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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 274 of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, or the
Exchange Act. Statements expressing expectations regarding our future and projections relating to products, sales,
revenues, and earnings are typical of such statements and are made under the Private Securities Litigation Reform
Act of 1995. These forward-looking statements include, but are not limited to, statements about our plans,
objectives, representations, and contentions and are not historical facts and typically are identified by use of terms
such as “may,” “will,” “should,” “could,” “expect, Y anticipate,” “believe,” “estimate,
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intend,” “plan,
“predict,” “continue,” and similar words, although some forward-looking statements are expressed differently.

All forward-looking statements are subject to the risks and uncertainties inherent in predicting the future. You
should be aware that although the forward-looking statements included herein represent management’s current
Jjudgment and expectations, our actual results may differ materially from those projected, stated, or implied in these
forward-looking statements as a result of many factors including, but not limited to, (1) our business and our results
of operations could be materially adversely affected as a result of general economic and market conditions; (2) our
future financial performance depends upon increased consumer acceptance, growth of sales of our products, and
operational execution of our strategic initiatives, (3) we face intense competition in the worldwide gemstone and
Jewelry industry, (4 Jour information technology, or IT, infrastructure, and our network has been and may be
impacted by a cyber-attack or other security incident as a result of the rise of cybersecurity events, (5) constantly
evolving privacy regulatory regimes are creating new legal compliance challenges; (6) we have historically been
dependent on a single supplier for substantially all of our silicon carbide, or SiC crystals, the raw materials we use
to produce moissanite jewels, if our supply of high-quality SiC crystals is interrupted, our business may be
materially harmed, (7) we are subject to certain risks due to our international operations, distribution channels and
vendors, (8) our business and our results of operations could be materially adversely affected as a result of our
inability to fulfill orders on a timely basis; (9) we are currently dependent on a limited number of distributor and
retail partners in our Traditional segment for the sale of our products; (10) we may experience quality control
challenges from time to time that can result in lost revenue and harm to our brands and reputation; (11) the effects
of COVID-19 and other potential future public health crises, epidemics, pandemics or similar events on our
business, operating results, and cash flows are uncertain, (12) seasonality of our business may adversely affect our
net sales and operating income; (13) our operations could be disrupted by natural disasters; (14) sales of
moissanite and lab grown diamond jewelry could be dependent upon the pricing of precious metals, which is beyond
our control; (15) our current customers may potentially perceive us as a competitor in the finished jewelry business,
(16) if the e-commerce opportunity changes dramatically or if e-commerce technology or providers change their
models, our results of operations may be adversely affected; (17) governmental regulation and oversight might
adversely impact our operations; (18) the execution of our business plans could significantly impact our liquidity,
(19) we are subject to arbitration, litigation and demands, which could result in significant liability and costs, and
impact our resources and reputation; (20) the financial difficulties or insolvency of one or more of our major
customers or their lack of willingness and ability to market our products could adversely affect results; (21)
negative or inaccurate information on social media could adversely impact our brand and reputation; (22) we rely
on assumptions, estimates, and data to calculate certain of our key metrics and real or perceived inaccuracies in
such metrics may harm our reputation and negatively affect our business; (23) we may not be able to adequately
protect our intellectual property, which could harm the value of our products and brands and adversely affect our
business; (24) environmental, social, and governance matters may impact our business, reputation, financial
condition, and results of operations; (25) if we fail to evaluate, implement, and integrate strategic acquisition or
disposition opportunities successfully, our business may suffer, (26) our failure to maintain compliance with The
Nasdaq Stock Market’s continued listing requirements could result in the delisting of our common stock; (27) some
anti-takeover provisions of our charter documents may delay or prevent a takeover of our Company, and (28) we
cannot guarantee that our share repurchase program will be utilized to the full value approved, or that it will
enhance long-term stockholder value and repurchases we consummate could increase the volatility of the price of
our common stock and could have a negative impact on our available cash balance, in addition to the other risks
and uncertainties described in more detail in “Risk Factors” in Part I, Item 14, of this Annual Report on Form 10-
K. Forward-looking statements speak only as of the date they are made. We undertake no obligation to update or
revise such statements to reflect new circumstances or unanticipated events as they occur except as required by the
federal securities laws, and you are urged to review and consider disclosures that we make in the reports that we
file with the Securities and Exchange Commission, or SEC, that discuss other factors relevant to our business.



PART I

Item 1. Business
Overview
Our Mission

At Charles & Colvard, Ltd., our mission is to provide a more conscious and conflict-free fine jewelry experience for
our customers. We are dedicated to blazing a more brilliant path forward with our Made, not Mined" gemstones and
committed to creating fine jewelry with a conscience.

About Charles & Colvard

Charles & Colvard, Ltd., a North Carolina corporation founded in 1995 (which may be referred to as Charles &
Colvard, we, us, or our) is a globally recognized fine jewelry company specializing in lab created gemstones. We
manufacture, market, and distribute Charles & Colvard Created Moissanite® (which we refer to as moissanite or
moissanite jewels) and in September 2020, we announced our expansion into the lab grown diamond market with the
launch of Caydia®, an exclusive brand of premium lab grown diamonds. We offer gemstones and finished jewelry
featuring our proprietary moissanite jewels and premium lab grown diamonds for sale in the worldwide fine jewelry
market. Charles & Colvard is the original source of created moissanite, and in 2015, we debuted Forever One™, our
premium moissanite gemstone brand. As an e-commerce and multi-channel destination for fine jewelry featuring lab
grown gemstones, we believe that the addition of lab grown diamonds is a natural progression for the Charles &
Colvard brand.

One of our unique differentiators, moissanite — The World’s Most Brilliant Gem® — is core to our ambition to create
a movement around environmentally and socially responsible fine jewelry that is as exquisite as it is ethical. We
believe that we are leading the way in delivering the premium moissanite brand through technological advances in
gemstone manufacturing, cutting, polishing, and setting. By coupling what we believe to be unprecedented
moissanite jewels with responsibly sourced precious metals, we are delivering a uniquely positioned product line for
the conscientious consumer. Our Caydia® lab grown diamonds are hand selected by our Gemological Institute of
America, or GIA, certified gemologists to meet Charles & Colvard’s uncompromising standards and validated by
independent third-party experts. Our Caydia® lab grown diamonds are available currently in E, F, and G color
grades (based on the GIA’s color grading scale) with a minimum clarity in accordance with the GIA’s VS1 clarity
classification along with excellent polish and symmetry. All of our Caydia® lab grown diamonds as well as our
moissanite gemstones are set with responsibly-sourced, mostly recycled precious metals.

Our strategy is to build a globally revered and ethical brand of lab created gemstones and finished jewelry that
appeal to a wide consumer audience. We believe this strategy leverages our advantages of being the original and
leading worldwide source of Charles & Colvard Created Moissanite® and offering a curated assortment of jewelry
featuring Caydia® lab grown diamonds, which together we believe offers an ideal combination of ethics, quality, and
value. We believe a direct relationship with consumers is important to this strategy, which entails delivering tailored
educational content, engaging in dialogue with our audience, and positioning our brand to meet the demands of
today’s conscious and ethically minded consumer.

We believe our expanding application of an omni-channel sales strategy across the jewelry trade and to the end
consumer with accessible lab created gemstones and value branded finished jewelry featuring Charles & Colvard
moissanite and lab grown diamonds positions our goods at the many touchpoints where consumers are when they are
making their buying decisions — thereby creating greater exposure for our brand and increasing consumer demand.

We sell loose moissanite jewels, lab grown diamonds, and finished jewelry set with these gems through two operating
segments: our Online Channels segment, which encompasses our digital properties components, comprised of our
charlesandcolvard.com, charlesandcolvarddirect.com, and moissaniteoutlet.com websites, e-commerce outlets,
including marketplaces, drop-ship customers, and other pure-play, exclusively e-commerce customers; and our
Traditional segment, which consists of domestic and international distributors and retail customers, including end-
consumers through our first Charles & Colvard Signature Showroom, which opened in October 2022.



We report segment information based on the “management” approach. This segment reporting approach designates
the internal reporting used by management for making operating decisions and assessing performance as the source
of our operating and reportable segments. For more information about our operating segments, see Note 3 to our
consolidated financial statements in Item 8, “Financial Statements and Supplementary Data”, of this Annual Report
on Form 10-K.

Cybersecurity Event

On or about June 28, 2023, we identified a cybersecurity incident that temporarily disrupted the Company’s IT network
and resulted in some limited downtime for certain systems. Upon discovery, we took immediate action to activate our
incident response and business continuity protocols. We took immediate action to contain the incident, and appropriate
incident response professionals were engaged to assist in investigating the nature and scope of the event and to further
harden the Company’s defenses. Through investigation, we confirmed that this event was related to an apparent
ransomware attack involving the unauthorized encryption of some Company files and the deployment of malware.

Our investigation revealed no evidence that any sensitive customer data was compromised as a result of this incident,
and our relationship with our customers has not been negatively impacted. We have worked closely with engaged
security specialists to assist in the review and assessment of our information technology controls, and, subsequent to
June 30, 2023, we implemented recommended strengthening of our access requirements, and improved our
unauthorized access detection.

Subsequent to June 30, 2023, we temporarily implemented manual processes to conduct our operations with as little
disruption to production as possible. All major systems, including our enterprise resource planning, or ERP, financial
systems and affected manufacturing and service operations, were restored as quickly as possible from available
backups, and the incident did not have a material impact on the operations of our business operating segments. No
payments were made to the ransomware threat actors.

We have incurred costs in the first quarter of the fiscal year ending June 30, 2024, or Fiscal 2024, and expect to
continue to incur costs in connection with this incident. In the first quarter of 2024, these costs have been primarily
comprised of various third-party consulting services, including forensic experts, restoration experts, legal counsel, and
other information technology professional expenses, enhancements to our cybersecurity measures, costs to restore our
systems and access our data, and employee-related expenses, including with respect to increased overtime. We expect to
incur these, and other costs related to this incident in the future.

Additional information on the risks we face related to this event and other potential cybersecurity incidents is
included in Part I, Item 1A., “Risk Factors.”

Inflation

Heightened levels of inflation and the worsening of macroeconomic conditions present a risk for us, our suppliers, and
the stability of the broader retail and e-commerce industry. During the fiscal year ended June 30, 2023, or Fiscal 2023,
we have experienced impacts to our labor and overhead rates and suppliers have signaled inflation-related cost
pressures, which have flowed, and we expect will continue to flow through to our costs and pricing. While we have
seen adverse impact from inflation on our financial results in Fiscal 2023, if inflation remains at current levels for an
extended period, or increases further, and we are unable to successfully mitigate the impact, our costs are likely to
continue to increase, resulting in further pressure on our revenues, margins, and cash flows in Fiscal 2024. In addition,
inflation, and the increases in the cost of borrowing from rising interest rates could constrain the overall purchasing
power of our customers for our products and services, in particular in the near term to the extent inflation assumptions
are less than current inflationary pressures. We remain committed to our ongoing efforts to increase the efficiency of
our operations and improve the cost competitiveness and affordability of our products and services, which may, in
part, offset cost increases and the adverse effects from inflation.

We discuss our strategic outlook, key strategies, and general economic and market conditions for Fiscal 2024 in Part
I, Item 1, “Business” and in Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations”.



COVID-19 Update

The ultimate impact of COVID-19 on our operations and financial performance in future periods, including
management’s ability to execute its strategic initiatives in the expected timeframes, remains uncertain and will
depend on future pandemic related developments, including the duration of the pandemic, any potential subsequent
waves of COVID-19 and its variant viral infections, the effectiveness, distribution and acceptance of COVID-19
vaccines, and related government actions to prevent and manage disease spread, all of which are uncertain and
cannot be predicted.

For additional risks to the Company related to the COVID-19 pandemic, see “Part I, Item 1A. Risk Factors”.
Our Market Opportunity

According to an April 2022 global e-commerce sales report from eMarketer, an independent worldwide source of
digital marketing data, approximately 20% of total global retail sales is expected to come from e-commerce and
online purchases in 2022. In this same report, eMarketer is projecting that global e-commerce sales are on pace to hit
$5.5 trillion for calendar year-end 2022. This represents an annual global e-commerce growth rate for 2022
forecasted to be at just over 12%. While this is a deceleration from the 2021 and 2020 calendar year-end growth
rates of 16% and 26%, respectively, those years reflected the largest year-over-year increases that the eMarketer
analysts have seen and expect over the five-calendar-year period ending 2025 and those increases can be attributed
to consumer spending habits during the pandemic.

By 2026, the value of the worldwide fashion jewelry market is expected to drive approximately $307 billion in
worldwide sales according to a February 2022 report from Statista, a global provider of retail market and consumer
driven data. We continue to believe that the convergence of the online jewelry consumer, coupled with the
emergence of lab-created gemstones, is a solution for the ethically minded customer that continues to present what
we believe is a sizeable market opportunity for the Charles & Colvard brand.

Our Strategic Outlook
Our key strategic goals for Fiscal 2024 are as follows:
Global Brand Awareness

We plan to continue strengthening the fine jewelry brand we have been building for nearly three
decades. As the consumer landscape continues to shift and factors beyond price, craftmanship, and
origin are driving decisions to purchase, brand equity is more important than ever. We will continue
investing in paid media campaigns targeting the trade and consumers as we reinforce our Made, not
Mined™ provenance. We will also remain steadfast in our quest for sustained top-line organic growth
as our brand messaging resonates with new audiences.

Diversified Product Categories

We will continue to evaluate opportunities for growth with synergistic brands, products, and verticals
beyond our current offerings. Emerging consumer trends and data will inform new product lines,
collections, and partnerships with designers and influencers. We will explore strategic alliances to fuel
growth and deliver incremental long-term shareholder value while prioritizing our sustainable
practices and core values.

Innovative Technology

Evolving technology continues to shape how consumers discover, research, and ultimately purchase.
We will continue to invest strategically in technology to service customers in existing and new
outlets. Our investments in innovative technology, artificial intelligence, and predictive analytics will
further maximize our ability to be agile and efficient in our business. We will enhance our consumer
experience through immersive virtual selling and fully customizable products driven by actionable
data.



We will work to capitalize on these strategic goals to deliver top-line growth and strong financial results in the coming
fiscal year. We believe that by implementing innovative technological solutions and developing operational
efficiencies, we will position ourselves for scalability and sustained, disciplined growth in the years ahead. We plan to
make additional investments in our internal technology-driven systems that lead to further operational efficiencies and
improvements that we expect will drive down costs and help us deliver on our profitability targets. We will also
remain cognizant of opportunistic strategic alliances and business arrangements that would lead to incremental long-
term shareholder value.

Distributing to the Online Channels Segment

Driven by continuously updating our understanding of our audience, through e-commerce and online retail data
analytics as well as research through social media and customer service channels, we proactively engage our
consumers through a multi-channel digital marketing strategy, including live streaming marketing content from the
broadcast studio in our corporate headquarters. We believe that this approach is an online extension of the sales team
and a valuable tool that our marketing team utilizes for video content production, live-stream shopping, designer and
influencer interviews, and fashion photography. Our goal is to continue growing our direct relationship and personal
contact with the consumer which we believe will drive consumer interest across all of our direct-to-consumer selling
channels.

Our approach for marketing directly to the consumer in our Online Channels segment includes the following types
of communication channels: (i) organic social media; (i) paid advertising (including, but not limited to, search
engine marketing, display ads, video ads, and social media advertising); (ii7) live-streaming marketing content and
video shopping opportunities (through our own broadcast studio); (iv) email; (v) public relations; (vi) product and
style influencers; (vif) digital content creators; and (viii) our own websites. In addition, our marketing approach
comprises the following content types: (i) photography; (i7) videos; (iii) interactive immersive experiences
(including but not limited to, online personal concierge shopping assistance); and (iv) user-generated content.

Equally as important to us as marketing to our direct consumer audience is encouraging our customers to move
through the process of engaging with our brand and eventually converting them into a lifetime Charles & Colvard
customer. Throughout our marketing tactics, we employ measures that drive the consumer to the many virtual and
actual locations where they can view our products, initiate, and complete their buying journey. We utilize a
centralized distribution and fulfillment facility in Research Triangle Park, North Carolina, to fulfill Online Channels
segment orders.

Following are our principal online transactional channels:

charlesandcolvard.com. We believe that we will continue to enhance our primary transactional website to
optimize the platform for the online mobile consumer — whether shopping on a computer at home or a
mobile device — and to improve our customers’ experiences. Programs such as free shipping, a 30-day
returns policy, and an enhanced and personalized shopping experience have been and will continue to be
improved and rolled out over time. With data collected through web analytics and through user surveys
that reveal how consumers use the site, we are in a continual state of optimizing the buying experience,
thereby making it easier for shoppers to browse, sort, and compare. Where possible, we utilize these data
to inform the selection of new, innovative technologies to further enhance our users’ experience,
including technologies provided by such partners as Amazon Pay, Affirm, Inc., and PayPal Holdings,
Inc., or PayPal, for financing purchases, Braintree, a service of PayPal, for ease of transfer, and Flow
Commerce, Inc., or Flow, which is a company that specializes in facilitating cross-border global trade and
e-commerce services. Our goal is to remain continually focused on improving our customers’ experience.

moissaniteoutlet.com. In 2021, we launched a second direct-to-consumer website, moissaniteoutlet.com,
which is a product disposition channel that we believe complements our global positioning and what we
believe is our dominance in the moissanite gemstone market. With this launch, we introduced our
moissaniteoutlet.com product assortments to end-consumers, drop-ship retail partners, and the third-party
marketplace, Amazon.com. Our website, moissaniteoutlet.com, is an e-commerce shopping destination
that caters to the opportunistic and bargain-seeking consumer base for our moissanite products. We
believe this new online property allows us to monetize our raw material and finished goods inventory,
thus minimizing product shrinkage and waste. As a unique online shopping destination with a very
different product offering strategy, we believe moissaniteoutlet.com rounds out our product offerings



with quality discounted jewelry products allowing us to serve a broader range of demographics and
consumers. Our product assortment on moissaniteoutlet.com includes moissanite rings, earrings,
pendants, and bracelets, as well as jewelry set with colored moissanite, and other lab created colored
gemstones. From time to time, we plan to continue featuring daily pricing deals and flash product sales on
moissaniteoutlet.com to encourage consumers to take advantage of favorable pricing opportunities.

Charles & Colvard Direct. In May 2023, we launched charlesandcolvarddirect.com, a direct-to-wholesaler
sales portal, which is a gemstone product disposition wholesale outlet, that we believe complements our
standing in the wholesale moissanite and lab grown diamond gemstone market. With this launch, we
introduced our gemstone product assortments to a broader group of domestic and international gemstone
wholesalers. Our product assortment on charlesandcolvarddirect.com includes moissanite and lab grown
diamond rings, earrings, pendants, and bracelets, as well as jewelry set with other lab created colored
gemstones.

Cross-Border Trade. Through the ongoing application of cross-border trade, or CBT, technology, such as
building our relationship with Flow, we believe CBT continues to be an ongoing opportunity in Fiscal
2024 and beyond. We believe that Flow’s technological platform helps such global enterprises create a
positive and localized shopping experience for their international customers while helping to provide a
complete and accurate record of CBT transactions for the enterprise.

Marketplaces. We continue to see a large majority of buyers start their online shopping experience
utilizing a worldwide web search. In fact, according to jumpshot®, a global content management and
digital intelligence firm that tracks marketplace data, more than 50% of those web searches continue to
originate on Amazon. That number continues skewing even higher within the Millennial demographic in
that Amazon is the online search brand Millennials continue to identify as most relevant based on a
finding by the Pew Research Center, a nonpartisan fact-based think tank. Therefore, we have made a
point to maintain a prominent presence on Amazon, achieving Seller-Fulfilled Prime status, which means
we have the option of fulfilling orders with the same benefits of Amazon Prime. This continues to enable
us to be positioned more prominently in Amazon’s search platform and to take advantage of their
negotiated shipping rates and service levels that, in turn, lowers our overall shipping costs. This status is
available through Amazon to only those sellers who have a history of fulfilling orders quickly and
maintaining appropriate levels of stock. Our marketplace relationship with Amazon includes, in addition
to domestic websites, international locations, including websites in the United Kingdom, or U.K., and
Western Europe. We also continue to have a market presence on eBay and a multitude of other specialty
marketplaces, allowing us to meet our customers when and where they want to buy. Our goal remains to
continue optimizing our presence on these marketplaces and to continue expanding into new untapped
regions and platforms where we have identified cost-effective opportunities.

Pure-Play E-tailers. According to a July 2022 report from Statista, a global provider of retail market and
consumer driven data, approximately 25% of total retail sales worldwide are forecasted to become e-
commerce centric by 2025. As consumers continue maintaining an online shopping presence and become
more digitally savvy, new businesses have gained traction by tailoring their products, services, and
experiences to specific consumer preferences. We believe that these pure-play e-tailers offer unique
opportunities for us to feature our gemstones and fine jewelry and connect with their loyal consumer
audiences.

Charles & Colvard Signature Showrooms. In October 2022, we opened our first Charles & Colvard
Signature Showroom, which we believe complements and expands our omnichannel brand strategy in the
fine jewelry space. This showroom is located in our corporate headquarters in North Carolina’s Research
Triangle Park. We believe that consumers are responding positively to our patented Signature Collection
designs as well as a wide assortment of Forever One™ moissanite and Caydia® lab grown diamond fine
jewelry.

Drop Ship Retail. In an effort to expand their product offerings and assortments, many retailers utilize
direct fulfillment from their vendors to their consumers, or drop-ship, as it enables them to offer a more
robust assortment online without having to physically take ownership of the goods in their warehouse.
These retailers often seek socially and environmentally responsible brands to serve the demand for
conscientious product selection from their audiences. Since we began direct-to-consumer drop-shipping



products in 2013, we have refined our digital information technology and operations capabilities to
support these partnering arrangements in multiple ways, including fully integrated electronic data
interchange, or EDI, solutions for inventory management, order processing, and invoicing. Operationally,
we continue maintaining in-stock rates and leveraging our centralized distribution and fulfillment facility
to meet partner service-level agreements, or SLAs, for shipments and returns. We plan to continue
seeking new and strategic alliance relationships as well as optimizing existing arrangements throughout
Fiscal 2024 and beyond.

Distributing to the Traditional Segment

The Traditional segment is our legacy business segment that is represented by such outlets as manufacturers,
distributors, and brick-and-mortar retailers. Going forward, these market channels remain important avenues for us
to drive our products to market and to have a presence in the many places the consumer takes his or her shopping
journey.

Our approach for marketing to customers and strategic partners within our Traditional segment includes the
following types of communication channels: (7) trade advertising; (if) industry associations; (iii) trade shows; and
(iv) cooperative advertising.

We utilize a centralized distribution and fulfillment facility in Research Triangle Park, North Carolina, to fill bulk
orders to manufacturer, distributor, and retail customers.

Retail. In order to create awareness and exposure for our gemstones, jewelry, and brands, we sell
loose moissanite jewels and finished jewelry featuring moissanite at wholesale prices to nationally
recognized and emerging retail customers through a broad range of channels including jewelry chains
and department stores. Wholesale orders are received by way of purchase orders and fulfilled from
our centralized fulfillment center. In many cases, we have placed loose moissanite jewels and finished
jewelry inventory in stores on a consignment basis. Under this consignment model, in accordance
with our revenue recognition accounting policy, we recognize the revenue for these transactions after
the retail partner has sold an item to a consumer or other contractual conditions are met. In other
cases, a retailer purchases the goods, or a portion of the goods, under what we call an asset purchase
model. Under our asset model, we recognize the sale and related revenue upon transfer of the goods to
the retailer. Due to the maturity of certain retail relationships, we have migrated select brick-and
mortar partners to a blended asset and consignment model account structure, which affords us more
favorable customer payment terms that result in more favorable cash flow. We will continue to evolve
our retail channel strategy as we optimize our methods and partnering arrangements.

Domestic Manufacturers and Distributors. In order to service the vast number of independent jewelers,
jewelry stores, and smaller jewelry chains, we sell our loose moissanite jewels and finished jewelry to
domestic wholesale distributors and finished jewelry manufacturers at distributor prices, that in turn resell
the loose jewels or finished jewelry at a markup to independent jewelers and jewelry stores — whether
brick-and-mortar, online, or both. In limited circumstances, we have placed loose moissanite jewels and
finished jewelry inventory with select domestic distributors on a consignment basis. We continue to
evaluate our channel strategy for domestic distributors, which may result in changes to our historical
domestic distributor methods and business partners.

International Manufacturers and Distributors. In order to create global awareness and exposure for our
lab created gemstones, jewelry, and brands, we sell loose moissanite and lab created diamond gems, as
well as finished jewelry featuring these gemstones, to international wholesale distributors and finished
jewelry manufacturers at distributor prices, that in turn sell the actual loose jewels or set the loose jewels
in mountings and sell the finished jewelry to brick-and-mortar and online retailers. We currently have
numerous international wholesale distributors based in the U.K., Western Europe, Australia, Canada,
Hong Kong, India, Japan, China, the Netherlands, Singapore, and South Africa. Some of these
distributors typically sell into neighboring countries and the extended geographic regions where they may
be located. Additionally, from time to time, we have placed loose moissanite jewels and finished jewelry
inventory with select international distributors on a consignment basis. We continue to evaluate our
channel strategy for international distributors, which may result in a change to our historical international
distributor methods and strategic partners. A portion of our international sales consists of finished jewels



sold internationally that may be re-imported to U.S. retailers.

For a discussion of our largest customers for the fiscal years ended June 30, 2023 and 2022, see Note 14 to our
consolidated financial statements in Item 8, “Financial Statements and Supplementary Data”, of this Annual Report
on Form 10-K.

Seasonality

Sales in the retail jewelry industry are typically seasonal due to increased consumer purchases during the calendar
year-end holiday season and during other holiday periods such as Valentine’s Day and Mother’s Day. Because
historically we have primarily sold our loose moissanite gemstones and finished jewelry featuring moissanite, at
wholesale pricing to distributors, manufacturers, and retailers, our sales to support the holiday season have largely
taken place during the beginning of the fourth calendar quarter, depending on the sales channel and the level of
advanced planning and production our customers undertook. However, the effect of seasonality on our business is
also impacted by the timing of orders we receive to support new or expanded distribution and the level of current
inventory positions held by our customers. In recent years, we experience a higher degree of seasonality in the
fourth calendar quarter than we have experienced in prior years primarily as a result of the increased calendar year-
end holiday season sales to end consumers through our Online Channels segment. In future periods, we expect direct
to consumer sales of our finished jewelry featuring both moissanite and lab grown diamonds to increase as a
percentage of total sales. We anticipate a seasonality trend more typical with the retail jewelry industry, and these
factors may significantly affect our results of operations in a given quarter.

Moissanite

Over 120 years ago, Nobel Prize-winning chemist, Henri Moissan, Ph.D., first discovered the extremely rare mineral
SiC in a meteorite crater in Arizona. Over a century after the discovery of SiC, and after years of experimentation,
researchers from the Research Triangle Park in North Carolina developed and patented a thermal growing process
for creating pure SiC crystals in a controlled laboratory environment. This long-sought-after breakthrough made
possible the world’s first lab-created moissanite gemstone — posthumously named after its discoverer. With hardness
rivaling any mineral on earth, and optical properties exceeding all mined and created gemstones, we believe
moissanite is a brilliant jewel that is free from environmental and ethical issues, and capable of disrupting traditional
definitions of fine jewelry.

Naturally occurring moissanite is generally very small in size, dark green or black in color, and not a commercially
viable source of gemstone material. Therefore, in order to create high quality moissanite material in desirable colors
and across a range of carat sizes that will appeal to a consumer audience, we expect only lab-grown SiC crystals to
provide a sustainable source of moissanite for gemstones.

In addition to carat size, important characteristics of a gemstone are beauty, durability, and rarity. The beauty of a
colorless or near-colorless gemstone is characterized by its color, brilliance, and fire. The brilliance of a gemstone is
measured by its refractive index, or the extent to which, when coupled with the facet design, the gemstone reflects
light. The fire of a gemstone, or the breaking of light rays into spectral colors, is measured by its dispersion.
Durability is determined by a gemstone’s hardness, or resistance to scratching and toughness, or resistance to
chipping or cleaving. Rarity is the availability or perceived availability of a gemstone. Moissanite jewels have a
unique combination of brilliance, fire, durability, and rarity.

Moissanite’s beauty is objectively derived from its refractive index, which is higher than that of any other gemstone,
including diamond. And its hardness is greater than all minerals, and all known gemstone materials with the
exception of diamond. As a result, moissanite jewels, like diamonds, can be cut with sharp, well-defined, and highly
polished facets that accentuate their brilliance and fire. The cutting specifications (i.e., facet arrangement and
proportion) for moissanite jewels are different than any other gemstone and designed to maximize the brilliance and
fire of the underlying raw material.

We evaluate the finished gems to exacting standards with automated video-imaging equipment using internal and
independent third-party certified gemologists. Due to the rare natural occurrence of moissanite and both the
proprietary and technical limitations in producing mass quantities of gem-grade moissanite, we believe that
moissanite is among the rarest of jewels.



The following table compares the physical properties of our created moissanite jewels with other fine gemstone
materials, including lab grown diamonds:

Refractive
Description Index Dispersion Hardness (¥ Toughness

Charles & Colvard Created 2.65-2.69 0.104 9.25-9.5 Excellent

Moissanite®
Diamond (including mined and lab grown 2.42 0.044 10 Good to

diamonds) Excellent @
Ruby 1.77 0.018 9 Excellent @
Sapphire 1.77 0.018 9 Excellent @
Emerald 1.58 0.014 7.50 Poor to Good

M For purposes of this table, “hardness” is based on the Mohs Scale, which is a relative scale only. Quantitative comparisons of different
gemstone materials cannot be made directly using the Mohs Scale. Moissanite jewels, while harder than all other known gemstones,
are approximately one-half as hard as diamond.

@ In cleavage direction, toughness is “good”.

© Except twinned stones

Sources: Gemological Institute of America, Gem Reference Guide for GIA Colored Stones, Gem
Identification and Colored Stone Grading Courses 32-35, 65-82, 87-90 (1995); Cornelius S. Hurlburt, Jr.
& Robert C. Kammerling, Gemology 320-324 (2d Ed. 1991); Kirk-Othmer, Encyclopedia of Chemical
Technology 524-541 (5™ Ed. 2004); Institution of Electrical Engineers, Properties of Silicon Carbide
(Gary L. Harris, Ed., 1995); Robert Webster, Gems: Their Sources, Descriptions and Identification, 889-
940 (5™ Ed. 1994); W. von Muench, Silicon Carbide in Landolt-Bérnstein - Numerical Data and
Functional Relationships in Science and Technology, New Series, Group 11, Vol. 17C, pp. 403-416 and
585-592 (M. Schultz and H. Weiss, Eds., 1984); Kurt Nassau, Shane F. McClure, Shane Ellen & James
E. Shigley, Synthetic Moissanite: A New Diamond Substitute, Gems & Gemology, Winter 1997, 260-275;
Kurt Nassau. Moissanite: A New Synthetic Gemstone Material, Journal of Gemology, 425-438 (1999);
Mindat.org (a project of the Hudson Institute of Technology), “Moissanite™ (https://www.mindat.org);
and Wikipedia.org, “Moissanite” (https://en.wikipedia.org/wiki/Moissanite).

Lab Grown Diamond

Lab grown diamond materials have been synthesized since the early 1940s and eventually made their way into
industrial applications during the next decade. Originally, this process was used mainly for producing diamond
products used in industrial applications such as diamond-tipped drill bits and commercial-grade abrasives as well as
products used for unique specialized surgical equipment within the medical field. In 1955, scientists discovered a
way to duplicate the conditions in a laboratory setting under which diamonds may be naturally developed. Inside a
high-pressure cell, carbon atoms are subjected to intense levels of heat and pressure, until the atoms grow and
crystalize on seed crystals as a man-made diamond. More recently, an advanced technological method for creating
diamonds, known as chemical vapor deposition, or CVD, mimics the method of natural diamond formations. CVD
uses extreme pressure and a heated mixture of methane and hydrogen gases to produce gem-quality lab grown
diamonds that are used in the fine jewelry industry. Lab grown diamonds may be cut and polished in the same
manner as natural diamonds, producing identically optical, physical, and chemical properties as their mined diamond
counterpart. The gemstone physical properties table set forth above denotes the range of physical attributes that are
consistent for both mined and lab grown diamonds.

Many misconceptions exist surrounding lab grown diamonds. The most-asked question we receive regarding lab
grown diamonds is whether or not lab grown diamonds are considered to be rea/ diamonds. In response to this
question, we unequivocally believe that lab grown diamonds are 100% real. We contend that the main difference
between lab grown diamonds and those that are mined is simply the origin of the diamond itself. The critical
characteristics of a diamond, those being its appearance, its chemical composition, and its physical properties are
exactly the same in both a diamond that is mined versus one that is grown in a laboratory. A lab grown diamond can
only be distinguished from natural diamonds using specialized equipment that can detect the minor differences in
trace elements and crystal growth.



Products and Product Development
Moissanite Jewels

Historically, we primarily sold legacy moissanite jewels including Forever Classic™ and Forever Brilliant®. In
2015, we announced availability of our premier product, the first colorless moissanite jewel, Forever One™, which
grades from colorless (D-E-F) to near-colorless (G-H) using the GIA’s color grading scale. With the sales growth
we experienced from this product launch, we have continued to expand our Forever One™ product line with
additional shapes and sizes. Today, we offer Forever One™ in more than 30 cuts, and a multitude of sizes ranging
from melee accent stones as small as 0.002 carats to gemstones up to 6.32 carats, and our Exotics line of products
that are as large as 15.55 carats diamond equivalent weight, or DEW.

In 2018, we announced the availability of a new grade of gemstone, Moissanite by Charles & Colvard®. We believe
that, with the exception of our own colorless moissanite jewel, Forever One™ our latest gemstone, is a cut above
other moissanite on the market. The distinction between Forever One™ and Moissanite by Charles & Colvard® is
made through our applied expertise throughout the design and manufacturing process summarized below and
described in more detail in “Manufacturing and Quality Assurance”. We believe that due to the discerning approach
we take to ensure the quality of Forever One™, it remains far above any other comparable gemstone offering
available today. By closely evaluating clarity, color, and cut, we are able to determine which gemstones meet our
quality standards for Forever One™, and those that fit within one of the classifications for our multiple grade
Moissanite by Charles & Colvard® gemstones.

Our manufacturing process starts with SiC material primarily manufactured by Wolfspeed through its patented
process. This proprietary growing process creates a SiC material that is nearly free of micropipes — a type of
inclusion sometimes found in lab-grown SiC material. However, based on the terms of the amended Supply
Agreement with our strategic partner, we are permitted to purchase certain amounts of SiC materials from third
parties under limited conditions. Either way, the SiC material comes to us as a boule, or a formed mass, that has the
atomic structure of a single crystal. After beginning our manufacturing process, each boule is carefully inspected by
our certified gemologists to ensure it meets our minimum standards for Charles & Colvard Created Moissanite®
gemstones, including those for clarity and color grades. The products that meet appropriate minimum quality
standards move forward on the journey to become our Charles & Colvard Created Moissanite® gemstones. From
this point, as the product continues to move through our manufacturing process, it is subjected to further processing
steps, such as cutting, faceting, and finishing. At the end of our manufacturing process, it’s the clarity and color
designation, coupled with further inspection by our certified gemologists regarding the quality levels of the cutting,
faceting, and finishing processes, that will ultimately determine if the product becomes one of our premier Forever
One™ gemstones or one of our multiple grade Moissanite by Charles & Colvard® gemstones.

Moissanite Finished Jewelry

We began selling finished jewelry featuring moissanite in 2010. Our core designs included stud earrings, solitaire
and three-stone rings, pendants, and bracelets. We are now selling an expanded selection of fashion-oriented,
designer-inspired moissanite jewelry that we offer as an expansion to the core line of jewelry. The primary
components of our moissanite finished jewelry are loose moissanite jewels that we have on hand as part of our
finished goods inventory, precious metal settings, and labor to mount the jewels into the settings.

Source of Moissanite Raw Material

Our moissanite jewels are made from gem-grade SiC crystals. Our primary supplier of SiC crystals is Wolfspeed
with which we have certain exclusive supply rights for SiC crystals to be used for gemstone applications. In
addition, based on the terms of the Supply Agreement with Wolfspeed, as amended, described below, we are
permitted to purchase certain amounts of SiC materials from third parties under limited conditions. We source the
metals used for our finished jewelry, including white, yellow, and rose gold, platinum, tantalum, titanium, and
sterling silver, from a number of domestic and international manufacturers located in the U.S., China, India, Mexico,
Costa Rica, Hong Kong, Vietnam, or Portugal. In line with our goal of providing socially and ethically sourced
products, we require suppliers to adhere to our stringent supplier guidelines, as well as to certify that their gold and
tantalum are coming from conflict-free sources and that all precious metals supplied to us are responsibly sourced.



Exclusive Supply Agreement with Wolfspeed

On December 12, 2014, we entered into an exclusive supply agreement, or the Supply Agreement, with Wolfspeed,
Inc., or Wolfspeed, formerly known as Cree, Inc., which superseded and replaced our prior agreement with
Wolfspeed. Under the Supply Agreement, subject to certain terms and conditions, we agreed to exclusively purchase
from Wolfspeed, and Wolfspeed agreed to exclusively supply 100% of our required SiC materials in quarterly
installments that must equal or exceed a set minimum order quantity. The initial term of the Supply Agreement was
scheduled to expire on June 24, 2018. Effective June 22, 2018, the Supply Agreement was amended to extend the
expiration date to June 25, 2023. The Supply Agreement was also amended to (i) provide us with one option, subject
to certain conditions, to unilaterally extend the term of the Supply Agreement for an additional two-year period
following expiration of the initial term; (ii) establish a process by which Wolfspeed may begin producing alternate
SiC material based on our specifications that will give us the flexibility to use the materials in a broader variety of
our products; and (iif) permit us to purchase certain amounts of SiC materials from third parties under limited
conditions. On August 26, 2020, the Supply Agreement was further amended, effective June 30, 2020, to extend the
expiration date to June 29, 2025, which may be further extended by mutual written agreement of the parties. The
Supply Agreement was also amended to, among other things, (i) spread our total purchase commitment under the
Supply Agreement in the amount of approximately $52.95 million over the term of the Supply Agreement, as
amended; (i) establish a process by which Wolfspeed has agreed to accept purchase orders in excess of the agreed-
upon minimum purchase commitment, subject to certain conditions; and (iif) permit us to purchase revised amounts
of SiC materials from third parties under limited conditions.

Our total purchase commitment under the Supply Agreement, as amended, until June 2025 is approximately $52.95
million, of which approximately $24.75 million remains to be purchased as of June 30, 2023.

During the fiscal years ended June 30, 2023 and 2022, the Company purchased approximately $1.80 million and
$6.29 million, respectively, of SiC crystals from Wolfspeed. The Company has made no purchases of SiC crystals
during the nine-month period ended June 30, 2023 while in discussions regarding the terms of the Supply
Agreement. Such discussions included potential renegotiation of the Supply Agreement, but the parties have not
come to an agreement.

On July 28, 2023, Wolfspeed initiated a confidential arbitration against us for breach of contract claiming damages,
plus interest, costs, and attorneys’ fees. Wolfspeed has alleged that the Company failed to satisfy the purchase
obligations provided in the Supply Agreement for Fiscal 2023 in the amount of $4.25 million and failed to pay for
$3.30 million of SiC crystals Wolfspeed delivered to us. Wolfspeed further alleges that the Company intends to breach
our remaining purchase obligations under the Supply Agreement, representing an additional $18.5 million in alleged
damages.

While the Company is evaluating Wolfspeed’s claims, we dispute the amount sought, and we intend to vigorously
defend our position, including asserting rights and defenses that the Company may have under the Supply Agreement,
at law and in equity. A hearing has not yet been scheduled. The final determinations of liability arising from this matter
will only be made following comprehensive investigations, discovery and arbitration processes.

For more information regarding the second amendment to our Supply Agreement, executed on August 26, 2020, and
the Wolfspeed Arbitration Matter, see Item 3, “Legal Proceedings”, Part I, Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations”, and Note 10 to our consolidated financial statements in
Item 8, “Financial Statements and Supplementary Data”, of this Annual Report on Form 10-K.

Lab Grown Diamonds

In September 2020, we announced our expansion into the lab grown diamond product market business with the launch
of Caydia®, an exclusive brand of premium lab grown diamonds. Our Caydia® lab grown diamonds are hand selected
by our GIA certified gemologists to meet Charles & Colvard’s standards and validated by independent third-party
experts. Our Caydia® lab grown diamonds are currently available in E, F, and G color grades (based on the GIA’s color
grading scale) with a minimum clarity in accordance with the GIA’s VSI1 clarity classification along with excellent cut,
polish, and symmetry.

Lab Grown Diamond Finished Jewelry



We began offering finished jewelry featuring our Caydia® premium lab grown diamonds in September 2020. In
addition to our core designs that include stud earrings, solitaire and multiple-gemstone rings, pendants, and
bracelets, we are also selling a curated assortment of designer inspired luxury fashion finished jewelry featuring our
Caydia® premium lab grown diamonds. The primary components of our Caydia® lab grown diamond finished
jewelry are loose lab grown diamonds set with responsibly sourced precious metals. We source the metals used for
finished jewelry set with our Caydia® lab grown diamonds, including white, yellow, and rose gold, platinum,
tantalum, titanium, and sterling silver, from a number of domestic and international manufacturers located in the
U.S., China, India, Mexico, Costa Rica, Hong Kong, Vietnam, Thailand, or Portugal. In line with our goal of
providing socially and ethically sourced products, we require suppliers to adhere to our stringent supplier guidelines,
as well as to certify that their gold and tantalum are coming from conflict-free sources and that all precious metals
supplied to us are responsibly sourced.

Sources of Lab Grown Diamond Raw Material

Our premium lab grown diamonds are made by a select group of third-party manufacturers from what we believe is
the most technologically advanced method for lab grown gem-quality diamonds used in the fine jewelry industry.
We purchase both rough and faceted lab grown diamonds from established foreign and domestic suppliers that
comprise a supply chain which we believe meets our rigid quality standards.

Intellectual Property

We have certain trademarks and pending trademark applications that support our moissanite and lab grown diamond
branding strategy. In addition, we have certain issued design patents that we believe will differentiate our products
in the jewelry industry. Previously, we held several U.S. product and production process patents for moissanite
jewels that expired in 2015. We also held these same patents in 25 foreign jurisdictions, primarily across Asia and
Europe, that expired in 2016, with one in Mexico that expired in Fiscal 2021. Since the expiration of our patents, we
have noted new providers of moissanite entering the market. We know how challenging it is to create high-quality
moissanite and achieving the capacity to consistently produce a high-quality moissanite product at mass scale
requires a careful balance of SiC-specific faceting skills and a well-tuned global supply chain.

Our success and our ability to compete successfully depends in part upon our proprietary technology, which includes,
among others, cutting and faceting. In addition to our design patents, we rely on trade secret laws and employee,
consultant, and customer confidentiality agreements to protect certain aspects of our technology. We currently are not
subject to any claims that our products or processes infringe on the proprietary rights of third parties.

Manufacturing and Quality Assurance
Moissanite Jewels

The production of Charles & Colvard Created Moissanite® jewels is an elaborate process developed over a number
of years of collaborative research and development, acquired and learned knowledge from scientists, and
considerable investment expense.

The key steps involved in the manufacturing processes of our moissanite jewels are as follows:

Growing Gem-Grade Raw SiC Crystals. SiC crystal growth suitable for gem-grade usage at
commercial quantities is proprietary both in design and in operational methodology. To date,
Wolfspeed has grown the majority of our SiC crystals in accordance with the terms of the Supply
Agreement; in addition, we have the ability to source and develop alternative SiC material should the
need arise. We routinely evaluate the yield and quality of saleable moissanite jewels from SiC
crystals. The yield of saleable jewels from each crystal is one of the most significant factors affecting
the volume and cost of moissanite jewels available for sale. Yield is dependent on the quality of the
crystals, and variations in crystal quality can adversely affect our gross margin percentage.

Manufacturing Rough Preforms. We have made considerable investment in the design, development,

and customization of a proprietary manufacturing process that includes equipment, software, and
procedures to maximize raw material yield. The result is production of intermediary shapes, called
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“preforms,” that vary depending upon the size and shape of the desired finished jewel. Currently, we
are not spending research and development funds in connection with these processes. However, when
potential technology aligns with our production business model, we intend to explore and potentially
invest in such research and development resources to improve raw material yield, including studying
alternate preform shapes and cutting technologies, due to the dramatic effect such an improvement
could have on our gross margin percentage.

Faceting and Polishing Jewels. Each preform is faceted and polished by our independent third-party
gem-cutters to create what we believe to be our uniquely faceted Revolutionary Cut™ gemstones
based on master designs with multiple quality control measures built into the process. Gem-cutter
training is a regimented program involving several months of progressive hands-on bench training.
As we continue to expand the assortment of Forever One"", we will continue the process of
certifying additional cutters to ensure sufficient scalability of our production capabilities to meet
anticipated demand for this premium finished jewel.

Inspecting, Sorting, and Grading. Like other gemstones, each faceted moissanite jewel greater than
3.5 millimeters in size is individually graded against established master standards using our specially
trained personnel. Additionally, as part of our overall quality assurance program, a representative
sample from each batch of jewels is submitted to an image analyzer to ensure critical angles and other
attributes designed to maximize moissanite’s optical properties are consistently maintained. This
phase of manufacturing is relatively labor-intensive and requires skills not readily available in the
general work force. In the future, we may elect to outsource certain portions of this stage of the
manufacturing process to independent third parties that we will require to adhere to our rigorous
quality control and monitoring standards.

Engraving. For moissanite gemstones that are four millimeters and larger in size, with certain
exceptions Charles & Colvard laser inscribes an identifying code on the girdle of each Forever One™
and Moissanite by Charles & Colvard® gemstone that includes the Charles & Colvard Floret logo. This
identifier matches a grading standard and is an important element in protecting the integrity of Charles
& Colvard Created Moissanite® and ensuring the customer an authentic Charles & Colvard gemstone.

Moissanite Finished Jewelry

Our line of finished jewelry featuring moissanite is developed by a team of industry experts integrating our
moissanite jewels into many forms of jewelry, generally made of responsibly sourced precious metals, either
designed or purchased by us utilizing a core group of suppliers, manufacturers, and finishers. In addition to our
Limited Lifetime Warranty offered on our moissanite jewels, we provide a twelve-month Limited Warranty on all
finished jewelry featuring our moissanite, and on jewelry designs that do not contain our moissanite gemstones, such
as men’s wedding bands.

All procured finished jewelry components are sourced from our approved suppliers, and each finished jewelry item
is jobbed and/or tracked by stock keeping unit, or SKU, utilizing our enterprise resource planning system. The
components of moissanite finished jewelry comprised in each job are then manufactured into finished jewelry by
assemblers either in the U.S. or internationally in China, India, Mexico, Costa Rica, Hong Kong, Vietnam, Thailand,
or Portugal. We are continuously working with our existing manufacturing partners, as well as identifying new
manufacturing partners, to expand our assortments and efficiencies.

All finished jewelry produced by Charles & Colvard undergoes a multi-point inspection process. A representative
sampling of manufactured finished jewelry items undergoes stone and metals testing to ensure that the items for sale
are of the quality that we strive to maintain. Also, in line with our goal of providing socially and ethically sourced
products, we require suppliers of our gold and tantalum to certify that the gold and tantalum is coming from conflict
free sources and that all precious metals supplied to us are responsibly sourced. If required by government ordinance
or requested by a customer, we facilitate the inspection of our finished jewelry by internationally recognized testing
facilities to comply with legal requirements and to ensure consumer confidence.

Lab Grown Diamonds



To ensure a premium lab grown diamond product standard, the quality assurance process for Caydia® gems 0.50 carat
weight or larger are individually hand selected by our GIA certified diamond graders to meet our strict and
uncompromising quality standards. The quality and physical characteristics of each lab grown diamond are also
validated by independent third-party gemologists. Each lab grown diamond 0.50 carats or larger is inscribed with a
unique, registered serial number on the girdle and is accompanied by a certification of authenticity.

Lab Grown Diamond Finished Jewelry

Our line of finished jewelry featuring our Caydia® lab grown diamonds is developed by a team of industry experts
integrating our premium lab grown diamonds into many forms of jewelry, generally made of responsibly sourced
precious metals, either designed or purchased by us utilizing a core group of suppliers, manufacturers, and finishers.
We provide a twelve-month Limited Warranty on all finished jewelry featuring our Caydia® lab grown diamonds.

All procured finished jewelry components featuring our Caydia® lab grown diamonds are sourced from our
approved suppliers, and each finished jewelry item is jobbed and/or tracked by SKU utilizing our enterprise resource
planning system. The components of our Caydia® lab grown diamonds finished jewelry comprised in each job are
then manufactured into finished jewelry by assemblers either in the U.S. or internationally in China, India, Mexico,
Costa Rica, Hong Kong, Vietnam, Thailand, or Portugal. We are continuously working with our existing
manufacturing partners, as well as identifying new manufacturing partners, to expand our assortments and
efficiencies.

All finished jewelry featuring our Caydia® lab grown diamonds produced by Charles & Colvard undergoes a multi-
point inspection process. A representative sampling of manufactured finished jewelry items undergoes stone and
metals testing to ensure that the items for sale are of the quality that we strive to maintain. Also, in line with our goal
of providing socially and ethically sourced products, we require suppliers of our gold and tantalum to certify that the
gold and tantalum is coming from conflict free sources and that all precious metals supplied to us are responsibly
sourced. If required by government ordinance or requested by a customer, we facilitate the inspection of our finished
jewelry by internationally recognized testing facilities to comply with legal requirements and to ensure consumer
confidence.

Each finished jewelry item we sell, set with our Caydia® gems, is inspected by our in-house diamond graders and
quality assurance specialists prior to shipment to the end-consumer from our fulfillment center in Research Triangle
Park, North Carolina. A registered certificate of authenticity accompanies each piece of finished jewelry set with
Caydia® lab grown diamonds when shipped to the end consumer. All of our Caydia® lab grown diamonds are set with
responsibly-sourced, mostly recycled precious metals.

Competition

As competitive moissanite and lab grown diamonds expand and grow their global market presence, we believe that
it is important to affirm Charles & Colvard’s leadership position as a provider of what we consider is the premier
worldwide moissanite gemstone as well as an exclusive brand of premium lab grown diamonds. Moving forward,
we also believe that we are well positioned to further establish our presence for both of our product lines in the
worldwide emerging markets. We believe our leadership position in these global markets is a product of nearly three
decades of moissanite innovation, and as a purveyor of fine jewelry.

Accordingly, we believe our competitive advantage is bolstered by the following strengths:

e With our Forever One™ gemstones, we believe that we have achieved a level of perfection that is rarely
seen in any gemstone — featuring colorless grades with an innovative cut that we believe reveals optical
properties unrivaled by any other jewel. This pinnacle of our legacy production process is the result of
continual improvement and a demonstration of our artisan craftsmanship. Additionally, with our Moissanite
by Charles & Colvard® gemstones we have brought forward what we believe to be a price-conscious
alternative to competitive moissanite that we also believe exceeds the quality of competitive moissanite,
specifically in terms of clarity, as well as in cut and polish. The distinction between Forever One™ and
Moissanite by Charles & Colvard® is made through our applied expertise throughout the design and
manufacturing processes and the discerning approach we believe we take to ensure the quality of Forever
One' remains above any other offering available today. By closely evaluating clarity, color, and cut, we
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are able to determine which gemstones meet our exemplary standards for Forever One™ and those that
should bear the Moissanite by Charles & Colvard® name.

e With our success in developing and promoting Caydia®, our brand of lab grown diamonds, since
September 2020 we believe that we have been able to demonstrate that we are able to successfully integrate
and market these premium gems into fine jewelry finished products.

e  With our mature and innovative supply chain, while we have experienced instances of suppliers and certain
vendors in China still temporarily closing their operations, delaying order fulfillment needs or limiting their
production as a result of the impact of COVID-19, we utilize alternative supply arrangements with partners
whose businesses were able to successfully navigate the impact of COVID-19. Accordingly, we believe that
we have remained able to seamlessly manage the complex manufacturing process of our moissanite
gemstones, meet the marketing demand and distribution needs of our lab grown diamond product line, and
the varied finished jewelry options featuring both of these lab created gemstones that we deliver to a global
audience.

e  With management’s vast experience in the worldwide fine jewelry industry, we likewise believe that we
have been able to build a creative and dependable supply chain for our Caydia® product line. We believe
this approach that was built on these many years of experience has proven to be successful as we continue
building our brand and expanding this line of fine jewelry set with our exclusive brand of lab grown
diamonds.

e  With an established direct-to-consumer e-commerce presence on our transactional website,
charlesandcolvard.com, coupled with the roll-out in 2021 of our secondary transactional website,
moissaniteoutlet.com, we believe we are able to leverage established consumer-driven online
communication channels directly with our target audiences. We also believe that we have developed an
innovative in-house digital marketing capacity to support both of our online digital marketing properties.

e  With an established global distribution network encompassing our own ability and that of our retail
business partners, and notwithstanding the ongoing impact of COVID-19 in certain regions of the Asian
basin, we continue to believe that we have optimized this network for timely delivery of our products from
unique consumer orders to bulk distribution orders.

e  With our ample inventory and an established supply chain, we believe we are positioned to meet the just-
in-time needs of our distribution partners. We believe having inventory quantities on the shelf is paramount
to meeting the challenging delivery requirements of our customers. We expect to effectively manage our
inventory levels given the potential uncertainty in consumer demand and in our supply chain.

With our above strengths outlined, it is also important to note that our future competitive success is reliant, in part,
on the following:

e Our continued success in developing and promoting the Charles & Colvard brands, such as Forever One™,
Moissanite by Charles & Colvard®, and Caydia®, all of which are used in finished fine jewelry featuring
moissanite and lab grown diamonds, resulting in increased interest in and demand for moissanite and lab
grown diamond jewelry at the consumer level,

e Our ability to differentiate Charles & Colvard Created Moissanite® and Caydia® from competing gemstone
products, including competitive moissanite and the rapidly emerging lab-created diamond industry;

e The ongoing ability to operationally execute our digital marketing strategy for our Online Channels
segment;

e  Our continued ability and the ability of manufacturers, designers, and retail jewelry partners to select
jewelry settings that promote and encourage consumer acceptance of and demand for our jewels and
finished jewelry featuring moissanite and lab grown diamonds;

e  The ability to understand our consumer market segment and effectively sell a compelling value proposition
to that market, which leads successfully to converted customers;
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e The continued willingness and ability of our jewelry distributors and other jewelry suppliers, manufacturers,
and designers to market and promote Charles & Colvard Created Moissanite® and Caydia® to the retail
jewelry trade;

e  The continued willingness of distributors, retailers, and others in our distribution channels to purchase
loose Charles & Colvard Created Moissanite®, and the continued willingness of manufacturers, designers,
and retail jewelers to undertake setting of the loose jewels;

e  Our continued ability and the ability of jewelry manufacturers and retail jewelers to set loose moissanite
jewels and lab grown diamonds in finished jewelry with a high-quality standard of workmanship;

e  Our continued ability and the ability of retail jewelers to effectively market and sell finished jewelry
featuring moissanite jewels and lab grown diamonds to consumers;

e  The improvement of the engagement market which has led to downward price pressure on the jewelry and
gemstone markets overall and;

e  The rebound of diamond pricing, both mined and lab grown.
Competitive Gemstones and Jewelry
Gemstone materials can be grouped into three types:

e Those found in nature, generally through mining techniques;

e Synthetic gemstones, which have the same chemical composition and essentially the same physical and
optical characteristics of natural gemstones but are created or grown in a laboratory; and

e Simulants, which are similar in appearance to natural gemstones but do not have the same chemical
composition, physical properties, or optical characteristics.

Moissanite is a rare, naturally occurring mineral. Our lab-created gemstones, Charles & Colvard Created
Moissanite®, are considered a synthetic version of the naturally occurring moissanite mineral. Our exclusive brand
of premium lab grown diamonds, Caydia®, are also considered a synthetic version of a natural diamond that is
mined.

Our moissanite jewels and lab grown diamonds compete with fine gemstones such as ruby, sapphire, emerald, and
tanzanite as well as with mined natural diamonds. We also face competition from synthetic diamonds, synthetic
diamond films, and other sources of moissanite gemstones. Some suppliers of diamonds, including lab grown
diamonds, and other fine gemstones, as well as the suppliers of other synthetic and lab-created gemstones, may have
substantially greater financial, technical, manufacturing, and marketing resources and greater access to distribution
channels than we do.

Competing with Other Moissanite Producers

Although we believe that our moissanite jewels have a leadership market position, we are beginning to face
competition from other companies that develop competing SiC material. These products are emerging primarily
from Far Eastern countries and are making their way into the U.S. market. Our ongoing research of the competitive
landscape has identified competing moissanite, primarily in the “E-F” and below color range, according to the
GIA’s grading scale. However, we have not yet identified competing moissanite that exhibits a consistent level of
color, cut, clarity and polish that is competitive with the quality of our Forever One™ gemstone.

Achieving the capacity to consistently produce a high-quality moissanite product at mass scale requires a careful
balance of SiC-specific faceting skills and a well-tuned global supply chain.

However, we are seeing a grade of moissanite material reaching the market that in most cases exhibits a lower color
grade and a lesser cut, clarity and polish standard compared to our Forever One™ gemstone. This inferior product is
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coming to market at competitive price points, and we have subsequently been experiencing downward pricing
pressures. In 2018, we entered this market with a value line of moissanite to compete directly with these lower grade
moissanite products. Our product line, known as Moissanite by Charles & Colvard®, is a competitively priced line
of gemstones that is fashioned from the same core material as our other created moissanite products. Finished
gemstones that do not meet our grading standards for Forever One™ — but do meet our specifications for gemstones
worthy of carrying the Charles & Colvard name — are offered to the market at a value priced option. For the fiscal
year ended June 30, 2023, approximately 16% of our revenue was generated from Moissanite by Charles &
Colvard® gemstones and finished jewelry.

Competing with Lab Grown Diamonds

Lab-created diamond material has been synthesized since the early 1940s and made its way into industrial processes
by the 1950s. Common applications such as diamond-tipped drill bits and abrasive processes led the way, followed
by uses in solid-state electronics. In more recent years, lab grown diamonds have become accepted as a form of
gemstone with companies such as VRAI by Diamond Foundry, Brilliant Earth, Clean Origin, and Grown Brilliance
gaining notoriety in the market.

Consumer demand is driving the charge behind this recent adoption of lab grown gemstones in the modern global
luxury fashion jewelry space. Today’s discerning consumer is seeking ethically sourced options, better price points,
and authenticity in the brands they choose to engage. With the launch of our Caydia® lab grown diamond product line,
we believe that our entry into the lab grown diamond market could be a potential threat to — and increase competition
for — our core moissanite products. While our moissanite gemstones and finished jewelry set with moissanite generally
have different price points than those set with lab grown diamonds, including our Caydia® product line, any
cannibalization of moissanite product sales resulting from sales of our lab grown diamonds could have an adverse
impact on sales of our moissanite jewels and finished jewelry set with moissanite.

Since our entry into the lab grown diamond space, we have experienced growing traffic and interest in
charlesandcolvard.com from the ongoing attention around lab grown gems. We have faced and may continue to face
future price point and consumer related demand pressures from the lab grown diamond industry. However, we
believe that for the foreseeable future we will continue to be able to serve and thrive in this segment of the market.

Competing with Mined Diamonds

The worldwide market for large, uncut, high-quality mined diamonds is significantly consolidated and controlled by
the De Beers Group of Companies, or De Beers (headquartered in South Africa), Alrosa Group (Russia), Rio Tinto
Limited (Australia), and BHP Group Limited (Australia). These companies have a major impact on the worldwide
supply and pricing of mined diamonds at both the wholesale and retail levels. While moissanite trades at a fraction
of the cost of mined diamonds, diamond producers may undertake additional marketing or other activities designed
to protect the mined diamond jewelry market against sales erosion from consumer acceptance of competing goods
such as moissanite jewels.

According to an August 2023 British Vogue article, lab grown diamonds comprise around 10% of all diamond sales,
with the lab grown diamond market estimated to be worth $55.5 billion in 2031.

Competing with Simulants

While moissanite is a synthetic gemstone (a lab-created version of the naturally occurring SiC mineral), we may
also, to a lesser degree, face competition from simulant gemstones, including cubic zirconia and man-made crystals.
Producers and sellers of these products may see the markets for these products being eroded by the market
penetration of our moissanite jewels. We believe that the substantially lower price of these products is the primary
basis upon which they will compete with our moissanite jewels; however, they are not considered fine gemstone or
jewelry products.



Competing in the Finished Jewelry Space

The global fine jewelry market competition is fierce. Such well-known jewelry designers and manufacturers as
Brilliant Earth Group, Inc., James Allen®, VRAI by Diamond Foundry, and Blue Nile Inc., among others, have a
variety of jewelry collections featuring diamond and other precious and semi-precious gemstones, and enjoy strong
brand recognition and a loyal consumer following. It is notable that Blue Nile Inc. was acquired by Signet Jewelers
Limited, or Signet, one of the world’s largest fine jewelry retailers, in a transaction that closed in October 2022. All
of these companies with whom we compete have greater financial resources than we do to develop and market their
products.

We intend to expand our market share and compete with these well-known brands primarily on the basis of the
combination of quality, design, and value, as moissanite is the highest quality, affordable alternative available to
more expensive gemstones such as diamond. We believe that focusing on the clear advantages in moissanite’s retail
price points, especially in the one-carat and larger sizes, will provide a key point of differentiation and value
proposition to the end consumer who may not have had the opportunity to previously purchase fine jewelry due to
limitations in discretionary spending income.

In addition, we believe that the Charles & Colvard Created Moissanite® suite, including moissanite jewels such as
Forever One™ and Moissanite by Charles & Colvard®, along with moissanite finished jewelry that we are
developing pursuant to our marketing programs, as well as the line of finished jewelry featuring our Caydia® lab
grown diamonds all combine to create what we believe is a long-term competitive advantage for our products as we
continue building brand recognition. We endeavor to partner with recognized designers and jewelry companies, in
addition to developing our own proprietary brands of finished jewelry. While our finished jewelry business is still
developing, our goal is to build multiple strong brands sought after by the end consumer. We propose to focus our
marketing efforts on emphasizing our attractive designs, coupled with moissanite’s exceptional brilliance, fire,
durability, and rarity, to establish moissanite as a primary consumer choice in fine jewelry.

Our design, manufacture and marketing of finished jewelry featuring moissanite for sale at wholesale pricing to
distributors and retailers and at retail to end consumers through our charlesandcolvard.com, moissaniteoutlet.com
and other Online Channels outlets may result in some of our current wholesale customers perceiving us as a
competitor, despite our efforts to use primarily non-conflicting sales channels. As we continue to develop our
finished jewelry business, we intend to increase distribution through new and existing channels similarly to how
many other companies have executed cross-channel marketing and distribution strategies. Due to the size of the
finished jewelry market, we believe that such sales channels can co-exist, with the overall end result being increased
consumer and brand awareness of moissanite products and a corresponding increased demand for not only our
products, but those of our distributor and manufacturer customers as well.

Competing with Lab Grown Diamond Retailers

Our primary competitors in the lab grown diamond retail market are Brilliant Earth Group, Inc., James Allen®,
VRAI by Diamond Foundry, and Clean Origin. Our offerings are curated to remove the complexity from the
diamond buying process by selling only what we believe to be higher quality lab grown diamonds set in our finished
jewelry products. Many of these competitors offer a wider quality grade range of lab grown diamonds which are
sold separately from finished jewelry set with lab grown diamonds. We believe that our pricing strategy remains
competitive based on the quality of the Caydia® lab grown diamonds that we offer and sell.

Working Capital Practices

Our primary source of working capital is cash on hand and cash generated by our operations. As global and U.S.
economic activity continues feeling the impact of inflation and fears of recession, the risk of constraints on our cash
and working capital, including experiencing potential liquidity challenges, remains in the forefront of our working
capital management practices. Despite our cost-saving efforts, many business and operating expenses, particularly
those in connection with fuel and transportation costs and the resulting impact on our freight expenses, have
continued to rise. Cash flow management will remain crucial for our business in the months ahead and we intend to
monitor fluctuations in our revenues that could impact our ongoing cash flow from operations. We expect to remain
proactive in managing our inventory levels given the uncertainty in the worldwide supply chain and the effects of
increased inflation rates, which may also place further demands on our level of working capital. Because we have
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quarterly minimum purchase commitments under the Supply Agreement, we have been, and in the future may be,
required to purchase SiC materials in excess of our immediate needs from time to time, which may result in
inventories that are higher than we might otherwise maintain.

We have an effective shelf registration statement on Form S-3 on file with the SEC that allows us to periodically
offer and sell, individually or in any combination, shares of common stock, shares of preferred stock, warrants to
purchase shares of common stock or preferred stock, and units consisting of any combination of the foregoing types
of securities, up to a total of $25.00 million, of which all is available. However, we may offer and sell no more than
one-third of our public float (which is the aggregate market value of our outstanding common stock held by non-
affiliates) in any 12-month period. Our ability to issue equity securities under the shelf registration statement is
subject to market conditions, which may be in turn, subject to, among other things, the potential disruption and
volatility that may be caused by ongoing effects of global and domestic inflation and fears of recession.

Payment terms on trade receivables for our Traditional segment customers are generally between 30 and 90 days,
though we may offer extended terms with specific customers and on significant orders from time to time. We extend
credit to our customers based upon a number of factors, including an evaluation of the customer’s financial
condition and credit history that is verified through trade association reference services, the customer’s payment
history with us, the customer’s reputation in the trade, and/or an evaluation of the customer’s opportunity to
introduce our moissanite jewels and lab grown diamonds or finished jewelry featuring both moissanite and lab
grown diamonds to new or expanded markets.

Our returns policy for consumers on our charlesandcolvard.com and moissaniteoutlet.com websites provides for the
return of purchases for any reason generally within 30 days, respectively, of the shipment date. Our returns policy
for all other customers allows for the return of moissanite jewels, lab grown diamonds, and finished jewelry for
credit generally within 30 days of shipment if returned for a valid reason. We have established an allowance for
returns based on our historical return rate, which considers any contractual return privileges granted to our
customers. Periodically, we ship loose gemstones and finished jewelry goods inventory to Traditional segment
customers on consignment terms. Under these terms, the customer assumes the risk of loss and has an absolute right
of return for a specified period that typically ranges from six months to one year.

Government Regulation

We are subject to governmental regulations in the manufacture and sale of moissanite jewels and finished jewelry.
In particular, in July 2018 the Federal Trade Commission, or FTC, issued updated guidelines governing the
description of lab-grown diamonds and other gemstones that require such gemstones to be clearly identified as to the
gemstone’s lab-grown origin in any promotional or marketing materials. In addition, the precious metal in our
finished jewelry may be subject to requirements, which vary by country and by state, such as hallmarking and alloy
content. While we have a policy to ensure compliance with applicable regulations, if our actions are found to be in
violation of FTC or other governmental regulations, we may be required to suspend marketing of our products and
could incur significant expenses in developing new marketing strategies and materials that would not violate
governmental regulations.

Human Resources Capital

As of October 9, 2023, we had a total of 49 employees, 48 of whom were full-time and one of whom was part-time.
None of our employees are represented by a labor union and we believe that our employee relations are good.

Directors and Executive Officers of Charles & Colvard, Ltd.

The members of our current Board of Directors are the following:

Neal I. Goldman
Chairman of the Board of Directors of Charles & Colvard, Ltd.; President of Goldman Capital
Management, Inc., an investment advisory firm.

Anne M. Butler

Chief Executive Officer of Butler Advisors, a consulting firm specializing in strategic and operational
advisory services to private equity, venture capital, and institutional investors on direct selling
acquisitions and management.



Benedetta 1. Casamento
Business Consultant specializing in finance, business operations, and financial planning and analysis.

Don O’Connell
President and Chief Executive Officer of Charles & Colvard, Ltd.

Ollin B. Sykes
President of Sykes & Company, P.A., a regional accounting firm specializing in accounting, tax, and
financial advisory services.

Our current executive officers are the following:

Don O’Connell
President and Chief Executive Officer

Clint J. Pete
Chief Financial Officer

Available Information

Our corporate information is accessible through our investor relations website at https:/ir.charlesandcolvard.com. We
are not including the information contained on our website as a part of, or incorporating it by reference into, this Annual
Report on Form 10-K. We make available, free of charge, access on our website to all reports we file with, or furnish to,
the SEC, including our Annual Reports on Form 10-K, our Quarterly Reports on Form 10-Q, our Current Reports on
Form 8-K, and amendments to these reports, as soon as reasonably practicable after we electronically file such material
with, or furnish it to, the SEC. A copy of this Annual Report on Form 10-K and our other reports are available without
charge upon written request to Investor Relations, Charles & Colvard, Ltd., 170 Southport Drive, Morrisville, North
Carolina 27560.
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Item 1A. Risk Factors

We operate in a dynamic and rapidly changing business environment that involves substantial risk and uncertainty,
and these risks may change over time. The following discussion addresses some of the risks and uncertainties that
could cause, or contribute to causing, actual results to differ materially from expectations. In evaluating our
business, you should pay particular attention to the descriptions of risks and uncertainties described below. If any of
these risks actually occur, our business, financial condition, or results of operations could be materially and
adversely affected.

Risks Related to our Operations

Our business and our results of operations could be materially adversely affected as a result of general economic
and market conditions. Our business, including our sales volumes and overall profitability, depends on consumer
demand for our products and could be adversely impacted further by unfavorable general economic conditions,
declines in consumer confidence and consumer disposable income, rising energy and fuel prices, increasing freight
costs, rising inflation rates, recession and fears of recession, consumer debt levels, increased interest rates, and higher
tax rates. Our business could also be adversely impacted by possible disruptions in global financial markets, including
severely diminished liquidity and credit availability, declines in economic growth, increased unemployment levels,
and uncertainty about economic stability, including the increased risk of global trade tensions and geopolitical unrest
such as the ongoing conflict between Russia and Ukraine, and domestic political and geopolitical instability. We are
unable to predict the likely duration and severity of the effects of these disruptions in the financial markets and the
adverse domestic and global economic conditions, and if these economic conditions deteriorate, our business and
results of operations could be materially and adversely affected.

Ongoing unfavorable economic conditions may continue to lead consumers to further delay or reduce purchases of
our products and services and projected consumer demand for our products and services may not grow as we expect.
The consequences of such adverse effects could also include interruptions or delays in our suppliers’ performance of
our contracts, reductions and delays in customer purchases, delays in or the inability of customers to obtain
financing to purchase our products, and bankruptcy of customers or suppliers. Prolonged or pervasive economic
downturns could also slow the pace of any planned future showroom openings that we may have going forward.

Luxury products, such as fine jewelry, are discretionary purchases for consumers. Recessionary economic cycles,
higher interest rates, higher tax rates, higher fuel and energy costs, higher freight costs, higher inflation rates, higher
levels of unemployment, adverse conditions in the residential real estate and mortgage markets, tighter access to
consumer credit, increased consumer debt levels, unsettled financial markets, and other economic factors that may
affect consumer spending or buying habits could materially and adversely affect demand for our products. In
addition, volatility in the financial markets has had and may continue to have a negative impact on consumer
spending patterns. A reduction in consumer spending or disposable income may affect us more significantly than
companies in other industries and could have a material adverse effect on our business, results of operations, and
financial condition.

Our future financial performance depends upon increased consumer acceptance, growth of sales of our products,
and operational execution of our strategic initiatives. We believe that most consumers are not generally aware of
the existence and attributes of moissanite jewels and lab grown diamonds and that the consumer market for
moissanite jewels, lab grown diamonds, and finished jewelry featuring both moissanite and lab grown diamonds
remains in the early stages of development and consumer acceptance. The degree of future market acceptance and
demand is subject to a significant amount of uncertainty. Our future financial performance will depend, in part, upon
greater consumer acceptance of moissanite jewels and lab grown diamonds as an ethically sourced, affordable,
luxurious alternative to other gemstones, such as a mined diamond, and our ability to develop brands and execute
strategic initiatives, particularly in our Online Channels segment, to grow our sales and operating income. As we
execute our strategy to build and reinvest in our business, significant expenses and investment of cash will be
required going forward and this may adversely affect our operating income. If we are unable to execute and achieve
desired revenue levels, we may adjust our strategic initiatives in response to the results of our investments.

In addition, consumer acceptance may be affected by retail jewelers’ and jewelry manufacturers’ acceptance of
moissanite jewels, lab grown diamonds, and finished jewelry featuring both moissanite and lab grown diamonds. The
quality, design, and workmanship of the jewelry settings, whether manufactured by us or other manufacturers, could
affect both consumers’ perception and acceptance of our products and costs incurred by returns and markdowns.
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Therefore, as other competitors enter the moissanite and lab grown diamond market, we do and could continue to face
market share and pricing pressures for our own products. In addition, the lower quality of competitors’ gemstones could
negatively impact consumer perception of moissanite jewels and lab grown diamonds, and in turn, acceptance of our
jewels.

Thus, our future financial performance may be affected by:

e Our ability to develop and promote the Charles & Colvard brands, such as Forever One™, Moissanite by
Charles & Colvard®, and Caydia®, all of which are used in finished jewelry featuring moissanite and lab
grown diamonds, which may in part drive interest in and demand for moissanite and lab grown diamond
jewelry at the consumer level;

e Our ability to differentiate Charles & Colvard Created Moissanite® and Caydia® from competing products,
including competitive moissanite and the rapidly emerging lab grown diamond industry;

e  Qur ability to operationally execute our digital marketing strategy for our Online Channels segment;

e Our continued ability and the ability of manufacturers, designers, and retail jewelers to select jewelry
settings that encourage consumer acceptance of and demand for our moissanite jewels, lab grown
diamonds, and finished jewelry;

e Our ability to understand our consumer market segment and effectively market to them a compelling value
proposition that leads to converted customers;

e Our relationship with Wolfspeed;

e  The continued willingness and ability of our jewelry distributors and other jewelry suppliers, manufacturers,
and designers to market and promote Charles & Colvard Created Moissanite® and Caydia® to the retail
jewelry trade;

e  The continued willingness of distributors, retailers, and others in our distribution channels to purchase
loose Forever One™, Moissanite by Charles & Colvard®, and Caydia® gemstones as well as their continued
willingness of manufacturers, designers, and retail jewelers to undertake setting of the loose jewels;

e  Our continued ability and the ability of jewelry manufacturers and retail jewelers to set loose moissanite
jewels and lab grown diamonds in finished jewelry with high-quality workmanship; and

e  QOur continued ability and the ability of retail jewelers, including that of our internal retail jewelry
marketing team in connection with the Charles & Colvard Signature Showroom, which is our first retail
jewelry brick-and-mortar location that we opened in October 2022, to effectively market and sell finished
jewelry featuring moissanite and lab grown diamonds to consumers.

We face intense competition in the worldwide gemstone and jewelry industry. The jewelry industry is highly
competitive, and we compete with numerous other jewelry products. In addition, we face competition from mined
diamonds, lab grown diamonds, other moissanite, and simulants. A substantial number of companies supply
products to the jewelry industry, many of whom we believe have greater financial resources than we do.
Competitors could develop new or improved technologies, including those for lab grown diamonds, that may render
the price point for our moissanite and our lab grown diamonds noncompetitive, which could have an adverse effect
on our business, results of operations, and financial condition.

With the launch of our Caydia® product line, we believe that our entry into the lab-grown diamond market could be
a potential threat to — and increase competition for — our core moissanite products. While our moissanite gemstones
and finished jewelry set with moissanite generally have different price points than those of our Caydia® product line,
any cannibalization of moissanite product sales resulting from sales of our lab-created diamonds could have an
adverse impact on sales of our moissanite jewels and finished jewelry set with moissanite.

We have previously relied on our patent rights and other intellectual property rights to maintain our competitive
position. Our U.S. product and method patents for moissanite jewels expired in 2015 and most of our patents in

22



foreign jurisdictions expired in 2016 with one in Mexico that expired in 2021. Since the expiration of our product and
method patents we have noted new providers of moissanite and competitive products entering the market. We will
continue to rely on our carefully executed brand awareness and digital marketing campaigns to build our consumer
relationships and maintain our competitive position going forward. If, however, we are unable to successfully build
strong brands for our moissanite jewels, lab grown diamonds, and finished jewelry featuring moissanite and lab grown
diamonds or competition grows faster than expected, we may not have commercially meaningful protection for our
products or a commercial advantage against our competitors or their competitive products or processes, which may
have a material adverse effect on our business, results of operations, and financial condition.

Our information technology, or IT, infrastructure, and our network has been and may be impacted by a cyber-
attack or other security incident as a result of the rise of cybersecurity events. Our business operations rely on the
secure processing, storage, and transmission of certain confidential, sensitive, proprietary, and other information, as
well as personal information about our customers and employees. Cyber-attacks, including those associated with the
current conflict in Eastern Europe, are rapidly evolving as cyber criminals have become increasingly sophisticated
and carry out direct large-scale, complex, and automated attacks against companies or through their vendors.

Breaches of our technology systems, whether from circumvention of security systems, denial-of-service attacks or
other cyber-attacks, hacking, “phishing” attacks, computer viruses, ransomware or malware, employee or insider
error, malfeasance, social engineering, vendor software supply chain compromises, physical breaches or other
actions, have resulted and may result in manipulation or corruption of sensitive data, material interruptions or
malfunctions in our websites, applications, data processing and certain products and services, or disruption of other
business operations. Furthermore, any such breaches could compromise the confidentiality and integrity of material
information held by us (including information about our business, employees, or customers), as well as sensitive
information, the disclosure of which could lead to identity theft. Breaches of our product services that rely on
technology and internet connectivity can expose us to product and other liability risk and reputational harm.
Measures that we take to avoid, detect, mitigate, or recover from material incidents may be insufficient,
circumvented, or may become ineffective.

We are not able to anticipate or prevent all such cyber-attacks and, to the extent a cyber-attack or other security
incident results in a breach of the above-described information, it could disrupt our business operations, harm our
reputation, compel us to comply with applicable data breach notification laws, subject us to litigation, regulatory
investigation, or otherwise subject us to liability under laws, regulations and contractual obligations. This could
result in increased costs to us and result in significant legal and financial exposure and/or reputational harm.

On or about June 28, 2023, we identified a cybersecurity incident that temporarily disrupted the Company’s IT
network and resulted in some limited downtime for certain systems. This event was related to an apparent
ransomware attack involving the unauthorized encryption of some of our files and the deployment of malware. This
incident required us to temporarily implement manual processes to conduct our operations with as little disruption to
production as possible.

We have invested and continue to invest in risk management and information security and data privacy measures in
order to protect our systems and data, including employee training, organizational investments, incident response
plans, table-top exercises, and technical defenses. The cost and operational consequences of implementing,
maintaining, and enhancing data or system protection measures could increase significantly to overcome intense,
complex, and sophisticated global cyber threats.

In addition, we and certain of our third-party vendors receive and store certain information associated with our sales
operations and other aspects of our business. In connection with our e-commerce business, we rely on encryption
and authentication technology licensed from third parties to effect secure transmission of confidential information.
Our disclosure controls and procedures address cybersecurity and include elements intended to ensure that there is
an analysis of potential disclosure obligations arising from security breaches. We also maintain compliance
programs to address the potential applicability of restrictions against trading while in possession of material,
nonpublic information generally and in connection with a cybersecurity breach. The breakdown in existing controls
and procedures around our cybersecurity environment may prevent us from detecting, reporting or responding to
cyber incidents in a timely manner and could have a material adverse effect on our financial position and value of
our Company’s stock. Despite our implementation of security measures, our IT systems and e-commerce business
are vulnerable to damages from computer viruses, natural disasters, unauthorized access, cyber-attack, and other
similar disruptions.

Constantly evolving privacy regulatory regimes are creating new legal compliance challenges. Domestic and
international privacy and data security laws are complex and changing rapidly. There are a variety of laws and
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regulations, including regulations by federal government agencies, including the Federal Trade Commission, or
FTC, and state and local agencies. In addition to federal laws such as §5 of the Federal Trade Commission Act, the
Gramm-Leach-Bliley Act, and the Fair Credit Reporting Act, certain states have also enacted laws regulating
companies’ collection, use, and disclosure of personal information and requiring the implementation of reasonable
data security measures. Various laws across states and U.S. territories also require businesses to notify affected
individuals, governmental entities, and/or credit reporting agencies of certain security breaches affecting personal
information. International privacy laws, including in Canada and the European Union, or E.U., pose further
challenges. These domestic and international laws are not consistent, and compliance with these laws in the event of
a widespread data breach would be complex and costly.

In addition, privacy advocates and industry groups have regularly proposed, and may propose in the future, self-
regulatory standards by which we are legally or contractually bound. If we fail to comply with these obligations or
standards, we may face substantial liability or fines.

Despite our efforts to comply with all applicable data protection laws and regulations, any actual or perceived non-
compliance could result in litigation and proceedings against us by governmental entities, customers, or others, fines
and civil or criminal penalties, limited ability or inability to operate our business, offer services, or market our
business in certain jurisdictions, negative publicity and harm to our brand and reputation, and reduced overall
demand for our products and services. Such occurrences could adversely affect our business, financial condition,
and results of operations.

We have historically been dependent on a single supplier for substantially all of our silicon carbide, or SiC crystals,
the raw materials we use to produce moissanite jewels; if our supply of high-quality SiC crystals is interrupted, our
business may be materially harmed. We are party to an exclusive supply agreement with Wolfspeed, which we have
historically been dependent on for the provision of substantially all of the SiC material we use to produce moissanite
jewels. Under the terms and conditions of the Supply Agreement, we agreed to purchase from Wolfspeed, and
Wolfspeed agreed to supply, all of our required SiC material, subject to terms and conditions that allow us to purchase
certain amounts of SiC materials from third parties under limited conditions. The Supply Agreement will expire by its
terms in 2025, and Wolfspeed has initiated a confidential arbitration alleging we are in breach of the agreement (see
“We are subject to arbitration, litigation, and demands, which could result in significant liability and costs, and
impact our resources and reputation.” and Item 3, “Legal Proceedings”). If our supply of high-quality SiC crystals is
interrupted, then we may not be able to meet demand for moissanite jewels and our business may be materially and
adversely affected. There is no guaranty that we would be able to obtain similar quality SiC crystals from another
provider. There can be no assurance that Wolfspeed will continue to produce and supply us with SiC crystals of
sufficient quality, sizes, and volumes that we desire or that we will be able to continue to negotiate future purchase
commitments at acceptable, competitive prices that enable us to manage our inventories and raw material costs
effectively.

We are subject to certain risks due to our international operations, distribution channels, and vendors. We have
continued our direct international sales operations, with international net sales accounting for approximately 3% of
total consolidated net sales during Fiscal 2023. We also currently have numerous international wholesale distributors
and retail sales channels covering portions of Canada, the U.K., Western Europe, Australia and New Zealand,
Southeast Asia, the Middle East, and China. In addition, we use certain companies based outside the U.S. to facet our
moissanite jewels and to manufacture finished jewelry. Any international expansion plans we choose to undertake will
increase the complexity of our business, require attention from management and other personnel and cause additional
strain on our operations, financial resources and our internal financial control and reporting functions. Further, our
expansion efforts may be unsuccessful as we have limited experience selling our products in certain international
markets and in conforming to the local cultures, standards, or policies necessary to successfully compete in those
markets. In addition, we may have to compete with retailers that have more experience with local markets. Our ability
to expand and succeed internationally may also be limited by the demand for our products, the ability to successfully
transact in foreign currencies, the ability of our brand to resonate with consumers globally and the adoption of online
or Internet commerce in these markets. Different privacy, censorship and liability standards and regulations, and
different intellectual property laws in foreign countries may also prohibit expansion into such markets or cause our
business and results of operations to suffer. Through our planned international expansion and our continued reliance
on development of foreign markets and use of foreign vendors, we are subject to the risks of conducting business
outside of the U.S.

These risks include the following:
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o the adverse effects on U.S.-based companies operating in foreign markets that might result from war;
terrorism; changes in diplomatic, trade, or business relationships (including labor disputes); or other
political, social, religious, or economic instability;

e an outbreak of a contagious disease, such as COVID-19 and other potential future public health crises,
which may cause us or our distributors, vendors, or customers to temporarily suspend our or their
respective operations in the affected city or country;

e the continuing adverse economic effects of any global financial crisis;
e unexpected changes in, or impositions of, legislative or regulatory requirements;
e delays resulting from difficulty in obtaining export licenses;

e international regulatory requirements, tariffs and other trade barriers and restrictions, including the
consequences of U.S. or international led tariff actions;

o the burdens of complying with a variety of foreign laws and regulations, including foreign taxation and
varying consumer and data protection laws, and other factors beyond our control, and the risks of non-
compliance;

e longer payment cycles and greater difficulty in collecting accounts receivable;

e our reliance on third-party carriers for product shipments to our customers;

o risk of theft of our products during shipment;

o limited payment, shipping and insurance options for us and our customers;

o difficulties in obtaining export, import or other business licensing requirements;

e customs and import processes, costs or restrictions;

o the potential difficulty of enforcing agreements with foreign customers and suppliers; and

e the complications related to collecting accounts receivable through a foreign country’s legal or banking
system.

In particular, there is currently significant uncertainty about the future relationship between the U.S. and various other
countries, with respect to trade policies, treaties, government regulations, and tariffs. For example, the recent imposition
of tariffs and/or increase in tariffs on various products by the U.S. and other countries, including China and Canada, have
introduced greater uncertainty with respect to trade policies and government regulations affecting trade between the U.S.
and other countries, and new and/or increased tariffs have subjected, and may in the future subject, us to additional costs
and expenditure of resources. Major developments in trade relations, including the imposition of new or increased tariffs
by the U.S. and/or other countries, and any emerging nationalist trends in specific countries could alter the trade
environment and consumer purchasing behavior which, in turn, could have a material effect on our financial condition
and results of operations. The U.S. and China signed a contingent trade deal to reduce planned tariff increases. However,
because of the current geopolitical unrest in eastern Europe and the apparent Chinese-Russian alliance, concerns over the
stability of these bilateral trade relations continue to exist, and in some cases, have heightened in 2023.

Separately, with the U.K.’s exit from the E.U. in January 2020, known as Brexit, the ongoing uncertainties of the trading
relationship between the U.K. and the E.U. have yet to be completely realized and the ultimate outcome and long-term
impacts for the U.K. and Europe remain uncertain. Ongoing changes and uncertainties related to Brexit, including trade
frictions and Britain’s high inflation rate, continue to subject us to heightened trade risks in that region. In addition,
disruptions to trade and free movement of goods, services, and people to and from the U.K., disruptions to the workforce
of our business partners, increased foreign exchange volatility with respect to the British pound, and additional legal,
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political and economic changes also subject us to further uncertainty in the region. If these actions impacting our
international distribution and sales channels result in increased costs for us or our international partners, such changes
could result in higher costs to us, adversely affecting our operations, particularly as we expand our international presence.

Additionally, while substantially all of our foreign transactions are denominated in U.S. dollars, foreign currency
fluctuations could impact demand for our products or the ability of our foreign suppliers to continue to perform. Further,
some of our foreign distributors operate relatively small businesses and may not have the financial stability to assure their
continuing presence in their markets. There can be no assurance that the foregoing factors will not adversely affect our
operations in the future or require us to modify our anticipated business practices.

Our business and our results of operations could be materially adversely affected as a result of our inability to fulfill
orders on a timely basis. The availability of certain shapes and sizes of our loose moissanite and lab grown diamond
gems, including our Forever-One™, Moissanite by Charles & Colvard®, and Caydia® gems, may be at risk. In addition,
finished jewelry has a large variety of styles of which we maintain on-hand stock for such core designs as stud earrings,
solitaire and three-stone rings, pendants, and bracelets; and made-to-order under strict deadlines for certain wholesale
and direct-to-consumer e-commerce outlets. We must adequately maintain relationships, forecast material and product
demand, and operate within the lead times of third parties that facet jewels and manufacture finished jewelry settings to
ensure adequate on-hand quantities and meet shipment requirements for customer orders in a timely manner. In
addition, we are currently dependent upon certain vendors for most of the faceting of our loose gems. If any or all of
these vendors were to cancel their arrangements with us, we could experience a disruption in our operations and incur
additional costs to procure faceting services from a replacement vendor. The inability to fulfill orders on a timely basis
and within promised customer deadlines could result in a cancellation of the orders and loss of customer goodwill that
could materially and adversely affect our business, results of operations, and financial condition.

We are currently dependent on a limited number of distributor and retail partners in our Traditional segment for
the sale of our products. A significant portion of the moissanite jewels and finished jewelry featuring moissanite
that we sell are distributed through a limited number of distributors and retail partners in our Traditional segment,
and therefore, we are dependent upon these companies for distribution of our products. Our three largest customers
collectively accounted for approximately 21% and 31% of our net sales during the fiscal years ended June 30, 2023
and 2022, respectively. As we continue to build our finished jewelry business, we anticipate in the near term that a
significant portion of the moissanite jewels and finished jewelry featuring moissanite that we sell through our
Traditional segment will continue to be to a limited number of distributors and retailers.

We may experience quality control challenges from time to time that can result in lost revenue and harm to our
brands and reputation. Part of our strategy for success is to align Charles & Colvard with reputable, high-quality,
and sophisticated strategic partners. The achievement of this goal depends in large part on our ability to provide
customers with high-quality moissanite and finished jewelry featuring moissanite. Although we take measures to
ensure that we sell only the best quality products, we may face quality control challenges, which could impact our
competitive advantage. There can be no assurance we will be able to detect and resolve all quality control issues
prior to shipment of products to our distributors, manufacturers, retailers, and end consumers. Failure to do so could
result in lost revenue, lost customers, significant warranty and other expenses, and harm to our reputation.

The effects of COVID-19 and other potential future public health crises, epidemics, pandemics or similar events
on our business, operating results, and cash flows are uncertain. We could be negatively impacted by the
widespread outbreak of an illness or other communicable disease, or any other public health crisis that results in
economic and trade disruptions. During Fiscal 2023, our performance has been affected by supply chain disruptions
and delays, as well as labor challenges associated with employee absences, travel restrictions, remote work, and
adjusted work schedules. The impact of COVID-19 on our operational and financial performance in future periods,
including our ability to execute our business plans in the expected timeframe, remains uncertain and will depend on
future COVID-19-related developments, including the impact of COVID-19 infection or potential new variants or
subvariants, the effectiveness and adoption of COVID-19 vaccines and therapeutics, supplier impacts and related
government actions to prevent and manage disease spread, including the implementation of any federal, state, local
or foreign COVID-19-related controls. The long-term impacts of COVID-19 on consumer shopping and spending
patterns, including product and commodity priorities affected by general economic conditions that impact demand
for our products and services and our business also are difficult to predict, but could negatively affect our future
results and performance.
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Seasonality of our business may adversely affect our net sales and operating income. Sales in the retail jewelry
industry are typically seasonal due to increased consumer purchases during the calendar year-end holiday season.
Because historically we have primarily sold our loose moissanite jewels and finished jewelry featuring moissanite at
wholesale pricing to distributors, manufacturers, and retailers, our sales to support the holiday season have largely
taken place during the third and beginning of the fourth calendar quarters, depending on the sales channel and the
level of advance planning and production our customers undertook. As sales of our finished jewelry featuring
moissanite and lab grown diamonds to retailers and directly to consumers increase, both in dollars and as a
percentage of total sales, our results for the three months in the calendar quarter ending December 31 of each year
may depend upon the general level of retail sales during the holiday season as well as general economic conditions
and other factors beyond our control. In anticipation of increased sales activities during the three months in the
calendar quarter ending December 31 of each year, we may incur significant additional expenses and increases in
our finished jewelry inventory levels to support expected sales in the second half of the calendar year.

We have experienced a higher degree of seasonality in the three months ending December 31, primarily as a result of
the calendar year-end holiday season sales to end consumers through our Online Channels segment and as a result of
increased sales through our brick-and-mortar retailers within our Traditional segment. Our quarterly results of
operations may continue to fluctuate as a result of a number of factors, including seasonal cycles, the timing of new
product introductions, the timing of orders by our customers, and the mix of product sales demand, and these factors
may significantly affect our results of operations in a given quarter.

Our operations could be disrupted by natural disasters. We conduct substantially all of our activities, including
executive management, manufacturing, packaging, and distribution activities, at one central North Carolina location.
Although we have taken precautions to safeguard our facility, including obtaining business interruption insurance,
any future natural disaster, such as a hurricane, flood or fire, could significantly disrupt our operations and delay or
prevent product shipment during the time required to repair, rebuild or replace our facility, which could be lengthy
and result in significant expenses. Furthermore, the insurance coverage we maintain may not be adequate to cover
our losses in any particular case or continue to be available at commercially reasonable rates and terms. In addition,
the vendors that perform some of the faceting of our loose moissanite jewels are located in regions that are
susceptible to tsunamis, flooding, and other natural disasters that may cause a disruption in our vendors’ operations
for sustained periods and the loss or damage of our work-in-process inventories located at such vendors’ facilities.
Damage or destruction that interrupts our ability to deliver our products could impair our relationships with our
customers. Prolonged disruption of our services as a result of a natural disaster may result in product delivery
delays, order cancellations, and loss of substantial revenue, which could materially and adversely affect our
business, results of operations, and financial condition.

Sales of moissanite and lab grown diamond jewelry could be dependent upon the pricing of precious metals,
which is beyond our control. Any increases in the market price of precious metals (primarily gold) could affect the
pricing and sales of jewelry incorporating moissanite jewels and lab grown diamonds. The majority of price
increases in precious metals are passed on to the end consumer in the form of higher prices for finished jewelry.
These higher prices could have a negative impact on the sell-through of moissanite and lab grown diamond jewelry
at the retail level. From 2007 through 2023, the price of gold has fluctuated significantly, resulting in generally
higher retail price points for gold jewelry. Accordingly, higher gold prices could have an adverse impact on both
sales of moissanite and lab grown diamond finished jewelry and the jewelry industry as a whole.

Our current customers may potentially perceive us as a competitor in the finished jewelry business. As described
above, we are currently dependent on a limited number of customers, including distributors and retailers, for the sale
of our products in the Traditional segment. Our design, manufacture, and marketing of finished jewelry featuring
moissanite and lab grown diamonds for sale to distributors and retailers may result in some of these current
customers perceiving us as a competitor, despite our efforts to use primarily non-conflicting sales channels. In
response, these customers may choose to reduce their orders for our products. This reduction in orders could occur
faster than our sales growth in this business, which could materially and adversely affect our business, results of
operations, and financial condition.

If the e-commerce opportunity changes dramatically or if e-commerce technology or providers change their
models, our results of operations may be adversely affected. As e-commerce emerges as one of our primary selling
channels, our business model becomes more reliant on third-party platforms to achieve success. Should our
products, product listings, or business not meet the requirements of certain third-party transactional channels such as
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marketplaces, comparison shopping engines, or social commerce sites, it may affect our ability to meet our revenue
targets. Additionally, Amazon.com, Inc., eBay Inc., Walmart.com, or other desirable e-commerce platforms may
decide to make significant changes to their respective business models, policies, systems, or plans, and those
changes could impair or inhibit our ability to sell our products through those channels. Further, a significant change
in consumer online behavior or the introduction of new or disruptive technology could adversely affect overall e-
commerce trends and diminish the value of investments we have made in select online channels. Any of these results
could cause a significant reduction in our revenue and have a material adverse effect on our results of operations.

Governmental regulation and oversight might adversely impact our operations. We are subject to governmental
regulations in the manufacture and sale of moissanite jewels and finished jewelry featuring moissanite and lab
grown diamonds. In addition, the precious metal in our finished jewelry may be subject to requirements, which vary
by country and by state, such as hallmarking and alloy content. We may be under close scrutiny both by
governmental agencies and by competitors in the gemstone industry, any of which may challenge our promotion and
marketing of our moissanite jewels and finished jewelry products featuring moissanite and lab grown diamonds.
While we have a policy to ensure compliance with applicable regulations, if our production or marketing of
moissanite jewels and/or finished jewelry featuring moissanite and lab grown diamonds is challenged by
governmental agencies or competitors, or if regulations are issued that restrict our ability to market our products, our
business, results of operations, and financial condition could be materially adversely affected.

Risks Related to our Financial Position

The execution of our business plans could significantly impact our liquidity. The execution of our business plans to
expand our Online Channels segment and global market opportunities, as well as to create required inventory of our
Forever One™, Moissanite by Charles & Colvard®, and Caydia® gemstones, requires significant investment of our
resources, which may reduce our cash position. Should we fail to execute our business plans, we could see delays in
the return of cash from our investments, resulting in a decrease in our liquidity. Under our $5.00 million cash
collateralized line of credit facility, or the JPMorgan Chase Credit Facility that we obtained from JPMorgan Chase
Bank, N.A., effective July 7, 2021, as amended July 28, 2022 and amended further effective June 21, 2023, failure to
comply with the covenants and defaults contained in the JPMorgan Chase Credit Facility or any other instrument or
document executed in connection with the JPMorgan Chase Credit Facility could restrict our ability to draw on such
facility. In addition, we currently have an effective shelf registration statement on Form S-3 on file with the SEC that
allows us to periodically offer and sell, individually or in any combination, shares of common stock, shares of
preferred stock, warrants to purchase shares of common stock or preferred stock, and units consisting of any
combination of the foregoing types of securities, up to a total of $25.00 million, of which all is available. However, we
may offer and sell no more than one-third of our public float (which is the aggregate market value of our outstanding
common stock held by non-affiliates) in any 12-month period. Further, if we would be unable to access the capital
markets or issue equity securities on terms that are acceptable to us or at all, our cash, cash equivalents, and restricted
cash and other working capital may be constrained to meet our working capital and capital expenditure needs. Given
our current liquidity position, it is unlikely that we would not be able to draw on the JPMorgan Chase Credit Facility,
as amended, which matures on July 31, 2024. There is no guarantee of extension or renewal in connection with the
terms and conditions of the JPMorgan Chase Credit Facility.

We are subject to arbitration, litigation, and demands, which could result in significant liability and costs, and
impact our resources and reputation. From time to time, we may be involved in legal proceedings or
subject to claims incident to the ordinary course of business. The outcome of litigation is

inherently uncertain, and there can be no assurances that favorable outcomes will be obtained. On
July 28, 2023, Wolfspeed initiated a confidential arbitration against us for breach of contract claiming damages, plus
interest, costs, and attorneys’ fees. Wolfspeed has alleged that the Company failed to satisfy the purchase obligations
provided in the Supply Agreement for Fiscal 2023 in the amount of $4.25 million and failed to pay for $3.30 million
of SiC crystals Wolfspeed delivered to us. Wolfspeed further alleges that the Company intends to breach our
remaining purchase obligations under the Supply Agreement, representing an additional $18.5 million in alleged
damages. This arbitration and other such proceedings or claims could result in adverse judgments, settlements, fines,
penalties, injunctions, or other relief and, regardless of outcome, can have an adverse impact on us for reasons
including diverting management’s attention away from our business operations and incurring substantial costs and
expenses relating directly to these actions. For more information on our pending legal proceedings, see “Part I, Item
3. Legal Proceedings”.

The financial difficulties or insolvency of one or more of our major customers or their lack of willingness and
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ability to market our products could adversely affect results. We are subject to a concentration of credit risk
amongst our major customers (some of whom are distributors), and a default by any of these customers on their
amounts owed to us could have a material adverse effect on our financial position. Future sales and our ability to
collect accounts receivable depend, in part, on the financial strength of our customers and our distributors’
willingness and ability to successfully market our products. We estimate an allowance for accounts for which
collectability is at risk and this allowance adversely impacts profitability. In the event customers experience greater
than anticipated financial difficulties, insolvency, or difficulty marketing products, we expect profitability to be
further adversely impacted by our failure to collect accounts receivable in excess of the amount due, net of the
estimated allowance. In these circumstances, we may demand the return of product sold to such customers, resulting
in an increase in inventory and a reduction in accounts receivable.

Negative or inaccurate information on social media could adversely affect our brand and reputation. We are
actively using various forms of digital and social media outreach to accomplish greater awareness of our brand and
the value proposition we offer. These social media platforms and other forms of Internet-based communications
allow access not only by us, but by any individual, to a broad audience of consumers and other interested persons.
Consumers value readily available information concerning goods that they have or plan to purchase; however, they
may act on such information without further investigation or authentication. Many social media platforms, including
those relating to recruiting and placement activities, immediately publish the content of their participants’ posts,
often without filters or checks on accuracy of the content posted. While we actively monitor social media sites, we
may be unable to quickly and effectively respond to or correct inaccurate and/or unfavorable information posted on
social media platforms. Any such information may harm our reputation or brand, which could in turn materially and
adversely affect our business, results of operations, and financial condition.

We rely on assumptions, estimates and data to calculate certain of our key metrics and real or perceived
inaccuracies in such metrics may harm our reputation and negatively affect our business. We believe that certain
metrics are key to our business, including but not limited to average order value, or AOV, and revenue growth for
charlesandcolvard.com, our primary transactional website. As both the industry in which we operate and our
business continue to evolve, so too might the metrics by which we evaluate our business. While the calculation of
these metrics is based on what we believe to be reasonable estimates, our internal tools are not independently
verified by a third party and may have a number of limitations and, furthermore, our methodologies for tracking
these metrics may change over time. We continue to improve upon our tools and methodologies to capture data and
believe that our current metrics are accurate; however, the improvement of our tools and methodologies could cause
inconsistency between current data and previously reported data, which could confuse investors or lead to questions
about the integrity of our data. In addition, if the internal tools we use to track these metrics under-count or over-
count performance or contain algorithm or other technical errors, the data we report may not be accurate.
Accordingly, you should not place undue reliance on these metrics.

We