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United States

Securities and Exchange Commission
Washington, D.C. 20549

Form 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES AND
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2012

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES AND
EXCHANGE ACT OF 1934

Commission File Number 000-27517

GAIAM, INC.
(Exact name of registrant as specified in its charter)
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COLORADO 84-1113527
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
833 WEST SOUTH BOULDER ROAD,

LOUISVILLE, COLORADO 80027

(Address of principal executive offices)

(303) 222-3600

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities and Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been
subject to such filing requirements for the past 90 days.    YES  x    NO  ¨

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

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

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    YES  ¨    NO  x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date:

Class Outstanding at August 6, 2012
Class A Common Stock ($.0001 par value) 17,309,343
Class B Common Stock ($.0001 par value) 5,400,000
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This report may contain forward-looking statements that involve risks and uncertainties. The words �anticipate,� �believe,� �plan,� �estimate,� �expect,�
�strive,� �future,� �intend� and similar expressions are intended to identify such forward-looking statements. Our actual results could differ materially
from the results anticipated in these forward-looking statements as a result of certain factors set forth under �Management�s Discussion and
Analysis of Financial Condition and Results of Operations,� �Quantitative and Qualitative Disclosures about Market Risk� and elsewhere in this
report. Risks and uncertainties that could cause actual results to differ include, without limitation, general economic conditions, competition, loss
of key personnel, pricing, brand reputation, consumer trends, acquisitions, new initiatives undertaken by us, security and information systems,
legal liability for website content, merchandise supply problems, failure of third parties to provide adequate service, our reliance on centralized
customer service, overstocks and merchandise returns, our reliance on a centralized fulfillment center, increases in postage and shipping costs,
E-commerce trends, future Internet related taxes, our founder�s control of us, fluctuations in quarterly operating results, customer interest in our
products, the effect of government regulation and other risks and uncertainties included in our filings with the Securities and Exchange
Commission. We caution you that no forward-looking statement is a guarantee of future performance, and you should not place undue reliance
on these forward-looking statements which reflect our view only as of the date of this report. We undertake no obligation to update any
forward-looking information.

PART I�FINANCIAL INFORMATION

Item 1. Financial Statements (Unaudited)
Unaudited Interim Condensed Consolidated Financial Statements

We have prepared our unaudited interim condensed consolidated financial statements included herein pursuant to the rules and regulations of the
United States Securities and Exchange Commission. Certain information and note disclosures normally included in annual financial statements
prepared in accordance with accounting principles generally accepted in the United States have been condensed or omitted pursuant to these
rules and regulations, although we believe that the disclosures made are adequate to make the information not misleading. In our opinion, the
unaudited interim condensed financial statements contain all adjustments (consisting of only normal recurring adjustments) necessary to present
fairly, in all material respects, our consolidated financial position as of June 30, 2012, the interim results of operations for the three and six
months ended June 30, 2012 and 2011, and cash flows for the six months ended June 30, 2012 and 2011. These interim statements have not been
audited. The balance sheet as of December 31, 2011 was derived from our audited consolidated financial statements included in our annual
report on Form 10-K. The interim condensed consolidated financial statements contained herein should be read in conjunction with our audited
financial statements, including the notes thereto, for the year ended December 31, 2011.
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GAIAM, INC.

Condensed consolidated balance sheets

(in thousands, except share and per share data)
June 30,

2012
December 31,

2011
(unaudited)

ASSETS
Current assets:
Cash $ 11,460 $ 14,545
Accounts receivable, net 24,825 31,113
Inventory, less allowances 30,783 29,205
Deferred advertising costs 3,301 3,303
Deferred tax assets 6,471 6,686
Receivable from equity method investee 2,183 2,176
Advances 16,198 5,336
Other current assets 2,324 1,969

Total current assets 97,545 94,333
Property and equipment, net 23,930 23,664
Media library, net 14,335 14,576
Deferred tax assets 14,497 12,636
Goodwill 9,405 2,673
Other intangibles, net 8,249 569
Equity method investment 12,660 14,300
Other assets 592 539

Total assets $ 181,213 $ 163,290

LIABILITIES AND EQUITY
Current liabilities:
Line of credit $ 14,000 $ �  
Accounts payable 18,446 21,069
Participations payable 16,676 7,851
Accrued liabilities 3,744 3,196

Total current liabilities 52,866 32,116
Commitments and contingencies
Equity:
Gaiam, Inc. shareholders� equity:
Class A common stock, $.0001 par value, 150,000,000 shares authorized, 17,309,343 and 17,297,844 shares
issued and outstanding at June 30, 2012 and December 31, 2011, respectively 2 2
Class B common stock, $.0001 par value, 50,000,000 shares authorized, 5,400,000 issued and outstanding at
June 30, 2012 and December 31, 2011 1 1
Additional paid-in capital 159,357 158,773
Accumulated other comprehensive income 111 113
Accumulated deficit (34,051) (30,779) 

Total Gaiam, Inc. shareholders� equity 125,420 128,110
Noncontrolling interest 2,927 3,064

Total equity 128,347 131,174

Total liabilities and equity $ 181,213 $ 163,290
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See accompanying notes to the interim condensed consolidated financial statements.
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GAIAM, INC.

Condensed consolidated statements of operations

For the Three Months Ended
June 30,

For the Six Months Ended
June 30,

(in thousands, except per share data) 2012 (a) 2011 (a) 2012 (a) 2011 (a)
(unaudited) (unaudited)

Net revenue $ 45,446 $ 50,709 $ 92,779 $ 105,521
Cost of goods sold 17,435 28,107 37,662 57,059

Gross profit 28,011 22,602 55,117 48,462

Expenses:
Selling and operating 26,896 24,966 51,057 49,349
Corporate, general and administration 3,081 2,800 5,654 5,832
Acquisition-related costs �  2,010 1,667 2,010

Total expenses 29,977 29,776 58,378 57,191

Loss from operations (1,966) (7,174) (3,261) (8,729) 

Interest and other income (expense) (123) 61 (67) 107
Loss from equity method investment (944) �  (1,640) �  

Loss before income taxes and noncontrolling interest (3,033) (7,113) (4,968) (8,622) 

Income tax benefit (924) (2,135) (1,561) (2,703) 

Net loss (2,109) (4,978) (3,407) (5,919) 

Net loss attributable to noncontrolling interest 56 837 135 778

Net loss attributable to Gaiam, Inc. $ (2,053) $ (4,141) $ (3,272) $ (5,141) 

Net loss per share attributable to Gaiam, Inc. common shareholders:
Basic $ (0.09) $ (0.18) $ (0.14) $ (0.22) 

Diluted $ (0.09) $ (0.18) $ (0.14) $ (0.22) 

Weighted-average shares outstanding:
Basic 22,702 23,314 22,700 23,307

Diluted 22,702 23,314 22,700 23,307

(a) RSOL was deconsolidated and accounted for as an equity method investment effective December 31, 2011. Consequently, RSOL is
reported as an equity method investment for the three and six months ended June 30, 2012 and as a consolidated subsidiary for the three
and six months ended June 30, 2011.
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If RSOL had been deconsolidated as of January 1, 2011, on a pro forma basis, net revenue, net loss attributable to Gaiam, Inc., and net loss per
share would have been $30.8 million, $3.9 million, and $0.17 per share for the three months ended June 30, 2011, respectively, and $68.1
million, $4.9 million, and $0.21 per share for the six months ended June 30, 2011, respectively.

See Supplemental Pro Forma Financial Information on page 14 of this Form 10-Q.

See accompanying notes to the interim condensed consolidated financial statements.
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GAIAM, INC.

Condensed consolidated statements of comprehensive loss

For the Three Months Ended
June 30,

For the Six Months Ended
June 30,

(in thousands, except per share data) 2012 2011 2012 2011
(unaudited) (unaudited)

Net loss $ (2,109) $ (4,978) $ (3,407) $ (5,919) 
Other comprehensive income (loss), foreign currency translation, net of tax (14) 28 (4) 46

Comprehensive loss (2,123) (4,950) (3,411) (5,873) 

Less: comprehensive loss attributable to the noncontrolling interest 63 823 137 755

Comprehensive loss attributable to Gaiam, Inc. shareholders $ (2,060) $ (4,127) $ (3,274) $ (5,118) 

See accompanying notes to the interim condensed consolidated financial statements.
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GAIAM, INC.

Condensed consolidated statements of cash flows

For the Six Months Ended
June 30,

(in thousands) 2012 2011
(unaudited)

Operating activities
Net loss $ (3,407) $ (5,919) 
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation 1,142 1,450
Amortization 2,791 1,357
Share-based compensation expense 586 686
Deferred and stock option income tax benefit (1,666) (3,091) 
Loss on translation of foreign currency 20 �  
Losses from equity method investment 1,640 �  
Changes in operating assets and liabilities, net of effects from acquisitions:
Accounts receivable, net 31,398 23,195
Inventory, net (3,592) 2,083
Deferred advertising costs (712) (650) 
Receivable from equity method investee 8 �  
Income taxes receivable �  161
Advances (4,925) (1,136) 
Other current assets (407) (4,630) 
Accounts payable (2,842) (5,906) 
Participations payable (3,664) (1,015) 
Accrued liabilities 992 (2,751) 
Deferred revenue and other current liabilities �  2,056

Net cash provided by operating activities 17,362 5,890

Investing activities
Purchase of property, equipment and media rights (2,324) (2,319) 
Purchase of business (13,400) �  
Cash from acquired business �  3,416
Collection of note receivable �  2,700
Change in restricted cash �  56

Net cash (used in) provided by investing activities (15,724) 3,853

Financing activities
Net borrowings (payments) on revolving line of credit 14,000 (987) 
Principal payments on debt (18,703) (9) 
Net proceeds from issuance of common stock and tax benefits from option exercises �  77

Net cash used in financing activities (4,703) (919) 

Effect of exchange rates on cash (20) 70
Net change in cash (3,085) 8,894
Cash at beginning of period 14,545 28,773

Cash at end of period $ 11,460 $ 37,667

Edgar Filing: GAIAM, INC - Form 10-Q

Table of Contents 10



Supplemental cash flow information
Income taxes paid $ 344 $ 256
Interest paid $ 121 $ 10

See accompanying notes to the interim condensed consolidated financial statements
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Notes to interim condensed consolidated financial statements

1. Organization, Nature of Operations, and Principles of Consolidation
References in this report to �we�, �us�, �our� or �Gaiam� refer to Gaiam, Inc. and its consolidated subsidiaries, unless we indicate otherwise. We are a
lifestyle media company providing a broad selection of information, media, products and services to customers who value personal
development, wellness, ecological lifestyles, responsible media and conscious community. We were incorporated under the laws of the State of
Colorado on July 7, 1988.

We have prepared the accompanying unaudited interim condensed consolidated financial statements in accordance with accounting principles
generally accepted in the United States, or GAAP, and they include our accounts and those of our subsidiaries. Intercompany transactions and
balances have been eliminated.

The unaudited condensed consolidated financial position, results of operations and cash flows for the interim periods disclosed in this report are
not necessarily indicative of future financial results.

2. Significant Accounting Policies
No changes were made to our significant accounting policies during the three and six months ended June 30, 2012, except for the
implementation on January 1, 2012 of the Financial Accounting Standards Board�s accounting standard update relating to the presentation of
other comprehensive income. As a result of adopting this standard, the components of our condensed consolidated comprehensive income are
now presented as separate financial statements immediately following our condensed consolidated statements of operations.

Use of Estimates and Reclassifications

The preparation of financial statements in accordance with GAAP requires us to make estimates and assumptions that affect the amounts
reported in the accompanying financial statements and disclosures. Although we base these estimates on our best knowledge of current events
and actions that we may undertake in the future, actual results may be different from the estimates. We have made certain reclassifications to
prior period amounts to conform to the current period presentations.

3. Equity Method Investment and Receivable From Investee
In connection with Real Goods Solar�s acquisition of Earth Friendly Energy Group Holdings LLC dba Alteris Renewables, Inc., we loaned for
twelve months Real Goods Solar $1.7 million on December 30, 2011. The remainder of the amount receivable from equity method investee
represents amounts owed in the ordinary course of business under our Intercorporate Services and Industrial Building Lease Agreements with
Real Goods Solar. Charges under these agreements are typically billed and collected at least quarterly.

As specified by our Tax Sharing Agreement with Real Goods Solar, to the extent Real Goods Solar becomes entitled to utilize certain loss
carryforwards relating to periods prior to its initial public offering, it will distribute to us the tax effect (estimated to be 34% for federal income
tax purposes) of the amount of such tax loss carryforwards so utilized. These net operating loss carryforwards expire beginning in 2018 if not
utilized. Due to our step acquisitions of Real Goods Solar, it experienced �ownership changes� as defined in Section 382 of the Internal Revenue
Code. Accordingly, its use of the net operating loss carryforwards is limited by annual limitations described in Sections 382 and 383 of the
Internal Revenue Code. As of June 30, 2012, $4.4 million of these net operating loss carryforwards remained available for current and future
utilization, meaning that Real Goods Solar�s potential future payments to us, which would be made over a period of several years, could therefore
aggregate to approximately $1.6 million based on current tax rates.

At June 30, 2012, we owned approximately 37.5% of Real Goods Solar�s Class A common stock with trading value of $11.3 million based on the
closing market price of Real Goods Solar�s Class A common stock on June 30, 2012. At June 30, 2012, our equity in the net assets of Real Goods
Solar was approximately $17.5 million.
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Summarized financial information for our equity method investee, Real Goods Solar, is as follows:

(in thousands)
June 30,

2012
Current assets $ 36,823
Noncurrent assets 36,266

Total assets $ 73,089

Current liabilities $ 25,734
Noncurrent liabilities 630

Total liabilities $ 26,364

(in thousands)

For the
Three

Months
Ended

June 30,
2012

For the
Six

Months
Ended

June 30,
2012

Net revenue $ 21,447 $ 39,703
Gross profit 5,319 11,746
Net loss (2,518) (4,374) 

4. Mergers and Acquisitions
On March 28, 2012, we obtained 100% of the voting equity interests of VE Newco, LLC (�Gaiam Vivendi Entertainment�), a subsidiary
comprised of the former Vivendi Entertainment division of Universal Music Group Distribution, Corp. (�UMG�), pursuant to a Purchase
Agreement dated March 6, 2012, as amended, between UMG and one of our subsidiaries. Gaiam Vivendi Entertainment, with its exclusive
distribution rights agreements with large independent studios/content providers, distributes entertainment content through home video, digital
and television distribution channels.

The provisional total consideration transferred was $32.1 million and was comprised of $13.4 million in cash and a $18.7 million non-interest
bearing, 90 day promissory note (�Note�) representing the carrying value of Gaiam Vivendi Entertainment�s working capital. Under the terms of
the Note and other related Gaiam Vivendi Entertainment acquisition agreements, UMG was to collect the pre-closing accounts receivable of
Gaiam Vivendi Entertainment for a 90 day period following the closing date of the acquisition and apply those collections to the Note, with any
excess remitted to Gaiam Vivendi Entertainment. By mid-June 2012, UMG had collected enough funds from Gaiam Vivendi Entertainment�s
pre-closing accounts receivable to fully satisfy the Note. The consideration excluded nil and $1.7 million of expenses that were reported as
acquisition-related costs in our condensed consolidated statement of operations for the three and six months ended June 30, 2012, respectively.
The acquisition also effectively settled a preexisting media distribution relationship between Gaiam Vivendi Entertainment and us, resulting in
the elimination upon consolidation of certain accounts receivable, participations payable and inventory balances.

We acquired Gaiam Vivendi Entertainment, with its distribution rights to over 3,000 media titles, to materially strengthen our existing media
distribution services platform and elevate us to the third largest non-theatrical content distributor in the United States. With the combined scale
of Gaiam Vivendi Entertainment�s and our existing distribution operations, we expect to realize significant operational and financial synergies,
including reduced third-party distribution costs and lower post-production and digital distribution costs, which are projected to increase our
gross margins. These anticipated strategic benefits will be the primary contributors to any goodwill resulting from the acquisition.

The estimated purchase price and fair values of assets acquired and liabilities assumed are provisional and are based on currently available
information. We believe that information provides a reasonable basis for estimating the consideration transferred and the fair values of assets
acquired and liabilities assumed, but we are waiting for additional information necessary to finalize those amounts. Therefore, the provisional
purchase price and measurements of fair value reflected below are subject to change. We expect to finalize the purchase price during the third
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quarter of 2012 and determine valuations and complete the purchase price allocation as soon as practicable, but no later than one year from the
acquisition date. Any goodwill identified is attributable to our business segment and deductible for tax purposes.
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The following table summarizes the provisional estimated purchase price and fair values of Gaiam Vivendi Entertainment�s acquired net assets,
which are additions to our business segment�s net assets.

(in thousands)
March 28,

2012
Accounts receivable $ 25,113
Advances 5,903
Other current assets 33
Goodwill 6,731
Other intangibles 8,600

Total assets 46,380

Participations payable (12,013) 
Accrued liabilities (2,264) 

Net assets acquired $ 32,103

We included the results of operations from Gaiam Vivendi Entertainment in our consolidated financial statements from March 28, 2012.
Consequentially, $6.3 million and $6.6 million of net revenue and $1.1 million and $1.2 million of net income attributable to Gaiam Vivendi
Entertainment are included in our condensed consolidated statement of operations for the three and six months ended June 30, 2012,
respectively.

The following is supplemental unaudited interim pro forma information for the Gaiam Vivendi Entertainment acquisition as if we had acquired
this business on January 1, 2011. RSOL was not deconsolidated until December 31, 2011 and, thus, the 2011 supplemental pro forma results
below reflect RSOL on a consolidated basis. The pro forma net losses were decreased by $0.8 million for the six months ended June 30, 2012
and decreased by $0.7 million and $1.0 million for the three and six months ended June 30, 2011, respectively, to reflect the removal of
amortization related to Gaiam Vivendi Entertainment�s historical intangibles, less amortization related to intangibles resulting from our
acquisition of Gaiam Vivendi Entertainment. The pro forma adjustments were based on available information and upon assumptions that we
believe were reasonable in order to reflect, on a supplemental pro forma basis, the impact of this acquisition on our historical financial
information.

Supplemental Pro Forma (Unaudited)
Three Months Ended

June 30,
Six Months Ended

June 30,
(in thousands, except per share data) 2012 2011 (a) 2012 2011 (a)
Net revenue $ 45,446 $ 55,540 $ 101,820 $ 117,511

Net loss attributable to Gaiam, Inc. $ (2,053) $ (5,560) $ (2,157) $ (7,092) 

Net loss per share - basic $ (0.09) $ (0.24) $ (0.10) $ (0.30) 

Net loss per share - diluted $ (0.09) $ (0.24) $ (0.10) $ (0.30) 

(a) The 2011 pro forma results reflect Real Goods Solar on a consolidated basis. Real Goods Solar was deconsolidated on December 31, 2011.
If Real Goods Solar had been deconsolidated as of January 1, 2011, pro forma results would have been net revenue of $35.6 million and
$80.1 million, net loss of $5.3 million and $6.8 million, and diluted net loss per share of $0.23 and $0.29 for the three and six months
ended June 30, 2011, respectively.
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5. Advances
Advances represent amounts prepaid to studio/content producers for which we provide media distribution services and to talent involved with
our media productions.

6. Line of Credit
We have a revolving line of credit agreement with a financial institution with a current expiration date of November 16, 2012. The credit
agreement permits borrowings up to the lesser of $15 million or our borrowing base which is calculated based upon the collateral value of our
accounts receivable, inventory, and certain property and equipment. Borrowings under this agreement bear interest at the prime rate, provided,
however, that at no time will the rate be less than 4.25% per annum. Borrowings are secured by a pledge of certain of our assets, and the
agreement contains various financial covenants, including covenants requiring compliance with certain financial ratios. At June 30, 2012, we
had $14.0 million of outstanding borrowings under this agreement and another $0.5 million was reserved for outstanding letters of credit. On
August 1, 2012, in conjunction with our entering into a new revolving credit and security agreement with a different financial institution, we
repaid all the outstanding borrowings and terminated this credit agreement. See Note 13. Subsequent Events.
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7. Participations Payable
Participations payable represents amounts owed to studios/content producers for which we provide media distribution services and to talent
involved with our media productions.

8. Equity
During the first half of 2012, we issued 11,499 shares of our Class A common stock under our 2009 Long-Term Incentive Plan to certain of our
independent directors, in lieu of cash compensation, for services rendered in 2012. We recorded these shares at their estimated fair value based
on the market�s closing price of our stock on the date the shares were issued, which by policy is the last trading day of each quarter in which the
services were rendered.

The following is a reconciliation from December 31, 2011 to June 30, 2012 of the carrying amount of total equity, equity attributable to
Gaiam, Inc., and equity attributable to the noncontrolling interest.

Gaiam, Inc. Shareholders

(in thousands) Total
Comprehensive

Loss
Accumulated

Deficit

Accumulated
Other

Comprehensive
Income

Class A
and Class B

Common
Stock

Paid-in
Capital

Noncontrolling
Interest

Balance at December 31, 2011 $ 131,174 $ (30,779) $ 113 $ 3 $ 158,773 $ 3,064
Issuance of Gaiam, Inc. common stock,
including related taxes, and share-based
compensation 584 �  �  �  584 �  
Comprehensive loss:
Net loss (3,407) (3,407) (3,272) �  �  �  (135) 
Foreign currency translation adjustment, net of
taxes of $2 (4) (4) �  (2) �  �  (2) 

Comprehensive loss (3,411) $ (3,411) �  �  �  �  �  

Balance at June 30, 2012 $ 128,347 $ (34,051) $ 111 $ 3 $ 159,357 $ 2,927

9. Comprehensive Loss
The tax effects allocated to our other comprehensive income (loss) component, foreign currency translation, were as follows:

Three Months Ended
June 30,

Six Months Ended
June 30,

(in thousands) 2012 2011 2012 2011
Before-tax amount $ (20) $ 36 $ (6) $ 62
Tax (expense) benefit (6) 8 2 16

Net-of-tax amount $ (14) $ 28 $ (4) $ 46

10. Share-Based Payments
During the first half of 2012, we granted 105,000 stock options under our 2009 Long-Term Incentive Plan and cancelled 8,560 stock options
previously issued under our 1999 and 2009 Long-Term Incentive Plans. Total share-based compensation expense was $0.2 million and $0.3
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million for the three months ended June 30, 2012 and 2011, respectively, and $0.6 million and $0.7 million for the six months ended June 30,
2012 and 2011, respectively, and are shown in corporate, general and administration expenses on our condensed consolidated statements of
operations.

On March 5, 2012, for options previously granted under our 1999 Long-Term Incentive Plan to seven employees that were scheduled to expire
within the next two years, we extended the original expiration dates by two years. These modifications resulted in total incremental share-based
compensation cost of approximately $0.1 million that was immediately recognizable.
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11. Net Loss Per Share Attributable To Gaiam, Inc. Common Shareholders
Basic net loss per share attributable to Gaiam, Inc. common shareholders excludes any dilutive effects of options. We compute basic net loss per
share attributable to Gaiam, Inc. common shareholders using the weighted average number of shares of common stock outstanding during the
period. We compute diluted net loss per share attributable to Gaiam, Inc. common shareholders using the weighted average number of shares of
common stock and common stock equivalents outstanding during the period. We excluded common stock equivalents of 1,398,000 and 876,000
for the three months ended June 30, 2012 and 2011, respectively, and 1,360,000 and 749,000 for the six months ended June 30, 2012 and 2011,
respectively, from the computation of diluted net loss per share attributable to Gaiam, Inc. common shareholders because their effect was
antidilutive.

The following table sets forth the computation of basic and diluted net loss per share attributable to Gaiam, Inc. common shareholders:

Three Months Ended
June 30,

Six Months Ended
June 30,

(in thousands, except per share data) 2012 2011 2012 2011
Numerator for basic and diluted net loss per share attributable to Gaiam, Inc. common
shareholders $ (2,053) $ (4,141) $ (3,272) $ (5,141) 
Denominator:
Weighted average shares for basic net loss per share attributable to Gaiam, Inc. common
shareholders 22,702 23,314 22,700 23,307
Effect of dilutive securities:
Weighted average of common stock and stock options �  �  �  �  

Denominators for diluted net loss per share attributable to Gaiam, Inc. common
shareholders 22,702 23,314 22,700 23,307

Net loss per share attributable to Gaiam, Inc. common shareholders - basic $ (0.09) $ (0.18) $ (0.14) $ (0.22) 

Net loss per share attributable to Gaiam, Inc. common shareholders - diluted $ (0.09) $ (0.18) $ (0.14) $ (0.22) 

12. Segment Information
Real Goods Solar was deconsolidated on December 31, 2011, and, thus, the segment information below reports RSOL as an equity method
investment for 2012 and as a consolidated subsidiary for 2011. Since RSOL�s deconsolidation we manage our business and aggregate our
operational and financial information in accordance with two reportable segments. The direct to consumer segment contains direct response
marketing program, catalog, Internet, retail store and subscription channels; and the business segment comprises retailer, media distribution, and
corporate account channels.

Although we are able to track sales by channel, the management, allocation of resources, and analysis and reporting of expenses are presented on
a combined basis, at the reportable segment level. Contribution margin is defined as net revenue less cost of goods sold and total operating
expenses.

Financial information for our segments is as follows:

Three Months Ended
June 30,

Six Months Ended
June 30,

(in thousands) 2012 2011 2012 2011
Net revenue:
Direct to consumer $ 16,921 $ 16,206 $ 38,491 $ 34,108
Business 28,525 14,549 54,288 34,034
Solar (RSOL) �  19,954 �  37,379
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Consolidated net revenue 45,446 50,709 92,779 105,521

Contribution loss:
Direct to consumer (3,585) (2,093) (5,427) (3,160) 
Business 1,619 (3,207) 2,166 (3,761) 
Solar �  (1,874) �  (1,808) 

Consolidated contribution loss (1,966) (7,174) (3,261) (8,729) 

Reconciliation of contribution loss to net loss attributable to Gaiam, Inc.:
Interest and other income (expense) (123) 61 (67) 107
Loss from equity method investment in RSOL (944) �  (1,640) �  
Income tax benefit (924) (2,135) (1,561) (2,703) 
Net loss attributable to noncontrolling interest 56 837 135 778

Net loss attributable to Gaiam, Inc. $ (2,053) $ (4,141) $ (3,272) $ (5,141) 

11
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13. Subsequent Events
On July 31, 2012, each of our subsidiaries Gaiam Americas, Inc., SPRI Products, Inc., GT Direct, Inc., and VE Newco, LLC dba Gaiam Vivendi
Entertainment (collectively the �Borrowers�) entered into a Revolving Credit and Security Agreement (the �Credit Agreement�) with PNC Bank,
N.A. (�PNC�), as agent and lender. Borrowings are secured by a pledge of the Borrower�s assets. The Credit Agreement provides for a revolving
line of credit of up to $35 million, subject to borrowing base and related limitations. Subject to certain limitations, the principal amount of the
revolving loan is due and payable on the earlier of July 30, 2015 or upon the termination of the Credit Agreement.

For advances that are not Eurodollar rate loans, referred to as �domestic rate loans� in the Credit Agreement, annual interest will accrue at a rate
equal to 0.75% plus the higher of (i) PNC�s stated commercial lending rate in effect on such day, (ii) the Federal Funds Open Rate (as defined in
the Credit Agreement; essentially the daily federal funds open rate as quoted by ICAP North America, Inc. (or any successor) as published by
Bloomberg) in effect on such day plus 0.5%, and (iii) the sum of the Daily LIBOR Rate (as defined in the Credit Agreement; essentially the rate
resulting from dividing (x) the daily London Interbank Offered Rates published in the Wall Street Journal for a one month period by (y) a
number equal to 1.00 minus the Board of Governors of the Federal Reserve System�s reserve percentage with respect to eurocurrency funding) in
effect on such day plus 1.0%. The Borrowers may also obtain Eurodollar rate loans under the revolving line of credit. Eurodollar rate loans will
accrue annual interest at a rate equal to the sum of 2.25% plus the Eurodollar Rate (as defined in the Credit Agreement; essentially the rate
resulting from dividing (x) the rates at which US dollar deposits are offered by leading banks in the London interbank deposit market as
published by Bloomberg, by (y) a number equal to 1.00 minus the Board of Governors of the Federal Reserve System�s reserve percentage with
respect to eurocurrency funding). Interest will be payable monthly in arrears for domestic rate loans and at the end of each interest period for
Eurodollar rate loans. Upon and after the occurrence of an event of default, and during the continuation thereof, at the option of PNC or at the
direction of a certain specified number of lenders, outstanding advances will bear interest at the interest rate set forth above for domestic rate
loans plus 2% per year.

The Borrowers paid a fee of $175,000 to PNC in consideration for entering into the Credit Agreement and will pay PNC a fee equal to 0.5% per
year on the undrawn amount of the revolving line of credit. The Credit Agreement permits voluntary prepayments of amounts borrowed and
reductions or terminations of the revolving commitments pursuant to notice requirements. The Borrowers must also prepay the advances in
amounts equal to the net proceeds of certain sales of collateral and the net proceeds of certain issuances of equity interest or indebtedness. The
Borrowers must pay an early termination fee equal to 2% of the maximum amount of the revolving line of credit if the Borrowers prepay all
advances before July 31, 2013, and an early termination fee equal to 1% of the maximum amount of the revolving line of credit if the Borrowers
prepay all advances before July 31, 2014. The Credit Agreement subjects the Company to certain customary affirmative covenants and
customary restrictive covenants, including, but not limited to, restrictions on the Company�s ability to incur additional indebtedness, create liens,
make investments, pay dividends, and merge. In addition, the Credit Agreement contains customary events of default, including, without
limitation, payment defaults, breaches of representations and warranties, and covenant defaults. If an event of default occurs and is continuing,
amounts due under the Credit Agreement may be accelerated and the rights and remedies of the lenders under the Credit Agreement may be
exercised.

In conjunction with entering into the new Credit Agreement, on August 1, 2012, we paid in full the outstanding balance owed to our prior senior
lender, Wells Fargo Bank, National Association, in the amount of $14.1 million and terminated the underlying Amended and Restated Credit
Agreement, dated July 29, 2005, between Gaiam and Wells Fargo.

As of August 1, 2012, the outstanding borrowings on the new Credit Agreement were approximately $14.2 million at an annual interest rate of
4%.

Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion and analysis of our financial condition and results of operations in conjunction with the condensed
consolidated financial statements and related notes included elsewhere in this document. This section is designed to provide information that will
assist in understanding our condensed consolidated financial statements, changes in certain items in those statements from period to period, the
primary factors that caused those changes and how certain accounting principles, policies and estimates affect the condensed consolidated
financial statements.

Overview and Outlook

We are a lifestyle media company providing a broad selection of information, media, products and services to customers who value personal
development, wellness, ecological lifestyles, and responsible media. We offer our customers the ability to make purchasing decisions and find
responsible content based on these values by providing quality offerings at a price comparable to mainstream alternatives.
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Our media brand is built around our ability to develop and offer media content, products, and lifestyle solutions to consumers in the lifestyles of
health and sustainability, also referred to as �LOHAS,� market. We market our media and products through a multi-channel approach including
traditional media channels, direct to consumers via ecommerce, direct response marketing, subscriptions, digital streaming through Gaiam TV
and catalogs, and through national retailers, digital partners and corporate accounts. Our content forms the basis of our proprietary offerings,
which then drive demand for parallel product and service offerings. Our operations are vertically integrated from content creation, through
product development and sourcing, to customer service and distribution.

We market our products and services across two segments: business and direct to consumer. We distribute the majority of our products from our
fulfillment center or drop-ship products directly to customers. We also utilize a third party replication and fulfillment center for media
distribution in our business segment.

Our business segment sells directly to retailers and digital partners, with our products available in over 60,000 retail doors in the United States.
At the end of the second quarter of 2012, our store within store presentations, which include custom fixtures that we design, were in over 15,000
locations worldwide. In 2008, we launched a media category management role that is part of our long term strategy and a key step in securing
shelf space for media. We have now expanded this strategy to approximately 6,600 doors, up from 6,300 at the end of 2011.

Through its diverse media reach, the direct to consumer segment provides an opportunity to launch and support new media releases, a sounding
board for new product testing, promotional opportunities, a growing subscription base, and customer feedback on Gaiam and the LOHAS
industry�s focus and future.

During the second quarter of 2012, the improvement in our business segment was driven primarily by our acquisition of media distributor Gaiam
Vivendi Entertainment at the end of March 2012 and our media aggregator role with Target, which we expect to leverage and expand to other
retailers and digital partners. This segment also benefited from two new branded product lines: Restore, our at-home rehabilitative and
restorative accessories, and Gaiam Sol, our premium yoga line, both of which we launched during the fourth quarter of 2011. During 2012, this
segment is also offering through its retailer and digital partners several As Seen On TV fitness
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media and healthy living products, some of which will feature The Biggest Loser star, Jillian Michaels, as well as our other branded fitness
media, such as The Firm Express. With our branded products and category management and media aggregator roles, we effectively control the
yoga and fitness offerings at some of the largest retailers in the nation.

In addition to our fitness accessory business, our business segment also distributes entertainment media titles owned by third-party studios and
ourselves. We provide full distribution services including marketing, logistics, and sales to physical and online digital retailers. With the
acquisition of Gaiam Vivendi Entertainment in March 2012, Gaiam�s entertainment media business has grown to become the second largest
non-theatrical content distributor in the United States with rights to over 8,000 titles. By combining the distribution operations of both
companies, we have begun to realize operational and financial synergies, including reduced replication, fulfillment, post-production and digital
distribution costs. Overall, we believe the financial benefits of this acquisition strengthen our position as a leading branded lifestyle media
company with extensive retailer, direct to consumer, and online sales channels. During the second quarter, we incurred certain redundant costs as
we integrated the recently acquired Gaiam Vivendi Entertainment business. In the following months, our entertainment business will be focused
on finalizing the integration of Vivendi and delivering growth through addition of new distribution and licensing contracts as well as expansion
of sales to digital video providers.

During the second quarter in our direct to consumer segment, the direct response television business continued to market the Jillian Michael
Body Revolution media and accessories weight loss product, the sales of which thus far have been very strong. Later in 2012, this business is
expected to launch a next generation healthy cooker and new fitness products. Also during the latter half of 2012, we plan to continue our
repositioning of our ecommerce and catalog product offerings towards more apparel and fitness, as well as transitioning our ecommerce business
to a new more flexible and dynamic platform. We are also continuing to invest in and market our digital platform, Gaiam TV.com, which will
allow us to further leverage our existing subscriber base and catalog and Internet consumer relationships to grow our digital sales through the
delivery of primarily exclusive media content.

Results of Operations

The following table sets forth certain financial data as a percentage of net revenue as indicated:

Three Months Ended
June 30,

Six Months Ended
June 30,

2012(a)
Pro Forma

2011(b) 2011(c) 2012(a)
Pro Forma

2011(b) 2011(c)
Net revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
Cost of goods sold 38.4% 43.9% 55.4% 40.6% 44.1% 54.1% 

Gross profit 61.6% 56.1% 44.6% 59.4% 55.9% 45.9% 

Expenses:
Selling and operating 59.2% 66.3% 49.2% 55.0% 59.4% 46.8% 
Corporate, general and administration 6.7% 7.0% 5.5% 6.1% 6.6% 5.5% 
Acquisition-related costs �  % �  % 4.0% 1.8% �  % 1.9% 

Total expenses 65.9% 73.3% 58.7% 62.9% 66.0% 54.2% 

Loss from operations (4.3)% (17.2)% (14.1)% (3.5)% (10.1)% (8.3)% 

Interest and other income (expense) (0.3)% 0.2% 0.1% (0.1)% 0.2% 0.1% 
Loss from equity method investment in RSOL (2.1)% (1.9)% �  % (1.8)% (0.9)% �  % 
Income tax benefit (2.1)% (5.9)% (4.2)% (1.7)% (3.5)% (2.6)% 
Net loss attributable to noncontrolling interest 0.1% 0.4% 1.6% 0.2% 0.1% 0.7% 

Net loss attributable to Gaiam, Inc. (4.5)% (12.6)% (8.2)% (3.5)% (7.2)% (4.9)% 

Edgar Filing: GAIAM, INC - Form 10-Q

Table of Contents 24



(a) With Real Goods Solar deconsolidated and accounted for as an equity method investment.
(b) As if Real Goods Solar was deconsolidated effective January 1, 2011 and accounted for as an equity method investment.
(c) With Real Goods Solar as a consolidated subsidiary.
Supplemental Pro Forma Financial Information

The following supplemental pro forma information is presented for informational purposes only, as an aid to understanding our historical
financial results as if our deconsolidation of Real Goods Solar had occurred on January 1, 2011. This pro forma should not be considered a
substitute for the actual historical financial information prepared in accordance with generally accepted accounting principles (�GAAP�), as
presented in our filings on Forms 10-Q and 10-K. The unaudited pro forma consolidated financial information disclosed below is for illustrative
purposes only and is not necessarily indicative of results of operations that would have been achieved had the pro forma events taken place on
the date indicated, or our future consolidated results of operations.
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On December 31, 2011, we converted our Real Goods Solar Class B common shares, which had ten votes per share, to Real Goods Solar
Class A common shares, which have one vote per share. As a result of this conversion, our voting ownership decreased to approximately 37.5%
and, thus, we no longer had financial control of Real Goods Solar, but retained significant financial influence. Accordingly, we deconsolidated
Real Goods Solar and reported it as an equity investment on our consolidated balance sheet at December 31, 2011.

The unaudited pro forma condensed consolidated statements of operations for the three and six months ended June 30, 2012 and 2011 present
our condensed consolidated results of operations giving pro forma effect to the deconsolidation of Real Goods Solar as if it had occurred on
January 1, 2011. These pro forma financial statements should be read in connection with our historical unaudited condensed consolidated
financial statements for the three and six months ended June 30, 2012 and 2011, which are included herein.

We have made pro forma adjustments based on currently available information, estimates and assumptions that we believe are reasonable in
order to reflect, on a pro forma basis, the impact of this deconsolidation on our historical financial information.

The following are our unaudited statements of operations as indicated:

For the Three Months Ended
June 30,

For the Six Months Ended
June 30,

(in thousands, except per share data) 2012
Pro Forma

2011 2012
Pro Forma

2011
(unaudited) (unaudited)

Net revenue $ 45,446 $ 30,755 $ 92,779 $ 68,142
Cost of goods sold 17,435 13,513 37,662 30,069

Gross profit 28,011 17,242 55,117 38,073

Expenses:
Selling and operating 26,896 20,383 51,057 40,494
Corporate, general and administration 3,081 2,159 5,654 4,500
Acquisition-related costs �  �  1,667 �  

Total expenses 29,977 22,542 58,378 44,994

Loss from operations (1,966) (5,300) (3,261) (6,921) 

Interest and other income (expense) (123) 70 (67) 114
Loss from equity method investment in RSOL (944) (591) (1,640) (577) 

Loss before income taxes and noncontrolling interest (3,033) (5,821) (4,968) (7,384) 

Income tax benefit (924) (1,827) (1,561) (2,426) 

Net loss (2,109) (3,994) (3,407) (4,958) 

Net loss attributable to noncontrolling interest 56 126 135 84

Net loss attributable to Gaiam, Inc. $ (2,053) $ (3,868) $ (3,272) $ (4,874) 

Net loss per share attributable to Gaiam, Inc. common shareholders:
Basic $ (0.09) $ (0.17) $ (0.14) $ (0.21) 

Diluted $ (0.09) $ (0.17) $ (0.14) $ (0.21) 
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Weighted-average shares outstanding:
Basic 22,702 23,314 22,700 23,307

Diluted 22,702 23,314 22,700 23,307
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Three Months Ended June 30, 2012 Compared to Three Months Ended June 30, 2011

Net revenue. Net revenue decreased $5.3 million, or 10.4%, to $45.4 million during the second quarter of 2012 from $50.7 million during the
second quarter of 2011. Excluding our formerly consolidated subsidiary, Real Goods Solar, which was deconsolidated on December 31,
2011(refer to the Supplemental Pro Forma Financial Information above), net revenue increased $14.7 million, or 47.8%, during the second
quarter of 2012 as compared to the second quarter of 2011. Net revenue in our business segment increased $14.0 million, or 96.1%, to $28.5
million during the second quarter of 2012 from $14.6 million during the second quarter of 2011, due to our acquisition of media distributor
Gaiam Vivendi Entertainment at the end of March 2012 and our continued strength at our large retailers, as well as our media aggregator role for
Target that commenced during the fourth quarter of 2011. Net revenue in our direct to consumer segment increased $0.7 million, or 4.4%, to
$16.9 million during the second quarter of 2012 from $16.2 million during the second quarter of 2011, primarily attributable to increased sales in
our direct response marketing business due to our repositioning of that business in 2011.

Cost of goods sold. Cost of goods sold decreased $10.7 million, or 38.0%, to $17.4 million during the second quarter of 2012 from $28.1 million
during the second quarter of 2011. Excluding Real Goods Solar, cost of goods sold increased $3.9 million, or 29.0%, during the second quarter
of 2012 as compared to the second quarter of 2011 and, as a percentage of net revenue, decreased to 38.4% during the second quarter of 2012
from 43.9% during the second quarter of 2011. Cost of goods sold in our business segment increased $3.7 million, or 46.1%, to $11.7 million
during the second quarter of 2012 from $8.0 million during the second quarter of 2011 and, as a percentage of net revenue, decreased to 40.9%
during the second quarter of 2012 from 54.9% during the second quarter of 2011, primarily due to a shift in product sales mix resulting from our
Gaiam Vivendi Entertainment business that has no cost of goods sold. Cost of goods sold in our direct to consumer segment increased $0.2
million, or 4.4%, to $5.8 million during the second quarter of 2012 from $5.5 million during the second quarter of 2011 and, as a percentage of
net revenue, remained consistent with the second quarter of 2011 at 34.1%.

Selling and operating expenses. Selling and operating expenses increased $1.9 million, or 7.7%, to $26.9 million during the second quarter of
2012 from $25.0 million during the second quarter of 2011. Excluding Real Goods Solar, selling and operating expenses increased $6.5 million,
or 32.0%, during the second quarter of 2012 as compared to the second quarter of 2011 and, as a percentage of net revenue, decreased to 59.2%
during the second quarter of 2012 from 66.3% during the second quarter of 2011, primarily due to the acquisition of Gaiam Vivendi
Entertainment and increased television advertising costs.

Corporate, general and administration expenses. Corporate, general and administration expenses increased $0.3 million, or 10.0%, to $3.1
million during the second quarter of 2012 from $2.8 million during the second quarter of 2011. Excluding Real Goods Solar, corporate, general
and administration expenses increased $0.9 million, or 42.7%, during the second quarter of 2012 as compared to the second quarter of 2011 and,
as a percentage of net revenue, decreased to 6.7% during the second quarter of 2012 from 7.0% during the second quarter of 2011, primarily as a
result of nonrecurring Gaiam Vivendi Entertainment integration and transition costs.

Loss from equity method investment. Loss from equity method investment was $0.9 million during the second quarter of 2012 and represents our
portion of Real Goods Solar�s net loss for the quarter.

Income tax benefit. Income tax benefit during the second quarter of 2012 was primarily increased due to the reducing of a deferred tax liability
related to the carrying value of our equity method investment in Real Goods Solar.

Net loss attributable to Gaiam, Inc. As a result of the above factors, net loss attributable to Gaiam, Inc. was $2.1 million during the second
quarter of 2012 compared to $4.1 million during the second quarter of 2011. Net loss per share attributable to Gaiam, Inc. common shareholders
was $0.09 per share during the second quarter of 2012 compared to $0.18 per share during the second quarter of 2011. Excluding our loss from
equity method investment, our net loss for the second quarter of 2012 would have been $1.2 million or $0.05 per share. Refer to the Non-GAAP
Financial Measures table below.

Six Months Ended June 30, 2012 Compared to Six Months Ended June 30, 2011

Net revenue. Net revenue decreased $12.7 million, or 12.1%, to $92.8 million during the first half of 2012 from $105.5 million during the first
half of 2011. Excluding our formerly consolidated subsidiary, Real Goods Solar, which was deconsolidated on December 31, 2011(refer to the
Supplemental Pro Forma Financial Information above), net revenue increased $24.6 million, or 36.2%, during the first half of 2012 as compared
to the first half of 2011. Net revenue in our business segment increased $20.3 million, or 59.5%, to $54.3 million during the first half of 2012
from $34.0 million during the first half of 2011, due to our acquisition of media distributor Gaiam Vivendi Entertainment at the end of March
2012 and our media aggregator role for Target that commenced during the fourth quarter of 2011, as well as to improvements in stock levels and
sales performance at our top retailer customers. Net revenue in our direct to consumer segment increased $4.4 million, or 12.9%, to $38.5
million during the first half of 2012 from $34.1 million during the first half of 2011, primarily attributable to increased sales in our direct
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response marketing business due to our repositioning of that business in 2011 and the success of fitness media products.

Cost of goods sold. Cost of goods sold decreased $19.4 million, or 34.0%, to $37.7 million during the first half of 2012 from $57.1 million
during the first half of 2011. Excluding Real Goods Solar, cost of goods sold increased $7.6 million, or 25.3%, during the first
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half of 2012 as compared to the first half of 2011 and, as a percentage of net revenue, decreased to 40.6% during the first half of 2012 from
44.1% during the first half of 2011. Cost of goods sold in our business segment increased $6.8 million, or 37.3%, to $25.0 million during the
first half of 2012 from $18.2 million during the first half of 2011 and, as a percentage of net revenue, decreased to 46.0% during the first half of
2012 from 53.4% during the first half of 2011, primarily due to a shift in product sales mix resulting from our Gaiam Vivendi Entertainment
business that has no cost of goods sold. Cost of goods sold in our direct to consumer segment increased $0.8 million, or 6.9%, to $12.7 million
during the first half of 2012 from $11.9 million during the first half of 2011 and, as a percentage of net revenue, decreased to 33.0% during the
first half of 2012 from 34.9% during the first half of 2011, primarily reflecting the significant increase of sales in our direct response marketing
business.

Selling and operating expenses. Selling and operating expenses increased $1.7 million, or 3.5%, to $51.1 million during the first half of 2012
from $49.4 million during the first half of 2011. Excluding Real Goods Solar, selling and operating expenses increased $10.6 million, or 26.1%,
during the first half of 2012 as compared to the first half of 2011 and, as a percentage of net revenue, decreased to 55.0% during the first half of
2012 from 59.4% during the first half of 2011, primarily due to the acquisition of Gaiam Vivendi Entertainment and increased television
advertising costs related to the sales growth in our direct response marketing business.

Corporate, general and administration expenses. Corporate, general and administration expenses decreased $0.2 million, or 3.1%, to $5.7
million during the first half of 2012 from $5.8 million during the first half of 2011. Excluding Real Goods Solar, corporate, general and
administration expenses increased $1.2 million, or 25.6%, during the first half of 2012 as compared to the first half of 2011 and, as a percentage
of net revenue, decreased to 6.1% during the first half of 2012 from 6.6% during the first half of 2011, primarily as a result of nonrecurring
Gaiam Vivendi Entertainment integration and transition costs and the incremental cost of stock option modifications.

Acquisition-related costs. Acquisition-related costs were $1.7 million during the first half of 2012 and were the result of our acquisition of
Gaiam Vivendi Entertainment.

Loss from equity method investment. Loss from equity method investment was $1.7 million during the first half of 2012 and represents our
portion of Real Goods Solar�s net loss for the quarter.

Income tax benefit. Income tax benefit during the first half of 2012 was primarily increased due to the reducing of a deferred tax liability related
to the carrying value of our equity method investment in Real Goods Solar.

Net loss attributable to Gaiam, Inc. As a result of the above factors, net loss attributable to Gaiam, Inc. was $3.3 million during the first half of
2012 compared to $5.1 million during the first half of 2011. Net loss per share attributable to Gaiam, Inc. common shareholders was $0.14 per
share during the first half of 2012 compared to $0.22 per share during the first half of 2011. Excluding our acquisition-related costs and loss
from equity method investment, our net loss for the first half of 2012 would have been $0.6 million or $0.03 per share. Refer to the Non-GAAP
Financial Measures table below.

Non-GAAP Financial Measures

We have utilized the non-GAAP information set forth below as an additional device to aid in understanding and analyzing of our financial
results for the three and six months ended June 30, 2012. We believe that these non-GAAP measures will allow for a better evaluation of the
operating performance of our business and facilitate meaningful comparison of the results in the current period to those in prior periods and
future periods. Reference to these non-GAAP measures should not be considered a substitute for results that are presented in a manner consistent
with GAAP.

A reconciliation of GAAP net loss to the non-GAAP net loss is set forth below as indicated (unaudited, in millions):

For the
Three

Months
Ended

June 30,
2012

For the
Six

Months
Ended

June 30,
2012

Net loss attributable to Gaiam, Inc. $ (2.1) $ (3.3) 
Exclusion of acquisition-related costs (net of taxes of $0.6 million) (a) �  1.1
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Exclusion of loss from equity method investment 0.9 1.6

Non-GAAP net loss attributable to Gaiam, Inc. $ (1.2) $ (0.6) 
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A reconciliation of GAAP net loss per share to the non-GAAP net loss per share is set forth below as indicated (unaudited):

For the Three
Months
Ended

June 30,
2012

For the Six
Months
Ended

June 30,
2012

Net loss per share attributable to Gaiam, Inc. common shareholders - diluted $ (0.09) $ (0.14) 
Exclusion of acquisition-related costs per share (net of taxes of $0.02 per share) (a) �  0.04
Exclusion of loss from equity method investment per share 0.04 0.07

Non-GAAP net loss per share attributable to Gaiam, Inc. common shareholders - diluted $ (0.05) $ (0.03) 

Weighted average shares used in net loss per share calculations - diluted 22,702,000 22,700,000

(a) Income taxes were computed at an effective tax rate of approximately 35.5%.
Seasonality

Our sales are affected by seasonal influences. On an aggregate basis, we generate our strongest revenues and net income in the fourth quarter
due to increased holiday spending and retailer fitness purchases.

Liquidity and Capital Resources

Our capital needs arise from working capital required to fund operations, capital expenditures related to acquisition and development of media
content, development of our ecommerce and digital platforms and new products, acquisitions of new businesses, replacements, expansions and
improvements to our infrastructure, and future growth. These capital requirements depend on numerous factors, including the rate of market
acceptance of our product offerings, our ability to expand our customer base, the cost of ongoing upgrades to our product offerings, the level of
expenditures for sales and marketing, the level of investment in distribution systems and facilities and other factors. The timing and amount of
these capital requirements are variable and we cannot accurately predict them. Additionally, we will continue to pursue opportunities to expand
our media libraries, evaluate possible investments in businesses, products and technologies, and increase our sales and marketing programs and
brand promotions as needed.

On July 31, 2012, each of our subsidiaries Gaiam Americas, Inc., SPRI Products, Inc., GT Direct, Inc., and VE Newco, LLC dba Gaiam Vivendi
Entertainment (collectively the �Borrowers�) entered into a Revolving Credit and Security Agreement (the �Credit Agreement�) with PNC Bank,
N.A. (�PNC�), as agent and lender. Borrowings are secured by a pledge of the Borrower�s assets. The Credit Agreement provides for a revolving
line of credit of up to $35 million, subject to borrowing base and related limitations. Subject to certain limitations, the principal amount of the
revolving loan is due and payable on the earlier of July 30, 2015 or upon the termination of the Credit Agreement.

For advances that are not Eurodollar rate loans, referred to as �domestic rate loans� in the Credit Agreement, annual interest will accrue at a rate
equal to 0.75% plus the higher of (i) PNC�s stated commercial lending rate in effect on such day, (ii) the Federal Funds Open Rate (as defined in
the Credit Agreement; essentially the daily federal funds open rate as quoted by ICAP North America, Inc. (or any successor) as published by
Bloomberg) in effect on such day plus 0.5%, and (iii) the sum of the Daily LIBOR Rate (as defined in the Credit Agreement; essentially the rate
resulting from dividing (x) the daily London Interbank Offered Rates published in the Wall Street Journal for a one month period by (y) a
number equal to 1.00 minus the Board of Governors of the Federal Reserve System�s reserve percentage with respect to eurocurrency funding) in
effect on such day plus 1.0%. The Borrowers may also obtain Eurodollar rate loans under the revolving line of credit. Eurodollar rate loans will
accrue annual interest at a rate equal to the sum of 2.25% plus the Eurodollar Rate (as defined in the Credit Agreement; essentially the rate
resulting from dividing (x) the rates at which US dollar deposits are offered by leading banks in the London interbank deposit market as
published by Bloomberg, by (y) a number equal to 1.00 minus the Board of Governors of the Federal Reserve System�s reserve percentage with
respect to eurocurrency funding). Interest will be payable monthly in arrears for domestic rate loans and at the end of each interest period for
Eurodollar rate loans. Upon and after the occurrence of an event of default, and during the continuation thereof, at the option of PNC or at the
direction of a certain specified number of lenders, outstanding advances will bear interest at the interest rate set forth above for domestic rate
loans plus 2% per year.
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The Borrowers paid a fee of $175,000 to PNC in consideration for entering into the Credit Agreement and will pay PNC a fee equal to 0.5% per
year on the undrawn amount of the revolving line of credit. The Credit Agreement permits voluntary prepayments of amounts borrowed and
reductions or terminations of the revolving commitments pursuant to notice requirements. The Borrowers must also prepay the advances in
amounts equal to the net proceeds of certain sales of collateral and the net proceeds of certain issuances of equity interest or indebtedness. The
Borrowers must pay an early termination fee equal to 2% of the maximum amount of the revolving line of credit if the Borrowers prepay all
advances before July 31, 2013, and an early termination fee equal to 1% of the maximum amount of the revolving line of credit if the Borrowers
prepay all advances before July 31, 2014. The Credit Agreement subjects the Company to certain customary affirmative covenants and
customary restrictive covenants, including, but not limited to, restrictions on the Company�s ability to incur additional indebtedness, create liens,
make investments, pay dividends, and merge. In addition, the Credit Agreement contains customary events of default, including, without
limitation, payment defaults, breaches of representations and warranties, and covenant defaults. If an event of default occurs and is continuing,
amounts due under the Credit Agreement may be accelerated and the rights and remedies of the lenders under the Credit Agreement may be
exercised.

In conjunction with entering into the new Credit Agreement, on August 1, 2012, we paid in full the outstanding balance owed to our prior senior
lender, Wells Fargo Bank, National Association, in the amount of $14.1 million and terminated the underlying Amended and Restated Credit
Agreement, dated July 29, 2005, between Gaiam and Wells Fargo.

As of August 1, 2012, the outstanding borrowings on the new Credit Agreement were approximately $14.2 million at an annual interest rate of
4%.

Cash Flows

The following table summarizes our primary sources (uses) of cash during the periods presented:

Three Months Ended
June 30,

(in thousands) 2012 2011
Net cash provided by (used in):
Operating activities $ 17,362 $ 5,890
Investing activities (15,724) 3,853
Financing activities (4,703) (919) 
Effects of exchange rates on cash (20) 70

Net change in cash $ (3,085) $ 8,894
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Operating activities. Our operating activities provided net cash of $17.4 million and $5.9 million during the first halves of 2012 and 2011,
respectively. Our net cash provided by operating activities during the first half of 2012 was primarily attributable to decreased accounts
receivable of $31.4 million and noncash adjustments of $4.5 million, partially offset by decreased accounts and participations payable of $6.5
million, increased advances and inventory of $4.9 million and $3.6 million, respectively, and our net loss of $3.4 million. Our net cash provided
by operating activities during the first half of 2011 was primarily attributable to decreased accounts receivable and inventory of $25.3 million,
increased deferred revenue and other current liabilities of $2.1 million, and noncash adjustments of $0.4 million, partially offset by decreased
accounts payable and accrued liabilities of $8.7 million, our net loss of $5.9 million, increased other current assets and deferred advertising costs
of $5.8 million, and decreased participations payable of $1.0 million.

Investing activities. Our investing activities used net cash of $15.7 million and provided net cash of $3.9 million during the first halves of 2012
and 2011, respectively. The net cash used in investing activities during the first half of 2012 was used primarily for the $13.4 million cash
portion of the purchase price for Gaiam Vivendi Entertainment and to acquire property and equipment to maintain normal operations for $1.4
million and media content for $0.9 million. The net cash provided by investing activities during the first half of 2011 was primarily attributable
to cash acquired from our solar subsidiary�s acquisition of Alteris of $3.4 million and collection on a note receivable of $2.7, partially offset by
acquired property and equipment to maintain normal operations of $1.4 million and media content for $1.0 million.

Financing activities. Our financing activities used net cash of $4.7 million and $0.9 million during the first halves of 2012 and 2011,
respectively. The net cash used by financing activities during the first half of 2012 was used to repay a promissory note for $18.7 million in
connection with the acquisition of Gaiam Vivendi Entertainment, partially offset by net borrowings on a line of credit for $14.0 million, the
funds from which were used towards the acquisition of Gaiam Vivendi Entertainment and its related expenses. Our net cash used by financing
activities during the first half of 2011 was primarily the result of repayments of borrowings on Alteris� line of credit of $1.0 million, partially
offset by cash provided by stock option exercise issuances and their related tax benefits of $0.1 million.

On January 11, 2011, we renewed a shelf registration statement on Form S-3 with the Securities and Exchange Commission for the unissued
portion of the 5,000,000 shares of our Class A common stock that we originally registered on November 8, 2007. During the first half of 2012,
no shares were issued under this shelf registration.

We believe our available cash, new larger revolving line of credit, cash expected to be generated from operations, and cash generated by the sale
of our stock should be sufficient to fund our operations on both a short-term and long-term basis. However, our projected cash needs may
change as a result of acquisitions, product development, unforeseen operational difficulties or other factors.

In the normal course of our business, we investigate, evaluate and discuss acquisition, joint venture, minority investment, strategic relationship
and other business combination opportunities in the LOHAS market. For any future investment, acquisition or joint venture opportunities, we
may consider using then-available liquidity, issuing equity securities or incurring additional indebtedness.

Contractual Obligations

We have commitments pursuant to lease agreements, but have no outstanding commitments pursuant to purchase obligations. The following
table shows our commitments to make future payments under operating leases:

(in thousands) Total < 1 year 1-3 years 3-5 years > 5 years
Operating lease obligations $ 4,154 $ 1,971 $ 2,102 $ 81 $ �  

Risk Factors

We wish to caution you that there are risks and uncertainties that could cause our actual results to be materially different from those indicated by
forward looking statements that we make from time to time in filings with the Securities and Exchange Commission, news releases, reports,
proxy statements, registration statements and other written communications as well as oral forward looking statements made from time to time
by our representatives. These risks and uncertainties include those risks listed in our Annual Report on Form 10-K for the year ended
December 31, 2011. Historical results are not necessarily an indication of the future results. Except for the historical information contained
herein, the matters discussed in this analysis are forward-looking statements that involve risk and uncertainties, including, but not limited to,
general economic and business conditions, competition, pricing, brand reputation, consumer trends, and other factors which are often beyond our
control. We do not undertake any obligation to update forward-looking statements except as required by law.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
We are exposed to market risks, which include changes in U.S. interest rates and foreign exchange rates. We do not engage in financial
transactions for trading or speculative purposes, but do have on occasion forward contracts for or investments in foreign currency, the gains and
losses from which have been immaterial. In 2010, we acquired controlling financial interest in and, therefore,

18

Edgar Filing: GAIAM, INC - Form 10-Q

Table of Contents 35



Table of Contents

consolidated Gaiam PTY, an Australian based joint venture. Since Gaiam PTY�s functional currency is the Australian dollar, this subsidiary
exposes us to risk associated with foreign currency exchange rate fluctuations. However, we have determined that no material market risk
exposure to our consolidated financial position, results from operations or cash flows existed as of June 30, 2012.

We have a revolving line of credit with outstanding borrowings and various letters of credit. Accordingly, any unfavorable change in interest
rates could have a material impact on our results from operations or cash flows. As of August 1, 2012, if either of our Credit Agreement�s
Eurodollar, LIBOR, PNC�s stated commercial, or Federal Funds Open Rates were to increase by one percentage point, our annual interest
expense would increase by approximately $0.1 million, assuming constant debt levels.

We purchase a significant amount of inventory from vendors outside of the U.S. in transactions that are primarily U.S. dollar denominated
transactions. A decline in the relative value of the U.S. dollar to other foreign currencies has and may continue to lead to increased purchasing
costs.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our chief executive officer and chief financial officer conducted an evaluation of the effectiveness of the design and operation of our disclosure
controls and procedures, as defined in Rule 13a-15(e) and Rule 15d-15(e) promulgated under the Exchange Act. Based upon their evaluation as
of June 30, 2012, they have concluded that those disclosure controls and procedures are effective.

Changes in Internal Control over Financial Reporting

No changes in our internal control over financial reporting occurred during the quarter ended June 30, 2012 that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART II�OTHER INFORMATION

Item 1. Legal Proceedings
From time to time, we are involved in legal proceedings that we consider to be in the normal course of business. We do not believe that any of
these proceedings will have a material adverse effect on our business.

Item 1A. Risk Factors
No material changes.

Item 6. Exhibits

a) Exhibits.

Exhibit No. Description

  31.1* Certification of the Principal Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

  31.2* Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

  32.1** Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

  32.2** Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101.INS*** XBRL Instance Document.

101.SCH*** XBRL Taxonomy Extension Schema.

101.CAL*** XBRL Taxonomy Extension Calculation Linkbase.

101.DEF*** XBRL Taxonomy Extension Definition Linkbase.

101.LAB*** XBRL Taxonomy Extension Label Linkbase.

101.PRE*** XBRL Taxonomy Extension Presentation Linkbase.

* Filed herewith
** Furnished herewith
*** Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus

for purposes of Section 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of 1934 and otherwise are not
subject to liability under these sections.
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SIGNATURES

In accordance with the requirements of the Securities and Exchange Act of 1934, the registrant caused this report to be signed on its behalf, by
the undersigned, thereunto duly authorized.

Gaiam, Inc.
(Registrant)

August 9, 2012 By: /s/ Lynn Powers
Date Lynn Powers

Chief Executive Officer

(principal executive officer)

August 9, 2012 By: /s/ Stephen J. Thomas
Date Stephen J. Thomas

Chief Financial Officer
(principal financial and accounting officer)
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EXHIBIT INDEX

Exhibit No. Description

  31.1* Certification of the Principal Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

  31.2* Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934

  32.1** Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

  32.2** Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101.INS*** XBRL Instance Document.

101.SCH*** XBRL Taxonomy Extension Schema.

101.CAL*** XBRL Taxonomy Extension Calculation Linkbase.

101.DEF*** XBRL Taxonomy Extension Definition Linkbase.

101.LAB*** XBRL Taxonomy Extension Label Linkbase.

101.PRE*** XBRL Taxonomy Extension Presentation Linkbase.

* Filed herewith
** Furnished herewith
*** Pursuant to Rule 406T of Regulation S-T, these interactive data files are deemed not filed or part of a registration statement or prospectus

for purposes of Section 11 or 12 of the Securities Act of 1933 or Section 18 of the Securities Exchange Act of 1934 and otherwise are not
subject to liability under these sections.
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