing on terms satisfactory to us, when we require it, our ability to continue to pursue our business objectives
and to respond to business opportunities, challenges or unforeseen circumstances could be significantly limited, and our business, financial condition and
results of operations could be adversely affected.
Sourcing vehicles via competitive or direct purchases exposed us, and may continue to expose us, to additional risks and has increased, and may
continue to increase, those risks to which we have been exposed in the past.
When acquiring vehicles via competitive or direct purchase, we take on all of the risks of ownership of a vehicle. While purchasing a vehicle can provide
an opportunity for us to retain higher profits than when selling on behalf of a vehicle consignor, it also exposes us to all of the risks of vehicle ownership,
which we experienced at times in 2021 and during 2022. For purchased vehicles, we are not able to enter into any risk sharing arrangement with a vehicle
consignor or to share any of the cost of preparing the vehicle for sale, whether directly or through fees deducted from the sale proceeds that we deliver to a
vehicle consignor. Purchasing vehicles increases the amount of our assets represented by inventory at a given time, which may constrain the amount of
inventory we can hold. In general, competitively sourced vehicles are obtained at a higher purchase price than non-competitively sourced vehicles,
increasing the chance of selling at reduced profit or a loss, especially during periods when we may be forced to be less selective in our purchases to
maintain a sufficient level and variety of inventory, which we experienced at times in 2021 and during 2022 and may continue to experience. Also, as we
experienced in 2021 and during 2022, and may continue to experience, the longer the vehicle ages, over time the fair value may decrease below cost. Also,
purchased vehicles, as compared to non-competitive consignments, result in increased interest expense due to higher borrowings under our floorplan
facility. In addition, we may experience challenges in sourcing vehicles non-competitively via consignment as a result of uncertainty due to the pending
Shift Merger. If such conditions were to continue requiring the company to competitively source vehicles as opposed to non-competitively, this could have
a material adverse effect on our business, financial condition and results of operations, as we experienced in 2021 and during 2022. In particular, during the
year ended December 31, 2021 and during the first half of 2022, we were forced to source a greater percentage of our inventory through wholesale
purchases, which has exposed, and may continue to expose, our business to these risks.
Our business model relies on the willingness of sellers to consign their vehicles with us.
Our business depends on our ability to attract consumers to consign with us and cost-effectively attract, retain and grow relationships with corporate
vehicle sourcing partners and retail sellers, and in turn, on the supply of used vehicles sold through our marketplace. For the year ended December 31, 2021
and the nine months ended September 30, 2022, one of our corporate vehicle sourcing partners, with whom we do not have a consignment contract,
accounted for 31% and 25%, respectively, of our sold vehicles. In prior periods such corporate vehicle sourcing partner accounted for a greater percentage
of our sourced vehicles, and during 2021 paused its consignment of vehicles with us in May 2021 and resumed their consignment with us in the following
September, which had an adverse effect on our business. To expand our consignment base, we must educate consumers on the benefits of the consignment
model and appeal to and contract with more local and regional corporate
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accounts, as well as national accounts, further penetrate existing corporate vehicle sourcing partners’ accounts and engage individuals who may be
unfamiliar with our consignment-to-retail marketplace. Our strategy also includes leveraging our existing relationships to further penetrate existing
corporate customers and rely on a variety of methods to scale our business in new markets, including traditional advertising, retail signage, targeted sales
efforts and word-of-mouth. Our efforts to increase our consignment base may experience challenges due to uncertainty resulting from the pending Shift
Merger. We have experienced, and may continue to experience, inadequate supply of vehicles from our consignment relationships with consumers and
corporate partners, which has required us, and may continue to require us, to acquire vehicles by other means, including through wholesale market
purchases, and hold them longer than expected.
Our ability to attract and retain effective sales and reconditioning professionals may adversely affect our business.
We rely on our reconditioning professionals to ensure that the retail vehicles that we sell meet our quality standards. We rely on our sales professionals to
develop relationships, provide exceptional customer experiences and sell vehicles and other products. The process of identifying and hiring sales and
reconditioning professionals with the combination of skills and attributes required can be difficult and require significant commitment of time. Competition
for qualified employees and personnel in the retail vehicle industry is intense and turnover among our sales and reconditioning professionals within a few
years is not uncommon. In addition, we may be unable to attract and/or retain qualified reconditioning, customer service and sales professionals if the
impending Shift Merger does not occur. Any shortage in sales and reconditioning professionals or delay in identifying and hiring quality sales and customer
service professionals could have a negative impact on our business. If we are not successful in attracting and retaining effective sales and reconditioning
professionals, the quality of our vehicles and customer experience may be negatively impacted, which could have a material adverse effect on our business,
financial condition and results of operations.
Risks Relating to the Shift Merger
The final Exchange Ratio will be determined in accordance with a formula and is not yet knowable. The number of shares of Shift Common Stock that
our stockholders will receive as Merger Consideration and the market value of the Merger Consideration payable to our stockholders are uncertain.
At the Effective Time (as defined in the Shift Merger Agreement), each share of our common stock that is outstanding immediately prior to the Effective
Time (other than shares held in the Company’s treasury) will be converted into the right to receive a number of shares of Shift Common Stock as
determined by the Exchange Ratio (as defined in the Shift Merger Agreement) (subject to adjustment for fractional shares and applicable tax withholding).
The Exchange Ratio initially equals 0.692158 but is subject to adjustment, whereby at the Effective Time it will equal a ratio calculated as (i) the product of
(A) the number of issued and outstanding shares of Shift Common Stock immediately prior to the Effective Time and (B) 99.99%, divided by (ii) the
number of shares of our common stock outstanding immediately prior to the Effective Time expressed on a fully-diluted and as-converted to our common
stock basis (but excluding (1) any Company Earnout Shares, (as defined in the Shift Merger Agreement) (2) any Company Earnout Acquiror RSUs (as
defined in the Shift Merger Agreement), (3) any of the Merger warrants, (4) any options to purchase our common stock that have an exercise price equal to
or higher than the implied price per share of our common stock, determined at the Effective Time based on the Exchange Ratio, and (5) any performancebased restricted stock unit awards of the Company that are terminated as of the Effective Time.
Because the final Exchange Ratio depends on a formula calculated at the Effective Time, our stockholders will not know or be able to determine at the time
of the special meeting of our stockholders to vote on the proposals contained in the joint proxy statement/prospectus included in the Form S-4 (the “Joint
Proxy Statement/Prospectus”), the number of shares of Shift Common Stock that our stockholders will receive as Merger Consideration or the market value
of the Merger Consideration payable to our stockholders.
The market prices of our common stock and Shift Common Stock have fluctuated prior to and after the date of the announcement of the Shift Merger
Agreement and will continue to fluctuate from the date of the Joint Proxy Statement/Prospectus, to the date of the special meeting of our stockholders and
the special meeting of Shift stockholders to vote on the proposals contained in the Joint Proxy Statement/Prospectus, respectively, and through the date the
Shift Merger is completed. It is impossible to accurately predict the market price of Shift Common Stock at the completion of the Shift Merger and,
therefore, impossible to accurately predict the value of the shares of Shift Common Stock that our stockholders will receive in the Shift Merger. Stock price
changes may result from a variety of factors, including, among others, general market and economic conditions, changes in the Company’s or Shift’s
respective business results of operations, financial condition and prospects, the effect of uncertainties related to the COVID-19 pandemic on U.S. and
global markets, market assessments of the likelihood that the Shift Merger will be completed, interest rates and other factors generally affecting the
respective prices of Shift Common Stock and our common stock, and the timing of the Shift Merger.
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Many of these factors are beyond the control of the Company, and we are not permitted to terminate the Shift Merger Agreement solely due to a decline in
the market price of the Shift Common Stock.
The market price of Shift Common Stock will continue to fluctuate after the Shift Merger.
Upon completion of the Shift Merger, our stockholders will become holders of Shift Common Stock. The market price of the Shift Common Stock will
continue to fluctuate, potentially significantly, following completion of the Shift Merger, including for the reasons described above. As a result, former
stockholders of the Company could lose some or all of the value of their investment in Shift Common Stock. In addition, any significant price or volume
fluctuations in the stock market generally could have a material adverse effect on the market for, or liquidity of, the Shift Common Stock received in the
Shift Merger, regardless of the actual operating performance of Shift following the completion of the Shift Merger (the “Combined Company”).
The Shift Merger may not be completed, and the Shift Merger Agreement may be terminated in accordance with its terms.
The Shift Merger is subject to a number of conditions that must be satisfied, including the receipt of certain regulatory approvals and the approval by Shift
stockholders of the issuance of shares of Shift Common Stock to our stockholders in connection with the Shift Merger for purposes of applicable Nasdaq
rules (“the Shift Share Issuance Proposal”) and approval by our stockholders to adopt the Shift Merger Agreement (the “CarLotz Merger Proposal”), or
waived (to the extent permitted), in each case prior to the completion of the Shift Merger. These conditions to the completion of the Shift Merger, some of
which are beyond the control of the Company and Shift, may not be satisfied or waived in a timely manner or at all, and, accordingly, the Shift Merger may
be delayed or not completed.
Additionally, either the Company or Shift may terminate the Shift Merger Agreement under certain circumstances, subject to the payment of a termination
fee in certain cases. In such cases, Shift may be required to pay to us, or we may be required to pay to Shift, a termination fee of $4.25 million. In addition,
if the Shift Merger Agreement is terminated in certain cases, the Company or Shift or will be required to pay the other party, as applicable, all of the
reasonable and documented out-of-pocket expenses of the other party incurred by the other party in connection with the Shift Merger Agreement and the
Contemplated Shift Transactions in an amount not to exceed $1.21 million. If expenses are reimbursed pursuant to the immediately preceding sentence,
such amount will be credited from any termination fee that may be payable by such party.
Failure to complete the Shift Merger could negatively impact the future business and financial results of the Company and the market price of our
common stock.
If the Shift Merger is not completed for any reason, including because our stockholders fail to approve the CarLotz Merger Proposal or because Shift
stockholders fail to approve the Shift Share Issuance Proposal, the ongoing businesses of the Company may be adversely affected and, without realizing
any of the expected benefits of having completed the Shift Merger, the Company would be subject to a number of risks, including the following:
•

the Company may experience negative reactions from the financial markets, including negative impacts on its stock price;

•

the Company may experience negative reactions from its customers, partners, suppliers and employees;

•

the Company will be required to pay its costs relating to the Shift Merger, such as financial advisory, legal, accounting costs and associated fees and
expenses, whether or not the Shift Merger is completed (subject to certain circumstances where Shift is required to pay certain transaction expenses
of the Company following the termination of the Shift Merger Agreement);

•

the Company will be required to provide a business plan to the Lender, no later than January 10, 2023, or within 10 days of the announced
dissolution of Shift Merger discussions, at which time we may need to re-negotiate the Ally Facility with the Lender;

•

there may be disruptions the Company’s business resulting from the announcement and pendency of the Shift Merger, and any adverse changes in
our relationships with our customers, partners, suppliers, other business partners and employees may continue or intensify; and
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•

the Company will have committed substantial time and resources to matters relating to the Shift Merger (including integration planning), which
would otherwise have been devoted to day-to-day operations and other opportunities that may have been beneficial to us as an independent company.

The market price for shares of Shift Common Stock following the completion of the Contemplated Shift Transactions may be affected by factors
different from, or in addition to, those that historically have affected or currently affect the market price of shares of our common stock.
Upon completion of the Shift Merger, our stockholders will receive shares of Shift Common Stock and will accordingly become Shift stockholders. Shift’s
business differs from that of ours, and Shift’s results of operations and stock price may be adversely affected by factors different from those that historically
have affected or currently affect our results of operations and stock price.
Until the completion of the Shift Merger or the termination of the Shift Merger Agreement pursuant to its terms, we are prohibited from entering into
certain transactions and taking certain actions that might otherwise be beneficial to the Company and our stockholders.
From and after the date of the Shift Merger Agreement and prior to the completion of the Shift Merger or the termination of the Shift Merger Agreement
pursuant to its terms, the Shift Merger Agreement restricts the Company from taking specified actions without the consent of Shift and generally requires
that the businesses of the Company and its subsidiaries be conducted in the ordinary course. These restrictions may prevent us from taking actions during
the pendency of the Shift Merger that would have been beneficial. Adverse effects arising from these restrictions during the pendency of the Shift Merger
could be exacerbated by any delays in the completion of the Shift Merger or termination of the Shift Merger Agreement.
Obtaining required approvals and satisfying closing conditions may prevent or delay completion of the Contemplated Shift Transactions.
The Contemplated Shift Transactions are subject to a number of conditions to closing as specified in the Shift Merger Agreement. These closing conditions
include, among others, the effectiveness of the registration statement on Form S-4 and the absence of any stop order or proceedings by the Securities and
Exchange Commission (the “SEC”) with respect thereto; the expiration or earlier termination of any applicable waiting period (and any extension thereof)
under the HSR Act; consent, waiver, authorization or approval of any applicable non-U.S. antitrust regulatory authority; authorization for listing on Nasdaq
of the shares of Shift Common Stock to be issued in connection with the Shift Merger; and the absence of governmental restraints or prohibitions
preventing the consummation of the Shift Merger. The obligation of the Company to complete the Shift Merger is also conditioned on, among other things,
the accuracy of the representations and warranties made by Shift as of the date of the Shift Merger Agreement and as of the closing date of the Shift Merger
or such other specified date (subject to certain materiality and material adverse effect qualifiers), the performance by Shift in all material respects of its
covenants and obligations under the Shift Merger Agreement and the satisfaction of certain minimum cash conditions.
No assurance can be given that the required stockholder approvals and governmental and regulatory consents and approvals will be obtained or that the
required conditions to closing of the Contemplated Shift Transactions will be satisfied, and, if all required consents and approvals are obtained and the
required conditions are satisfied, no assurance can be given as to the terms, conditions and timing of such consents and approvals.
The Shift Merger, and uncertainty regarding the Shift Merger, may cause business partners or vendors to delay or defer decisions concerning the
Company and adversely affect the company’s ability to effectively manage its business, which could adversely affect the company’s business, operating
results and financial position.
The Shift Merger will happen only if the stated conditions are met, including the approval of the Shift Share Issuance Proposal, the approval of the CarLotz
Merger Proposal and the receipt of required regulatory approvals, among other conditions. Many of the conditions are beyond the control of the Company,
and both the Company and Shift also have certain rights to terminate the Shift Merger Agreement. Accordingly, there may be uncertainty regarding the
completion of the Shift Merger. This uncertainty may cause existing or business partners, advertisers and vendors to:
•

delay or defer other decisions concerning the Company, including entering into contracts with the Company or making other decisions concerning
the Company or seek to change or cancel existing business relationships with the Company; or

•

otherwise seek to change the terms on which they do business with the Company.
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Any such disruptions such as delays or deferrals of those decisions or changes in existing agreements could adversely affect the business, operating results
and financial position of the Company, whether the Shift Merger is ultimately completed. The risk, and adverse effect, of any such disruptions could be
exacerbated by a delay in completion of the Shift Merger or termination of the Shift Merger Agreement
Whether or not the Shift Merger is completed, the announcement and pendency of the Shift Merger could cause disruptions in the businesses of the
Company, which could have an adverse effect on our businesses and financial results.
Whether or not the Shift Merger is completed, the announcement and pendency of the Shift Merger could cause disruptions in the businesses of the
Company, including by diverting the attention of the Company’s management and employee teams, such as those involved in day-to-day operations and
sales, toward the completion of the Shift Merger. In addition, the Company has diverted significant management resources in an effort to complete the Shift
Merger and is subject to restrictions contained in the Shift Merger Agreement on the conduct of its business. If the Shift Merger is not completed, the
Company will have incurred significant costs, including the diversion of management resources, for which it will have received little or no benefit.
The Shift Merger Agreement contains provisions that could discourage a potential competing acquirer that might be willing to pay more to acquire or
merge with the Company.
The Shift Merger Agreement contains “no shop” provisions that restrict the ability of the Company to, among other things, subject to limited exceptions set
forth in the Shift Merger Agreement:
•

solicit, initiate, knowingly encourage, assist, induce or knowingly facilitate the making, submission or announcement of any acquisition proposal or
acquisition inquiry (including by approving any transaction or approving any person (other than the other party and its affiliates) becoming an
“interested stockholder” for purposes of Delaware corporate law) or take any action that reasonably would be expected to lead to an acquisition
proposal or acquisition inquiry;

•

furnish or otherwise provide access to any non-public information regarding such party or any of its subsidiaries to any person in connection with or
in response to an acquisition proposal or acquisition inquiry;

•

enter into, continue or otherwise engage in discussions or negotiations with, or cooperate with, any person with respect to any acquisition proposal or
acquisition inquiry (other than to state that such party is subject to this non-solicitation provision);

•

approve, endorse or recommend any acquisition proposal; or

•

enter into any letter of intent, memorandum of understanding, agreement in principle or similar document or any contract constituting or relating
directly or indirectly to, or that contemplates or is intended or reasonably would be expected to result directly or indirectly in, an acquisition
transaction.

Furthermore, there are only limited exceptions to the requirement under the Shift Merger Agreement that the CarLotz Board not withdraw or modify the
unanimous recommendation of the CarLotz Board for our stockholders to approve the CarLotz Merger Proposal. Although the CarLotz Board is permitted
to effect a change to its unanimous board recommendation in response to certain superior offers or to certain intervening events, after complying with
certain procedures set forth in the Shift Merger Agreement, such a change in recommendation would entitle Shift to terminate the Shift Merger Agreement
and receive a termination fee and expense reimbursement from the Company. These provisions could discourage a potential competing acquirer from
considering or proposing an acquisition or merger, even if it were prepared to pay consideration with a higher value than that implied by the Merger
Consideration, or might result in a potential competing acquirer proposing to pay a lower per share price than it might otherwise have proposed to pay
because of the added expense of the termination fee and expense reimbursement.
The Shift Merger will involve substantial costs.
The Company has incurred and expects to incur non-recurring costs associated with combining the operations of the two companies, as well as transaction
fees and other costs related to the Shift Merger. Such costs include, among others, filing and registration fees with the SEC, printing and mailing costs
associated with the Joint Proxy Statement/Prospectus and legal, accounting, investment banking, consulting, public relations and proxy solicitation fees.
Some of these costs are payable by the Company or Shift regardless of whether the Shift Merger is completed.
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Because the Shift Merger Agreement provides for shares of Shift Common Stock to be issued by Shift to the Company in the Shift Merger, our
stockholders are not entitled to appraisal rights in connection with the Shift Merger.
Lawsuits have been, and may in the future be, filed against the Company and members of its board of directors challenging the Shift Merger, and an
adverse ruling in any such lawsuit may prevent the Shift Merger from becoming effective or from becoming effective within the expected time frame.
Transactions such as the Shift Merger are frequently subject to litigation or other legal proceedings, including actions alleging that the CarLotz Board
breached its fiduciary duties to our stockholders by entering into the Shift Merger Agreement, by failing to obtain a greater value in the transaction for our
stockholders, material misstatements and/or omissions of the fact in the registration statement and proxy statement, or otherwise. Such litigation has
already been commenced and additional litigation or other legal proceedings may be filed in the future. There can be no assurance that the Company or the
CarLotz Board will succeed in defending against such litigation or other legal proceedings. An adverse outcome in such matters, as well as the costs and
efforts of a defense even if successful, could have a material adverse effect on the business, results of operation or financial position of the Company,
including through the possible diversion of the company’s resources or distraction of key personnel.
Furthermore, one of the conditions to the closing of the Contemplated Shift Transactions is that no injunction by any governmental body of competent
jurisdiction will be in effect that prevents the consummation of the Shift Merger. As such, if any of the plaintiffs are successful in obtaining an injunction
preventing the consummation of the Shift Merger, that injunction may prevent the Shift Merger from becoming effective or from becoming effective within
the expected time frame.
If the Shift Merger does not qualify as a reorganization, there may be adverse tax consequences.
The parties intend that the Shift Merger will be treated as a reorganization within the meaning of Section 368(a) of the Internal Revenue Code of 1986 (as
amended). If the Shift Merger were to fail to qualify as a reorganization, U.S. holders of our common stock generally would recognize gain or loss, as
applicable, equal to the difference between (i) the sum of the fair market value of the Shift Common Stock and cash consideration (including in lieu of
fractional shares) received by such holder in the Shift Merger and (ii) such holder’s adjusted tax basis in its shares of our common stock.
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32.1*

Certification of Principal Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
adopted pursuant to Section 302 of the Sarbanes Oxley Act of 2002
Certification of Principal Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities Exchange Act of 1934, as
adopted pursuant to Section 302 of the Sarbanes Oxley Act of 2002
Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes Oxley
Act of 2002

32.2*
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† Indicates a management contract or compensatory plan or arrangement.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.

CarLotz, Inc.
By:

/s/ THOMAS W. STOLTZ
Thomas W. Stoltz
Chief Financial Officer
(Duly Authorized Officer and Principal Financial Officer)

Date: November 8, 2022
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Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Lev Peker, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of CarLotz, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date:

November 8, 2022

/s/ Lev Peker
Lev Peker
Chief Executive Officer

Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Thomas W. Stoltz, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of CarLotz, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date:

November 8, 2022

/s/ Thomas W. Stoltz
Thomas W. Stoltz
Chief Financial Officer

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of CarLotz, Inc. (the “Company”) for the quarterly period ended September 30, 2022, as filed with
the U.S. Securities and Exchange Commission (the “Report”), I, Lev Peker, Chief Executive Officer of the Company, hereby certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date:

November 8, 2022

/s/ Lev Peker
Lev Peker
Chief Executive Officer

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of CarLotz, Inc. (the “Company”) for the quarterly period ended September 30, 2022, as filed with
the U.S. Securities and Exchange Commission (the “Report”), I, Thomas W. Stoltz, Chief Financial Officer of the Company, hereby certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date:

November 8, 2022

/s/ Thomas W. Stoltz
Thomas W. Stoltz
Chief Financial Officer

