
February 2023

To our Shareholders:

Thank you for your continued interest in Wayfair.

Despite the ever-changing environment and the twists and turns that we all encountered over

the last few years, the foundation of Wayfair has never been stronger. We are excited to have

entered 2023 confident in our business model, focused on efficient execution, and with a tight

plan to quickly drive to adjusted EBITDA profitability. We have achieved a level of scale and

maturity at which we believe we can operate in a consistently profitable manner, while still

growing and investing aggressively into the future.

When we first started the company, a decade before we adopted the Wayfair name, our culture

and philosophy were centered around profitable growth. Balancing the desire to scale quickly

while also funding the business internally is inherently challenging, yet something we did

successfully for most of our history. From answering customer service calls on the phone lines

we ran into Steve’s house to bootstrapping the company for nearly a decade to achieve $500

million in annual sales, we know we are at our very best when we operate in a lean and scrappy

manner. What we’ve found once again is that scarcity is actually a good thing for Wayfair.

Scarcity of resources drives faster alignment, more productivity, and better execution.

Traditionally, we have used this letter to discuss our foundational differentiators and the large

opportunity ahead, often in the context of decades. While we continue to think about the

business over the long-term, it is clear that the last several years have been historically unique

and deserving of a more focused reflection.

To frame our recent past, we will walk through three specific intervals since the onset of the

COVID-19 pandemic and explore what was happening within our category and how Wayfair

responded. We will also share the lessons we have learned along the way. Those lessons can

be distilled into a few key priorities, beginning with a return to our roots as a thrifty organization

that thrives on being nimble and efficient. The way to succeed over decades is not only by

winning in the moment, but then staying focused enough to compound those wins by preserving

and building upon them over time. With work already underway to drive over $1.4 billion of
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annualized cost out of the business, we are incredibly excited about what lies ahead in terms of

growth, profitability, and market share, as well as the quality and speed of execution.

Early COVID (March 2020 - Spring/Summer 2021)

Before the onset of the COVID-19 pandemic in the United States, we were making progress on

a determined path to return to profitability. The plan we devised in late 2019 targeted improved

execution on the top priorities by eliminating work on tertiary efforts, and as a result we

eliminated a number of roles in February of 2020. Very shortly thereafter, the COVID-19

pandemic set in, and demand in the category exploded - in fact, our net revenue run-rate in Q2

2020 was more than $17 billion, almost double the ~$9 billion in revenue we had in 2019. Such

a pronounced acceleration in demand forced us to put our plans to the side, as we focused on

meeting the needs of our customers. Supply in the category was still readily available at this

time, enabling us to respond well to those needs.

Wayfair adapted quickly to the surge as a lean organization, all while navigating the challenges

of work-from-home. The elevated revenue demonstrated the profitability and scale economics of

our business model, with record net income, operating cash flow and free cash flow produced in

Q2 2020. As teams scrambled to handle the huge influx of demand, they quickly saw a need to

add resources. We tried to do so, but due to the challenges of the pandemic, we ended 2020

with the same headcount that we had at the start of the year.

We entered 2021 with revenue still very robust and finally had our recruiting team ramped up to

make progress on our hiring plans. At first, the net impact to headcount remained limited due to

external forces such as wage inflation and the Great Resignation phenomenon. As we

progressed through the year, our corporate cost structure started to grow again just as the

business was about to encounter unprecedented challenges.

Late COVID (Spring/Summer 2021 - Spring/Summer 2022)

As 2021 unfolded, the true supply chain impact caused by the pandemic began to manifest

more clearly. Retailers were placing large purchase orders in an effort to build up their inventory

of products as demand remained elevated. At the same time, pandemic-related production and

shipping delays meaningfully disrupted the supply ecosystem in our category. This created a
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considerable challenge to gain access to products manufactured overseas, which is the vast

majority of our volume.

Throughout our history, Wayfair’s inventory light business model has been (and is again) a

major competitive advantage, but the unique set of circumstances in the second half of 2021 put

us in a very difficult position across three key dimensions - availability, speed, and price. First,

the best items were out of stock - most suppliers saw their manufacturing grind to a halt with the

substantial shutdowns in Asia, and those that could make and transport product largely sold it to

stocking retailers who were buying inventory aggressively. Second, CastleGate penetration

decreased as overall product availability was limited, creating less incentive for suppliers to

maximize sales via forward positioning as they struggled to keep up with their inbound demand.

Finally, inflation impacted us earlier and more significantly than other retailers who had bought

goods in advance as suppliers raised wholesale costs in tandem with their input costs, which led

directly to higher retail prices as a function of our platform model. The combination of these

factors weakened our core offering during this period and also led to some market share loss.

During this stretch, we stepped up our efforts to combat the hiring challenges described earlier

and the pace of headcount growth accelerated, driving up our operating expenses. The

increased complexity associated with changes in personnel, along with the continued absence

of in-person collaboration, contributed to less efficient execution. Combined with a set of

revenue expectations that proved too optimistic, these issues weighed on our financial profile

and caused the strong profitability from the Early COVID period to reverse sharply, with net

income, operating cash flow and free cash flow reverting back into losses.

Normalization (Spring/Summer 2022 - present)

The world changed very quickly again in early 2022. Geopolitical disruption led to massive

inflation in energy costs that cascaded through supply chains and put pressure on the wallets of

consumers everywhere. As a consequence, demand in our category began to slow in the Spring

to early Summer of 2022 just as the supply chain congestion eased and inventory levels

recovered materially. While this put pressure on the topline for retailers across the industry -

ourselves included - we also saw several of the factors that drove the headwinds we

experienced starting in the second half of 2021 begin to unwind. First, availability improved as

more of the best products were back in stock. Second, during the summer, suppliers
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increasingly leaned into CastleGate once more to forward position goods, with the combination

of optimized delivery speeds and lower shipping costs leading to sharper retail prices and the

opportunity to drive higher sales. Finally, as suppliers and retailers everywhere realized they had

significantly overbuilt inventories, and with key input costs such as ocean freight now much

lower, suppliers started to discount their items via lower wholesales in order to further drive

demand for their products. These factors, in conjunction with inflation easing as energy and

other direct input prices moderated in the late Fall, enabled us to deliver more competitive

prices for consumers.

As a response to the cross-currents the company was facing, we realized we needed to do

more to chart our own course. We worked to reorient our focus on three key pillars: drive cost

efficiency, nail the basics, and earn customer and supplier loyalty every day.

The drive for cost efficiency has permeated the entire organization. We started with a hiring

freeze in May 2022 while we developed our broader plans. We then foreshadowed our

forthcoming cost cuts in August, with the specifics first discussed in November and then

quantified in more detail in January 2023. We took actions across our entire business, from a

restructuring on the labor side to an operational cost savings plan to address opportunities to

improve COGS. Given our level of volume, even modest changes can create very large savings,

and we view operational expense optimization as an ongoing program.

The principle of nail the basics is best represented by the notable improvements we have seen

across the key elements of availability, speed, and price. This return to strength in our core

offering enabled Wayfair to recapture the market share loss we experienced in the second half

of 2021, and we feel encouraged about our opportunity in 2023. On the demand side, in the

United States we are seeing our business results reflect the seasonal cadence we are

accustomed to in a normal environment when we are performing well. Outside the US the macro

is more challenged, but in the countries where we operate, we are still seeing improvement in

the metrics that we think matter.

Everything we are seeing in the data gives us confidence that we are well positioned to continue

earning customer and supplier loyalty. We have seen a number of examples of this theme.

For example, on the customer side, our ability to deliver a flexible and appealing promotional

calendar has resonated with customers during an uncertain time. On the supplier side, we are
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pleased to see CastleGate penetration – defined as the percentage of revenue coming through

our proprietary network – climbing, and poised to exceed its previous peak.

The Path Going Forward

To borrow a line from The Grateful Dead, looking back on the last three years can simply be

summarized with "what a long, strange trip it's been." But looking forward is an entirely different

matter, and we are excited by where we sit.

The fundamental pillars that have always defined the opportunity for Wayfair remain fully intact.

Our total addressable market is enormous at over $800 billion dollars and growing. We focus

exclusively on the home, with proprietary technology that is purpose-built for the category. We

have a proven business model underpinned by numerous unique advantages rooted in logistics,

technology, deep supplier relationships, and a platform business model, to name a few. We can

offer shoppers the best value across an unbeatable assortment of products. And finally, we have

achieved considerable scale that gives us the flexibility to think big and think long term, all the

while being profitable.

The culmination of all these high-level elements gives Wayfair the right to win over the long term

and create a path to profitability and positive free cash flow that will compound the returns over

time. In order to see some progress to date, we would point out the expansion on our gross

margin line. Several years ago, we laid out a roadmap for over 1,000 basis points of gross

margin upside potential driven by four key factors: (1) improving logistics economics as we scale

both our topline and CastleGate operations, (2) the growth of supplier services, (3) achieving

better wholesale economics with scale as well as (4) merchandising and mix opportunities. We

have now brought more than 500 basis points to bear across that journey. It is important to

underscore that this improvement has occurred across multiple macroeconomic climates and

revenue levels, and we remain confident in our roadmap to drive additional margin expansion

into the future. When you couple that with being focused on key priorities, and staying

disciplined on operational expenses and capital expenditures, we will be able to financially

control our destiny and produce significant returns.

As we share more about our focus on profitability, we want to clarify and reinforce our capital

deployment philosophy to all of our stakeholders. This isn’t a new concept for Wayfair - since
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day one, we have been incredibly thoughtful about the return on each investment we make. As

we mentioned earlier, scarcity drives great prioritization and higher quality and more efficient

execution. What is new is the focus on ensuring a mindset of scarcity and great prioritization,

even when there is an option not to because the resources are available. This has been the

biggest learning of the recent past and one that we will not forget.

To state this a different way, this does not mean that we cannot make large bets. Rather the

opposite - we certainly can and will. But we need to pick carefully, and we need to make sure

that we do not try too many in parallel, while always remembering that allocating more

resources to an effort can often get you a worse outcome. We’re not only willing to go after large

opportunities, but we are also very willing to make disciplined decisions to pull back in certain

areas when we deem it wise. Examples of this go all the way back in time to our decision to exit

the Australian market in 2015, to our more recent conclusion to wind down our wedding registry

business. That mantra has also resulted in moving away from products that are not core to the

home, such as watercraft and shoes. It all comes back to our origins of thriving through scarcity

- we want to make sure that our investment dollars are being used to their maximum potential at

any moment in time.

In our business, a new effort doesn’t usually start with a large capital expenditure or a certain

amount of operational expense, nor do we commit the full amount of investment needed to get

something new to full impact. Instead, all things start small and as capital-light as possible. Most

ideas can be tested with a small team of people pulled from within the company. We use an

iterate-and-improve model to advance these ideas, and we ruthlessly measure the progress.

Our goal is to keep learning, pivoting, and improving, and ultimately to create breakthroughs

that allow us to scale the effort. Most of our ideas - house brands, CastleGate forwarding,

Perigold, the supplier advertising business - started with scrappy internal teams. Some things -

like CastleGate fulfillment, or physical retail stores (we are excited for the first Wayfair store to

open outside of Chicago a year from now), require capital expenditures. In either case, we aim

to grow a concept only after we have proven its value, and even then, in an iterative way.

For example, when considering the long-term benefits of a proprietary fulfillment network -

inevitably a capital-heavy effort - we first tested the value of fast delivery by offering two day

delivery in 2015 using two warehouses in Ogden, Utah, and Hebron, Kentucky. As this proved to

be a success, we then started to build out the Castlegate fulfillment network, continually testing
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to ensure that we were creating incremental value. Castlegate fulfillment has costs in the form of

the rent, the team of people working in the building and the capital equipment in the fulfillment

centers in the form of racking and other equipment. The economic return is created by the fees

suppliers pay us, the transportation cost savings generated, the conversion rate gain that

creates more sales with no additional advertising expense due to customers valuing speed, and

an increase in customer lifetime value due to the improved experience. As you can imagine,

some of these are easier to measure than others. We have found that continually improving the

quality and speed of delivery is valuable, but we continue to test this nonetheless.

An example of applying the same philosophy to a different kind of investment is our house

brands. In 2016 a small team started working on ways to curate the items we sell into

collections that would make sense to our customers by representing one style and quality

level/price point. The early house brands, like Andover Mills, allowed a customer to find a

collection and then browse many items that all fit their style. This was useful and led to the next

innovation. Based on our ability to generate low cost computer generated imagery, we started to

create room scene imagery that showed many items of a certain style together - even if they

came from 5 to 10 different suppliers. This allowed customers to more easily shop the look

across the more than 25,000 products we had 3D models for by early 2017.

As the house brands gained momentum, we worked with our suppliers to ask for a degree of

exclusivity for items we would feature in these brands.  Today, house brands account for about

70% of our sales, with further innovation underway. It is important to remember that this kind of

curation at scale is unique to Wayfair, with over 100 house brands and meaningful validation

from customers. The investment has grown over time, and similar to the Castlegate illustration,

we capture the return in multiple ways. The elevated merchandising, and exclusivity, within our

house brands improves demand response, which drives favorable price elasticity, generates

higher conversion rates and increases customer lifetime value.

So as we wrap up this letter, let us try to pull this all together. What does this all mean for our

financial outcomes? Historically, we have mainly discussed adjusted EBITDA as a key gauge of

profitability, and while we will continue to report on this metric, our primary goal is to drive free

cash flow, which we will do in the lens of limiting and then eventually eliminating dilution. The

changes we have made over the last six months, and our renewed focus on controlling what we

can, have accelerated the timetable to reach adjusted EBITDA breakeven and free cash flow
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neutrality. From there, scaling free cash flow will be the objective, and we will aggressively

pursue it.

The last few years have at different times been challenging, rewarding, eye-opening, and

transformative. As a more focused organization that harkens back to our roots, we will pursue

the bright future ahead of us with a balance of growth and profitability. We are eager to

demonstrate the free cash flow generation potential of Wayfair while continuing to invest

significantly into the business.

We thank our employees for executing every day and making this journey possible. And to you,

our shareholders, thank you for your commitment and support.

Niraj Shah

Co-Founder, Co-Chairman & CEO

Steve Conine

Co-Founder & Co-Chairman
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Use of Non-GAAP Financial Measures: To supplement our consolidated financial statements presented in
accordance with generally accepted accounting principles ("GAAP"), we use certain non-GAAP financial
measures, including Adjusted EBITDA and Free Cash Flow. We use these non-GAAP financial measures
internally in analyzing our financial results and believe they are useful to investors, as a supplement to
GAAP measures, in evaluating our ongoing operational performance. Non-GAAP financial measures
should not be considered replacements for, and should be read together with, the most comparable
GAAP financial measures.

Adjusted EBITDA is a non-GAAP financial measure that is calculated as net income or loss before
depreciation and amortization, equity-based compensation and related taxes, interest expense, net, other
expense, net, provision for income taxes, net, non-recurring items and other items not indicative of our
ongoing operating performance.

Free Cash Flow is a non-GAAP financial measure that is calculated as net cash provided by or used in
operating activities less net cash used to purchase property and equipment and site and software
development costs.

We calculate forward-looking non-GAAP Adjusted EBITDA based on internal forecasts that omit certain
amounts that would be included in forward-looking GAAP net income or loss. We do not attempt to
provide a reconciliation of forward-looking non-GAAP Adjusted EBITDA guidance to forward looking
GAAP net income or loss because forecasting the timing or amount of items that have not yet occurred
and are out of our control is inherently uncertain and unavailable without unreasonable efforts. Further,
we believe that such reconciliations would imply a degree of precision and certainty that could be
confusing to investors. Such items could have a substantial impact on GAAP measures of financial
performance.

For full financial data and non-GAAP reconciliations, please refer to Wayfair’s earnings release issued on
February 23, 2023, available at https://investor.wayfair.com/reporting/quarterly-results/default.aspx.

Caution concerning forward-looking statements: This letter contains forward-looking statements within the
meaning of federal and state securities laws. All statements other than statements of historical fact
contained in this letter —including statements regarding our future results of operations and financial
position, business strategy and plans, profitability goals and the financial impact and expected savings of
our cost efficiency plan, and objectives of management for future operations—are forward-looking
statements. In some cases, you can identify forward-looking statements by terms such as “may,” “will,”
“should,” “expects,” “plans,” “anticipates,” “could,” “intends,” “target,” “projects,” “contemplates,” “believes,”
“estimates,” “predicts,” “potential,” or “continue,” or the negative of these terms or other similar
expressions. You are cautioned not to rely on these forward-looking statements, which are based on
current expectations of future events. For important information about the risks and uncertainties that
could cause actual results to vary materially from the assumptions, expectations, and projections
expressed in any forward-looking statements, please review the “Forward-Looking Statements” section of
the Wayfair earnings release issued on February 23, 2023 as well as the most recently filed Wayfair
Reports on Forms 10-K and 10-Q. Wayfair does not undertake to update any forward-looking statement
as a result of new information or future events or developments.
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