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The following discussion contains forward-looking statements that involve risks and uncertainties. Our actual results
may differ materially from the results discussed in the forward-looking statements. Statements that are predictive in
nature, that depend upon or refer to future events or conditions or that include words such as “expects,” “anticipates,”
“intends,” “plans,” “believes,” “estimates,” “thinks” and similar expressions are forward-looking statements. Forward-looking
statements include statements about our expected results of operations, capital expenditures and store openings and
closings and our product developments. Although we believe that these statements are based on reasonable
assumptions, we cannot assure you that our goals will be achieved. These forward-looking statements are made as of
the date of this Form 10-K, and we assume no obligation to update or revise them or provide reasons why actual
results may differ. Factors that might cause such a difference include, but are not limited to, our ability to respond to
changing fashion trends, obtain raw materials and find manufacturing facilities, attract and retain key management
personnel, develop new concepts, successfully open future stores, successfully manage our online business, maintain
and protect information technology, respond effectively to competitive pressures in the apparel industry and adverse
economic conditions and protect our intellectual property, as well as declines in comparable store sales performance,
changes in the level of consumer spending or preferences in apparel and/or other factors discussed in “Risk Factors” and
elsewhere in this Form 10-K.

PARTI

ITEM 1. BUSINESS

General

Historically, we designed, developed and produced a distinctive line of contemporary women’s apparel and accessories
that is unique, sophisticated and timelessly sexy. We were founded by Manny Mashouf, our Chief Executive Officer
and Chairman of the Board. We opened our first store in San Francisco, California in 1976, which was also the year
we incorporated in California. We marketed our products under the bebe and BEBE SPORT brand names through our
retail stores, the significant majority of which were bebe stores, including an on-line store at www.bebe.com, and as
many as 39 bebe outlet stores. The 82 international licensees’ operated stores in 22 countries and, pursuant to our
product licensing, through certain select domestic and international retailers.

Operating Strategy

29 ¢

Strategic Partnership

During the fourth quarter of fiscal 2017, we expanded upon our strategic joint venture arrangement entered into during
fiscal 2016, and have closed all of our retail stores, sold our inventory, furnishings, trade fixtures, equipment,
improvements in real property, purchase orders related to our website and international wholesale business and are
committed to selling our Los Angeles Design Studio. Under this partnership, bebe contributed all of its trademarks,
trademark license arrangements and related intellectual property, including domain names, social media accounts and
agreements with certain of its international distributors to its joint venture BB Brand Holdings LL.C (the “Joint
Venture”). Our partner in the venture, Bluestar Alliance, LLC (“Bluestar”) continues to leverage its existing brand
management organization and infrastructure to develop a wholesale domestic and international lifestyle licensing
business for the Joint Venture and will manage its day-to-day operations. Going forward, the Joint Venture will
aggressively pursue a licensing strategy designed to capitalize on the value of our brand in all categories and channels
on a global scale. We expect the Joint Venture to generate long-term, committed royalties from prospective licensees
of the bebe brand name.

Historical

Historically, our objective has been to satisty the fashion needs of the confident, modern woman. The principal
elements of our operating strategy to achieve this objective were as follows:

1. Provide distinctive fashion throughout a broad product line to fulfill everyday wardrobe needs across a variety of
occasions. Our designers and merchandisers were inspired by global fashion trends. They interpreted contemporary
designs, colors and fabrications into our products to address the lifestyle needs of our customer. Our in-house design
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team allowed us to react quickly to fashion trends, bringing newness into the merchandise mix to complement our
core assortment.

2. Vertically integrate design, production, merchandising and retail functions. Our vertical integration for the majority
of our bebe branded product enabled us to respond quickly to changing fashion trends, reduced risk of excess
inventory and produced distinctive quality merchandise.
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3. Manage merchandise mix. Our approach to merchandising and proactive inventory management was critical to our
success. By actively monitoring sell-through rates and the mix of categories and products in our stores, we were better
able to respond to emerging trends in a timely manner thereby better maximizing sales opportunities.

4. Operate an omni-channel strategy to engage our customer wherever she shops. Our omni-channel strategy allowed
our customer to shop in stores, on-line and via mobile devices and enhanced our ability to compete effectively against
a variety of retail formats.

5. Control distribution of merchandise. We distributed our merchandise, other than licensed products, through
company owned stores including on-line. This distribution strategy enabled us to control pricing, flow of goods, visual
presentation and customer experience. We sought to ensure brand equity through this exclusive distribution. During
fiscal 2017, through the Joint Venture, we saw an expansion of the use of the bebe brand name to new products, new
geographies, and new domestic channels. Licensed products that will be sold through new domestic channels were
complementary to existing bebe products.

6. Enhance brand image. We attracted customers through edgy, high-impact, visual advertising campaigns using print,
outdoor, in-store, direct mail and e-mail communication vehicles. We also offered a line of merchandise branded with
the distinctive bebe logo to increase brand awareness. Our marketing campaign was aligned across traditional and new
media and focused on messaging that speaks to the confident bebe woman.

Seasonality

Our business was seasonal in nature, with sales peaking during the second fiscal quarter, primarily during the holiday
season in November and December. During each of fiscal 2017 and 2016, the second fiscal quarter accounted for
approximately 31% of our annual net sales.

Competition

The retail and apparel industries are highly competitive and are characterized by low barriers to entry. We expect
competition in such markets, which we are exposed to via the Joint Venture to increase. The primary competitive
factors in these markets are: brand name recognition and appeal, sourcing, product styling, product quality, product
presentation, product pricing, timeliness of product delivery, store ambiance, customer service and convenience.
Intellectual Property and Proprietary Rights

In the fourth quarter of fiscal 2016, we contributed all of our intellectual property, including trademark registrations
and applications that were filed with the United States Patent and Trademark Office and other countries for bebe,
BEBE SPORT and related marks for many of our core classifications including retail store services, apparel,
handbags, jewelry, footwear, fragrance and eyewear and certain design prints and patterns registered with the U.S.
Copyright Office, to the Joint Venture. In the fourth quarter of fiscal 2017 we also transferred the www.bebe.com
domain name, our social media accounts and our international wholesale agreements to the Joint Venture. The Joint
Venture in turn intends to license them to one or more third parties.

Information Services and Technology

We are committed to utilizing technology to enhance our competitive position. Our information systems provide data
to the entire enterprise to help improve efficiency, visibility and actionable decision making. The core business
systems, which consist of both purchased and internally developed software, are accessed over a company-wide
network providing employees with access to key business applications.

Our investments in information systems for fiscal 2017 continued to focus on our digital channels, stores, supply
chain, central corporate systems and infrastructure.

Employees

As of July 1, 2017, we had 83 employees. Our total employees decreased by approximately 96.8% as compared to the
prior fiscal year end reflecting the shutdown of operations. Our employees are not represented by any labor union, and
we believe our relationship with our employees is good.

4
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Available Information

We make available on our website, www.bebe.com, under “Investor Relations,” free of charge, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports as soon as
reasonably practicable after we electronically file or furnish such materials to the U.S. Securities and Exchange
Commission (“SEC”).

Our Code of Business Conduct and Ethics, Policy for Reporting Violations and Complaints, Corporate Governance
Principles and Practices for the Board of Directors, and Board of Directors’ Committee Charters are also available on
our website, under “Corporate Governance.” Any amendments to or waivers from our Code of Ethics will also be
available on our website. Please note that information contained in our website is not incorporated by reference in, or
considered to be, part of this report.

5
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EXECUTIVE OFFICERS AND DIRECTORS OF THE REGISTRANT

Executive Officers and Directors

The following table sets forth certain information with respect to our executive officers and directors as of
September 1, 2017:

Name Age Position

Manny Mashouf (1) 79 Chief Executive Officer, Chairman of the Board

Brett Brewer(2)(4)* 45 Director

Corrado Federico(3)(4) 76 Director

Seth Johnson(2)(3)*(4)(1b3 Director

Robert Galvin(2)*(3)(f) 58 Director

Walter Parks (1) 58 President, Chief Operating Officer, Interim Chief Financial Officer

(1)Executive Officer.

(2)Member, Audit Committee.

(3)Member, Compensation and Management Development Committee.

(4)Member, Nominating and Corporate Governance Committee.

(*)Chairman of the Committee.

(fFinancial Expert

Manny Mashouf founded bebe stores, inc. and has served as Chairman of the Board since our incorporation in 1976.
Mr. Mashouf became the Chief Executive Officer beginning February 2016. Prior to that Mr. Mashouf served as our
Chief Executive Officer from 1976 to February 2004 and again from January 2009 to January 2013. Mr. Mashouf is
the uncle of Hamid Mashouf, our Chief Information Officer.

Brett Brewer has served as a director since July 2014. Mr. Brewer is an Internet entrepreneur who has built, operated
and sold Internet media companies. In 1998, Mr. Brewer co-founded Intermix Media, which launched several on-line
businesses including Myspace.com, Skilljam.com and Alena.com. He took Intermix public in 1999 and the company
was sold to NewsCorp in October 2005. Mr. Brewer currently serves as the co-founder and Managing Director of
CrossCut Ventures. Mr. Brewer also serves as Vice Chairman and a Director of Adknowledge.com, a
behavioral-based advertising technology company. As well, he serves on the board of directors of Pacific Sunwear of
California, Inc. In addition, Mr. Brewer is on the board of After School All-Stars, a non-profit organization that
provides after school programs for kids. From 2007 to 2009, he served on the Board of Transworld Entertainment, a
specialty music and video retailer with a national mall-based store portfolio. From 2004 to 2009, Mr. Brewer was a
board member of Bizworld, a non-profit organization that teaches children about business, entrepreneurship and
money management through project-based learning.

Corrado Federico has served as a director since November 1996. From approximately 1997 through 2008,

Mr. Federico served on the board of directors for Hot Topic, a retail clothing company. Mr. Federico was President of
Solaris Properties until December 2008 and has served as the President of Corado, Inc., a land development firm,
since 1991. From 1986 to 1991, Mr. Federico held the position of President and Chief Executive Officer of Esprit de
Corp, Inc., a wholesaler and retailer of junior and children’s apparel, footwear and accessories.

Seth Johnson has served as director since July 2014. Mr. Johnson has served on the board of directors of Tilly's, Inc.
since 2011 and has served on the board of directors of Christopher & Banks since June 2016. From 2010 to 2013, Mr.
Johnson served on the board of directors of True Religion Apparel. Mr. Johnson has also served on the boards of
Pacific Sunwear, DEI Holdings, Inc., and Abercrombie & Fitch. In addition, Mr. Johnson was an Instructor of
Business at Chapman University from 2007 through 2009, has served as Chief Executive Officer of Pacific Sunwear
of California, Inc. from 2005 through 2006, Chief Operating Officer of Abercrombie & Fitch from 1999 through
2004, and Chief Financial Officer of Abercrombie & Fitch from 1992 through 1998.

Robert Galvin has served as a director since November 2014. Mr. Galvin also serves on the board of directors for
three retail companies, Lands End, Cherokee and Big 5 Sporting Goods. Mr. Galvin has served with Big 5 Sporting
Goods since July 2015, with Lands End, a catalogue and on-line focused business, since May 2014 and with Cherokee
since May 2012. Mr. Galvin’s retail experience also includes executive roles with numerous fashion and retail
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companies, including as Chief Executive Officer for Elie Tahari in 2013, President of Camuto Group from 2007
through 2011, Chief Operating Officer of
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Sports Brands International from 2003 through 2007 and Executive Vice President, Chief Financial Officer for Nine
West Group from 1995 through 1999. Mr. Galvin also was a partner with the accounting firm of Deloitte & Touche
LLP.

Walter Parks has served as President, COO, and interim CFO since February 2016. Prior to rejoining bebe in February
2016, Walter served as bebe's Chief Operating Officer from September 2006 and Chief Financial Officer from
December 2003 to May 2013. From 2001 to 2003, Mr. Parks served as Executive Vice President and Chief
Administrative Officer of The Wet Seal, Inc. From 1999 to 2001, Mr. Parks served as the Executive Vice President
and Chief Administrative Officer of Restoration Hardware, Inc. From 1997 to 1999, Mr. Parks served as Chief
Financial Officer and Treasurer for Ann Taylor Stores Corporation, and in various other positions since joining that
company in 1988.

10
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ITEM 1A. RISK FACTORS

Our past performance may not be a reliable indicator of future performance because actual future results and trends
may differ materially depending on a variety of factors, including, but not limited to, the risks and uncertainties
discussed below. In addition, historical trends should not be used to anticipate results or trends in future periods.
Factors that might cause our actual results to differ materially from the forward-looking statements discussed
elsewhere in this report, as well as affect our ability to achieve our financial and other goals, include, but are not
limited to, the following:

Risks Related to Our Business

1. The success of our business depends in large part on the ability of the Joint Venture’s licensees to identify fashion
trends as well as to react to changing customer demand in a timely manner and to generate positive cash from its
operations as a result.

Our future success depends, in part, upon the ability of the Joint Venture’s licensees to anticipate, identify and respond
effectively to changing customer demands and fashion trends in a timely manner. The specialty retail apparel business
fluctuates according to changes in customer preferences directed by trends and fashions. If they miscalculate
customers’ product preferences or the demand for their products, they may be faced with excess inventory, which
historically has resulted in markdowns and/or write-offs of raw materials as well as finished goods, which could
impair their profitability, and may do so in the future. Similarly, any failure on their part to anticipate, identify and
respond effectively to changing customer demands and fashion trends will adversely affect our business. Starting in
the fourth quarter of fiscal 2016 and expanding in fiscal 2017, the Company entered into the Joint Venture and shifted
its strategy, such that we have closed all of our retail stores, sold our merchandise, inventory, furnishings, trade
fixtures, equipment, improvements in real property, purchase orders related to our website and international wholesale
business and are committed to selling our Los Angeles Design Studio. Further, bebe has contributed all of its
trademarks, trademark license arrangements and related intellectual property to the Joint Venture, including domain
names, social media accounts and agreements with certain of its international distributors to the Joint Venture.

Our strategic focus for fiscal 2018 and the years to come is to continue to focus on discretionary spending, restructure
our operations and based on the success of initiatives in the Joint Venture, collect revenue from its licensing
arrangements. The inability to generate positive cash flow from such operations could have a material adverse effect
on our business and financial conditions. In addition, if additional financing is needed, we may not be able to secure
such financing on favorable terms, or at all.

2. Our auditors have made reference to the substantial doubt as to our ability to continue as a going concern. There is
no assurance that we will be able to continue as a going concern.

Our financial statements included with this Annual Report for the year ended July 1, 2017 have been prepared
assuming that we will continue as a going concern. Our auditors have made reference to the substantial doubt as to our
ability to continue as a going concern in their audit report on our audited financial statements for the year ended July
1, 2017. Because we have been issued an opinion by our auditors that substantial doubt exists as to whether the
Company can continue as a going concern, it may be more difficult for the Company to attract investors. Since our
auditors have raised a substantial doubt about our ability to continue as a going concern, this typically results greater
difficulty to obtain financing than businesses that do not have a qualified auditors opinion. Additionally, any loans we
might obtain may be on less advantageous terms. Our future is dependent upon our ability to obtain funding and upon
future profitable operations from our business. We plan to seek additional funds through the sale of our remaining real
estate assets. If we are unable to sell these assets on favorable terms, or at all, we may be unable to continue as a going
concern. As a result, you may be investing in a company that will not have the funds necessary to continue as a going
concern. If we are not able to achieve sufficient revenues or find funding to cover our expenses, then we likely will be
forced to cease operations and investors may lose their entire investment.

3. The success of our business depends in large part on our ability to maintain our brand, image and reputation.

11
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Our ability to maintain our brand image and reputation is integral to our business via the licensing arrangement with
the Joint Venture as well as the implementation of strategies to expand such efforts. Maintaining, promoting and
growing our brand will depend largely on the success of the Joint Venture’s design, merchandising and marketing
efforts and its ability to provide a consistent, high-quality client experience. In addition, while our brand is mature, the
success depends on our ability to retain existing customers and attract new customers to shop our brand. Our business
would be adversely affected if we fail to achieve these objectives for our brand. In addition, failure to achieve
consistent, positive performance or the receipt of any negative publicity could adversely impact our brand and the
brand loyalty of our customers, which would adversely impact our business via the Joint Venture.

12
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4. We face significant competition in the retail and apparel industries, which could harm our business.

The retail and apparel industries are highly competitive and are characterized by low barriers to entry. We expect
competition in these markets to increase. The primary competitive factors in our markets are: brand name recognition
and appeal, sourcing, product styling, quality, presentation and pricing, timeliness of product development and
delivery, store ambiance, customer service and convenience. The Joint Venture competes with traditional department
stores, specialty store retailers, lower price point retailers, business-to-consumer websites, off-price retailers and direct
marketers for, among other things, raw materials, market share, retail space, finished goods, sourcing and personnel.
Because many of these competitors are larger and have substantially greater financial, distribution and marketing
resources than the Joint Venture or maintain comparatively lower cost of operations, it may lack the resources to
effectively compete with them. If the Joint Venture fails to remain competitive in any way, it could harm our business,
financial condition and results of operations.

5. Our business has recently undergone significant changes, including management, personnel and business changes.
If we do not effectively and successfully adapt to these changes, it could have a material adverse effect on our
business.

As we realign our business around the initiatives of the Joint Venture, we continue to make substantial personnel and
operational changes in an effort to streamline our business and control costs. These significant changes have created
additional pressures on existing personnel, and we have been working to adapt to operating our business in a manner
that differs meaningfully from prior periods. We cannot assure that these changes will lead to the desired
improvement in our business and results of operations. If we do not effectively and successfully adapt to these
changes, it could have a material adverse effect on our business.

6. General economic conditions, including increases in energy and commodity prices, that are largely out of our
control, may adversely affect our financial condition and results of operations.

The demand for bebe products is influenced by national and local economic factors that may affect consumer
spending or buying habits. Factors that could adversely affect the demand for our products include recessionary
economic cycles, higher interest rates, higher fuel and other energy costs, inflation, deflation, increases in commodity
prices, higher levels of unemployment, higher consumer debt levels, higher tax rates and other changes in tax laws. A
decline in economic conditions could also result in limitations on the prices the Joint Venture’s licensees can charge
for bebe products, either of which could adversely affect our business. We can provide no assurance that demand for
bebe products will not be adversely affected by national or local economic conditions, thereby harming our business.

7. Our business could be adversely impacted by unfavorable international political conditions.

Our sales and operating results are, and will continue to be, affected by international social, political, legal and
economic conditions. In particular, our business could be adversely impacted by instability or changes resulting in the
disruption of trade with the countries in which our contractors, suppliers, licensees or customers are located,
significant fluctuations in the value of the dollar against foreign currencies or restrictions on the transfer of funds, or
additional trade restrictions imposed by the United States and other foreign governments. We can provide no
assurance that our business will not be adversely affected by such international events.

In addition, trade restrictions, including increased tariffs or quotas, embargoes and customs restrictions could increase
the cost or reduce the supply of merchandise available to us and adversely affect our business. We also purchase a
substantial amount of our raw materials from China, and our business and operating results may be affected by
changes in the political, social or economic environment in China.

8. Our ability to conduct business could be negatively impacted by the effects of natural disasters, war, terrorism,
public health concerns or other catastrophes.

We operate a corporate office in Brisbane, California, a distribution facility in Benicia, California, a design studio in
Los Angeles, California and a distribution facility in Hong Kong. Any serious disruption at these facilities whether
due to construction, relocation, fire, flood, earthquake, terrorist acts or otherwise could harm our business. Natural

13



Edgar Filing: bebe stores, inc. - Form 10-K

disasters, extreme weather and public health concerns, including severe infectious diseases, could impact our ability to
open and run our corporate offices, distribution center, stores and other operations in affected areas and/or negatively
impact our foreign sourcing offices and the operations of our vendors. In addition, our ability to continue to operate
our business without significant interruption in the event of a disaster or other disruption depends, in part, on the
ability of our information systems to operate in accordance with our disaster recovery and business continuity plans.
Lower client traffic due to the effect of natural disasters or extreme weather, security concerns, war or the threat of
war and public health concerns could result in decreased sales that could have a material adverse effect on our
business. In addition, threat of terrorist attacks or actual terrorist events in the United States and world-wide could
cause damage or disruption to international commerce and the global economy, disrupt the production, shipment or
receipt of our merchandise or lead to lower client traffic. Our ability to mitigate the adverse impact of these events
depends, in part, upon the effectiveness of our disaster preparedness and response planning as well as business
continuity planning. However, we cannot be certain that our plans will be adequate or implemented properly in the
event of an actual

9
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disaster or other catastrophic situation. In addition, although we maintain business interruption and property insurance,
we cannot assure you that our insurance coverage will be sufficient or that insurance proceeds will be timely paid to
us.

9. If we, through our interest in the Joint Venture, are not able to protect our intellectual property our business may be
harmed.

Although we and the Joint Venture take actions to protect our trademarks and other proprietary rights, we cannot
assure you that we will be successful or that others will not imitate our products or infringe upon our intellectual
property rights. In addition, we cannot assure that others will not resist or seek to block the sale of our products as
infringements of their trademark and proprietary rights.

Historically, we have sought to register our trademarks domestically and internationally and the Joint Venture will
continue to do so in the future. Obstacles may exist that may prevent the Joint Venture from obtaining a trademark for
the bebe and BEBE SPORT brand names or related names. The Joint Venture may not be able to register certain
trademarks, purchase the right or obtain a license to use these names or related names on commercially reasonable
terms. If the Joint Venture fails to obtain trademarks of, or ownership or license of the requisite rights, it would limit
the ability to expand the business under the bebe brand.

In some jurisdictions, despite successful registration of bebe's trademarks, third parties may allege infringement and
bring actions against us and or the Joint Venture. In addition, if our licensees fail to use the bebe intellectual property
correctly, the reputation and value associated with the trademarks may be diluted. Furthermore, if we or the Joint
Venture do not demonstrate use of our trademarks, our trademark rights may lapse over time.

In addition, we face the potential of receiving claims that the technology we use or license infringes on another’s
proprietary rights. In certain circumstances, we may be subject to having to defend ourselves from such claims and/or
be subject to unanticipated license fees or the necessity to transition away from technology we are using or abandon
such use altogether.

10. Our business may be negatively impacted by any failure to comply with regulatory requirements.

As a public company, we are subject to numerous regulatory requirements, including those imposed by the
Sarbanes-Oxley Act of 2002, the SEC and The NASDAQ Capital Market. In addition, we are subject to numerous
domestic and foreign laws and regulations affecting our business, including those related to labor, employment,
worker health and safety, competition, privacy, consumer protection, credit cards, import/export and anti-corruption,
including the Foreign Corrupt Practices Act and the Telephone Consumer Protection Act. Our employees,
subcontractors, vendors and suppliers could take actions that violate these requirements and/or our compliance
policies and procedures, which could have a material adverse effect on our reputation, financial condition and on the
market price of our common stock. Regulatory developments regarding the use of “conflict minerals,” certain minerals
originating from the Democratic Republic of Congo and adjoining countries, could affect the sourcing and availability
of raw materials used by suppliers and subject us to costs associated with the relevant regulations, including for
diligence pertaining to the presence of any conflict minerals used in our products, possible changes to products,
processes or sources of our inputs and reporting requirements.

11. There are litigation and other claims against us from time to time, which could distract management from our
business activities and could lead to adverse consequences to our business and financial condition.

We are involved from time to time with litigation and other claims against us. Often these cases can raise complex
factual and legal issues, which are subject to risks and uncertainties and which could require significant management
time. Although we do not currently believe that the outcome of any current litigation or claim against us will have a
material adverse effect on our overall financial condition, we have, in the past, incurred unexpected expense in
connection with litigation matters. In the future, adverse settlements, judgments or resolutions may negatively impact
our business. Injunctions against us could have an adverse effect on our business by requiring us to do, or prohibiting
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us from engaging in, certain activities. We may in the future be the target of material litigation, which could result in
substantial costs and divert our management’s attention and resources.

12. We are subject to cyber-security risks and may incur increasing costs in an effort to minimize those risks and to
respond to cyber incidents.

We currently support the business of the Joint Venture via a transition services agreement (which is expected to
terminate October 31, 2017), which involves the storage and transmission of customers’ personal information,
consumer preferences and credit card information. We also facilitate the Joint Venture’s use mobile devices, social
networking and other on-line activities to connect with our customers. If we experience a significant data security
breach or fail to detect and appropriately respond to a significant data security breach, we or the Joint Venture could
be exposed to government enforcement actions and private litigation, and our business could be adversely affected.
For example, in November 2014, we

10
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detected suspicious activity on computers that operate the payment processing system for our stores, which appeared
to be limited to data from payment cards swiped in the United States and its territories between November 8, 2014 and
November 26, 2014. The data may have included cardholder name, account number, expiration date and verification
codes, although we have no indication of fraudulent charges to date. We cannot assure you that we will not suffer
future breaches of the portion of our network that handles payment card data, with further payment card and client
information being stolen. These sorts of breaches might cause bebe customers to lose confidence in our or the Joint
Venture’s ability to protect their personal information, which could cause them to stop shopping with bebe altogether.
The loss of confidence from a significant data security breach involving our employees could also hurt our reputation
and adversely affect our business and financial results.

13. The Joint Venture relies on information technology to help manage its operations and our e-commerce store, the
disruption of which could adversely impact our business.

We currently assist the Joint Venture with various information systems, which it relies on to help manage its
operations and regularly assess the cost-benefit analysis associated with making additional investments to upgrade,
enhance or replace such systems. If at any time we experience any disruptions that impact the Joint Venture’s
information systems we could experience a material adverse impact on our business.

14. We are responsible for maintaining the privacy of personally identifiable information of our customers.

Through our sale transactions, loyalty programs and other methods, we obtained personally identifiable information
about our customers which is subject to federal, state and international privacy laws. These laws are constantly
changing. If we fail to comply with these laws, we may be subject to fines, penalties or other adverse actions. We are
highly dependent on the use of credit cards to complete sale transactions through our websites, and if we fail to
comply with Payment Card Industry Data Security Standards, we may become subject to limitations on our ability to
accept credit cards. Moreover, third parties may seek to access this information through improper means such as
computer hacking, malware and viruses. Any incidents involving unauthorized access or improper use of our
customers’ personally identifiable information could damage our reputation and brand and result in legal or regulatory
action against us.

Risks Related to Our Common Stock

1. Because Manny Mashouf beneficially owns a substantial portion of the outstanding shares, other shareholders have
limited ability to influence corporate matters.

As of July 1, 2017, Manny Mashouf, our CEO and Chairman of the Board, beneficially owned approximately 58.3%
of the outstanding shares of our common stock. As a result, he has the ability to control our management and affairs
and substantially all matters submitted to our shareholders for approval, including the election and removal of
directors and approval of any significant transaction. He also has the ability to control our management and business
affairs. This concentration of ownership may have the effect of delaying, deferring or preventing a change in control,
impeding a merger, consolidation, takeover or other business combination involving us, or discouraging a potential
acquirer from making a tender offer or otherwise attempting to obtain control of our business, and could limit the
price that certain investors might be willing to pay for shares of common stock, even if such a transaction would
benefit other shareholders. In addition, he could also sell his shares at any time, in open market transactions, registered
offerings or otherwise and such a sale could negatively impact our share price.

2. Our stock price could fluctuate substantially for reasons outside of our control.

Our common stock is quoted on The NASDAQ Capital Market, which has experienced, and is likely to experience in
the future, significant price and volume fluctuations, which could adversely affect our stock price without regard to
our financial performance. In addition, we believe that factors such as quarterly fluctuations in our financial results
and comparable sales; announcements by other apparel, accessory, music and gift item retailers; the trading volume of
our stock; changes in estimates of our performance by securities analysts; litigation; overall economic and political
conditions, including the global economic downturn; the condition of the financial markets, including the credit crisis;
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and other events or factors outside of our control could cause our stock price to fluctuate substantially.

3. Our failure to meet the continued listing requirements of The NASDAQ Capital Market could result in a delisting
of our common stock.

If we fail to satisfy the continued listing requirements of The NASDAQ Capital Market, such as the corporate
governance requirements or the minimum closing bid price requirement, NASDAQ may take steps to de-list our
common stock. Such a delisting would likely have a negative effect on the price of our common stock and would
impair your ability to sell or purchase our common stock when you wish to do so. In the event of a delisting, we
would expect to seek to take actions to restore our compliance with NASDAQ’s listing requirements, but we can
provide no assurance that any such action taken by us would allow our common stock to become listed again, stabilize
the market price or improve the liquidity of our common

11
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stock, prevent our common stock from dropping below the NASDAQ minimum bid price requirement or prevent
future non-compliance with NASDAQ’s listing requirements.

4. If we sell shares of our common stock in the future, shareholders may experience immediate dilution and, as a
result, our stock price may decline.

We may from time to time issue additional shares of common stock at a discount from the current trading price of our
common stock. As a result, our shareholders would experience immediate dilution. In addition, as opportunities
present themselves, we may enter into financing or similar arrangements in the future, including the issuance of debt
securities, preferred stock or common stock. If we issue common stock or securities convertible into common stock,
our common shareholders would experience additional dilution and, as a result, our stock price may decline.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our main corporate headquarters are located in a leased facility in Brisbane, California. The Brisbane facility is
approximately 35,000 square feet and housed administrative offices, planning operations and store support services.
The lease expires in April 2020. As of July 1, 2017 we owned our distribution center in Benicia, California consisting
of approximately 240,000 square feet of which the company uses approximately 144,000 square feet. We also owned
our 50,000 square foot design studio and production facility in Los Angeles, California that houses our design,
merchandising and production activities. We also owned two condominium units in Los Angeles, California for use as
short-term executive accommodations with approximately 3,400 total square footage.

During the first fiscal quarter of 2018, we have sold our Benicia property and one of our condominiums. We have
entered into a month to month lease for the Benicia property through December 31, 2017.

ITEM 3. LEGAL PROCEEDINGS

As of the date of this filing, we are involved in ongoing legal proceedings as described below.

A former employee filed a complaint against the Company on November 2, 2010, in the Superior Court of California,
San Bernardino County (Case No. CIVRS1011823) alleging failure to pay wages, failure to provide meal and rest
periods, and other violations of the California Labor Code and Business & Professions Code §17200 et. seq. The
plaintiff purported to bring the action on behalf of current and former California bebe stylists and sales associates who
are similarly situated. The complaint sought damages, civil penalties, and injunctive relief among other remedies. In
June 2016, the parties entered into a settlement agreement conditioned upon final Court approval. In August 2017, the
Court preliminarily approved the class action settlement. The parties are in the process of the administration of the
settlement with the class members. The Company believes the settlement amounts, accrued in Q4 of fiscal 2017, will
not have a material adverse effect on our business, financial condition or results of operations.

A customer served the Company with a complaint on January 31, 2014, in the United States District Court for the
Northern District of California (Civil Action No. C14-267 DMR) alleging various violations of the Telephone
Consumer Protection Act (47 U.S.C. §§227 et seq.) and violations of California’s unfair competition law (California
Business and Professions Code §§ 17200, et seq.) stemming from an alleged failure to obtain customer consent prior
to sending text messages. The plaintiff purported to bring the action on behalf of others similarly situated. The
complaint sought damages and injunctive relief among other remedies. A companion proceeding, previously reported,
in the United States District Court for the Northern District of California (Civil Action No. 3:14-CV-01968)) was
consolidated with this action. In April 2016, the parties entered into a settlement agreement conditioned upon final
Court approval. In July 2017, the Court preliminarily approved the class action settlement. The parties are in the
process of the administration of the settlement with the class members. The Company believes the settlement
amounts, accrued in Q3 of fiscal 2017, will not have a material adverse effect on our business, financial condition or
results of operations.
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The Company is subject to various other legal proceedings and claims arising in the ordinary course of business.
Regarding all matters referenced herein, the Company intends to vigorously defend itself and has accrued estimated

amounts of liability where required, appropriate and determinable. Any such estimates may be revised as further
information becomes

12

20



Edgar Filing: bebe stores, inc. - Form 10-K

available. The results of any litigation are inherently uncertain and as such the Company cannot assure that it will be
able to successfully defend itself in these proceedings or that any amounts accrued are sufficient.
ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
PART II
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES
Our common stock trades on the Nasdaq Capital Market under the symbol “BEBE.” The following table sets forth the
high and low sales prices of our common stock for each quarterly period within the two years ended July 1, 2017, as
reported by Nasdaq:

High Low
Fiscal 2016
First Quarter  $21.30 $9.40
Second Quarter 11.90 4.10
Third Quarter 7.30 3.20
Fourth Quarter 6.20  3.30
Fiscal 2017
First Quarter  $8.70 $4.90
Second Quarter 7.00  5.00
Third Quarter 6.78  3.57
Fourth Quarter 6.80  3.57
As of August 31, 2017, the number of holders of record of our common stock was 40 and the number of beneficial
holders of our common stock was approximately 3,874.
Declaration and payment of dividends is within the sole discretion of our board of directors, subject to limitations
imposed by California law and compliance with our credit agreement and will depend on our earnings, capital
requirements, financial condition and such other factors as the board of directors deems relevant. We did not declare
any dividends during fiscal 2017 or in fiscal 2016.

Stock Performance Graph

The graph below compares the percentage changes in our cumulative total shareholder return on our common stock
for the five-year period ended June 30, 2017, with (i) the cumulative total return of the S & P 500 Index and (ii) the
S & P Apparel, Accessories & Luxury Goods Index. The total shareholder return for our common stock assumes
quarterly reinvestment of dividends.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations should be
read in conjunction with the Consolidated Financial Statements and related notes included elsewhere in this report.
The following Management’s Discussion and Analysis of Financial Condition and Results of Operations contains
forward looking statements, which involve risks and uncertainties. Our actual results could differ materially from
those anticipated in these forward-looking statements as a result of certain factors, including those set forth under
“Risks Factors” under Item 1A of this report.

Overview

Historically, we designed, developed and produced a distinctive line of contemporary women’s apparel and accessories
that is unique, sophisticated and timelessly sexy. We were founded by Manny Mashouf, our Chief Executive Officer
and Chairman of the Board. We opened our first store in San Francisco, California in 1976, which was also the year
we incorporated in California. We marketed our products under the bebe and BEBE SPORT brand names through our
retail stores, the significant majority of which were bebe stores, including an on-line store at www.bebe.com, and also
through bebe outlet stores. The 82 international licensees’ operated stores in 22 countries and, pursuant to our product
licensing, through certain select domestic and international retailers.

In the fourth quarter of fiscal 2017 we closed all of our stores and sold all remaining finished goods inventory to
Global Brands Group ("GBG"). We also transferred the remainder of our licenses and intellectual property including
the URL www.bebe.com to the Joint Venture of which we own 50% and account for under the equity method. All
international licensee agreements were also transferred to the Joint Venture. We entered into a transition services
agreement with GBG to provide certain transitional services for a period not to extend beyond October 31, 2017.
Fiscal 2017 financial highlights include the following:

Selling, general and administrative expenses from continuing operations for the 2017 fiscal year were $41.8 million, a
decrease of 10.2% from $46.5 million for fiscal 2016.

Loss from continuing operations for the fiscal year ended July 1, 2017 was $38.3 million, or $4.76 per share on a
diluted basis, compared to loss from continuing operations of $17.9 million or $2.24 per share on a diluted basis, in
the prior year.

In fiscal 2017, cash and equivalents decreased by $38.5 million compared to an increase of $8.6 million for fiscal
2016.

Our strategic focus for fiscal 2018 is to complete the terms of the transition services agreement in place with GBG
which we anticipate to be completed by the end of 2017 calendar year. After which bebe will maintain its 50%
investment in the Joint Venture.

Critical Accounting Policies

Management’s Discussion and Analysis of Financial Condition and Results of Operations are based upon our
consolidated financial statements, which have been prepared in conformity with accounting principles generally
accepted in the United States of America.

The preparation of these financial statements requires the appropriate application of certain accounting policies, many
of which require us to make estimates and assumptions about future events and their impact on amounts reported in
our consolidated financial statements and related notes. Since future events and their impact cannot be determined
with certainty, the actual results will inevitably differ from our estimates. Such differences could be material to the
financial statements. We believe our application of accounting policies, and the estimates inherently required therein,
are reasonable. We reevaluate these accounting policies and estimates and make adjustments when facts and
circumstances dictate a change. Our accounting policies are more fully described in Note 1 to our consolidated
financial statements included in this report.

We have identified certain critical accounting policies, which are described below.

Investments. We use the equity method to account for our investment in the Joint Venture because we have the ability
to exercise significant influence but not control. We record our share of earnings as reported by the Joint Venture as
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earnings in equity-method investment on the consolidated statement of operations and comprehensive loss. The total
of our investments in the Joint Venture are recorded in Other Assets on the consolidated balance sheets.
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Income Taxes. We account for income taxes using an asset and liability approach that requires the recognition of
deferred tax assets and liabilities for the expected future tax consequences of events that have been recognized in our
financial statements or tax returns. We are subject to periodic audits by the Internal Revenue Service and other
foreign, state and local taxing authorities. These audits may challenge certain of our tax positions such as the timing
and amount of income and deductions and the allocation of taxable income to various tax jurisdictions. We evaluate
our tax positions and establish liabilities in accordance with applicable accounting guidance on uncertainty in income
taxes. To the extent that our estimates change or the final tax outcome of these matters is different than the amounts
recorded, such differences will impact the income tax provision in the period in which such determinations are made.
We regularly asses the need for a valuation allowance against our deferred tax assets. In evaluating whether it is more
likely than not that some or all of our deferred tax assets will not be realized, we consider all available positive and
negative evidence, including recent year’s operational results which is objectively verifiable evidence. As of July 1,
2017, we continue to conclude that it is more likely than not that our deferred tax assets will not be realized, and as
such we maintained a full valuation allowance. Our effective tax rate in a given financial statement period may be
materially impacted by changes in the mix and level of earnings, changes in the expected outcome of audits or
changes in the deferred tax valuation allowance.

Lease accounting. We lease office space under an operating lease. We recognize the related rental expense on a
straight-line basis over the lease term. We record the difference between the recognized rent expense and the amounts
paid as deferred rent.

Recent Accounting Pronouncements

The impact of recent accounting pronouncements is included in Note 1 to our consolidated financial statements.
Results of Operations
Our fiscal year ends on the first Saturday on or after June 30. Fiscal year 2017 and 2016 each had 52 weeks.
The following table sets forth certain key performance indicators from continuing operations:

July 1,  July 2,

2017 2016

(in thousands,
Summary of Operating Data: except

percentages)
Cash received from equity investment $3,675 $§ —
Equity earnings 3,830 193
Percentage 96.0 % —%

Fiscal Years Ended July 1, 2017 and July 2, 2016

Selling, General and Administrative Expenses. Selling, general and administrative expenses from continuing
operations, which consists of corporate overhead costs and costs to operate our distribution center, decreased to $41.8
million during fiscal 2017 from $46.5 million in fiscal 2016, a decrease of $4.8 million, or 10.2%. Included in 2017
was $11.7 million in long-lived asset impairment charges related to fixed assets at the company's corporate offices and
distribution center. This was offset by decreased compensation and benefit costs of $6.5 million, reduced depreciation
of $2.3 million and $6.0 million in fees charged in connection with the Transition Services Agreement. All of the net
reductions were the effect of corporate restructuring activities undertaken during fiscal 2017.

Gain on sale of assets, net. We recorded a net gain of $31.7 million in fiscal 2016 related to the sale of an almost 50%
ownership interest in our trademarks, trade names and certain other intellectual property to Bluestar LLC. The gain
represents proceeds received of $35 million, which was offset by transaction costs totaling $2.5 million and the
carrying value of assets sold totaling $0.8 million.

Interest and Other Income (Loss), Net. We recorded other income of $0.4 million, net during fiscal 2017 as compared
to a loss of $3.3 million in fiscal 2016. The loss in fiscal 2016 was the result of a $3.6 million loss on the sale of ARS.
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Provision for Income Taxes. Our effective tax rate was 0.0% for fiscal 2017 as compared to 0.0% for fiscal 2016. The
rate for both fiscal 2017 and 2016 reflected the continuing impact of maintaining a valuation allowance against our
deferred tax assets. In future years, we expect the continuing impact of maintaining a valuation allowance against
deferred tax assets to result in a near 0% effective tax rate.

Discontinued Operations. In the fourth quarter of fiscal 2017, we discontinued our retail operations and closed all of
our stores. During the first two quarters of fiscal 2018 we are providing transition services to a third party who
licensed the www.bebe.com URL beginning May 2, 2017 from the Joint Venture. In connection with our store
closures we settled the remaining lease obligations related to the stores and terminated all employees directly related
to the operation of our retail business. We continue to retain certain corporate office and distribution center employees
who are providing administrative support to bebe or are providing the transition services. The results of the retail
operations have been presented as a discontinued operation in the accompanying consolidated statements of
operations and comprehensive income (loss) for all periods and are detailed in note 3 to the consolidated financial
statements.

Loss from discontinued operations was $100.6 million for fiscal 2017 compared with $9.5 million for fiscal 2016. The
$91.1 million increase is primarily due to $70.9 million in lease termination charges, $4.1 million in employee
severance, and $11.1 million in incremental fixed asset impairment and disposal charges.

Seasonality of Business and Quarterly Results

Historically our business varied with general seasonal trends that are characteristic of the retail and apparel industries.
As aresult, we typically generated a higher percentage of our annual net sales and profitability in the second quarter
of our fiscal year, which includes the holiday selling season, compared to other quarters of our fiscal year. If for any
reason our sales were below seasonal norms during the second quarter of our fiscal year, our annual operating results
would be negatively impacted. Because of the seasonality of our business, results for any quarter are not necessarily
indicative of results that may be achieved for a full fiscal year.

Liquidity and Capital Resources

During fiscal 2017 as a result of continued operating losses, we shut down our retail operations. We have entered into
an agreement to provide transition services to a third party that has taken over bebe's online and international licensee
businesses. The agreement is scheduled to end October 31, 2017 and we are being paid a fee which we expect to cover
substantially all of the costs of providing these services. Once this agreement ends, we will transition to a holding
company for our investment in the Joint Venture and we expect to receive a quarterly cash dividend from this
investment. In addition, we expect our operating costs to reduce to an insignificant amount once we have completed
the transition which we expect to occur by the end of the second quarter of fiscal 2018.

As of July 1, 2017, the company's current liabilities exceed its current assets by $11.9 million. The current liabilities
include the bridge loan used to pay the lease termination expenses, which matures on May 20, 2018. As of September
29, 2017, the original $35 million bridge loan has been reduced to approximately $16.9 million utilizing 75% of the
net proceeds from the sale of the company's distribution center in Benicia, CA for $21.7 million and both of the
condominiums previously owned in Los Angeles, CA for $2 million. The company is considering several offers for its
LA studio in a range of prices that are sufficient to enable the company to meet is current obligations and meet is cash
flow needs. However, if the LA studio does not sell in the next twelve months the Company will be unable to repay
the bridge loan at its maturity (May 30, 2018). As a result, the Company has concluded that there is substantial doubt
about its ability to continue as a going concern for the next year.

At July 1, 2017, we had cash and cash equivalents of $17.0 million held in accounts managed by third-party financial
institutions consisting of invested cash and cash in our operating accounts. The invested cash is invested in interest
bearing funds managed by third-party financial institutions. These funds invest in direct obligations of the government
of the United States. To date, we have experienced no loss or lack of access to our invested cash or equivalents;
however, we can provide no assurances that access to our invested cash and equivalents will not be impacted by
adverse conditions in the financial markets.
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We hold our operating and invested cash in accounts that are with third-party financial institutions. The balances in
these accounts exceed the Federal Deposit Insurance Corporation insurance limits. While we monitor daily the cash
balances in our operating accounts and adjust the cash balances as appropriate, these cash balances could be impacted
if the underlying financial institutions fail or could be subject to other adverse conditions in the financial markets. To
date, we have experienced no loss or lack of access to invested cash or cash in our operating accounts.

Net cash used by operating activities in fiscal 2017 and 2016 was $69.1 million and $38.6 million, respectively. Net
cash used by operating activities increased $30.5 million from 2016 to 2017. The increase in cash used in operating
activities was
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driven primarily by $69.1 million in lease termination payments made during fiscal 2017 in connection with the
closure of all our physical stores.

Net cash used in investing activities was $2.4 million in fiscal 2017 versus net cash provided by investing activities of
$47.5 million in fiscal 2016. The decrease in net cash provided by investing activities in fiscal 2017 from fiscal 2016
was a result of net proceeds of $32.5 million from the sale of an almost 50% ownership in our intellectual property
assets in fiscal 2016 as well as the effect of net proceeds from sales and maturities of investments. Capital
expenditures of $3.2 million in fiscal 2017 primarily related to investments in management information systems.

Net cash provided by financing activities was $33.2 million in fiscal 2017 compared to net cash provided by financing
activities of $0.0 million in fiscal 2016. The increase of $33.2 million was a result of proceeds received from bridge
loan financing. We used the proceeds from this financing to pay lease termination payments. We expect to repay this
bridge loan with proceeds received from the sale of our real estate assets which we anticipate will be either sold, or in
closing during the first quarter of fiscal 2018.
Summary Disclosures about Contractual Obligations and Commitments:
Other than operating leases, we do not have any off-balance-sheet financing. The following tables summarize our
significant contractual obligations and commercial commitments as of July 1, 2017 (in thousands):

Amount of commitment expiration period

Less After
Total than 1 -3years 4-5 years 5
1 year years
Operating leases $1,181 $417 $§ 764 -$ —$ —
Total contractual obligations and commitments(1) $1,181 $417 $ 764 $ —$ —

The table above does not include liabilities related to unrecognized tax benefits. As we are unable to reasonably
predict the timing of settlement of such liabilities, the table does not include $0.1 million of income tax, interest
and penalties relating to unrecognized tax benefits that are recorded as noncurrent liabilities within our
consolidated balance sheet as of July 1, 2017.

Inflation

We do not believe that inflation has had a material effect on the results of operations in the recent past. However, we
cannot assure that our business will not be affected by inflation in the future.

ey

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
We are exposed to market risks, which include changes in U.S. interest rates and, to a lesser extent, foreign exchange
rates. We do not engage in financial transactions for trading or speculative purposes.
Interest Rate Risk
We currently maintain a portfolio of variable interest rate investments consisting of cash equivalents and short-term
marketable securities. According to our investment policy, we may invest in taxable and tax-exempt instruments. In
addition, the policy establishes limits on credit quality, maturity, issuer and type of instrument. Marketable securities
are classified as “trading” or “available for sale”. We do not use derivative financial instruments in our investment
portfolio.
All highly liquid investments with a maturity of three months or less at the date of purchase are considered to be cash
equivalents.
The following table lists our cash equivalents at July 1, 2017:

Fair Value

(Dollars in thousands)
Cash equivalents $ 236
Weighted average interest rate — %
Foreign Currency Risks
Foreign currency risk is no longer considered material after the shutdown of all of our stores in Canada.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Information with respect to this item is set forth in Item 15 of this Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief
Financial Officer, we evaluated the effectiveness of our disclosure controls and procedures, as such term is defined in
Rules 13a-15(e) and 15d-15(e) promulgated under the Securities Exchange Act of 1934, as amended (“the Exchange
Act”) as of the end of the period covered by this report (July 1, 2017). Based on this evaluation, our Chief Executive
Officer and Chief Financial Officer concluded that as of the evaluation date, our disclosure controls and procedures
are effective at a reasonable level of assurance to ensure that the information required to be disclosed by us in the
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in the Securities and Exchange Commission rules and forms and accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate,
to allow timely discussions regarding required disclosure.

Internal Control over Financial Reporting

Management’s report on our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and
15d-15(f) in the Exchange Act), is included on page F-2 of this Annual Report on Form 10-K, under the heading,
“Management’s Annual Report on Internal Control Over Financial Reporting” and is incorporated herein by reference.
Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting identified in connection with the evaluation
required by paragraph (d) of Exchange Act Rules 13a-15 or 15d-15 that occurred during our most recent fiscal quarter
that have materially affected, or are reasonably likely to materially affect, our internal controls over financial
reporting.

ITEM 9B. OTHER INFORMATION
None.
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PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information regarding our executive officers required by Item 401 of Regulation S-K is included under Item 1 of

Part I of this report under the caption “Executive Officers and Directors of the Registrant” and incorporated herein by
reference.

Information with respect to our directors required by Item 401 of Regulation S-K is incorporated by reference from
“Proposal No. 1 Election of Directors” in our definitive Proxy Statement to be filed with the SEC not later than 120 days
after the end of our fiscal year.

Information with respect to compliance with Section 16(a) of the Exchange Act required by Item 405 of

Regulation S-K is incorporated by reference from “Section 16(A) Beneficial Ownership Reporting Compliance” in our
definitive Proxy Statement to be filed with the SEC not later than 120 days after the end of our fiscal year.

Information with respect to our code of ethics required by Item 406 of Regulation S-K is incorporated by reference

from “Committee Charters and Other Corporate Governance Materials” in our definitive Proxy Statement to be filed
with the SEC not later than 120 days after the end of our fiscal year.

Information with respect to our corporate governance required by Item 407(c)(3), (d)(4) and (d)(5) of Regulation S-K

is incorporated by reference from “Corporate Governance Matters” in our definitive Proxy Statement to be filed with the
SEC no later than 120 days after the end of our fiscal year.

ITEM 11. EXECUTIVE COMPENSATION

Information with respect to executive compensation required by Item 402 of Regulation S-K is incorporated by
reference from “Executive Compensation and Other Matters” in our definitive Proxy Statement to be filed with the SEC
not later than 120 days after the end of our fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Information with respect to security ownership of beneficial owners and related stockholder matters required by

Item 201(d) and Item 403 of Regulation S-K is incorporated by reference from “Equity Compensation Plan Information”
and “Security Ownership of Certain Beneficial Owners and Management” in our definitive Proxy Statement to be filed
with the SEC not later than 120 days after the end of our fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR

INDEPENDENCE

Information with respect to certain relationships and related transactions required by Item 404 of Regulation S-K is
incorporated by reference from “Certain Relationships and Related Transactions” in our definitive Proxy Statement to be
filed with the SEC not later than 120 days after the end of our fiscal year.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information required by Item 9(e) of Schedule 14A is incorporated by reference from “Ratification and Appointment of
Independent Registered Public Accounting Firm” in our definitive Proxy Statement to be filed with the SEC not later
than 120 days after the end of our fiscal year.
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EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

1. The financial statements listed in the “Index to Consolidated Financial Statements” at page F-1 are filed as a part of

this report.

2. Financial statement schedules are omitted because they are not applicable or the required information is shown in
the financial statements or notes thereto.
3. Exhibits included or incorporated herein: See Index to Exhibits.

(b) Exhibits

EXHIBIT
NUMBER
3.1(h)
3.2(H)
4.1(a)
10.13)(*)
10.2(a)(*)
10.3(a)(*)

10.4

10.5(c)
10.6(d)
10.7(e)(*)
10.8(f)
10.9(2)(*)

DESCRIPTION OF DOCUMENT

Amended and Restated Articles of Incorporation of Registrant.

Amended and Restated Bylaws of Registrant.

Specimen certificate representing the Common Stock (in standard printer form, not provided).

1997 Stock Plan.

1998 Stock Purchase Plan.

Form of Indemnification Agreement.

Consulting Agreement, dated April 18, 2017, by and among bebe stores, inc., Great American Group, LLC
and Tiger Capital Group, LLC.

Form of Retail Store License Agreement between Registrant and [company].

Amendment No. 1 to Lease Agreement (amendment to Standard Industrial/Commercial-Tenant Lease-Net
dated November 30, 1998 between Registrant and Far Western Land and Investment Company, Inc.)
Form of Restricted Stock Units Agreement.

Standard Offer, Agreement and Escrow Instructions for Purchase of Real Estate dated January 20, 2004 by
and between bebe stores, inc. and 10345 Olympic LLC.

Management Bonus Plan.

10.10(h)(*)bebe stores, inc. Form of Stock Option Agreement.

10.11G)(*)
10.17G)(*%)

10.18(k)

10.19(1)
10.20(m)
10.28(*)

10.33(*)

21.1
23.1
24.1
31.1
31.2
32.1
322

bebe stores, inc. Form of Restricted Stock Unit Agreement.

Chief Executive Officer Employment Agreement between the Company and Jim Wiggett dated December
15,2014.

Amended and Restated Operating Agreement, dated June 8, 2016, by and among bebe stores, inc. and BB
Brand Management LL.C

Asset Purchase and Contribution Agreement, dated June 8, 2016, by and among bebe stores, inc., bebe
studio, inc. and BB Brand Holdings LLC

License Agreement, dated June 8, 2016, by and among bebe stores, inc., bebe studio, inc., BB Brand
Management LLC and BB Brand Holdings LLC

Retention Bonus Letter Agreement, dated June 9, 2017, by and between bebe stores, inc. and Walter
Parks.

Retention Bonus Letter Agreement, dated August 8, 2017, by and between bebe stores, inc. and Darren
Horvath.

Subsidiaries of Registrant.

Consent of Independent Registered Public Accounting Firm.

Power of Attorney (see signature page).

Section 302 Certification of Chief Executive Officer.

Section 302 Certification of Chief Financial Officer.

Section 906 Certification of Chief Executive Officer.

Section 906 Certification of Chief Financial Officer.
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101.SCH
101.CAL
101.DEF
101.LAB
101.PRE
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XBRL Instance Document.

XBRL Taxonomy Extension Schema.

XBRL Taxonomy Calculation Linkbase.

XBRL Taxonomy Extension Definition Linkbase.
XBRL Taxonomy Extension Label Linkbase.
XBRL Taxonomy Presentation Linkbase.
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@ Incorporated by reference from exhibits of the same number in Registrant’s Registration Statement on Form S-1
(Reg. No. 333-50333), effective June 16, 1998.

(b)Incorporated by reference from exhibit 10.6 in Registrant’s Quarterly Report on Form 10-Q filed on February 16,
1999.

© Incorporated by reference from exhibits of the same number in Registrant’s Annual Report on Form 10-K filed on
September 28, 1999.

) Incorporated by reference from exhibit 10.8 in Registrant’s Annual Report on Form 10-K filed on September 28,
2000.

© Incorporated by reference from exhibit 10.12 in Registrant’s Annual Report on Form 10-K filed on September 29,
2003.

(f)Incorporated by reference from exhibit 10.17 in Registrant’s Current Report on Form 8-K filed on October 1, 2015

(g)lncorporated by reference from exhibit 10.19 in Registrant’s Annual Report on Form 10-K filed on September 14,
2005.

(h)Incorporated by reference from exhibit 99.3 to Registrant’s Current Report on Form 8-K filed on November 23,
2005.

) Incorporated by reference from exhibit 99.4 to Registrant’s Current Report on Form 8-K filed on November 23,
2005.

R )Incorporated by reference from exhibit 10.1 to Registrant’s Current Report on Form 8-K filed on December 15,
2014.

(k) Incorporated by reference from exhibit 10.1 to Registrant's Current Report on Form 8-K filed on June 8, 2016.

(1) Incorporated by reference from exhibit 10.2 to Registrant's Current Report on Form 8-K filed on June 8, 2016.

(m)Incorporated by reference from exhibit 10.3 to Registrant's Current Report on Form 8-K filed on June 8, 2016.

(*) Indicates management contracts or compensatory plans or arrangements required to be filed as exhibits to this
report on Form 10-K.
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SIGNATURES

Pursuant to the requirements of the Exchange Act of 1934, as amended, the Registrant has duly caused this Annual
Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Brisbane,
State of California, on the 29th day of September 2017.

bebe stores, inc.

By:/S/ MANNY MASHOUF
Chief Executive Officer, Chairman of the Board
(Principal Executive Officer)

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and
appoints Manny Mashouf and Walter Parks, and each of them acting individually, as his true and lawful
attorneys-in-fact and agents, each with full power of substitution, for him in any and all capacities, to sign any and all
amendments to this Annual Report on Form 10-K, and to file the same, with exhibits thereto and other documents in
connection therewith, with the Securities and Exchange Commission, hereby ratifying and confirming all that said
attorneys-in-fact and agents, or his or their substitute or substitutes, may lawfully do or cause to be done by virtue
hereof.

Pursuant to the requirements of the Exchange Act, this Annual Report on Form 10-K has been signed by the following
persons in the capacities and on the dates indicated:

Name Title Date

/S/ MANNY MASHOUF  Chief Executive Officer, Chairman of the Board September 29, 2017
Manny Mashouf (Principal Executive Officer)

/S/ WALTER PARKS President, Chief Operating Officer, Interim Chief Financial Officer September 29, 2017
Walter Parks (Principal Financial Officer)

/S/ DARREN HORVATH Controller September 29, 2017
Darren Horvath (Principal Accounting Officer)

/S/ BRETT BREWER Director September 29, 2017
Brett Brewer

/S/ CORRADO FEDERICO Director September 29, 2017
Corrado Federico

/S/ SETH JOHNSON Director September 29, 2017
Seth Johnson

/S/ ROBERT GALVIN Director September 29, 2017
Robert Galvin
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bebe stores, inc.
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
FISCAL YEARS ENDED JULY 1, 2017, AND JULY 2, 2016:

Management’s Annual Report on Internal Control over Financial Reporting
Report of Independent Registered Public Accounting Firm

Consolidated balance sheets as of July 1. 2017 and July 2. 2016

Consolidated statements of operations and comprehensive loss for the fiscal years ended July 1, 2017 and July 2,
2016

Consolidated statements of shareholders’ equity for the fiscal years ended July 1, 2017 and July 2, 2016

Consolidated statements of cash flows for the fiscal years ended July 1, 2017 and July 2, 2016

Notes to consolidated financial statements
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MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of bebe stores, inc. is responsible for establishing and maintaining adequate internal control over
financial reporting for the Company. With the participation of the Chief Executive Officer and the Chief Financial
Officer, our management has assessed the effectiveness of the Company’s internal control over financial reporting as
of July 1, 2017. In making this assessment, management used the criteria established in Internal Control - Integrated
Framework (2013) (the “2013 Framework™) issued by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSQ”) as it applies to smaller reporting companies. Management believes that, as of July 1, 2017, the
Company maintained effective internal control over financial reporting based on the criteria established in the 2013
Framework.

September 29, 2017

/s/  Manny Mashouf

Manny Mashouf

Chief Executive Officer, Chairman of the Board
(Principal Executive Officer)

/s/  Walter Parks

Walter Parks

President, Chief Operating Officer, Interim Chief Financial Officer
(Principal Financial Officer)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
bebe stores, inc.

We have audited the accompanying consolidated balance sheets of bebe stores, inc. and subsidiaries (the "Company")
as of July 1, 2017 and July 2, 2016, and the related consolidated statements of operations and comprehensive loss,
shareholders' equity (deficit), and cash flows for the fiscal years then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
bebe stores, inc. and subsidiaries as of July 1, 2017 and July 2, 2016, and the results of their operations and their cash
flows for the fiscal years then ended, in conformity with accounting principles generally accepted in the United States
of America.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as
a going concern. As discussed in Note 1 to the consolidated financial statements, the Company has incurred recurring
losses from operations and negative cash flows from operations and expects significant uncertainty in generating
sufficient cash to meet its obligations and sustain its operations, which raises substantial doubt about its ability to
continue as a going concern. Management's plans concerning these matters are also discussed in Note 1 to the
consolidated financial statements. The consolidated financial statements do not include any adjustments that might
result from the outcome of this uncertainty.

/s/ DELOITTE & TOUCHE LLP
San Francisco, California

September 29, 2017

F-3
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bebe stores, inc.
CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except share data)

Assets:

Current assets:

Cash and equivalents

Receivables (net of allowance of $0 and $669)
Assets of discontinued operations held for sale
Assets of discontinued operations not held for sale
Prepaid and other

Total current assets

Equity investment

Noncurrent assets of discontinued operations
Other assets

Total assets

Liabilities and Shareholders’ (Deficit) Equity:
Current liabilities:

Accounts payable

Accrued liabilities

Bridge loan, net of issue discount

Liabilities of discontinued operations

Total current liabilities

Non-current payable

Liability for uncertain tax positions
Noncurrent liabilities of discontinued operations
Total liabilities

Commitments and contingencies (Notes 6, 7 and 14)

Shareholders’ (deficit) equity:

Preferred stock-authorized 1,000,000 shares at $0.001 par value per share; no shares issued and

outstanding

Common stock-authorized 14,000,000 shares at $0.001 par value per share; issued and

outstanding 8,096,090 and 8,005,115 shares
Additional paid-in capital

Accumulated other comprehensive income
Accumulated deficit

Total shareholders’ (deficit) equity

Total liabilities and shareholders’ (deficit) equity

See accompanying notes to consolidated financial statements.

F-4

As of
July 1,  July 2,
2017 2016

$17,032 $55,525

5,222 4,645
25,796 26,259
818 40,987
1,599 2,104
50,467 129,520
1,257 1,102
— 46,364
797 2,459

$52,521 $179,445

$15,265 $11,264
12,013 18,393

33,158 —
1,955 3,117
62,391 32,774
1,142 —

88 85

— 17,983
63,621 50,842

8 8
146,999 147,585
573 727

(158,680 (19,717 )
(11,100 ) 128,603
$52,521 $179,445
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bebe stores, inc.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Amounts in thousands, except per share data)

Net sales

Cost of sales, including production and occupancy
Gross margin

Selling, general and administrative expenses
Gain on sale of intellectual property, net
Operating loss

Other income (loss), net

Loss from continuing operations, before income taxes and earnings in equity interest
Income tax provision

Earnings in equity method investment

Loss from continuing operations, net of tax
Loss from discontinued operations, net of tax
Net loss

Basic per share amounts:

Loss from continuing operations, net of tax
Loss from discontinued operations, net of tax
Net loss

Diluted per share amounts:

Loss from continuing operations, net of tax
Loss from discontinued operations, net of tax
Net loss

Basic weighted average shares outstanding

Diluted weighted average shares outstanding

Other comprehensive loss

Unrealized gain (loss) on available for sale securities, net of tax (1)
Foreign currency translation adjustments

Other comprehensive income (loss)

Comprehensive loss

Fiscal Year Ended
July 1, July 2,
2017 2016
$— $—

41,784 46,539
— (31,694 )
(41,784 ) (14,845 )
(378 ) 3,281 )
(42,162 ) (18,126 )
3,831 193
(38,331 ) (17,933 )
(100,632 ) (9,548 )
$(138,963) $(27,481)

$4.76 ) $2.24 )
1249 ) 1.19 )
$(17.25 ) $3.43 )

$4.76 ) $2.24 )
1249 ) 1.19 )
$(17.25 ) $3.43 )

8,056 7,993
8,056 7,993
$— $3,759
(154 ) (1,256 )
(154 ) 2,503

$(139,117) $(24,978)

(1) 2016 amount represents reclassification to Other income (loss), net for securities sold.

See accompanying notes to consolidated financial statements.
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bebe stores, inc.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT)
(Amounts in thousands)

Common Accumulated Retained
Stock Additional Other )
Sl . Earnings
Number Paid-in Comprehensive Total
. (Accumulated

of  AmountCapital Income Deficit)

Shares (Loss)
Balances as of July 4, 2015 7,966 $ 8 $145571 $ (1,776 ) $7,764 $151,567
Net loss —  — — — (27,481 ) (27,481 )
Other comprehensive income —  — — 2,503 — 2,503
Stock based compensation — — 1,998 — — 1,998
Common.stock issued under stock plans including 39 16 . L 16
tax benefit
Balances as of July 2, 2016 8,005 8 147,585 727 (19,717 ) 128,603
Net loss —  — — — (138,963 ) (138,963 )
Other comprehensive loss —  — — (154 ) — (154 )
Stock based compensation —  — (597 ) — — (597 )
Common stock issued under stock plans including

. 91 — 11 — — 11

tax benefit
Balances as of July 1, 2017 8,006 $ 8 $146,999 $ 573 $ (158,680 ) $(11,100)

See accompanying notes to consolidated financial statements.
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bebe stores, inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in thousands)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to cash used in operating activities:

Non-cash compensation expense

Depreciation and amortization

Loss on sale of available for sale securities

Non-cash charge for asset impairment

Net gain on sale of intellectual property

Earnings in equity method investment

Cash receipts from equity method investment

Net loss on disposal of property

Lease termination in exchange for note payable
Other

Changes in operating assets and liabilities:

Receivables

Inventories

Prepaid and other

Accounts payable

Deferred rent and other lease incentives

Accrued liabilities

Net cash used in operating activities

Cash flows from investing activities:

Purchase of property and equipment

Proceeds from sale of property and equipment

Proceeds from sale of intangible assets, net of transaction costs

Investment in equity method investment

Purchase of investments

Proceeds from sales and maturities of investments

Net cash (used) provided by investing activities

Cash flows from financing activities:

Proceeds from share issuance

Proceeds from bridge loan

Net cash provided by financing activities

Net increase (decrease) in cash and equivalents

Effect of exchange rate changes on cash

Cash and equivalents:

Beginning of year

End of year

Non-cash investing activities:

Accrued capital expenditures

Equity method investment

Supplemental information:

Cash paid for income taxes

See accompanying notes to consolidated financial statements.

Fiscal Year Ended
July 1, July 2,
2017 2016

$(138,963) $(27,481)

(597
10,013

25,639
(3,831
3,675
14,017
1,142
444

2,465
28,721
9,539
4,088
(17,954
(7,531
(69,133

(3,233
788

(2,445

11
33,158
33,169
(38,409
(84

55,525
$17,032

$94

) 1,998
19,978
3,624
6,423
(31,694 )

) (193 )

435

12

(2,087 )
2,556
819
(945
) (5,899
) (6,187
) (38,641

R N

) (7,179 )

32,502
(100 )
(2,576 )
24,820

) 47,467

16

16
) 8,842
) (264 )

46,947
$55,525

558
809

$248
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bebe stores, inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Business and Summary of Significant Accounting Policies

Going Concern Uncertainty—The Company incurred net losses and used cash in operating activities in fiscal 2017 and
2016. Cash and equivalents were $17.0 million as of July 1, 2017.

The Company used $69.1 million and $38.6 million, net of cash in operating activities in fiscal years 2017 and 2016,
respectively. The Company's liquidity is dependent upon its ability to generate cash from operations along with usage
of its existing cash and cash equivalents. However, the Company no longer expects losses in the future to be
significant due to the shut down of its operations. Subsequent to fiscal 2017, the Company expects operating expenses
to be minimal reflecting the fact that the Company's primary asset will be its investment in the Joint Venture, and will
not require significant operating cash flow to maintain. The Company expects to receive cash from the Joint Venture
on a quarterly basis that will be sufficient to cover its operating expenses.

As of July 1, 2017, the Company's current liabilities exceed its current assets by $11.9 million. The current liabilities
include the bridge loan used to pay the lease termination expenses, which matures May 30, 2018. As of September 29,
2017, the original $35 million bridge loan has been reduced to approximately $16.9 million utilizing 75% of the net
proceeds from the sale of the company's distribution center in Benicia, CA for $21.7 million and both of the
condominiums previously owned in Los Angeles, CA for $2 million. The Company is considering several offers for
its LA studio in a range of prices that are sufficient to enable the company to meet is current obligations and meet is
cash flow needs. However, if the LA studio does not sell in the next twelve months and the bridge loans comes due,
the Company will be unable to repay the bridge loan at its maturity (May 30, 2018). As a result, the Company has
concluded that there is substantial doubt about its ability to continue as a going concern for the next year.

Corporate Restructure and Strategic Partnership—During the fourth quarter of fiscal 2017, bebe stores, inc. (the
“Company”’) expanded upon its strategic joint venture arrangement entered into during fiscal 2016, and have closed all
retail stores, sold its merchandise, inventory, furnishings, trade fixtures, equipment, improvements in real property,
purchase orders related to its website and international wholesale business and is committed to selling its Los Angeles
Design Studio. Under this partnership, during fiscal 2016 bebe contributed all of its trademarks, trademark license
arrangements and related intellectual property, including domain names, social media accounts and agreements with
certain of its international distributors to its joint venture BB Brand Holdings LLC (the “Joint Venture”). The
Company's partner in the venture, Bluestar Alliance, LLC (“Bluestar”) continues to leverage its existing brand
management organization and infrastructure to develop a wholesale domestic and international lifestyle licensing
business for the Joint Venture and will manage its day-to-day operations. Going forward, the Joint Venture will
aggressively pursue a licensing strategy designed to capitalize on the value of our brand in all categories and channels
on a global scale. The Company expects the Joint Venture to generate long-term, committed royalties from
prospective licensees of the bebe brand name. The decision to exit its retail operations was the result of continued
operating losses.

The Company also agreed to lease termination buyouts with all of its landlords and recorded lease termination charges
totaling $70.9 million (in discontinued operations) in connection with the closure of all of its stores. The Company
anticipates paying these costs with proceeds from the sale of its real estate assets. However due to the timing of
expected closure of real estate asset sales, the Company obtained bridge financing to pay the termination fees. The
bridge loan will be repaid with the proceeds from sale of the real estate assets. In addition during fiscal 2017, the
Company recorded impairment charges related to all of its long-lived assets as well as severance costs. See Note 3 for
details.

The Company has agreed to provide transition services to Global Brands Group ("GBG"), an unrelated third party on

a short-term basis not expected to go beyond October 31, 2017 for which it will receive a service fee that is expected
to cover the Company's costs of providing the services. GBG has entered into a license agreement with the Joint
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venture and beginning May 2, 2017 began to operate the website www.bebe.com as well as the international business
formerly operated by the Company. In connection with this arrangement, GBG purchased the remaining finished
goods inventory of from the Company on May 2, 2017.

Historical nature of the business—bebe stores, inc. (the “Company”) designed, developed and produced a distinctive line
of contemporary women’s apparel and accessories, which it marketed under the bebe and BEBE SPORT brand names.

F-8
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bebe stores, inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Basis of financial statement presentation—The accounting and reporting policies of the Company conform to accounting
principles generally accepted in the United States of America (GAAP).

Consolidation—The consolidated financial statements include the accounts of the Company and its subsidiaries. All
intercompany transactions and balances have been eliminated.

Fiscal year—The Company’s fiscal year ends on the first Saturday on or after June 30. Fiscal years 2017 and 2016, each
had 52 weeks.

Use of estimates—The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Foreign currency adjustments—The Company enters into a significant amount of purchase obligations outside of the
United States, substantially all of which are negotiated and settled in U.S. dollars. The Company also has a subsidiary
for which the functional currency is the Canadian dollar. Assets and liabilities of bebe’s foreign operations are
translated into U.S. dollars at year-end rates, while income and expenses are translated at the weighted average
exchange rates for the year. The related translation adjustments are recorded in accumulated other comprehensive
income as a separate component of shareholders’ equity. Intercompany settlements are recorded in interest and other
income, net at the weighted average exchange rate for the year.

Cash and equivalents—represent cash and short-term, highly liquid investments with original maturities of less than
three months. The Company also classifies amounts in transit from banks for customer credit card and debit card
transactions as cash and equivalents as the banks process the majority of these amounts within one or two business
days.

Investment—The Company uses the equity method to account for its investment in BB Brand Holdings LLC (the Joint
Venture) because it has the ability to exercise significant influence but not control. The Company's share of earnings
as reported by the Joint Venture are recorded as earnings in equity-method investment on the consolidated statement
of operations and comprehensive income (loss).

Fair value of financial instruments—The carrying values of cash and equivalents, receivables and accounts payable
approximate their estimated fair values.

Concentration of credit risk—Financial instruments, which subject the Company to concentration of credit risk, consist
principally of cash and equivalents. The Company invests its cash through financial institutions. Such investments
may be in excess of FDIC insurance limits. The Company has not experienced any losses on its deposits of cash and
equivalents for the periods presented.

Inventories—are stated at the lower of weighted average cost or market. Cost includes certain indirect purchasing,
merchandise handling and storage costs. In addition, the Company estimates and accrues shortage for the period
between the last physical count and the balance sheet date.

Allowance for doubtful accounts—The changes in the allowance for doubtful accounts are summarized below (in
thousands):
Fiscal Year

Ended

July  July

1, 2,

2017 2016
Balance at beginning of year $669 $515
Charged to expense — 154
Werite offs (669 ) —
Balance at end of year $— $669
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bebe stores, inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Assets of discontinued operations held for sale—are stated at cost, which the Company believes is lower than market.
Assets held for sale consists of the following:

.. July 1,
Description 2017
(in
thousands)
Distribution Center $ 15,622
LA Studio 8,613
Condominiums 1,561
Total $ 25,796

Property and equipment, net—are stated at cost. Depreciation and amortization on property and equipment is computed
using the straight-line method over the following estimated useful lives and is included within selling, general and
administrative expenses except for depreciation expense related to our distribution center which is included in cost of
sales.

Description Term

Buildings 39.5 years

Leasehold improvements 10 years or term of lease, whichever is shorter
Furniture, fixtures, equipment and vehicles 5

Computer hardware and software 3

Impairment of long-lived assets—The Company regularly reviews the carrying value of its long-lived assets. Long-lived
assets are reviewed whenever events or changes in circumstances indicate that the carrying amount of its assets might
not be recoverable. Assets are grouped and evaluated for impairment at the lowest level of which there are identifiable
cash flows, which is generally at a store level. Store assets are reviewed for impairment using factors including, but
not limited to, the Company’s future operating plans and projected cash flows. The determination of whether
impairment has occurred is based on an estimate of undiscounted future cash flows directly related to that store,
compared to the carrying value of the assets. The Company recognizes full or partial impairment if the sum of the
undiscounted future cash flows of a store does not exceed the carrying value of the assets. For impaired assets, the
Company recognizes a loss equal to the difference between the net book value of the asset and its estimated fair value.
Fair value is based on discounted future cash flows of the asset using a discount rate commensurate with the risk. In
addition, at the time a decision is made to close a store, the Company records an impairment charge, if appropriate,
and accelerates depreciation over the revised useful life of the asset. As of the end of fiscal 2017, all of the Company's
long-lived assets were fully impaired, disposed of, or classified as discontinued operations.

Lease accounting—The Company leases retail stores and office space under operating leases. Costs associated with
securing new store leases are capitalized in other assets and amortized over the lease term. Many of the Company’s
operating leases contain predetermined fixed increases of the minimum rental rate during the initial lease term. For
these leases, the Company recognizes the related rental expense on a straight-line basis over the lease term,
commencing when possession of the property is taken from the landlord, which normally includes a construction
period prior to the store opening. The Company records the difference between the recognized rent expense and the
amounts paid as deferred rent.

The Company receives construction allowances from landlords, which are deferred and amortized on a straight-line
basis over the lease term, including the construction period, as a reduction of rent expense. Construction allowances
are recorded under deferred rent and other lease incentives on the balance sheet.

In fiscal 2017, the Company discontinued its retail operations and closed all of its stores prior to the expiration of the

related leases and recorded an expense for lease termination costs included in discontinued operations totaling $70.9
million during the fiscal year.
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Revenue recognition—Prior to discontinuing its retail operations, the Company recognized revenue at the time the
products are received by the customer. Revenue is recognized for store sales at the point at which the customer
receives and pays for the merchandise at the register. For on-line sales, revenue is recognized at the time the customer
receives the product. The Company estimates and defers revenue and the related product costs for shipments that are
in transit to the customer. Customers typically receive goods within a few days of shipment. Amounts related to
shipping fees are included in net sales and the related costs are included in cost of goods sold. Sales tax collected from
customers on sales are excluded from revenue.
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Discounts offered to customers consist primarily of point of sale markdowns and are recorded at the time of the
related sale as a reduction of revenue.

The value of points and rewards earned by our loyalty program members are recorded as a liability and a reduction of
revenue at the time the points and rewards are earned based on historical conversion and redemption rates. The
associated revenue is recognized when the rewards are redeemed or expire.

Gift certificates sold are recorded as a liability and revenue is recognized when the gift certificate is redeemed.
Similarly, customers may receive a store credit in exchange for returned goods. Store credits are recorded as a liability
until redeemed. Unredeemed store credits and gift certificates are recognized as other income within selling, general
and administrative expenses three and four years, respectively, after issuance. In addition, the Company sells gift

cards with no expiration dates to customers in its retail store locations, through its on-line stores, and through third
parties. Income from gift cards is recognized when they are redeemed by the customer. In addition, the Company
recognizes income on unredeemed gift cards when the likelihood of the gift card being redeemed is remote and there
is no legal obligation to remit the unredeemed gift cards to relevant jurisdictions (gift card breakage). The Company
determines the gift card breakage income based on historical redemption patterns, which the Company estimates is
four years. Gift card breakage is included within selling, general and administrative expenses.

Royalty revenue from product licensees is recorded as the greater of the minimum amount guaranteed in the contract
or units sold.

Wholesale revenue from the sale of product to international licensee operated bebe stores is recognized at the time the
licensee receives the shipment.

Store preopening costs—associated with the opening or remodeling of stores, such as preopening payroll, are expensed
as incurred.

Apparel and accessory design activities—are expensed as incurred.

Advertising costs—are charged to expense when the advertising takes place. Advertising costs were $14.3 million, and
$17.5 million, respectively, during fiscal 2017 and 2016.

Income taxes—are accounted for using an asset and liability approach that requires the recognition of deferred tax assets
and liabilities for the expected future tax consequences of events that have been recognized in the Company’s financial
statements or tax returns. The Company is subject to periodic audits by the Internal Revenue Service and other
foreign, state and local taxing authorities. These audits may challenge certain of the Company’s tax positions such as
the timing and amount of income and deductions and the allocation of taxable income to various tax jurisdictions. The
Company evaluates its tax positions and establishes liabilities in accordance with applicable accounting guidance on
uncertainty in income taxes. In estimating future tax consequences, all expected future events known to management
are considered other than pending changes in the tax law or rates. The Company regularly assesses the need for a
valuation allowance against its deferred assets. In evaluating whether it is more likely than not that some or all of the
Company’s deferred tax assets will not be realized, it considers all available positive and negative evidence, including
recent year’s operational results which is objectively verifiable evidence. As a result of its evaluation of the
realizability of its deferred tax assets as of July 1, 2017, the Company has concluded, based upon all available
evidence, that it is more likely than not that its deferred tax assets will continue to not be realized and the Company
has recorded a full valuation allowance.

Self-insurance—The Company uses a combination of insurance and self-insurance for employee related health care
benefits and workers compensation. The Company records self-insurance liabilities based on claims filed and an
estimate of those claims incurred but not reported.

Stock-based compensation—The Company has equity awards that vest based on achieving a service condition, and also
has equity awards that vest based on a market-based or performance-based condition.

For awards to employees that have service-based vesting conditions, the Company recognizes compensation expense,
based on the calculated fair value on the date of grant. For restricted stock units (“RSU”), the Company determines the
fair value based on the stock price at the grant date. For stock options, the Company determines the fair value using
the Black-Scholes option pricing model. This model requires subjective assumptions, which are affected by its stock
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price as well as assumptions regarding a number of complex and subjective variables. These variables include its
expected stock price volatility
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over the term of the awards, actual and projected employee exercise behaviors, risk-free interest rate and expected
dividends. As the stock-based compensation expense recognized in the consolidated statements of operations and
comprehensive loss for fiscal 2017 and 2016 is based on awards ultimately expected to vest, such amount has been
reduced for estimated forfeitures. Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent
periods if actual forfeitures differ from those estimates. The Company estimates forfeitures based on its historical
experience.
Earnings per share—Basic earnings per share (EPS) is computed as net earnings divided by the weighted average
number of common shares outstanding for the period. Diluted EPS reflects the potential dilution that could occur from
common shares issuable through the exercise of outstanding dilutive stock options.
The following is a reconciliation of the number of shares used in the basic and diluted earnings per share
computations:

Fiscal Year

Ended

July July

1, 2,

2017 2016

(in

thousands)
Basic weighted average number of shares outstanding 8,056 7,993
Incremental shares from assumed issuance of stock options and RSUs (1) —  —
Diluted weighted average number of shares outstanding 8,056 7,993
(1) As the Company is in a loss position for all years presented, common stock equivalents are anti-dilutive and have
been excluded.
Excluded from the computation of the number of diluted weighted average shares outstanding were anti-dilutive
options to purchase 0.2 million and 0.3 million shares for the fiscal years ended July 1, 2017 and July 2, 2016
respectively.
Comprehensive loss—consists of net loss and other comprehensive loss (income, expenses, gains and losses that bypass
the income statement and are reported directly as a separate component of net loss). The Company’s comprehensive
loss includes net income (loss), unrealized gains (losses) on investments and foreign currency translation adjustments
for all periods presented. Such components of comprehensive income are shown in the consolidated statements of
operations and comprehensive loss.
The Company had the following balances of accumulated comprehensive income (loss):

Foreign Fair Value Accumulated
. Other
CurrencyAdjustment Comprehensive
Translatidar ARS
Income Loss)
(In thousands)
Balance at July 4, 2015 $1,983 $(3,759 ) $ (1,776 )
Foreign currency translation adjustments (1,256 ) — (1,256 )
Redemption of ARS — 3,759 3,759
Other comprehensive income (loss) (1,256 ) 3,759 2,503
Balance at July 2, 2016 727 — 727
Foreign currency translation adjustments (154 ) — (154 )
Other comprehensive income (loss) (154 ) — (154 )
Balance at July 1, 2017 $573  $— $ 573

Recent Accounting Pronouncements
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Leases

In February 2016 the FASB issued ASU 2016-02 "Leases". This standard requires lessees to put most leases on their
balance sheets as a right-to-use asset and a lease liability, but to continue to recognize expenses in the statements of
operations in a manner similar to current accounting. The Company will adopt this standard at the beginning of fiscal
year 2020 and is currently assessing the impact to the consolidated financial statements.
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2. Gain on Sale of Intellectual Property and Equity Investment

In the fourth quarter of fiscal 2016, the Company contributed its intellectual property including trademarks,
tradenames and certain domain names, along with all of its royalty license arrangements to a newly formed Joint
Venture with Bluestar Alliance LLC (BlueStar). In exchange, bebe received cash proceeds of $35 million from
Bluestar and a 50.0000000001% ownership interest in the Joint Venture (Bluestar owns the remaining interest). The
Company recorded a gain on the sale of assets, net computed as follows for the fiscal year ended July 2, 2016 (in

thousands):

Cash received $35,000
Carrying value of contributed assets (1,617 )
Transaction costs (2,498 )
Retained interest in contributed assets 809

Gain on sale of assets, net $31,694

The Company and Bluestar, each have 2 board seats (4 board seats in total). All key management decisions must be
made jointly, including approval of the operating budget. Accordingly the Company has the ability to exercise
significant influence, but not control, over the Joint Venture. The investment is accounted for using the equity method.
3. Discontinued Operation
In the fourth quarter of fiscal 2017, as a result of continued operating losses, the Company closed all of its stores and
transferred its license to operate its online store and international operations to the Joint Venture. In connection with
the closure of its operations, the Company also plans to sell its real estate holdings prior to the end of the second
quarter of fiscal 2018. The Company sold its remaining finished goods inventory to a third party who has taken over
the license to operate www.bebe.com and international operations.
The results of the Company's retail operations have been presented as discontinued operations in the accompanying
consolidated statements of operations and comprehensive income (loss) for all periods presented and are as follows:

Fiscal Year Ended

July 1, 2017uly 2, 2016

(in thousands)

Net sales $318,845 $393,594
Cost of sales, including production and occupancy 234,569 271,752
Gross margin 84,276 121,842
Lease termination costs 70,944 —
Impairment charges 17,555 6,423
Selling, general and administrative expenses 96,291 124,752
Loss from discontinued operations, before income tax provision (100,514 )(9,333 )
Tax provision 118 215

Loss from discontinued operations, net of tax provision $(100,632)$ (9,548 )
F- 13
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As of July 1, 2017, the Company had a $1.8 million note payable to a former landlord in connection with a store
closure. The note is payable in eight equal installments on a quarterly basis beginning October 1, 2017.

Assets held for sale consist of the Company's owned real estate properties consisting of a distribution center in Benicia
CA, an LA design studio and two condominiums in LA.

Costs associated with the exit activities are recorded as follows:

Lease. Severance Total

Termination

(in thousands)
Balance as of July 2, 2016 $— $— $—
Costs incurred in fiscal 2017 70,944 5,855 76,799
Cash payments made (68,920)(4,083 ) (73,003

Balance as of July 1,2017  $2,024 $1,772 $3,796

In addition the Company recorded $22.9 million in long-lived asset impairment during fiscal 2017 as a result of exit
activities.

Depreciation and amortization of the discontinued operations were $4.8 million and $12.5 million for the fiscal years
ended July 1, 2017 and July 2, 2016 respectively. Capital expenditures of the discontinued operations were $3.3
million and $7.2 million for the fiscal years ended July 1, 2017 and July 2, 2016 respectively.

Assets of discontinued operations as of July 2, 2016 consisted of the following:

(in

thousands)
Receivables $ 3,857
Inventory 28,736
Prepaid store rent 8,394

Assets of discontinued operations $ 40,987

Liabilities of discontinued operations as of July 2, 2016 consisted of accrued liabilities related to stores.

4. Equity Method Investment

As of July 1, 2017 and July 2, 2016 the Company had approximately 50% ownership interest in the Joint Venture with
a carrying value of $1.3 million and $1.1 million respectively.

5. Fair Value Measurements
The FASB has established a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value.
These tiers include: Level 1, defined as observable inputs such as quoted prices in active markets; Level 2, defined as
inputs other than quoted prices in active markets that are either directly or indirectly observable; and Level 3, defined
as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own
assumptions.
As of July 1, 2017 and July 2, 2016, the Company held financial instruments that are measured at fair value on a
recurring basis. These included cash equivalents. Cash equivalents consist of money market funds.
The following items are measured at fair value on a recurring basis at July 1, 2017 and July 2, 2016:
Description Using Quoted Prices Significant Significant

Other Unobservable
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in Observable Inputs
Active Markets for Inputs
Identical Assets

(Level 1) (Level 2) (Level 3)
Fair value measurements at reporting date
(In thousands)
Cash equivalents $236 $ 236 $ —3$ —
Total $236 $§ 236 $ —$ —
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During the fiscal years ended July 1, 2017 and July 2, 2016, there were no transfers of assets and liabilities between
Level 1 (quoted prices in active markets for identical assets) and Level 2 (significant other observable inputs) of the
fair value measurement hierarchy.

Non-financial Assets

As of July 1, 2017 the Company had no remaining stores and had fully impaired, all of its remaining long-lived assets
at its corporate offices and distribution center because of the shut-down of its operations. In prior years, the Company
measured certain non-financial assets and liabilities, including long-lived assets, at fair value on a non-recurring basis.
During the fiscal year ended July 2, 2016, the Company recorded impairment charges of $6.4 million, related to
under-performing stores, within discontinued operations. The following table presents the Company’s considerations
of at-risk assets for the fiscal year ended July 2, 2016, (dollar amounts in millions):

July 2,

2016
Number of stores identified as at risk and evaluated for impairment 34
Number of stores identified as at risk, but not impaired 6 )
Number of stores identified as at risk with impairment 29
Total carrying amount of stores identified as at risk prior to any impairment charges taken $8.4
Total carrying amount of stores identified as at risk, but not impaired (1.6)
Total carrying amount of stores identified for impairment 6.8
Impairment charges recorded 6.4)

Remaining carrying amount of stores identified for impairment after impairment charges taken $0.4

The fair market value of these assets was determined using the income approach and level 3 inputs, which required
management to make significant estimates about future operating plans and projected cash flows. Management
estimated the amount and timing of future cash flows based on its experience and knowledge of the retail market in
which each store operates. The assumptions used in preparing the discounted cash flow model and the related
sensitivity analysis around the discounted cash flow model included estimates for weighted average cost of capital
11.0% and annual revenue growth rates (range from 0.0% — 5.0%). The stores not impaired had undiscounted cash
flows that exceeded their net carrying amount at a weighted average of 164% for the fiscal year ended July 2, 2016.

6. Lease Obligations

Rent expense under operating leases for the fiscal years ended July 1, 2017 and July 2, 2016 was $127.8 million and
$78.0 million, respectively. Included in rent expense for fiscal years 2017 and 2016 were $69.1 million and $2.6
million in lease termination payments in connection with store closures. Rent expense included other lease-required
expenses for fiscal years 2017, and 2016 of $23.0 million and $29.8 million, respectively.
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7. Lease Obligations (Continued)

Future minimum lease payments for noncancellable leases at July 1, 2017 are as follows:
Operating Leases

(in
thousands)
Fiscal year
2018 $ 417
2019 417
2020 347
2021 —
2022 —
Thereafter —

Total minimum lease payments $ 1,181

7. Accrued Liabilities
Accrued liabilities consist of the following (in thousands):

As of

July 1, July 2,

2017 2016
Gift certificates, gift cards and store credits $3,567 $4,784
Employee compensation 3,654 5,923
Deferred revenue — 1,937
Capital expenditures — 558
Other 4,792 5,191
Total $12,013 $18,393

8. Bridge Loan

In the fourth quarter of fiscal 2017, the Company obtained financing in the form of a bridge loan from its investment
advisor. The proceeds of the bridge were used primarily to pay lease termination payments. Terms of the bridge loan
are as follows:

Principal amount:  $35 million
Issue discount:  $1.1 million
Maturity date:  May 30, 2018
Interest rate: 9% per annum
Effective rate: 9.6% per annum

The Company is required to make mandatory prepayments on the loan balance before the stated maturity of the net
proceeds received from the sale of its real estate assets.
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9. Income Taxes
Significant components of the provision for income taxes expense (benefit) from continuing operations are as
follows:

Fiscal Year

Ended
July 1July 2,
2017 2016
(in thousands)
Current:
Federal $ —$ —
State — —
Foreign
Deferred:
Federal —_ —
State — —
Foreign — —

Provision (benefit) from continuing operations $ —$ —
The components of loss from continuing operations before income taxes are as follows:

July 1, July 2,
2017 2016

United States $(42,162) $(18,126)

Foreign — —

Total loss from continuing operations before income taxes $(42,162) $(18,126)

A reconciliation of the federal statutory tax rate with the Company’s effective income tax rate from continuing
operations is as follows:

Fiscal Year

Ended

July 1, July 2,

2017 2016
Federal statutory rate (35.0)% (35.0)%
State rate, net of federal benefit (3.9 ) (3.9 )
Valuation allowance 38.9 38.9
Effective tax rate — % — %D
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9. Income Taxes (Continued)
Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax reporting purposes.
Significant components of the Company’s deferred tax assets (liabilities) are as follows:
July 1, July 2,
2017 2016
(in thousands)
Gift certificates, gift cards and store credits $1,040 1,145

Inventory 2,072 2,692
Other accrued expenses 1,580 464
Deferred revenue 139 513
Accrued vacation 73 731
Prepaid expenses (197 ) (769)
Basis difference in fixed assets 6,979 14,767
Deferred rent — 4,531
Stock based compensation 832 1,508
Foreign tax credit 1,357 1,592
Tax credit and net operating loss carryovers 128,138 66,942
Construction allowance — (5,93p
Indirect benefit from uncertain tax positions 48 46
Other 2,307 2,350
Total non-current 144,368 90,577
Valuation allowance (144,368 (90,5577
Deferred tax assets, net $— $ —

As of July 1, 2017, the Company has federal, state and foreign gross net operating loss carryovers of approximately
$323.7 million, $335.2 million and $10.0 million, respectively. If not used, these carry forwards will expire at various
dates from fiscal year 2017 to fiscal year 2036. The Company also has foreign tax credit and state tax credit carry
forwards of approximately $1.4 million and $0.2 million, respectively, which will be available to offset future taxable
income. If not used, the foreign tax credit carry forwards will expire at various dates from 2017 to 2027 and the state
tax credit will expire from 2020 to 2022.

As of July 1, 2017, it was considered more likely than not that the Company’s deferred tax assets would not be
realized. The Company regularly assesses the need for a valuation allowance against its deferred assets. In evaluating
whether it is more likely than not that some or all of the Company’s deferred tax assets will not be realized, it considers
all available positive and negative evidence, including recent years' operating results which is objectively verifiable
evidence. As a result of its evaluation of the realizability of its deferred tax assets as of July 1, 2017, the Company has
concluded, based upon all available evidence, that it is more likely than not that the majority of its deferred tax assets
will not be realized. Therefore, the Company increased its valuation allowance by approximately $53.8 million for the
current fiscal year. The Company will continue to maintain a valuation allowance against its deferred tax assets until
the Company believes it is more likely than not that these assets will be realized in the future. If sufficient positive
evidence arises in the future indicating that all or a portion of the deferred tax assets meet the more likely than not
standard, the valuation allowance would be reversed accordingly in the period that such determination is made.

The Company accounts for interest and penalties related to unrecognized tax benefits as a component of income tax
expense. During the fiscal years ended July 1, 2017, and July 2, 2016, the Company recognized approximately $0.0
million and $0.0 million in interest and penalties, respectively. The Company had no accruals for interest and
penalties at July 1, 2017 or July 2, 2016.
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The Company could be subject to Federal income tax examinations for fiscal years 2014 and forward and could be
subject to state and Canada examinations for fiscal years 2010 and forward. The Company is not currently under

examination with the IRS. The Company is under audit in certain states for fiscal year 2011 through fiscal year 2014,
and expects additional
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9. Income Taxes (Continued)

audits to commence. At this time, the Company does not believe that the outcome of any examination will have a
material impact on the Company’s financial statements.

As of July 1, 2017, the Company has $0.1 million in unrecognized tax benefits. A reconciliation of the beginning and
ending amount of unrecognized tax benefits are as follows:

July  July

1, 2,

2017 2016
Balance as of beginning of period $384 $384

Additions for tax positions taken during the current year — —
Additions for tax positions taken during prior years — —
Reductions for tax positions taken during the current year (317 ) —
Settlements — —
Expirations of statues of limitations — —
Balance as of end of period $67 $384
Of the $0.1 million recorded at July 1, 2017, $0.0 million of unrecognized tax benefits would affect the effective tax
rate if recognized. While the Company expects the amount of unrecognized tax benefits to change in the next twelve
months, the change is not expected to have a significant effect on the estimated effective annual tax rate, the results of
operations or financial position.
10. Property and Equipment
Non-current assets of discontinued operations consist of property and equipment as follows:
As of
July 1,  July 2,
2017 2016
(in thousands)
Leasehold improvements $16,693 $111,598
Furniture, fixtures and equipment 5,634 44,665
Computer hardware and software 56,799 61,040

Construction in progress — 877

Total 79,126 218,180
Less: Accumulated depreciation (79,126 ) (171,816 )
Property and equipment, net $— $46,364

Construction in progress consisted primarily of construction costs related to stores that will open subsequent to year
end and information technology projects.

11. Employee Benefit Plan

Employees are eligible to participate in the Company’s 401(k) plan (the Plan) if they, have reached age 21 and work at
least 500 hours annually. Generally, employees can defer up to 75% of their gross wages up to the maximum limit
allowable under the Internal Revenue Code. The Company makes a 10% matching contribution up to the annual
maximum IRS contribution limit for the employee each payroll and, provided certain earnings goals are met, the Plan
allows for an incremental 10% match following year end. Company contributions to the plan for the fiscal years ended
July 1, 2017, and July 2, 2016 were $0.4 million, and $0.4 million, respectively.

The Company terminated the plan effective September 23, 2017.
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12. Shareholders’ Equity (Deficit)

In December 2016 the Company effected a 1 for 10 reverse common stock split. The effects of this have been applied
retroactively.

Preferred Stock

The Company is authorized to issue up to 1,000,000 shares of $0.001 par value preferred stock and to fix the rights,
preferences, privileges and restrictions including voting rights, of these shares without any further vote or approval by
the shareholders. No preferred stock has been issued to date.

Common Stock Plans

The 1997 Stock Plan as amended (the “Stock Plan”) provided for the grant of incentive stock options, non-qualified
stock options, stock purchase rights, stock awards and service-based and performance-based restricted stock units
(“RSU”). Although the Stock Plan allowed for stock options and related awards to be granted at prices below fair market
value, the Company historically granted such options at the fair market value of the stock on the date of grant. Stock
options and related awards have a maximum term of ten years. Options and restricted stock units granted to employees
generally vest over four years with 25% of the award vested on each of the four anniversary dates. Options granted to
directors generally vest over four years with 25% of the award vested on each of the four anniversary dates. RSUs
awarded to directors generally vest over a period of one year from the date of grant. As of July 1, 2017, the Company
has 667,821 further shares available for future grant.

No options were granted in fiscal 2017 or 2016. The following table summarizes information about stock options
outstanding at July 1, 2017:

Options
Options Outstanding Vested and
Exercisable
Weighted . .
NumBarerage Weighted N mV\éfr:lghted

u
. . . . Average . verage
Exercise Prices  (in Remaining £ £

houtifds) DT o B

. Price
(in years)
$23.40 to $53.50 36 1.8 $43.37 35 $44.01
$53.60 to $62.90 26 1.47 59.24 26 59.35
$63.30 to $73.70 38 1.54 70.47 38 70.47
$7390to $115 26 1.48 88.70 26 88.70
$124.6t0 $144903 0.2 131.01 3 131.01
129 128

As of July 1, 2017 there were approximately 127,905 options exercisable at weighted-average exercise prices per
share of $66.20.
The following table summarizes stock option activity:

Shares _ Weighted Weighted
Outstanding Average  Aggregate
Average e .

(Amounts A . Remaining Intrinsic Value
. Exercise Price .
in of Share Contractual (in thousands)
thousands) Term

Outstanding, July 2, 2016 164 $ 69.10

Granted — —
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Exercised —

Cancelled (35
Outstanding, July 1, 2017 129
Exercisable, July 1, 2017 128

Options vested and expected to vest—end of period 29
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81.72

$ 65.77
$ 66.20
$ 65.88

1.56
1.54
1.48
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The following table summarizes RSU activity:

Weighted
Shares Average
(in Grant Date
thousands) Fair Value
Per Share
Nonvested, July 2, 2016 138 $ 20.57
Granted 328 6.75
Cancelled (198 ) 8.77
Vested (89 ) 6.35
Nonvested, July 1, 2017 179 $ 2.57

Stock-based compensation

For the fiscal years ended July 1, 2017 and July 2, 2016, the Company recognized share-based compensation expense
of $(0.4) million and $2.0 million, respectively. As of July 1, 2017, there was $0.6 million (before any related tax
benefit) of total unrecognized compensation cost related to nonvested share-based compensation that is expected to be
recognized over a weighted-average period of 1.41 years.

The fair value of each option grant was estimated on the date of the grant using the Black-Scholes valuation model.
The expected life of the options represents the period of time the options are expected to be outstanding and is based
on historical trends. The expected stock price volatility is based on an average of the historical volatility of the
Company’s stock for a period approximating the expected life and the implied volatility based on traded options of the
Company’s stock. The expected dividend yield is based on the Company’s historical dividend payout. The risk-free
interest rate is based on the U.S. Treasury yield curve in effect at the time of grant and has a term that approximates
the expected life.

Stock Purchase Plan

The 1998 Employee Stock Purchase Plan (the “Plan”) has a total of 191,654 shares of common stock reserved for
issuance. The Plan is implemented in three month purchase periods. The price at which stock may be purchased is
equal to 95% of the fair market value of the Company’s common stock on the Purchase Date. During the fiscal years
ended July 1, 2017 and July 2, 2016 there were 2,203, and 2,460 shares issued, respectively.

13. Litigation

As of the date of this filing, the Company is involved in ongoing legal proceedings as described below.

A former employee filed a complaint against the Company on November 2, 2010, in the Superior Court of California,
San Bernardino County (Case No. CIVRS1011823) alleging failure to pay wages, failure to provide meal and rest
periods, and other violations of the California Labor Code and Business & Professions Code §17200 et. seq. The
plaintiff purported to bring the action on behalf of current and former California bebe stylists and sales associates who
are similarly situated. The complaint sought damages, civil penalties, and injunctive relief among other remedies. In
June 2016, the parties entered into a settlement agreement conditioned upon final Court approval. In August 2017, the
Court preliminarily approved the class action settlement. The parties are in the process of the administration of the
settlement with the class members. The Company believes the settlement amounts, accrued in Q4 of fiscal 2017, will
not have a material adverse effect on our business, financial condition or results of operations.
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A customer served the Company with a complaint on January 31, 2014, in the United States District Court for the
Northern District of California (Civil Action No. C14-267 DMR) alleging various violations of the Telephone
Consumer Protection Act (47 U.S.C. §§227 et seq.) and violations of California’s unfair competition law (California
Business and Professions Code §§ 17200, et seq.) stemming from an alleged failure to obtain customer consent prior
to sending text messages. The plaintiff purported to bring the action on behalf of others similarly situated. The
complaint sought damages and injunctive relief among other remedies. A companion proceeding, previously reported,
in the United States District Court for the Northern District of California (Civil Action No. 3:14-CV-01968)) was
consolidated with this action. In April 2016, the parties entered into a settlement agreement conditioned upon final
Court approval. In July 2017, the Court preliminarily approved the class action settlement. The parties are in the
process of the administration of the settlement with the class
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members. The Company believes the settlement amounts, accrued in Q3 of fiscal 2017, will not have a material
adverse effect on our business, financial condition or results of operations.

The Company is subject to various other legal proceedings and claims arising in the ordinary course of business.
Regarding all matters referenced herein, the Company intends to vigorously defend itself and has accrued estimated
amounts of liability where required, appropriate and determinable. Any such estimates may be revised as further
information becomes available. The results of any litigation are inherently uncertain and as such the Company cannot
assure that it will be able to successfully defend itself in these proceedings or that any amounts accrued are sufficient.
14. Related Party Transactions

During the fiscal years 2016 the Company made payments of $0.2 million to Skid Holdings LLC for consulting
services. Skid Holdings is owned by Manny Mashouf, the Chairman of the Board and Chief Executive Officer of the
Company. These payments were made for services rendered prior to his becoming Chief Executive Officer.

15. Subsequent Event

During first quarter of fiscal 2018, the Company sold its distribution center in Benicia, CA for net proceeds totaling
$21.7 million. The Company used $16.2 million of the proceeds to pay down the bridge loan and will record a gain of
$5.9 million during the first quarter.
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EXHIBIT

NUMBER

3.1(h) Amended and Restated Articles of Incorporation of Registrant.

3.2(f) Amended and Restated Bylaws of Registrant.

4.1(a) Specimen certificate representing the Common Stock (in standard printer form, not provided).

10. 1) (*) 1997 Stock Plan.

10.2(2)(*) 1998 Stock Purchase Plan.

10.3(a)(*) Form of Indemnification Agreement.
Consulting Agreement, dated April 18, 2017, by and among bebe stores, inc., Great American Group, LLC
and Tiger Capital Group, LLC.

Standard Industrial/Commercial-Tenant Lease-Net dated November 30, 1998 between Registrant and Far

10.6(b) Western Land and Investment Company, Inc., (lease for additional building to house administrative
departments in Brisbane, California).

10.8(c) Form of Retail Store License Agreement between Registrant and [company].

10.9(d Amendment No. 1 to Lease Agreement (amendment to Standard Industrial/Commercial-Tenant Lease-Net

’ dated November 30, 1998 between Registrant and Far Western Land and Investment Company, Inc.).

10.12(e)(*) Form of Restricted Stock Units Agreement.

10.17 Standard Offer, Agreement and Escrow Instructions for Purchase of Real Estate dated January 20, 2004 by

101706 and between bebe stores, inc. and 10345 Olympic LLC.

10.18(g)(*) Employment agreement between the Company and Emilia Fabricant.

10.19(h)(*) Management Bonus Plan.

10.21(G)(*) bebe stores, inc. Form of Stock Option Agreement.

10.22(k)(*) bebe stores, inc. Form of Restricted Stock Unit Agreement.

10.23(1)  Credit Agreement between Registrant and Wells Fargo.

10.24(m) Amendment to Credit Agreement and Revolving Line of Credit Note between Registrant and Wells Fargo.

Contract of Sale for Purchase of Real Estate dated March 13, 2012 by and between bebe Studio Realty,

DESCRIPTION OF DOCUMENT

10.25(m inc. and MP Benicia Logistics, LLC.
10.26(0 Third Amendment to Credit Agreement and Revolving Line of Credit Note between Registrant and Wells

Fargo dated as of February 1, 2013.
Retention Bonus Letter Agreement, dated June 9, 2017, by and between bebe stores, inc. and Walter

10.28(*)  Parks.

10.29 Fourth Amendment to Credit Agreement and First Modification to Promissory Note between Registrant
’ and Wells Fargo dated as of May 15, 2013.

10.30(r)(*) Severance Agreement between the Company and Jim Wiggett dated December 15, 2014.

Retention Bonus Letter Agreement, dated August 8, 2017, by and between bebe stores, inc. and Darren

10.33(%) Horvath.

21.1 Subsidiaries of Registrant.

23.1 Consent of Independent Registered Public Accounting Firm.
241 Power of Attorney (see signature page).

31.1 Section 302 Certification of Chief Executive Officer.

312 Section 302 Certification of Chief Financial Officer.

32.1 Section 906 Certification of Chief Executive Officer.

32.2 Section 906 Certification of Chief Financial Officer.

101.INS  XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema.

101.CAL XBRL Taxonomy Calculation Linkbase.
101.DEF XBRL Taxonomy Extension Definition Linkbase.
101.LAB XBRL Taxonomy Extension Label Linkbase.
101.PRE XBRL Taxonomy Presentation Linkbase.
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http://www.sec.gov/Archives/edgar/data/1059272/000110465905044080/a05-15993_1ex3d1.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465904027481/a04-9869_1ex3d2.htm
http://www.sec.gov/Archives/edgar/data/1059272/0001047469-98-015448.txt
http://www.sec.gov/Archives/edgar/data/1059272/000110465905057598/a05-20763_1ex99d2.htm
http://www.sec.gov/Archives/edgar/data/1059272/0001047469-98-015448.txt
http://www.sec.gov/Archives/edgar/data/1059272/0001047469-98-015448.txt
http://www.sec.gov/Archives/edgar/data/1059272/0001047469-99-006220.txt
http://www.sec.gov/Archives/edgar/data/1059272/000104746999037127/0001047469-99-037127.txt
http://www.sec.gov/Archives/edgar/data/1059272/000091205700043023/a2025484zex-10_9.txt
http://www.sec.gov/Archives/edgar/data/1059272/000104746903031990/a2119065zex-10_12.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465904027481/a04-9869_1ex10d17.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465910041914/a10-15309_1ex10d1.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465905044080/a05-15993_1ex10d19.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465905057598/a05-20763_1ex99d3.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465905057598/a05-20763_1ex99d4.htm
http://www.sec.gov/Archives/edgar/data/1059272/000110465909034263/a09-14070_1ex10d27.htm
http://www.sec.gov/Archives/edgar/data/1059272/000119312512224851/d337822dex1024.htm
http://www.sec.gov/Archives/edgar/data/1059272/000119312512224851/d337822dex1025.htm
http://www.sec.gov/Archives/edgar/data/1059272/000119312513007541/d463434dex102.htm
http://www.sec.gov/Archives/edgar/data/1059272/000144530514005431/bebe2014-12x09ex101.htm
http://www.sec.gov/Archives/edgar/data/1059272/000144530514005563/bebe2014-12x15ex101.htm
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@ Incorporated by reference from exhibits of the same number in Registrant’s Registration Statement on Form S-1
(Reg. No. 333-50333), effective June 16, 1998.

(b)Incorporated by reference from exhibits of the same number in Registrant’s Quarterly Report on Form 10-Q filed on
February 16, 1999.

Incorporated by reference from exhibits of the same number in Registrant’s Annual Report on Form 10-K filed on

September 28, 1999.

) Incorporated by reference from exhibits of the same number in Registrant’s Annual Report on Form 10-K filed on
September 28, 2000.

© Incorporated by reference from exhibits of the same number in Registrant’s Annual Report on Form 10-K filed on
September 29, 2003.
Incorporated by reference from exhibits of the same number in Registrant’s Annual Report on Form 10-K filed on

) September 13, 2004.
Incorporated by reference from exhibits of the same number in Registrant’s Annual Report on Form 8-K filed on

(&) August 4, 2010,

(h) Incorporated by reference from exhibit of the same number in Registrant’s Annual Report on Form 10-K filed on
September 14, 2005.

) Incorporated by reference from exhibit 99.2 to Registrant’s Current Report on Form 8-K filed on November 23,
2005.

R )Incorporated by reference from exhibit 99.3 to Registrant’s Current Report on Form 8-K filed on November 23,
2005.

&) Incorporated by reference from exhibit 99.4 to Registrant’s Current Report on Form 8-K filed on November 23,
2005.

() Incorporated by reference from exhibit 10.27 to Registrant’s Current Report on Form 8-K filed May 21, 2009.

Incorporated by reference from exhibits 10.24 and 10.25 to Registrant’s Quarterly Report on Form 10-Q filed on
(™ May 10,2012
y 10, .

(n)Incorporated by reference from exhibit 10.26 to Registrant’s Quarterly Report on Form 10-Q filed on February 7,
2013.

(o)Incorporated by reference from exhibit 10.2 to Registrant’s Current Report on Form 8-K filed on January 9, 2013.

(p)Incorporated by reference from exhibit 10.30 to Registrant’s Quarterly Report on Form 10-Q filed on May 16, 2013.

(q)Incorporated by reference from exhibit 10.1 to Registrant’s Current Report on Form 8-K filed on December 9, 2014.

) Incorporated by reference from exhibit 10.1 to Registrant’s Current Report on Form 8-K filed on December 15,
2014.

(*) Indicates management contracts or compensatory plans or arrangements required to be filed as exhibits to this

report on Form 10-K.

(©)
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