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(To Prospectus Dated April 16, 2012)

Puma Biotechnology, Inc.
16,000,000

Shares of Common Stock

This prospectus supplement no. 4 supplements the prospectus dated April 16, 2012, relating to the offering of up to 16,000,000 shares of our
common stock that were privately issued to selling stockholders in connection with a merger transaction and a private placement.

This prospectus supplement incorporates into our prospectus the information contained in our attached current reports on Form 8-K, which were
filed with the Securities and Exchange Commission on June 13, 2012, June 18, 2012 and June 26, 2012.

You should read this prospectus supplement in conjunction with the prospectus, including any supplements and amendments thereto. This
prospectus supplement is qualified by reference to the prospectus except to the extent that the information in the prospectus supplement
supersedes the information contained in the prospectus.

This prospectus supplement is not complete without, and may not be delivered or utilized except in connection with, the prospectus, including
any supplements and amendments thereto.

Our common stock is presently quoted for trading on the OTC Bulletin Board and the OTCQB Market under the symbol PBYI. On June 25,
2012, the closing price of our common stock, as quoted on the OTC Bulletin Board and the OTCQB Market, was $11.85 per share.

You should carefully consider matters discussed under the caption Risk Factors beginning on page 6 of the
prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus supplement or the prospectus is truthful or complete. Any representation to the contrary is a criminal
offense.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 8-K

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

Date of Report (date of earliest event reported): June 7, 2012

PUMA BIOTECHNOLOGY, INC.

(Exact name of registrant as specified in its charter)

Delaware 000-52811 77-0683487
(State or other jurisdiction (Commission (IRS Employer
of incorporation) File Number) Identification No.)

10880 Wilshire Boulevard, Suite 2150
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Los Angeles, California 90024
(Address of principal executive offices) (Zip Code)
(424) 248-6500
(Registrant s telephone number, including area code)
N/A

(Former name or former address, if changed since last report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions:

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
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Item 1.01 Entry Into a Material Definitive Agreement.

On June 7, 2012, Puma Biotechnology, Inc., a Delaware corporation (the Company ), entered into an Office Lease (the Lease ) with DWF III
Gateway, LLC, a Delaware limited liability company, for approximately 9,560 rentable square feet of office space in the building located at 701
Gateway Boulevard, South San Francisco, California 94080. The Company plans to use the premises for general office and administrative
purposes.

The initial term of the Lease is for seven years and is expected to commence on or about Oct 1, 2012. The base rent will be approximately
$20,250 per month during the first year and will increase over the course of the initial term, up to approximately $30,820 per month during the
seventh year. In addition, the Company has an option to extend the Lease for an additional five-year term, which would commence upon the
expiration of the initial term. In the event the Company elects to extend the Lease, the minimum monthly rent payable for the additional term
will be the then-current fair market rent calculated in accordance with the terms of the Lease.

The foregoing summary of the Lease does not purport to be complete and is qualified in its entirety by reference to the full text of the Lease, a
copy of which is filed as Exhibit 10.1 to this Current Report on Form 8-K and incorporated herein by reference.

Item 9.01 Financial Statements and Exhibits.
(d) Exhibits.

10.1 Office Lease by and between Puma Biotechnology, Inc. and DWF III Gateway, LLC, executed on June 7, 2012
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

PUMA BIOTECHNOLOGY, INC.

Date: June 13, 2012 By: /s/ Alan H. Auerbach
Alan H. Auerbach
President and Chief Executive Officer
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EXHIBIT INDEX

Exhibit No. Description

10.1 Office Lease by and between Puma Biotechnology, Inc. and DWF III Gateway, LLC, executed on June 7, 2012
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OFFICE LEASE
BY AND BETWEEN
DWEF III GATEWAY, LLC,
A Delaware limited liability company,
As Landlord

And

PUMA BIOTECHNOLOGY, INC,,

A Delaware corporation,
as Tenant
For Leased Premises at Suite 275

701 Gateway Boulevard, South San Francisco, California

Exhibit 10.1
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OFFICE LEASE

THIS OFFICE LEASE ( Lease ) is entered and dated for reference purposes only as May 16, 2012 (the Lease Reference Date ), by and between
Landlord and Tenant (as such terms are defined below).

ARTICLE1 SALIENT LEASE TERMS

In addition to the terms defined throughout this Lease, the following salient terms shall have the following meanings when referred to in this
Lease:

1.1 Rent Payment DWF III Gateway, LLC
Address: P.O. Box 7470
San Francisco, CA 94120-7470

1.2 Landlord DWF III Gateway, LLC,
and c/o Divco West Real Estate Services, Inc.
Notice 575 Market Street, 35th floor
Address: San Francisco, CA 94105

Attn.: Asset Manager and Property Manager

With a copy to: Broadway Partners
100 California Street, Suite 610
San Francisco, CA 94111
Attention: Asset Manager

1.3 Tenant Puma Biotechnology, Inc.
and
Notice
Address 10880 Wilshire Blvd., Suite 1250

Los Angeles, CA 90024,
Attention: Charles Eyler

1.4 Leased Premises: Approximately 9,560 square feet of Rentable Area (hereinafter defined)
in Suite 275 of the Building. The foregoing Rentable Area of the Leased
Premises shall be deemed the actual Rentable Area.

1.5 Building: That building located at 701 Gateway Boulevard, South San Francisco, California, containing approximately
170,310 square feet of Rentable Area, which shall be deemed the actual square footage of Rentable Area in the
Building.

1.6 Complex: The Building, the Common Areas (hereinafter defined), the parcel(s) of land containing the Building and

Common Areas, as such parcel of land is described in Exhibit A attached hereto (the Land ).

1.7 Commencement
Date: The Commencement Date shall mean the earlier of (a) seven (7) days after the date the Tenant Improvements
to be constructed by Landlord pursuant to Exhibit C have been Substantially Completed, subjectto Tenant
Delays and Force Majeure Delays (as such terms are defined in Exhibit C), or (b) the date Tenant takes
possession of the Leased Premises other than during the Early Access Period (as defined in Section 4.3). If
there is any delay in Substantially

10
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1.8

1.9

Term:

Minimum
Monthly Rent:

Completing the Tenant Improvements due to any Tenant Delay, then such delay shall thereupon
effect a postponement of the date by which Landlord is obligated to Substantially Complete the
Tenant Improvements. In such event the date for commencement of the Reduced Minimum Rent
Period (hereinafter defined), Rent and all additional rent shall be deemed the date the Tenant
Improvements would have been Substantially Completed but for the Tenant Delays. Thus, the date
for commencement of the Reduced Minimum Rent Period (hereinafter defined), Rent and all
additional rent shall not be delayed by Tenant Delay.

The Estimated Commencement Date is approximately one hundred (100) days after the date this Lease has
been fully executed by Tenant and Landlord, except with respect to the Temporary Space (as defined in

Section 3.5). The Estimated Commencement Date for the Temporary Space shall be within two (2) business
days after the date this Lease has been fully executed by the parties, Tenant has paid the first month s advance
rent due upon signing of this Lease and delivers to Landlord the Letter of Credit (or cash for the amount of the
Letter of Credit pending delivery of the Letter of Credit) and evidence of insurance required of Tenant under
this Lease, as more specifically set forth in Section 3.5.

Eighty-four (84) months following the Commencement Date for the Leased Premises, plus any partial month
for the month in which the Commencement Date occurs if the Commencement Date occurs on other than the
first day of a calendar month. If the Commencement Date is other than the first day of a calendar month, the
first month shall include the remainder of the calendar month in which the Commencement Date occurs plus
the first full calendar month thereafter. Rent for such partial month shall be prorated on a daily basis and a full
month s rent also shall be paid for the first month of the Term.

Months Minimum Monthly Rent
1 12 $20,250.00
13 18 $20,857.50
19 24 $26,586.36
25 36 $27,383.95
37 48 $28,205.47
49 60 $29,051.63
61 72 $29,923.18
73 84 $30,820.88

The foregoing schedule starts as of the Commencement Date of the Term of the Lease for the Leased Premises.
The Minimum Monthly Rent for the first eighteen (18) months of the initial Term may be referred to as the

Reduced Minimum Rent Period unless the Commencement Date occurs other than on the first day of a
calendar month. If the Commencement Date is other than the first day of a calendar month, then the Reduced
Minimum Rent Period shall be 540 days from and including the Commencement Date and the Minimum
Monthly Rent for the month in which the Reduced Minimum Rent Period expires shall be prorated on a daily
basis. By way of example only, if the Commencement date is June 10, 2012, the Reduced Minimum Rent
Period shall be June 10, 2012 to and including December 1, 2013 (i.e., 540 days) and

11
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1.10

Base Year for
Base Year Costs:

Security Deposit:
Permitted Use:

Proportionate
Share:

Broker(s):

Guarantor
and Notice
Address:

Parking Allocation:

Contents:

Minimum Monthly Rent for the month of December 2013 (i.e., the month in which the Reduced
Minimum Rent Period expires) shall be $26,401.56 representing the sum of one day proration of
Minimum Monthly Rent in the monthly amount of $20,857.50 for December 1, 2013, and 30 days
of proration of Minimum Monthly Rent in the monthly amount of $26,586.36 for December 2, 2013
through December 31, 2013.

For Base Operating Costs: 2012 calendar year
For Base Taxes: real estate tax fiscal year 7/1/2012  6/30/2013

$150,000.00, subject to partial reduction as provided in Section 8.3.

The Leased Premises shall be used solely for general office and administrative purposes, but for no other use.

Tenant s initial Proportionate Share is 5.61% based on the ratio that the Rentable Area of the Leased Premises
(i.e., 9,560 square feet) bears to the Rentable Area of the Building (i.e., 170,310 square feet).

Cassidy Turley representing Landlord and Cornish & Carey and LA Realty Partners representing Tenant.

Not applicable.

Thirty-one (31) parking spaces.

Included as part of this Lease are the following Exhibits and addenda which are attached hereto and incorporated
herein by this reference:

Exhibits: A Legal Description for the Land

B Outline of the Leased Premises

B-1  Outline of the Temporary Space

C  Work Letter for Construction Obligations (with Exhibit C-1  Space Plan attached)
D Acknowledgment of Commencement Date

E Rules & Regulations

F Option to Extend

ARTICLE 2 ADDITIONAL DEFINITIONS

The terms defined in this Article 2 shall, for all purposes of this Lease and all agreements supplemental hereto, have the meanings herein
specified, unless expressly stated otherwise.

Base Operating Costs means the Operating Costs for the calendar year set forth in Section 1.10 hereof as such Operating Costs shall be
increased to be what the Operating Costs would have been if the Building were ninety-five (95%) leased and occupied during such calendar year
as more specifically provided in Section 6.2.

Base Taxes means the Taxes for the calendar year set forth in Section 1.10 hereof.

12
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ommon Areas shall mean all areas and facilities outside the Leased Premises within the exterior boundaries of the parcel of land containing
the Building of which the Leased Premises form a part, together with the parking and access areas within the Complex, all as provided and
designated by Landlord from time to time for the general use and convenience of Tenant and of other tenants of Landlord having the common
use of such areas, and their respective authorized representatives and invitees. As of the date of this Lease, Common Areas include, without
limitation, corridors, stairways, elevator shafts, janitor rooms in the Building, the driveways, parking areas and landscaped areas in the Complex.

Insurance Costs shall mean all premiums and costs and expenses for all policies of insurance required to be maintained by Landlord under this
Lease or which are obtained by Landlord in its discretion for (a) the Leased Premises, Building and the Common Areas of the Complex, or any
blanket policies which include the Building or Complex, covering damage thereto and loss of rents caused by fire and other perils Landlord
elects to cover, including, without limitation, coverage for earthquakes and floods, (b) commercial general liability insurance for the benefit of
Landlord and its designees and (c) such other coverage Landlord elects to obtain for the Leased Premises, Building or Common Areas of the
Complex, including, without limitation, coverage for environmental liability and losses. Landlord shall allocate in a reasonable manner the
insurance premiums under any blanket policy that includes coverage for the Complex and any other property. Notwithstanding anything to the
contrary, Landlord reserves the right to reduce the Insurance Costs if Insurance costs for the Base Year Operating Costs include coverages for
perils not required or elected to be insured by Landlord in the future. If in years after the Base Year for Operating Costs Landlord includes
insurance coverages for perils not included in the Insurance Costs for the Base Year Operating Costs, Insurance Costs for the Base Year
Operating Costs shall be increased as if such Insurance Costs were so included.

Lease Year means any fiscal year (as determined by Landlord), or portion thereof, following the commencement hereof, the whole or any part
of which period is included within the Term.

Operating Costs means the total amounts paid or payable, whether by Landlord or others on behalf of Landlord, in connection with the
ownership, maintenance, repair, replacement and operations of the Building and the Common Areas of the Complex in accordance with
Landlord s standard operating and accounting procedures. Operating Costs shall include (except as otherwise expressly provided in this Lease),
but not be limited to, the aggregate of the amount paid for:

(1) all fuel used in heating and air conditioning of the Building and Common Areas of the Complex;

(2) the amount paid or payable for all electricity furnished by Landlord to the Common Areas of the Complex (other than electricity furnished to
and paid for by other tenants by reason of their extraordinary consumption of electricity and that furnished to the other building in the Complex
for which the tenants of such other building are responsible for such electrical costs);

(3) the cost of periodic relamping and reballasting of lighting fixtures;

(4) the amount paid or payable for all hot and cold water (other than that chargeable to Tenants by reason of their extraordinary consumption of
water and that furnished to other buildings in the Complex for which the tenants of such other building are responsible for such water costs) and
SEWer costs;

(5) the amount paid or payable for all labor and/or wages and other payments including cost to Landlord of workers compensation and disability
insurance, payroll taxes, welfare and fringe benefits made to janitors, caretakers, and other employees, contractors and subcontractors of
Landlord (including wages of the Building manager) involved in the management, operation, maintenance and repair of the Complex;

13
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(6) painting for exterior walls of the Building and the Common Areas of the Complex; managerial and administrative expenses; the total charges
of any independent contractors employed in the repair, care, operation, maintenance, and cleaning of the Building and Common Areas of the
Complex;

(7) the amount paid or payable for all supplies occasioned by everyday wear and tear;

(8) the costs of climate control, window and exterior wall cleaning, telephone and utility costs of the Building and Common Areas of the
Complex;

(9) the cost of accounting services necessary to compute the rents and charges payable by Tenants and keep the books of the Building and
Common Areas of the Complex;

(10) fees for management of the Complex equal to three percent (3%) of the gross rental revenues from the Complex, plus reasonable charge for
office rent, supplies, equipment, salaries, wages, bonuses and other compensation (including fringe benefits, vacation, holidays and other paid
absence benefits) relating to employees of Landlord or its agents engaged in the management, operation, repair, or maintenance of the Building
and/or Common Areas of the Complex;

(11) fees for legal, accounting (including, without limitation, any outside audit as Landlord may elect in its sole and absolute discretion),
inspection and consulting services;

(12) the cost of operating, repairing and maintaining the Building elevators;
(13) the cost of porters, guards, alarm (including any central station signaling systems) and other protection services;
(14) the cost of establishing and maintaining the Building s directory board;

(15) payments for general maintenance and repairs to the plant and equipment supplying climate control to the Building and Common Areas of
the Complex;

(16) the cost of supplying all services pursuant to Article 11 hereof to the extent such services are not paid by individual tenants;

(17) amortization of the costs, including repair and replacement, of all maintenance and cleaning equipment and master utility meters and of the
costs incurred for repairing or replacing all other fixtures, equipment and facilities serving or comprising the Building and Common Areas of the
Complex (including any equipment leasing costs associated therewith if applicable) which by their nature require periodic or substantial repair
or replacement, and which are not charged fully in the year in which they are incurred, at rates on the various items reasonably determined from
time to time by Landlord in accordance with sound accounting principles;

(18) community association dues, assessments and charges and property owners association dues, assessments and charges which may be
imposed upon Landlord by virtue of any recorded instrument affecting title to the Building, including without limitation, any reciprocal
easement agreement and covenants, conditions, easements and restrictions of record, and the cost of any licenses, permits and inspection fees;

(19) all costs to upgrade, improve or change the utility, efficiency or capacity of any utility or telecommunication system serving the Building
and the Common Areas of the Complex;

(20) the repair and replacement, resurfacing and/or repaving of any paved areas, curbs or gutters within the Building or Common Areas of the
Complex, subject to any repaving being treated as a Capital Cost as provided in paragraph (22) below;

14
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(21) the repair and replacement of any equipment or facilities serving or located within the Complex;

(22) the cost for any capital repairs, improvements and replacements made by the Landlord to the Building or Common Areas of the Complex
that are capital repairs or capital improvements under generally accepted accounting principles ( Capital Costs ) which are (a) required to be
made in order to conform to changes subsequent to the Commencement Date in any applicable laws, ordinances, rules, regulations, or orders of
any governmental authority having jurisdiction over the Building or Common Areas ( laws ), or are first required to be made after the
Commencement Date under any existing laws (noncompliance with any laws in effect as of the Commencement date of this Lease which is
permitted under applicable law because such improvements were in compliance with applicable laws as of the date they were constructed shall
be considered to be in compliance with applicable law under this Paragraph), (b) incurred for the purpose of reducing other operating expenses
or utility costs, or (c) performed to replace capital improvements or building service equipment when required because of normal wear and tear.
The Capital Costs shall be includable in Operating Costs each year only to the extent of that fraction allocable to the year in question calculated
by amortizing such Capital Cost over the reasonably useful life of the improvement resulting therefrom, as determined by Landlord in its good
faith discretion, with interest on the unamortized balance at the higher of (i) eight percent (8%) per annum; and

(23) Insurance Costs.
Operating Costs shall not include the following:

(a) Interest, principal, points and fees on debts or amortization on any mortgage or mortgages or any other debt instrument encumbering any
portion of the Complex;

(b) such of the Operating Costs as are recovered from condemnation awards or proceeds, or insurance proceeds or which were required by the
Lease to be covered by insurance or which were paid for directly by Tenant or any third party;

(c) Costs arising from Landlord s charitable or political contributions;

(d) Brokers or other leasing commissions and costs incurred in connection with entering into new leases or disputes under existing leases,
including without limitation tenant incentives, finders fees, attorneys , accountants and other consultants fees;

(e) costs associated with bad debt losses, rent losses, or reserves for bad debt or rent losses;

(f) expenses for any item or service not provided, offered or available to Tenant, but provided exclusively to certain other tenants in the
Building;

(g) depreciation and amortization on any mortgage;
(h) any ground lease or underlying lease payments;

(1) marketing costs including leasing commissions, attorneys fees in connection with the negotiation and preparation of letters, deal memos,
letters of intent, leases, subleases and/or assignments, space planning costs, and other costs and expenses incurred in connection with lease,
sublease and/or assignment negotiations and transactions with present or prospective tenants or other occupants of the Building;

(j) costs for acquisition of sculpture, paintings or other objects of art, except to the extent to replace, when necessary, any sculpture, paintings or
other objects of art existing at the Complex as of the date of this Lease so long as such item replaced is of like kind and quality;
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(k) any costs, fines or penalties incurred due to violations by Landlord of any legal requirement which may have been in effect as of the
Commencement Date of this Lease;

(1) Costs incurred (A) to comply with applicable laws with respect to Hazardous Material (as defined below) which was in existence in, on,
under or about the Building or the Complex prior to the Commencement Date, or (B) with respect to Hazardous Material, which Hazardous
Material is brought into, on, under or about the Building or the Complex after the date hereof due to the acts or omissions of Landlord or any
other tenant of the Complex or by anyone other than Tenant;

(m) expenses for any item or service not provided, offered or available to Tenant, but provided exclusively to certain other tenants in the
Building;

(n) expenses for tenant improvement work for any tenant or improvement allowances or tenant concessions and other costs or expenses incurred
in completing, fixturing, furnishing, renovating or otherwise improving, decorating or redecorating space for tenants or other occupants of the
Complex, or vacant lease space in the Complex (including but not limited to space planning fees, architects, engineers and other consultants fees
and costs, and related permit, license and construction costs);

(o) the cost of any repairs, improvements, or replacements made to remedy any structural defect in the original design or construction of the
Building or other buildings in the Complex.

(p) The wages and benefits of any employee who does not devote his or her employed time to the Complex unless such wages and benefits are
prorated to reflect time spent on operating and managing the Complex vis-a-vis time spent on matters unrelated to operating and managing the
Complex;

(q) Landlord s general corporate overhead and general and administrative expenses;

(r) Any costs in connection with services of a type or quantity which are not offered or available to Tenant, but which are provided to another
tenant or occupant of the Complex, whether or not such other tenant or occupant is specifically charged therefore by Landlord;

(s) Any fee to or charge by Landlord and Landlord s agents (or any person or entity affiliated with Landlord or Landlord s agents) for
management or supervision of the Complex in excess of the amounts provided in paragraph (10) above;

(t) Costs associated with the operation of the business of the person or entity which constitutes Landlord as the same are distinguished from the
costs of operation of the Complex, including entity accounting and legal matters, costs of defending any lawsuits with any lender, costs of
selling, syndicating, financing, mortgaging or hypothecating any of Landlord s interest in the Complex, costs of any disputes between Landlord
and its employees, disputes of Landlord with Building management, or outside fees paid in connection with disputes with other tenants;

(u) Reserves for future expenses except for actual expenses anticipated to be incurred during the ensuing year and included in Landlord s
estimate of Operating Expenses for such ensuring year;

(v) All interest, late charges, penalties and other amounts incurred as a result of Landlord s failure to pay bills as they become due, provided,
Tenant pays all Rent as and when due;

(w) rental payments incurred in leasing air conditioning systems, elevators or other equipment ordinarily considered to be of a capital nature
which if purchased, rather than rented, would constitute a capital improvement and not permitted to be a Capital Cost as provided in paragraph
(22) above, except rentals for items when needed in connection with normal repairs and maintenance;
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(x) Repairs or replacements for which Tenant is obligated to pay under this Lease other that as part of Tenant s share of Operating Costs or for
which other tenants are obligated to pay other than as part of such other tenants share of Operating Costs;

(y) Any costs related to the Structural portion of the Building, including without limitation any test, investigation and repairs or other remedial
measures, whether or not required pursuant to applicable laws enacted before or after the Commencement Date.

(z) Costs arising from the gross negligence or willful misconduct of Landlord or Landlord s employees, contractors or agents;

(aa) Overhead and profit increment paid to Landlord or to subsidiaries or affiliates of Landlord for goods and/or services in or to the Complex to
the extent the same exceeds the costs of such goods and/or services rendered by unaffiliated third parties on a fair market basis;

(bb) legal, accounting or other professional expenses incurred expressly for negotiating, preparing or enforcing a lease with a particular tenant,
as a result of a default of a specific tenant or in connection with a dispute with a tenant or proposed or former tenant;

(cc) costs for utilities and services for which a tenant in the Building pays directly to third party providers or are reimbursed to Landlord directly
other than as part of such tenant s pro rata share of operating expenses;

(dd) Landlord s in-house legal fees;

(ee) costs incurred with respect to the repair and maintenance of any portions of the Complex, Building or Common Areas due to (1) violation
by Landlord of the terms and conditions of any provision of this Lease or any other lease in the Building or any conditions, covenants,
restrictions, easement agreements and similar private contracts; or (2) violation by any other tenant in the Building of the terms and conditions of
any lease of space in the Building to the extent that Landlord is entitled to recover such costs from such violating parties; or (3) violation by
Landlord of any governmental rule or authority;

(ff) legal fees and other costs incurred in connection with disputes with tenants, other occupants, or prospective tenants or other occupants of the
Complex, including but not limited to all attorneys fees and costs of settlement and judgments;

(gg) Costs incurred in connection with the removal or remediation of any Hazardous Materials in the Building to cure a violation of any
applicable Environmental Laws (as such terms are defined in Section 10.3); and

(hh) Capital Costs not expressly included in Operating Expenses pursuant to paragraph (22) above.

Proportionate Share or Pro Rata Percent shall be that fraction (converted to a percentage) the numerator of which is the Rentable Area
(hereinafter defined) of the Leased Premises and the denominator of which is the Rentable Area of the Building. Tenant s Proportionate Share as
of the commencement of the Term hereof is specified in Section 1.13. Said Proportionate Share may be recalculated by Landlord as may be
required effective as at the commencement of any period to which the calculation is applicable in this Lease. Notwithstanding the preceding
provisions of this Section, Tenant s Proportionate Share as to certain expenses may be calculated differently to yield a higher percentage share for
Tenant as to certain expenses in the event Landlord permits other tenants in the Building to directly incur such expenses rather than have
Landlord incur the expense in common for the Building (such as, by way of illustration, wherein a tenant performs its own janitorial services). In
such case Tenant s proportionate share of the applicable expense shall be calculated as
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having as its denominator the Rentable Area of all floors rentable to tenants in the Building less the Rentable Area of tenants who have incurred
such expense directly. In any case in which Tenant, with Landlord s consent, incurs such expenses directly, Tenant s proportionate share will be
calculated specially so that expenses of the same character which are incurred by Landlord for the benefit of other tenants in the Building shall
not be prorated to Tenant. Nothing herein shall imply that Landlord will permit Tenant or any other tenant of the Building to incur any Operating
Costs. Any such permission shall be in the sole discretion of the Landlord, which Landlord may grant or withhold in its arbitrary judgment.

Real Estate Taxes or Taxes mean all federal, state, county, or local governmental or municipal taxes, fees, charges or other impositions of
every kind and nature, whether general, special, ordinary or extraordinary, (including, without limitation, real estate taxes, general and special
assessments, transit taxes, leasehold taxes or taxes based upon the receipt of rent, including gross receipts or sales taxes applicable to the receipt
of rent, unless required to be paid by Tenant, personal property taxes imposed upon the fixtures, machinery, equipment, apparatus, systems and
equipment, appurtenances, furniture and other personal property used in connection with the Complex, or any portion thereof except for any
personal property tax paid by Tenant for its personal property), which shall be paid or accrued during any Lease Year (without regard to any
different fiscal year used by such governmental or municipal authority) because of or in connection with the ownership, leasing and operation of
the Complex, or any portion thereof. Taxes shall include, without limitation: (i) Any tax on the rent, right to rent or other income from the
Complex, or any portion thereof, or as against the business of leasing the Complex, or any portion thereof; (ii) Any assessment, tax, fee, levy or
charge in addition to, or in substitution, partially or totally, of any assessment, tax, fee, levy or charge previously included within the definition
of real property tax, it being acknowledged by Tenant and Landlord that Proposition 13 was adopted by the voters of the State of California in
the June 1978 election ( Proposition 13 ) and that assessments, taxes, fees, levies and charges may be imposed by governmental agencies for such
services as fire protection, street, sidewalk and road maintenance, refuse removal and for other governmental services formerly provided without
charge to property owners or occupants, and, in further recognition of the decrease in the level and quality of governmental services and
amenities as a result of Proposition 13; and (iii) Any assessment, tax, fee, levy, or charge allocable to or measured by the area of the leasable
premises or the rent payable hereunder, including, without limitation, any business or gross income tax or excise tax with respect to the receipt
of such rent, or upon or with respect to the possession, leasing, operating, management, maintenance, alteration, repair, use or occupancy by a
tenant of leased premises, or any portion thereof. Taxes shall also include any governmental or private assessments or the Complex s contribution
towards a governmental or private cost-sharing agreement for the purpose of augmenting or improving the quality of services and amenities
normally provided by governmental agencies. Any reasonable costs and expenses (including, without limitation, reasonable attorneys and
consultants fees) incurred in attempting to protest, reduce or minimize Taxes shall be included in Taxes in the Lease Year such expenses are
incurred. Notwithstanding anything to the contrary, there shall be excluded from Taxes all excess profits taxes, franchise taxes, gift taxes, capital
stock taxes, inheritance and succession taxes, estate taxes, federal and state income taxes, and other taxes to the extent applicable to Landlord s
general or net income (as opposed to rents, receipts or income attributable to operations at the Building); (ii) any Operating Costs, (iii) interest or
penalties on Taxes resulting from Landlord s failure to pay Taxes when due, provided, Tenant makes all payments of Rent when due, (iv) any
taxes which Tenant pays directly to the taxing authority, and (v) any items required to be paid by Tenant under Section 6.1. With respect to any
special assessments which may be levied as part of the Taxes and which may be payable in installments over a period of time, only the amount
of the installments due each year shall be included in the Taxes charged to Tenant, whether or not Landlord elects to pay in installments,
provided that Landlord has the option of paying said assessment in installments over a period of time.

Rent _rent or rental means Minimum Monthly Rent and all other sums required to be paid by Tenant pursuant to the terms of this Lease.

Rentable Area as used in this Lease shall mean rentable areas measured in accordance with the Standard Method for Measuring Floor Area in
Office Buildings, ANSI/BOMA Z65-1996 or ANSI/BOMA Z65.1-2010, as selected by Landlord, except that the Rentable Area of the Leased
Premises and Building set
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forth in Sections 1.4 and 1.5, respectively, are deemed to be the Rentable Area of the Leased Premises and Building, which determinations shall
be conclusive on the parties and not subject to measurement.

Structural as herein used shall mean any portion of the Leased Premises, Building or Common Areas of the Complex which provides bearing
support to any other integral member of the Leased Premises, Building or Common Areas of the Complex such as, without limitation, the roof
structure (trusses, joists, beams), posts, load bearing walls, foundations, girders, floor joists, footings, foundation, slabs and other load bearing
members constructed by Landlord.

Tenant Improvements shall mean the Tenant Improvements, if any, as defined in Exhibit C attached hereto to be constructed pursuant to
Exhibit C attached hereto.

ARTICLE 3 PREMISES AND COMMON AREAS

3.1 Demising Clause. Landlord hereby leases to Tenant, and Tenant hires from Landlord the Leased Premises, consisting of the approximate
square footage listed in Section 1.4 of the Salient Lease Terms, which the parties agree shall be deemed the actual square footage of Rentable
Area.

3.2 Reservation. Landlord reserves the area beneath and above the Building as well as the exterior thereof together with the right to install,
maintain, use, repair and replace pipes, ducts, conduits, wires, and structural elements leading through the Leased Premises serving other parts of
the Building and Common Areas of the Complex, so long as such items are concealed by walls, flooring or ceilings. Such reservation in no way
affects the maintenance obligations imposed herein. Landlord may change the shape, size, location, number and extent of the improvements to
any portion of the Building or Common Areas of the Complex and/or the address or name of the Building without the consent of Tenant,
provided that such changes do not materially and unreasonably impair the access to or permitted use of the Leased Premises or the parking
facilities.

3.3 Covenants. Conditions and Restrictions. The parties agree that this Lease is subject to the effect of (a) any covenants, conditions, restrictions,
easements, mortgages or deeds of trust, ground leases, rights of way of record, and any other matters or documents of record; (b) any zoning

laws of the city, county and state where the Complex is situated; and (c) general and special taxes not delinquent. Landlord represents to its

actual knowledge as of the date of this Lease that any covenants, conditions, restrictions and easements of record and encumbering the Complex
as of the date of this Lease do not prohibit office use of the Leased Premises. Tenant agrees that as to its leasehold estate, Tenant and all persons
in possession or holding under Tenant will conform to and will not violate the terms of any covenants, conditions or restrictions of record which
may now or hereafter encumber the Building or the Complex (hereinafter the restrictions ). This Lease is subordinate to the restrictions and any
amendments or modifications thereto.

3.4 Common Areas. Landlord hereby grants to Tenant, for the benefit of Tenant and its employees, suppliers, shippers, customers and invitees,
during the term of this Lease, the non-exclusive right to use, in common with others entitled to such use, the Common Areas as they exist from
time to time, subject to any rights, powers, and privileges reserved by Landlord under the terms hereof or under the terms of any rules and
regulations or restrictions governing the use of the Building or the Complex. Under no circumstances shall the right herein granted to use the
Common Areas be deemed to include the right to store any property, temporarily or permanently, in the Common Areas. Any such storage shall
be permitted only by the prior written consent of Landlord or Landlord s designated agent, which consent may be revoked at any time. In the
event that any unauthorized storage shall occur then Landlord shall have the right, without notice, in addition to such other rights and remedies
that it may have, to remove the property and charge the cost to Tenant, which cost shall be immediately payable upon demand by Landlord.

(a) Common Areas Changes. Landlord shall have the right, in Landlord s sole discretion, from time to time to do the following, provided that
such does not materially and unreasonably impair access to or the permitted use of the Leased Premises or the parking facilities:
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(1) To make changes and reductions to the Common Areas, including, without limitation, changes in the location, size, shape and number of
driveways, entrances, parking spaces, parking areas, loading and unloading areas, ingress, egress, direction of traffic, landscaped areas and
walkways;

(2) To close temporarily any of the Common Areas for maintenance purposes so long as reasonable access to the Leased Premises remains
available;

(3) To designate other land outside the boundaries of the Building to be a part of the Common Areas;
(4) To add additional improvements to the Common Areas;

(5) To use the Common Areas while engaged in making additional improvements, repairs or alterations to the Building or Complex, or any
portion thereof;

(6) To do and perform such other acts and make such other changes in, to or with respect to the Common Areas, Building and Complex as
Landlord may, in the exercise of sound business judgment, deem to be appropriate.

(b) Common Area Maintenance. Landlord shall maintain the Common Areas (subject to reimbursement pursuant to this Lease) in good
condition comparable to that of other similar class office buildings in the vicinity of the Building in South San Francisco, California, establish
and enforce reasonable rules and regulations concerning such areas, close any of the Common Areas to whatever extent required in the opinion
of Landlord s counsel to prevent a dedication of any of the Common Areas or the accrual of any rights of any person or of the public to the
Common Areas, close temporarily any of the Common Areas for maintenance purposes, and make changes to the Common Areas including,
without limitation, changes in the location of driveways, corridors, entrances, exits, the designation of areas for the exclusive use of others, the
direction of the flow of traffic or construction of additional buildings thereupon. Landlord may provide security for the Common Areas, but is
not obligated to do so. Under no circumstances shall Landlord be liable or responsible for any acts or omissions of any party providing any
services to the Common Areas, Building or other improvements, including, without limitation, any security service, notwithstanding anything to
the contrary contained in this Lease.

(c) Parking. Tenant is allocated and shall have the non-exclusive and non-preferential right on an unassigned and unreserved basis to use not
more than the number of parking spaces specified in Section 1.17 hereof (the Parking Spaces ) for use by Tenant and Tenant s Parties
(hereinafter defined), during the Term of this Lease. The location of the Parking Spaces may be designated from time to time by Landlord. At no
time, may Tenant or any of Tenant s Parties use more than the number of Parking Spaces specified above.

(1) General Procedures. The Parking Spaces initially will not be separately identified; however Landlord reserves the right in its sole and
absolute discretion to separately identify by signs or other markings the area where Tenant s Parking Spaces will be located. Landlord shall have
no obligation to monitor the use of the parking area, nor shall Landlord be responsible for any loss or damage to any vehicle or other property or
for any injury to any person except to the extent caused or arising out of the gross negligence of Landlord. Said Parking Spaces shall be used
only for parking of automobiles no larger than full size passenger automobiles, sport utility vehicles or small pick-up trucks. Tenant shall
comply with all rules and regulations which may be adopted by Landlord from time to time and uniformly applied to all similarly situated
tenants to the extent Landlord has such right in its other leases with such tenants. Tenant shall not at any time use more parking spaces than the
number allocated to Tenant or park vehicles or the vehicles of others in any portion of the Complex designated by Landlord as exclusive parking
area for others. Tenant shall be responsible for and breach or violation by Tenant s Parties of the parking regulations and requirements in this
Lease. Tenant shall not have the exclusive right to use any specific parking space. If Landlord grants to any other tenant the exclusive right to
use any particular parking space(s), Tenant shall not use such spaces. All
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trucks (other than pick-up trucks) and delivery vehicles shall be (i) temporarily parked for loading and unloading in a location designated by
Landlord and otherwise in a manner which does not interfere with the businesses of other occupants of the Complex, and (ii) permitted to remain
on the Complex only so long as is reasonably necessary to complete loading and unloading. In the event Landlord elects in its sole and absolute
discretion or is required by any law to limit or control parking in the Complex, whether by validation of parking tickets or any other method of
assessment, Tenant agrees to participate in such validation or assessment program under such reasonable rules and regulations as are from time
to time established by Landlord. Landlord may close off or restrict access to the parking areas from time to time to facilitate construction,
alteration, or improvements, without incurring any liability to Tenant and without any abatement of Rent under this Lease. Tenant shall use all
reasonable efforts to ensure that Tenant s employees and visitors also comply with such rules and regulations.

(2) Identification. Tenant shall furnish Landlord with a list of its employees vehicle license numbers within fifteen (15) days after taking
possession of the Leased Premises and thereafter shall notify Landlord of any changes within five (5) days after request by Landlord. Landlord
also reserves the right to implement a system requiring that all employees of Tenant attach a parking sticker or parking permit to their vehicles.

(3) Remedies. Tenant acknowledges and agrees that a breach of the parking provisions by Tenant or any of Tenant s Parties may seriously
interfere with Landlord s operation of the Complex and with the rights or occupancy by other tenants of the Complex. Accordingly, Landlord
may suffer damages that are not readily ascertainable. Therefore, if Tenant or any of Tenant s Parties use more than the number of allocated
Parking Spaces, or park other than as designated by Landlord for the Parking Spaces, or otherwise fail to comply with any of the foregoing
provisions, then Landlord, in addition to any other rights or remedies available at law or in equity or under the Lease, may charge Tenant, as
liquidated damages, Twenty-Five Dollars ($25.00) per day for each violation during a calendar year after Tenant has been previously notified on
two or more occasions during such calendar of a violation, or for each violation that is not cured within one day s notice of such violation, and
Tenant shall pay such charge within ten (10) days after request by Landlord. Each vehicle parked in violation of the foregoing provisions shall
be deemed a separate violation. In addition, Landlord may immobilize and/or tow from the Complex any vehicle parked in violation hereof,
and/or attach violation stickers or notices to such vehicle. The cost to remove any such vehicle shall be paid by Tenant within ten (10) days after
request by Landlord. Landlord reserves the right in its sole and absolution discretion to have the parking areas operated by a third party and
Tenant shall comply with the rules and regulations of such parking operator.

3.5 Temporary Space. At the request of Tenant, the parties have agreed that Tenant shall lease and occupy on a temporary basis approximately
2,256 square feet of Rentable Area in Suite 370 of the Building (the Temporary Space ), as generally outlined_in Exhibit B-1 attached hereto.
Accordingly, Landlord leases to Tenant and Tenant leases from Landlord the Temporary Space for a term commencing on the date that Tenant
takes possession of the Temporary Space (the Temporary Space Commencement Date ) and expiring on the Commencement Date (the

Temporary Space Term ). The Temporary Space shall be available to Tenant within two (2) business days after the date this Lease is fully
executed and Tenant delivers to Landlord the first month s advance rent as required under Section 5.2, the Letter of Credit (or cash Security
Deposit pending delivery of the Letter of Credit), certificates of insurance satisfactory to Landlord evidencing the insurance required to be
carried by Tenant under this Lease. The lease of the Temporary Space shall be subject to all other terms and provisions of this Lease, except as
provided in this Section 3.5. During the Temporary Space Term and as applicable to the lease of the Temporary Space, all references in this
Lease to the Leased Premises shall mean the Temporary Space. Prior to occupying or using all or any portion of the Temporary Space, Tenant
shall deliver to Landlord the certificates of insurance required under this Lease.
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Human Resources

As of February 27, 2008, we had 81 full-time employees and we consider our relationships with our employees to be good.

Financial Information about Geographic Areas

See Notes to Consolidated Financial Statements - Note 10  Segment Reporting and Operations by Geographical Areas for discussion of financial

information about geographical areas.

Manufacturing and Distribution Relationships

Our denim products are manufactured by contractors located in Los Angeles, Mexico, and to a limited extent, Morocco. Our non-denim
products are primarily manufactured in Asia, including Hong Kong and China, and in Turkey in fiscal 2006. Our products are distributed out of
Los Angeles or directly from the factory to the customer. The following table represents the percentage of denim and non-denim products
manufactured in the various countries or on the geographic continent as a percentage of all products manufactured during the fiscal year.

2007
United States 38.2%
Mexico 57.1%
Europe 0.0%
Asia 3.1%
Morocco 1.7%
100%

Available Information

2006

41.2%
54.9%
1.7%
2.2%
0.0%
100%

Our website address is www.joesjeans.com. We make available on or through our website, without charge, our Annual Report, Quarterly
Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Securities Exchange Act of 1934, as amended, as soon as reasonably practicable after such reports are electronically filed with or furnished
to the SEC. Although we maintain a website at www.joesjeans.com, we do not intend that the information available through our website be
incorporated into this Annual Report. In addition, any materials filed with, or furnished to, the SEC may be read and copied at the SEC s Public
Reference Room at 100 F Street, N.E., Washington, D.C. 20549 or viewed on line at www.sec.gov. Information regarding the operation of the
Public Reference Room can be obtained by calling the SEC at (202) 551-8090.

Executive Officers
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The following table sets forth certain information regarding our executive officers:

Name
Marc B. Crossman

Hamish Sandhu

Joe Dahan

Age Position
36 Chief Executive Officer, (Principal Executive Officer), President, and Director
46 Chief Financial Officer (Principal Financial Officer and Principal Accounting Officer)
40 Creative Director and Director
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Marc B. Crossman has served as our Chief Executive Officer since January 2006, President since September 2004 and a member of our Board
of Directors since January 1999. From March 2003 until August 2007, Mr. Crossman also served as our Chief Financial Officer.

Hamish Sandhu has served as our Chief Financial Officer since August 2007. From January 2006 until August 2007, Mr. Sandhu was Chief
Financial Officer of California Tan, Inc., a consumer products company manufacturing and marketing lotion and equipment to the indoor
tanning industry. From September 2001 until December 2005, Mr. Sandhu was Chief Financial Officer of Ancra International LLC, a
manufacturer of aircraft cargo systems and trucking restraint products.

Joe Dahan has served as our Creative Director and a member of our Board of Directors since October 2007 and the president and head designer
for our Joe s subsidiary since its formation in February 2001.

ITEM 1A. RISK FACTORS

The following risk factors should be read carefully in connection with evaluating our business and the forward-looking statements contained in
this Annual Report. Any of the following risks could materially adversely affect our business, our operating results, our financial condition and
the actual outcome of matters as to which forward-looking statements are made in this Annual Report.

Our focus on our Joe s® brand may not be successful.

Our ongoing business model focuses on our Joe s® brand. We reported a profit in fiscal 2007 in part due to our decision to focus on our Joe s®
brand while continuing to reduce expenses. We cannot assure you that our reliance on sales from only one brand will continue to result in
profitability for us. We cannot assure you that our Joe s® brand will continue to meet our expectations in terms of sales, profits and acceptance
in the marketplace by consumers and retailers. Therefore, our business operations could be negatively impacted by a change in any one or all of
these expectations and may have a material adverse impact on our financial condition and results of operations.

Our success will depend on our ability to implement our strategic plan which includes, increasing international and men s sales, opening
retail stores and expanding our product offerings.

Our ability to operate profitably depends on our ability to implement our strategic plan with success. We expect to recognize growth for our

Joe s® brand through increasing our international sales and sales from our men s product line, opening retail stores and diversifying our product
offering. Historically, we sold our Joe s® products internationally through a master distribution agreement that we terminated in February 2007
after experiencing decreases in our international sales. Shortly thereafter, we engaged consultants based in Europe to assist us in entering into
agreements with distributors and sales agents in various countries. For Japan, we entered into a separate three year distribution and licensing
agreement to distribute existing products and develop and manufacture additional products specifically for the Japanese market. We believe that
by working directly with our distributors and agents abroad rather than through a third party, we will be able to exercise more control and
guidance over their sales. Further, we expect to benefit in sales and profitability over the long term from selling our products directly to the
distributors or through agents rather than through a third party.
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Our next two initiatives which are part of our strategic plan are expanding our product offering and opening retail stores. These two initiatives
complement each other because offering a full collection of items in a retail store will help boost sales while giving us an avenue to showcase
products other than denim bottoms. In January 2008, we entered into a lease for retail space at Woodbury Common Premium Outlets® in
Central Valley, New York. The outlet center is approximately 50 miles outside of New York City. We expect to open the store in the fall of
2008. An outlet center will also allow us to test our ability to open retail stores plus give us an alternative distribution channel to sell our
overstock or slow-moving items at better profit margins. However, opening retail outlets will require us to spend money on capital expenditures
and leasehold improvements, which if not managed properly, could have a material adverse impact on our financial condition and results of
operations.

While we believe that we are putting in place the mechanisms necessary to implement successfully these strategies, there can be no assurance
that we will be able to achieve our level of expectations. Further, there can be no assurance that our strategic initiatives will result in
profitability for us in the short term or in the future.
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In order to effectively manage growth, we are dependent on our financing arrangements and our cash flow from operations.

Our ability to fund our operations for 2007 was dependent on (i) utilizing our accounts receivable and inventory based agreements with CIT;

(ii) utilizing the proceeds from our equity financing in December 2006 and June 2007; (iii) maximizing our trade payables with our domestic and
international suppliers; (iv) managing our inventory levels and operating expenses; and (v) increasing collection efforts on existing account
receivables.

As of November 30, 2007, our cash availability with CIT was approximately $749,000 under our agreements. This amount fluctuates on a daily
basis based upon invoicing and collection related activity by CIT on our behalf. Because our history of negative cash flows, CIT has the ability
to terminate the agreements we have with them upon notice or require additional collateral to secure its advances. If CIT elects to terminate, we
could be forced to pay our liability with CIT and CIT may also elect to take possession of the pledged collateral, which includes raw materials
through finished goods and receivables. Although we have undertaken numerous measures to increase sales and cash flow, control inventory
costs and operate more efficiently so that we may be able to fund our operations for fiscal 2008, we may continue to experience losses and
negative cash flows. We can give you no assurance that we will in fact continue to operate profitably in the future.

As a result of our completion of the merger with JD Holdings and the issuance of 14,000,000 shares of our common stock, our existing
stockholders became diluted. In addition, Mr. Dahan may be able to exert significant influence and control over us as a result of his
percentage of stock ownership, position as an executive officer and membership on our Board of Directors.

As a result of the completion of the merger and the issuance of the 14,000,000 shares of our common stock, the equity interests of our existing
stockholders were diluted. This dilution may have caused or may continue to cause our existing stockholders to sell their shares which could
contribute to a decline in the price of our common stock. Furthermore, Mr. Dahan beneficially owns approximately 24 percent of our total
shares outstanding and is our largest stockholder. In addition, Mr. Dahan is an executive officer and a member of our Board of Directors. As a
result, he is in a position to exert significant influence and control over us as a result of his voting power, position as an executive officer and
membership on our Board of Directors. We are not aware of any intent by Mr. Dahan to influence or control our affairs as result of his
percentage ownership of our common stock and his position as both an executive officer and member of our Board of Directors.

In order to implement our strategic plan, we will have to attract and retain talented personnel. Further, our future success depends on our
ability to retain our key employees, including our chief executive officer and creative director.

Our ability to implement our strategic plan will depend on our ability to attract and retain talented personnel. To date, we have not had any
difficulty in attracting or retaining personnel to fill open or new positions, however, in the future, we may need to expand our infrastructure to
support any anticipated growth. We may need to provide incentives, both short term and long term, to attract and retain personnel. Incentives
can range from bonuses, grants of options or restricted stock to perquisites unique to the industry. All such incentives will result in an increase
in certain expenses. More particularly, growth, payment of incentives to personnel and expenditures to expand our infrastructure to support our
growth will cause our selling, general and administrative expenses to increase if we cannot maintain or decrease our other expenses. An increase
in our selling, general and administrative expenses may cause us to be less profitable even if we are successful in implementing our strategic
plan. There can be no assurance that we will be able to maintain or decrease other expenses, therefore, a decrease in profit may have a material
adverse impact on our financial condition and results of operations.
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Our chief executive officer, Marc Crossman, has substantial experience and expertise in our business and has made significant contributions to

our growth and success. The unexpected loss of services of this individual could adversely affect us. We are protected to a limited extent by a
key man term life insurance policy that we maintain on our behalf for Mr. Crossman; however, there can be no assurance that his departure

would trigger protection under this policy. We do not have a written employment agreement with Mr. Crossman. If he should leave us, his
absence would likely have a substantial impact on our ability to operate on a daily basis because we would be forced to find and hire similarly
experienced personnel to fill one or more of his positions and daily operations may suffer temporarily as a result of this immediate void.

Mr. Dahan is our only executive officer with a formal employment agreement. Mr. Dahan s departure could materially adversely affect our
operations because his experience, design capabilities, and name recognition in the apparel industry is important to our business and we rely
heavily on Mr. Dahan s capabilities to design, direct and produce product for the Joe s brand. However, the loss of Mr. Dahan would not have
any effect on our ownership of the brand. While we believe that we would be able to find a suitable replacement to design, direct and produce
product for the Joe s® brand, we do not know
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the effect a new or different designer would have on the products and consumer s response to those new products. Therefore, loss of Mr. Dahan s
services could have an impact on our ability to operate on a daily basis and daily operations may suffer temporarily as well. We also maintain a
key man term life insurance policy on our behalf for Mr. Dahan; however, there can be no assurance that his departure would trigger protection
under this policy.

We outsource certain of our business operations and are dependent on third parties to perform these services for us.

In connection with our operations, we outsource certain services and are dependent on third parties for the manufacture and product fulfillment
of our apparel products. The inability of one or more of these service providers to manufacture, ship or fulfill our customer purchase orders in a
timely manner or to meet our quality standards could cause us to miss the delivery dates for our customers for those items. As a result, our
customers may decide to cancel orders, refuse to accept delivery of the products or cause us to provide discounts or allowances. Any of these
events could have a material adverse effect on our financial condition and results of operations.

We are dependent on our relationships with our vendors.

We purchase our raw materials, including fabric, yarns, threads and trims, such as zippers, buttons, and tags from a variety of vendors. While
we are not reliant exclusively on one or more particular vendor for the supply of the raw materials or component parts required to meet our
manufacturing needs, we depend on our relationships and these vendors to ensure our supply of these raw materials or component parts. Any
problems or disputes with these vendors could result in us having to source these raw materials or component parts from another vendor, which
could delay production, and in turn have a material adverse effect on our financial condition and results of operations.

QOur common stock price is volatile and may decrease.

The trading price and volume of our common stock has historically been subject to fluctuations in response to factors such as the following,
some of which are beyond our control:

e annual and quarterly variations in actual or anticipated operating results,

e  operating results that vary from the expectations of securities analyst and investors,

e changes in expectations as to our future financial performance, including financial estimates by securities analysts and investors,

e changes in market valuations of other denim apparel companies,
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e announcements of new product lines by us or our competitors, announcements by us or our competitors of significant contracts, acquisitions
or dispositions of assets, strategic partnerships, joint ventures or capital commitments,

e additions or departures of key personnel or members of our board of directors, and

e general conditions in the apparel industry.

In the 52 week period prior to February 27, 2008, the closing price of our common stock has ranged from $0.60 to $2.45. In addition, stock
markets generally have experienced price and volume trading volatility in recent years. This volatility has had an effect on the market prices of
securities of many companies for reasons unrelated to the operating performance of the specific companies. These broad market fluctuations
may negatively affect the market price of our common stock.

Our directors and management beneficially own a large percentage of our common stock.

Our executive officers and directors beneficially own approximately 33 percent of our common stock, including options exercisable within 60
days of February 27, 2008, in the aggregate. More specifically, Joe Dahan beneficially owns approximately 24 percent of our common stock
and the Chairman of our Board, Sam Furrow, beneficially owns approximately five percent of our common stock. Because of this level of stock
ownership, in the aggregate, certain persons may be in a position to directly or indirectly control our affairs.
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Our bylaws also limit the ability of stockholders to call a special meeting of stockholders. These bylaw provisions could have the effect of
discouraging a takeover of us, and therefore may adversely affect the market price and liquidity of our securities. We are also subject to a
Delaware statute regulating business combinations that may hinder or delay a change in control. The anti-takeover provisions of the Delaware
statute may adversely affect the market price and liquidity of our securities.

The seasonal nature of our business makes management more difficult, severely reduces cash flow and liquidity during parts of the year and
could force us to curtail our operations.

Our business is seasonal. The majority of our marketing and sales activities take place from late fall to early spring. Historically, our greatest
volume of shipments and sales have occurred from late spring through the summer, which coincides with our second and third fiscal quarters.
This requires us to build-up inventories during our first and second fiscal quarters when our cash flow is weakest. Historically speaking, our
cash flow is strongest in the third and fourth fiscal quarters. Unfavorable economic conditions affecting retailers during the fall and holiday
seasons in any year could have a material adverse effect on our results of operations for the year. We are likely to experience periods of
negative cash flow throughout each year, including, a drop-off in business commencing each December, which could force us to curtail
operations if adequate liquidity is not available. We cannot assure you that the effects of such seasonality will diminish in the future. For fiscal
2007, we funded our liquidity needs to build inventory through cash from operations, cash availability under our financing agreements with CIT
and two private placements.

In fiscal 2007, as a result of changing our third party manufacturer in Mexico, we acquired additional inventories, from raw materials to
work-in-progress, than we had in previous years. As a result, our inventory levels increased by $14,536,000 from fiscal 2006 to fiscal 2007.
This increase in inventory impacted our liquidity and availability of cash to be used for other purposes. We have put in place a plan to decrease
our inventory levels which includes utilizing existing fabric for future production during 2008. We expect this strategy will help reduce cash
needed for raw material purchases for fiscal 2008 compared to fiscal 2007.

We face risks associated with constantly changing fashion trends, including consumer s response to our Joe s® brand.

Our success will depend on our ability to anticipate, gauge and respond to changing consumer demand and fashion trends in a timely manner.
Any failure on our part to anticipate, identify and respond effectively to changing consumer demands and fashion trends could adversely affect
the acceptance of our products and leave us with a substantial amount of unsold inventory or missed opportunities in the marketplace. If that
occurs, we may be forced to rely on markdowns or promotional sales to dispose of excess, slow-moving inventory, which may negatively affect
our ability to achieve profitability. At the same time, a focus on tight management of inventory may result, from time to time, in our not having
an adequate supply of products to meet consumer demand and may cause us to lose sales.

We attempt to minimize our risk associated with delivering items through early order commitments by retailers. We must generally place
production orders with manufacturers before we have received all of a season s orders and orders may be cancelled by retailers before shipment.
Therefore, if we fail to anticipate accurately and respond to consumer preferences, we could experience lower sales, excess inventories or lower
profit margins, any of which could have a material adverse effect on our results of operations and financial condition.

Our business could be negatively impacted by a change in consumer demand for denim in the marketplace.
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Denim, including premium denim, an industry term for denim jeans with a typical retail price of $120 or more, has been increasingly popular
and growing in sales over the past few years as a consumer discretionary purchase both domestically and internationally. However, because
consumer demands and fashion trends are subject to cyclical variations as well as the fact that the general economy and future economic
prospects can often affect consumer spending habits, a change in any one of the following:

e  consumer demand,

e  consumer purchases of discretionary items,

e the economy in general, or

e  fashion trends,
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any of which may result in lower sales, excess inventories or lower profit margins for our Joe s® products, any of which could have a material
adverse effect on our results operations and financial condition.

A portion of our net sales and gross profit is derived from a small number of large customers.

Our 10 largest customers and customer groups accounted for approximately 61 percent of our net sales during fiscal 2007. We do not enter into
any type of long-term agreements or firm commitment orders with any of our customers. Instead, we enter into a number of individual purchase
order commitments with our customers. A decision by the controlling owner of a group of stores or any other significant customer, including
our limited number of private label customers, whether motivated by competitive conditions, financial difficulties or otherwise, to decrease the
amount of merchandise purchased from us, or to change their manner of doing business with us, could have a material adverse effect on our
financial condition and results of operations if we are unable to find an alternative customer for our products in a timely manner.

Our business could be negatively impacted by the financial health of our retail customers.

We sell our product primarily to retail and distribution companies around the world based on pre-qualified payment terms. Financial difficulties
of a customer could cause us to curtail business with that customer, in addition to the customer s decision to decrease the level of its orders, to
cancel orders previously placed in advance of shipment dates or to cease carrying our products. We may also assume more credit risk relating to
that customer s receivables. We are dependent primarily on lines of credit that we establish from time to time with customers, and should a
substantial number of customers become unable to pay to us their respective debts as they become due, we may be unable to collect some or all
of the monies owed by those customers.

In recent years, the retail industry has experienced consolidation or other ownership changes that have resulted in one entity controlling several
different stores. This consolidation can result in fewer customers for our products or the closing of some stores or the number of doors which
carry our products. As a result, the potential for consolidation or ownership changes, closing of retail outlets and fewer customers could
negatively impact sales of our products and have a material adverse effect on our financial condition and results of operations.

Our business could suffer as a result of a manufacturer s inability to produce our goods on time and to our specifications or if we need to
replace manufacturers.

We do not own or operate any manufacturing facilities and therefore depend upon independent third parties for the manufacture of all of our
products. We enter into a number of purchase order commitments each season specifying a time for delivery, method of payment, design and
quality specifications and other standard industry provisions, but do not have long-term contracts with any manufacturer. The inability of a
certain manufacturer to ship orders of our products in a timely manner or to meet our quality standards could cause us to miss the delivery date
requirements of our customers for those items, which could result in cancellation of orders, refusal to accept deliveries or a reduction in purchase
prices, any of which could have a material adverse effect on our financial condition and results of operations. Because of the seasonality of our
business, and the apparel and fashion business in particular, the dates on which customers need and require shipments of products from us are
critical, as styles and consumer tastes change so rapidly in the apparel and fashion business, particularly from one season to the next. Further,
because quality is a leading factor when customers and retailers accept or reject goods, any decline in quality by our third-party manufacturers
could be detrimental not only to a particular order, but also to our future relationship with that particular customer.
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We compete with other companies for the production capacity of our manufacturers. Some of these competitors have greater financial and other
resources than we have, and thus may have an advantage in the competition for production and import quota capacity. If we experience a
significant increase in demand, or if an existing manufacturer of ours must be replaced, we may have to expand our third-party manufacturing
capacity. We cannot assure you that this additional capacity will be available when required on terms that are acceptable to us or similar to
existing terms which we have with our manufacturers, either from a production standpoint or a financial standpoint.

13

33



Edgar Filing: PUMA BIOTECHNOLOGY, INC. - Form 424B3

If an independent manufacturer of ours fails to use acceptable labor practices, our business could suffer.

While we require our independent manufacturers to operate in compliance with applicable laws and regulations, we have no control over the
ultimate actions of our independent manufacturers. Despite our lack of control, we have internal and vendor operating guidelines to promote
ethical business practices and our staff periodically visits and monitors the operations of our independent manufacturers. We also use the
services of a third party independent labor consulting service to conduct on site audits as required by state labor laws to help minimize our risk
and exposure to unacceptable labor practice violations. The violation of labor or other laws by one of our independent manufacturers or the
divergence of an independent manufacturer s labor practices from those generally accepted as ethical in the United States, could interrupt or
otherwise disrupt the shipment of finished products to us or damage our reputation. Any of these, in turn, could have a material adverse effect
on our financial condition and results of operations. In particular, the laws governing garment manufacturers in the State of California impose
joint liability upon us and our independent manufacturers for the labor practices of those independent manufacturers. As a result, should one of
our independent manufacturers be found in violation of state labor laws, we could suffer financial or other unforeseen consequences.

Our trademark and other intellectual property rights may not be adequately protected outside the United States and some of our products are
targets of counterfeiting.

We believe that our trademarks and other proprietary rights are important to our success and our competitive position. We may, however,
experience conflict with various third parties who acquire or claim ownership rights in certain trademarks as we expand our product offerings
and expand the number of countries where we sell our products. We cannot ensure that the actions we have taken to establish and protect these
trademarks and other proprietary rights will be adequate to prevent imitation of our products by others or to prevent others from seeking to block
sales of our products as a violation of their trademarks and proprietary rights. Also, we cannot assure you that others will not assert rights in, or
ownership of, trademarks and other proprietary rights of ours or that we will be able to successfully resolve these types of conflicts to our
satisfaction. In addition, the laws of certain foreign countries may not protect proprietary rights to the same extent as do the laws of the United
States.

Our Joe s® products are sometimes the target of counterfeiters. As a result, there are often products that are imitations or knock-offs of our
Joe s® products that can be found in the marketplace or consumers can find products that are confusingly similar to ours. We intend to continue
to vigorously defend our trademarks and products bearing our trademarks, however, we cannot assure you that our efforts will be adequate to
prosecute and block all sales of infringing products from the marketplace.

Our ability to conduct business in international markets may be affected by legal, regulatory, political and economic risks.

Our ability to capitalize on growth in new international markets and to maintain the current level of operations in our existing international
markets is subject to risks associated with international operations. Some of these risks include:

e the burdens of complying with a variety of foreign laws and regulations,

® unexpected changes in regulatory requirements, and
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e new tariffs or other barriers to some international markets.

We are also subject to general political and economic risks associated with conducting international business, including:

®  political instability,

e changes in diplomatic and trade relationships, and

e general economic fluctuations in specific countries or markets.

We cannot predict whether quotas, duties, taxes, or other similar restrictions will be imposed by the United States, Mexico, the European Union,
Canada, China, Japan, India, South Korea or other countries upon the import or export of our
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products in the future, or what effect any of these actions would have on our business, financial condition or results of operations. Changes in
regulatory or geopolitical policies and other factors may adversely affect our business in the future or may require us to modify our current
business practices.

We face intense competition in the denim industry.

We face a variety of competitive challenges from other domestic and foreign fashion-oriented apparel producers, some of whom may be
significantly larger and more diversified and have greater financial and marketing resources than we have. We do not currently hold a dominant
competitive position in any market. We compete with other denim manufacturers such as Seven for All Mankind, Citizens of Humanity and
Rock & Republic, and other larger competitors primarily on the basis of:

® anticipating and responding to changing consumer demands in a timely manner,

®  maintaining favorable brand recognition,

e developing innovative, high-quality products in sizes, colors and styles that appeal to consumers,

e  appropriately pricing products,

e providing strong and effective marketing support,

e creating an acceptable value proposition for retail customers,

e ensuring product availability and optimizing supply chain efficiencies with manufacturers and retailers, and

e  obtaining sufficient retail floor space and effective presentation of our products at retail.

Furthermore, some of our competitors are privately held corporations and may have resources available to them that we, as a public company, do
not have. Therefore, it may be difficult for us to effectively gauge consumer response to our products and how our products are competing with
these and other competitors in the marketplace.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 2. PROPERTIES

Our principal place of business is located in Commerce, Los Angeles County, California. The following table sets forth information with respect
to our principal place of business:

Approximate
Ownership Area in
Location Use Status Square Feet Lease Expiration
Commerce, California Design and administrative offices Leased 15,000 sq. ft. Verbal arrangement

We believe that our existing facilities are well maintained, in good operating condition and are adequate for our present level of operations.
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ITEM 3. LEGAL PROCEEDINGS

(a) We are a party to lawsuits and other contingencies in the ordinary course of our business. We do not believe that the outcome of any
individual action would have adverse effect in the aggregate on our financial condition. We do not believe that it is likely that an adverse
outcome of individually insignificant actions in the aggregate would be sufficient enough, in number or in magnitude, to have a material adverse
effect in the aggregate on our financial condition.

(b) None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Previously reported on a Current Report on Form 8-K filed on October 17, 2007.

PART II

ITEM 5. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURHCASES OF EQUITY SECURITIES

(a) Our common stock is currently traded under the symbol JOEZ on The Nasdaq Capital Market maintained by The Nasdaq Stock
Market, Inc., or Nasdaq. The following sets forth the high and low interday quotations for our common stock in such market for the periods
indicated. This information reflects inter-dealer prices, without retail mark-up, mark-down or commissions, and may not necessarily represent
actual transactions. No representation is made by us that the following quotations necessarily reflect an established public trading market in our
common stock:

High Low

Fiscal 2007

First Quarter $ 145 $ 0.38
Second Quarter $ 140 $ 0.85
Third Quarter $ 245 $ 1.13
Fourth Quarter $ 205 $ 1.10
Fiscal 2006

First Quarter $ 141 $ 0.50
Second Quarter $ 132 $ 0.52
Third Quarter $ 08 §$ 0.45
Fourth Quarter $ 075 $ 0.37
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As of February 27, 2008, there were 877 record holders of our common stock. We have never declared or paid a cash dividend and do not
anticipate paying cash dividends on our common stock in the foreseeable future. In deciding whether to pay dividends on our common stock in
the future, our board of directors will consider such factors they may deem relevant, including our earnings and financial condition and our
capital expenditure requirements.
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Equity Compensation Plan Information

The following table sets forth certain information about our common stock that may be issued upon the exercise of options, warrants and rights
under all of the our compensation plans (including individual compensation arrangements) under which our equity securities are authorized for
issuance as of November 30, 2007, which includes our 2004 Stock Incentive Plan, our 2000 Employee Stock Incentive Plan and our 2000
Director Stock Incentive Plan. We stopped granting options under our 2000 Employee Stock Incentive Plan or our 2000 Director Stock
Incentive Plan after the adoption and approval of our 2004 Stock Incentive Plan on June 3, 2004.

Number of securities to be Weighted-average Number of securities remaining
issued upon exercise of exercise price of available for future issuance under
outstanding options, warrants outstanding options, equity compensation plans (excluding
Plan Category and rights warrants and rights securities reflected in column (a))
(@) (b) (©
Equity compensation plans
approved by security holders (1)
2004 Incentive Plan 3,778,349(2) $ 1.83 4,020,990
2000 Employee Plan 200,000 $ 2.40 N/A(3)
2000 Director Plan 203,546 $ 0.78 N/A(3)
4,181,895 § 1.80 4,020,990

(1) See 2004 Stock Incentive Plan, 2000 Employee Stock Incentive Plan and 2000 Director Stock Incentive Plan described in Notes to

Consolidated Financial Statements - Note 11~ Stockholders Equity - Stock Option Plans for a further description of our equity compensation
plans.

2) Includes 555,849 shares of restricted common stock issued on October 15, 2007 to our CEO and board members that are subject to
certain vesting requirements.

3) While there are shares available under both of these plans, we no longer grant options under our 2000 Employee Stock Incentive Plan
or our 2000 Director Stock Incentive Plan since the adoption and approval of our 2004 Stock Incentive Plan on June 3, 2004.
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11/29/02 11/28/03 11/26/04 11/25/05 11/24/06 11/30/07
Joe s Jeans Inc. $ 100.00 $ 157.75 $ 83.88 $ 5233 $ 2578 $ 44.25
S&P Smallcap 600 $ 100.00 $ 131.77 $ 160.94 $ 178.76 $ 20392 $ 204.91
NASDAQ Composite $ 100.00 $ 131.18 $ 142.72 $ 152.09 $ 168.90 $ 184.98
(b) None.
(©) None.
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ITEM 6. SELECTED FINANCIAL DATA

The table below (includes the notes hereto) sets forth a summary of selected consolidated financial data. The selected consolidated financial
data should be read in conjunction with the related consolidated financial statements and notes thereto.

Year ended
(in thousands, except per share data)
11/30/07 11/25/06 11/26/05 11/27/04 11/29/03

Net sales $ 62,767 $ 46,633 $ 35,920 $ 26,716 $ 37,468
Cost of goods sold 36,137 31,224 25,203 19,883 32,466
Gross profit 26,630 15,409 10,717 6,833 5,002
Operating expenses
Selling, general and administrative 23,085 21,587 18,245 18,670 13,906
Depreciation and amortization 359 290 182 202 390

23,444 21,877 18,427 18,872 14,296
Operating income (loss) from continuing
operations 3,186 (6,468) (7,710) (12,039) (9,294)
Interest expense (828) (573) (781) (353) (495)
Other (expense) income, net (13) 67) 16 (19) 482
Income (loss) from operations, before
taxes 2,345 (7,108) (8,475) (12,411) (9,307)
Income taxes 91 36 13 15 52
Income (loss) from continuing
operations $ 2,254 $ (7,144) % (8,483 § (12,426) $ (9,359)
Discontinued operations, net of tax (2,149) (7,945) 2,850 1,042
Net income (loss) $ 2,254 $ (9,293) $ (16,433)  $ 9,576) % (8,317)
Earnings (loss) per common share -
Basic
Earnings (loss) from continuing
operations 0.05 0.21) (0.26) (0.44) (0.55)
Earnings (loss) from discontinued
operations (0.06) (0.25) 0.10 0.06
Earnings (loss) per common share -
Basic $ 0.05 $ 027) $ 0.51) $ 0.34) $ (0.49)
Earnings (loss) per common share -
Diluted
Earnings (loss) from continuing
operations 0.05 0.21) (0.26) (0.44) (0.55)
Earnings (loss) from discontinued
operations (0.06) (0.25) 0.10 0.06
Earnings (loss) per common share -
Diluted $ 0.05 $ 027) $ 0.51) $ 034) $ (0.49)
Weighted average shares outstanding
Basic 43,840 33,853 31,942 28,195 17,009
Diluted 45,000 33,853 31,942 28,195 17,009
Balance sheet data:
Total assets $ 47,626 $ 11,794 $ 27,596 $ 38,143 $ 46,365
Stockholders equity 30,396 3,308 11,557 20,279 16,482
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7,085
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8,627

21,800
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ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Introduction

This discussion and analysis summarizes the significant factors affecting our results of operations and financial conditions during the fiscal years
ended November 30, 2007, November 25, 2006 and November 26, 2005. This discussion should be read in conjunction with our Consolidated
Financial Statements, Notes to Consolidated Financial Statements and supplemental information in Item 8 of this Annual Report. The
discussion and analysis contains statements that may be considered forward-looking. These statements contain a number of risks and
uncertainties as discussed, under the heading Forward-Looking Statements of this Annual Report that could cause actual results to differ
materially. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date hereof. Our
future results, performance or achievements could differ materially from those expressed or implied in these forward-looking statements. We do
not undertake and specifically decline any obligation to publicly revise these forward-looking statements to reflect events or circumstances
occurring after the date hereof or to reflect the occurrence of unanticipated events.

Executive Overview

Our principal business activity has evolved into the design, development and worldwide marketing of our Joe s® products, which include denim
jeans, related casual wear and accessories. Since Joe s® was established in 2001, the brand is recognized in the premium denim industry, an
industry term for denim jeans with price points of $120 or more, for its quality, fit and fashion-forward designs. Because we focus on design,
development and marketing, we rely on third parties to manufacture our apparel products and for distribution and product fulfillment services.
We sell our products to numerous retailers, which include major department stores, specialty stores, and distributors around the world.
Historically, we also sold other branded apparel products, such as indie , Betsey Johnson®, Fetish and Shago®, private label denim and denim
related products and craft and accessory products.

In fiscal 2007, we continued to implement our transition plan to focus our operations on our Joe s® brand. Our transition plan included selling
the assets or ceasing operations of our other branded and private label apparel products. To enhance our ability to capitalize on the Joe s® brand,
on February 6, 2007, we entered into a merger agreement to merge with JD Holdings Inc., or JD Holdings, the successor in interest to JD Design
LLC, or JD Design, the entity from whom we licensed the Joe s® brand. We also entered into our first license agreement for other product
categories for handbags, belts and small leather goods bearing the Joe s® brand. In October 2007, we completed the merger and acquired the
Joe s® brand. In exchange for all of the rights for the Joe s® brand, we issued 14,000,000 shares of our common stock, $300,000 in cash and
entered into an employment agreement with Joe Dahan, the principal designer and sole stockholder of JD Holdings. As part of the merger
consideration, we are also obligated to pay Mr. Dahan a percentage of our gross profits until 2017 above $11,251,000. In addition to owning
approximately 24 percent of our total shares outstanding, after the merger, Mr. Dahan became an executive officer and a member of our Board

of Directors.

As part of our transition plan, we reported income from operations for a full fiscal year for the first time since 2002. Our strategic plan for 2008
includes entering into lease agreements to open retail stores, improving international sales, increasing sales from our men s product line,
evaluating licensing opportunities for other product categories and enhancing the quality, fit and products available in our collection beyond
denim bottoms. In January 2008, we entered into a lease for retail space at Woodbury Common Premium Outlets® in Central Valley, New
York. The outlet center is approximately 50 miles outside of New York City. We expect to open the store in the fall of 2008. An outlet center
will also allow us to test our ability to open retail stores plus give us an alternative distribution channel to sell our overstock or slow moving
items at better profit margins. To improve our international sales, we hired two consultants based in Europe to assist us in entering into agent
and distribution agreements worldwide. In addition, we have been focusing designing an entire collection of products to be available to our
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customers.

Our business is seasonal. The majority of the marketing and sales activities take place from late fall to early spring. The greatest volume of
shipments and sales are generally made from late spring through the summer, which coincides with our second and third fiscal quarters and our
cash flow is strongest in our third and fourth fiscal quarters. Due to the seasonality of our business, as well as the evolution and changes in our
business and product mix, often our quarterly or yearly results are not necessarily indicative of the results for the next quarter or year.
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Since the sale in May 2006 of certain assets of our private label business and subsequent classification as a discontinued operation, our
continuing operations for fiscal 2006 and 2005 include net sales of our Joe s® brand and net sales of other terminated branded apparel lines.
Because these other branded apparel lines were not separate operating divisions, the terminated lines are not included as part of our discontinued
operations. These brands are reflected in our overall net sales even though the brands are not part of our continuing operations beyond the
relevant time periods. We also sold the assets of our craft and accessory business operated under our Innovo subsidiary in May 2005 and
reported that subsidiary as a discontinued operation as of fiscal 2004.

Our fiscal year end is November 30. Effective October 11, 2007, we changed from a thirteen-week quarterly reporting period to a last day of the
month quarterly reporting period to reflect standard quarterly accounting periods. The modification of the fiscal year did not have a material
effect on our financial condition, results of operations, or cash flows.

Comparison of Fiscal Year Ended November 30, 2007 to Fiscal Year Ended November 25, 2006

Results of Continuing Operations

The following table sets forth certain statements of operations data for the periods as indicated:

Net sales

Cost of goods sold
Gross profit

Gross margin

Selling, general and administrative
Depreciation and amortization

Income (loss) from continuing operations
Interest expense

Other expense

Income (loss) from continuing operations, before taxes

Income taxes
Income (loss) from continuing operations

Loss from discontinued operations, net of tax

Net income (loss)

(A) Not meaningful

Year ended
(in thousands)

11/30/07 11/25/06 $ Change
62,767 $ 46,633 $ 16,134
36,137 31,224 4913
26,630 15,409 11,221

42% 33% 9%
23,085 21,587 1,498
359 290 69
3,186 (6,468) 9,654

(828) (573) (255)

(13) 67) 54
2,345 (7,108) 9,453
91 36 55
2,254 (7,144) 9,398
(2,149) 2,149
2,254 $ (9,293) $ 11,547

% Change

35%
16%
73%
28%

7%
24%
(A)
45%

81)%
(A)

153%
(A)

100%

(A)
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Fiscal Year 2007 Overview

The following table represents a summary of our net sales, gross profit and gross margins for the periods indicated.

(in thousands)

11/30/07 11/25/06 Change % Change
Net Sales
Joe s Jeans $ 62,767 $ 45,264 $ 17,503 39%
Other branded 1,369 (1,369) (100)%
$ 62,767 $ 46,633 $ 16,134 35%
Gross Profit
Joe s Jeans $ 26,630 $ 16,910 $ 9,720 57%
Other branded (1,501) 1,501 (100)%
$ 26,630 $ 15,409 $ 11,221 73%
Gross Margin
Joe s Jeans 42% 37%
Other branded (110)%
Overall 42% 33%

Net Sales

Our overall net sales increased to $62,767,000 in fiscal 2007 from $46,633,000 in fiscal 2006, a 35 percent increase.

This increase can be attributed to a continued strong demand for premium denim apparel products in the marketplace coupled with brand
acceptance for our Joe s® products in the premium denim market and the addition of our men s line. As a result of increased brand acceptance
and awareness of our Joe s® products, in fiscal 2007, we experienced growth in the number of department store doors carrying our products,
increases in the average inventory per door and added two new department stores, Belk and Lord & Taylor. Offsetting our increase was a
decrease of $153,000 in international net sales primarily due to the dissolution of our agreement with our international distributor in

February 2007 and a slower than expected implementation of our strategic plan to hire consultants based in Europe to assist us with dealing
directly with distributors and agents in various countries.

Other Branded Apparel

Net sales of our other branded apparel for fiscal 2006 include sales from indie and to a limited extent, Betsey Johnson®. We had no net sales of
other branded label products in fiscal 2007 compared to $1,369,000 in fiscal 2006. Sales in fiscal 2006 were limited to sales of remaining
inventory after our decision to exit or terminate operations for these branded apparel lines.

Gross Profit
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Our gross profit increased to $26,630,000 in fiscal 2007 from $15,409,000 in fiscal 2006, a 73 percent increase. Our overall gross margin
percentage increased to 42 percent in fiscal 2007 from 33 percent in fiscal 2006 because of our shift in sales mix to net sales only from our

Joe s® branded apparel products, which generally have a higher and more consistent gross margin than our other branded apparel products. For
example, our overall gross margins were negatively affected by a negative 110 percent gross margin for our other branded apparel products
compared to our Joe s® gross margin of 37 percent for fiscal 2006.
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Joe s®

Our gross profit for our Joe s® brand increased to $26,630,000 in fiscal 2007 from $16,910,000 in fiscal 2006, a 57 percent increase. Our gross
margin percentage for our Joe s® brand increased to 42 percent in fiscal 2007 from 37 percent in fiscal 2006. Our gross margin increase for our
Joe s® brand is primarily attributable to higher and more consistent gross margins in each quarter of fiscal 2007 compared to fiscal 2006. In
addition, we shifted slightly more production outside of the United States during fiscal 2007 compared to fiscal 2006 and added production in
Morocco which contributed to improving gross margins. Specifically, in fiscal 2007, we manufactured 38 percent of our products in the United
States compared to 41 percent in fiscal 2006.

Other Branded Apparel

Our gross profit for our other branded apparel was a negative $1,501,000 in fiscal 2006. Our gross margin percentage for our other branded
apparel increased to a negative 110 percent. Our negative gross profit in fiscal 2006 was due to sales to discounters with negative or no gross
margins in order to liquidate remaining inventory and sales at less than estimated net realizable value.

Selling, General and Administrative Expense

Selling, general and administrative, or SG&A, expenses increased to $23,085,000 in fiscal 2007 from $21,587,000 in fiscal 2006, a 7 percent
increase.

The SG&A increase in fiscal 2007 compared to fiscal 2006 is largely a result of the following factors: (i) an increase of $717,000 in sales
commissions and royalties as a result of our 39 percent increase in Joe s® sales; (ii) an increase of $535,000 in facilities, fulfillment and
distribution costs associated with outsourcing our product fulfillment services and storage fees for raw materials purchased to support our
increase in sales; (iii) an increase of $785,000 related to professional fees associated with the merger to acquire the Joe s® brand and engaging
consultants in Europe; and (iv) an increase of $723,000 related to settlement expenses associated with our termination of our international
distributor during fiscal 2007. These SG&A expenses were partially offset by (i) a reduction of $240,000 in employee and employee related
expenses due to a lower headcount in the first half of 2007; (ii) a reduction of $173,000 in sample expenses due to improved cost control; (iii) a
reduction of $540,000 in advertising fees and tradeshow expenses partially due to our decision not to renew our billboard and taxi cab
advertising commitments; and (iv) a reduction of $931,000 in stock based compensation expenses due to the repricing of certain management
options in fiscal 2006 that we did not have in fiscal 2007.

Depreciation and Amortization Expense

Our depreciation and amortization expense increased to $359,000 during fiscal 2007 from $290,000 during fiscal 2006, a 24 percent increase.
The increase was primarily attributable to depreciation associated with our purchase of $272,000 of fixed assets during fiscal 2007, which
included tradeshow booths and related improvements, sewing machines and other equipment for sample production, certain leasehold
improvements to support our growth in fiscal 2007, computers and office equipment.
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Interest Expense

Our combined interest expense increased to $828,000 in fiscal 2007 from $573,000 in fiscal 2006, a 45 percent increase. Our interest expense
during fiscal 2007 and 2006 was primarily associated interest expense from our factoring and inventory lines of credit and letters of credit from
CIT used to help support our working capital increases.

Other Expense

During fiscal 2007, other expense was $13,000 compared to other expense of $67,000 during fiscal 2006. Other expense in fiscal 2007 was
associated with an unreimbursed insurance claim. Other expense in fiscal 2006 was associated with $68,000 of expense recorded in the second
quarter of fiscal 2006 associated with the loss of certain finished goods from a cargo fire in Turkey which was offset by an immaterial amount of
other income.
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Income Taxes

Our income tax expense related to continuing operations was $91,000 in fiscal 2007 compared to $36,000 in fiscal 2006, or a 153 percent
increase. Our effective tax rate was five percent for fiscal 2007 due to reporting income and zero percent for fiscal 2006 due to losses. Our tax
expense for fiscal 2007 was less than the statutory rate primarily due to the utilization of net operating losses carryforwards. Net operating loss
carryforwards are included in deferred tax assets and are fully offset by a valuation allowance.

Income from Continuing Operations

We incurred income from continuing operations of $2,254,000 in fiscal 2007 compared to a loss from continuing operations of $7,144,000 in
fiscal 2006. The change in income from continuing operations in fiscal 2007 compared to a loss from continuing operations in fiscal 2007 is
largely the result of the following factors: (i) an increase of $16,134,000 in net sales; (ii) an increase of $11,221,000 in gross profit which
translated into a 42 percent overall gross margin for the full fiscal year compared to a 33 percent overall gross margin in fiscal 2006; and

(iii) maintaining SG&A expenses with only a 7 percent increase in spite of a 35 percent growth in sales. These factors contributed to our shift
from reporting losses in the prior fiscal years to reporting income for fiscal 2007.

Comparison of Fiscal Year Ended November 25, 2006 to Fiscal Year Ended November 26, 2005

Results of Continuing Operations

The following table sets forth certain statements of operations data for the periods as indicated:

Year ended
(in thousands)
11/25/06 11/26/05 $ Change % Change
Net sales $ 46,633 $ 35,920 $ 10,713 30%
Cost of goods sold 31,224 25,203 6,021 24%
Gross profit 15,409 10,717 4,692 44%
Gross margin 33% 30% 3% 11%
Selling, general &
administrative 21,587 18,245 3,342 18%
Depreciation &
amortization 290 182 108 59%
Loss from operations (6,468) (7,710) 1,242 (A)
Interest expense (573) (781) 208 27 %
Other (expense) income ©67) 16 (83) (A)
Loss from continuing
operations, before taxes (7,108) (8,475) 1,367 (16)%
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Income taxes 36
Loss from continuing
operations (7,144)

Discontinued operations,

net of tax (2,149)
Net Loss $ (9,293)
(A) Not Meaningful

13

(8,488)

(7,945)

(16,433)

24

23

1,344

5,796

7,140

177%

(16)%

(A)

(43)%
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Fiscal Year 2006 Overview

The following table represents a summary of our net sales, gross profit and gross margins for the periods indicated.

(in thousands)

11/25/06 11/26/05 Change % Change
Net Sales
Joe s Jeans $ 45,264 $ 33,304 $ 11,960 36%
Other Branded 1,369 2,616 (1,247) (48)%
$ 46,633 $ 35,920 $ 10,713 30%
Gross Profit
Joe s Jeans $ 16,910 $ 10,505 $ 6,405 61%
Other Branded (1,501) 212 (1,713) (808)%
$ 15,409 $ 10,717 $ 4,692 44%
Gross Margin
Joe s Jeans 37% 32%
Other Branded (110)% 8%
Overall 33% 30%

Net Sales

Our overall net sales increased to $46,633,000 in fiscal 2006 from $35,920,000 in fiscal 2005, a 30 percent increase.

Joe s®

Our net sales of our Joe s branded apparel increased to $45,264,000 during fiscal 2006 from $33,304,000 during fiscal 2005, a 36 percent
increase. This increase can be attributed to a continued strong demand for premium denim apparel products in the marketplace coupled with
brand acceptance for our Joe s® products in the premium denim market and the addition of our men s line. As a result of increased brand
acceptance and awareness of our Joe s® products, in fiscal 2006, we experienced growth in the number of department store doors carrying our
products, as well as increases in the average inventory per door. However, our domestic net sales increase of 47 percent was offset by a 45
percent decrease in international net sales. Our international net sales decreased primarily due to delays during fiscal 2006 in the delivery of
samples to our international distributor for use at major European apparel tradeshows and sales orders. The salesperson samples were delayed in
part because we used the same design calendar for both international and domestic production schedules. We modified our design calendar for
our Spring 2007 collection in an effort to ensure that salesperson samples are delivered in advance of international tradeshow dates. In

January 2007, we dissolved our agreement with our international distributor.

Other Branded Apparel
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Net sales of our other branded apparel for fiscal 2006 include sales from indie and to a limited extent, Betsey Johnson®. For fiscal 2005, our
other branded label products included indie , Betsey Johnson® and to a limited extent, Fetish and Shago®. Our net sales of other branded label
products decreased to $1,369,000 in fiscal 2006 from $2,616,000 in fiscal 2005, a 48 percent decrease, primarily due to sales of remaining
inventory after our decision to exit the operation of the indie brand in January 2006 and termination of the Betsey Johnson® license in

July 2005. Our Betsey Johnson® branded apparel had limited net sales of $38,000 in fiscal 2006 compared to net sales of $180,000 in fiscal
2005. During fiscal 2005, we had $273,000 of sales attributable to Fetish and Shago® products that we did not have in fiscal 2006.

Gross Profit

Our gross profit increased to $15,409,000 in fiscal 2006 from $10,717,000 in fiscal 2005, a 44 percent increase. Our overall gross margin
percentage increased to 33 percent in fiscal 2006 from 30 percent in fiscal 2005 because of our shift in sales mix to a higher percentage of our
net sales from our Joe s® branded apparel products, which generally a higher and more
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consistent gross margin than our other branded apparel products. For example, our overall gross margins were negatively affected by a negative
110 percent gross margin for our other branded apparel products compared to our Joe s® gross margin of 37 percent for fiscal 2006.

Joe s®

Our gross profit for our Joe s® brand increased to $16,910,000 in fiscal 2006 from $10,505,000 in fiscal 2005, a 61 percent increase. Our gross
margin percentage for our Joe s® brand increased to 37 percent in fiscal 2006 from 32 percent in fiscal 2005. Our gross margin increase for our
Joe s® brand is primarily attributable to more consistent gross margins in each quarter of fiscal 2006 compared to fiscal 2005. For example, in
the fourth quarter of fiscal 2005, our gross margins were negatively affected by an additional $2,700,000 of inventory reserves recorded as a
result of ending the quarter with higher than anticipated inventory levels and the need to sell certain back pocket designs by March 31, 2006
under a settlement agreement with Levis Strauss & Co. During fiscal 2006, we experienced more consistent gross margins from quarter to
quarter; however, in the first quarter of fiscal 2006, we did experience lower gross margins as a result of (i) $2,562,000 of sales sold at a
discount with little or no gross margins; and (ii) an additional reserve of $243,000 that we recorded against certain excess inactive fabric due to a
change in inventory planning.

Other Branded Apparel

Our gross profit for our other branded apparel decreased to a negative $1,501,000 in fiscal 2006 from $212,000 in fiscal 2005, an 808 percent
decrease. Our gross margin percentage for our other branded apparel decreased to a negative 110 percent from 8 percent in fiscal 2005. This
decrease in gross profit in fiscal 2006 was due to sales to discounters with negative or no gross margins in order to liquidate remaining inventory
and sales at less than estimated net realizable value.

Selling, General and Administrative Expense

Selling, general and administrative, or SG&A, expenses increased to $21,587,000 in fiscal 2006 from $18,245,000 in fiscal 2005, an 18 percent
increase.

The SG&A increase in fiscal 2006 compared to fiscal 2005 is largely a result of the following factors: (i) an increase in sales commissions and
royalties of $946,000 as a result of our 36 percent increase in Joe s® sales; (ii) an increase of $360,000 in advertising expenses associated with
expenses for booths for tradeshows, catalogs and look books to showcase our new product offerings, including our men s line; (iii) an increase of
$883,000 in sample expenses due to increased costs associated with testing different washes and finishes associated with development and
sample production, including producing samples for our re-launched Joe s® men s product line ; (iv) an increase of $498,000 in facilities and
distribution costs associated with outsourcing our product fulfillment services and moving office space; (v) an increase of $370,000 in
termination and settlement expenses due to severance payments in the first quarter of fiscal 2006 associated with terminating our former CEO
and amounts paid for the assignment of office space in New York; and (vi) an increase of $1,044,000 in stock-based compensation charges
related to the adoption of Statement of Financial Accounting Standards No. 123(R). These SG&A expenses were partially offset by (i) a
reduction of $53,000 in employee and employee related expenses; and (ii) a reduction of $686,000 in professional fees primarily associated with
maintenance and compliance with, rather than implementation of, the requirements of the Sarbanes-Oxley Act of 2002.
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Depreciation and Amortization Expense

Our depreciation and amortization expense increased to $290,000 during fiscal 2006 from $182,000 during fiscal 2005, a 59 percent increase.
The increase was primarily attributable to depreciation associated with our purchase of $668,000 of fixed assets during fiscal 2006, which
included tradeshow booths and related improvements, sewing machines and other equipment for sample production, certain leasehold
improvements to support our move in July 2006 to the shared facility, computers and office equipment.

Interest Expense

Our combined interest expense decreased to $573,000 in fiscal 2006 from $781,000 in fiscal 2005, a 27 percent decrease. Our interest expense
during fiscal 2006 was primarily associated with $576,000 of interest expense from our factoring and inventory lines of credit and letters of
credit from CIT used to help support our working capital increases which
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was partially offset by interest received on a promissory note from the purchaser of our former headquarters in Springfield, Tennessee.

Other Income (Expense)

During fiscal 2006, other expense, net was $67,000 compared to other income of $16,000 during fiscal 2005. Other expense in fiscal 2006 was
associated with $68,000 of expense recorded in the second quarter of fiscal 2006 associated with the loss of certain finished goods from a cargo
fire in Turkey which was offset by an immaterial amount of other income. During fiscal 2005, other income of $16,000 was associated with
$8,000 in settlement funds in connection with a cease and desist letter sent to protect our trademarks and $8,000 in additional income from sales
of licensed branded apparel in Japan.

Income Taxes

Our income tax expense related to continuing operations was $36,000 in fiscal 2006 compared to $13,000 in fiscal 2005, or a 177 percent
increase. Our effective tax rate was zero percent for fiscal 2006 and 2005 due to continued losses. There is no tax benefit for fiscal 2006 or 2005
because of a full valuation allowance for our deferred tax assets, including net operating loss carryforwards.

Loss from Continuing Operations

We incurred a loss from continuing operations of $7,144,000 in fiscal 2006 compared to a loss from continuing operations of $8,488,000 in
fiscal 2005, a 16 percent decrease. Our loss from continuing operations in fiscal 2006 is largely the result of the following factors: (i) an
increase of $3,342,000 in SG&A expenses primarily associated with increased commissions and royalties, sample costs, advertising costs,
facilities and distribution costs and stock-based compensation charges of $1,044,000 related to the adoption of Statement of Financial
Accounting Standards No. 123(R); and (ii) an increase of $108,000 in depreciation and amortization expenses primarily due to fixed assets
purchased to support our facility move in July 2006. However, our loss from continuing operations decreased as a result of an increase in gross
profit of $15,409,000 and a corresponding three percentage point increase in overall gross margins. In an effort to focus our operations on our
Joe s® brand, we had additional costs in fiscal 2006 that we do not expect to have in fiscal 2007, which we expect will assist us in reducing
expenses and achieving profitability.

Discontinued Operations

Beginning in fiscal 2004, we classified certain of our operations as discontinued as a result of such operations meeting certain accounting criteria
of an asset held for sale. As a result, in fiscal 2004, our commercial rental property served as our former headquarters located in Springfield,
Tennessee and the remaining assets of our craft and accessory business segment conducted through our Innovo Inc. subsidiary were classified as
discontinued operations. On May 17, 2005, we completed the sale of the assets of our craft and accessory segment of operations. In

February 2006, we completed an auction of our former headquarters for an aggregate sales price of $741,000 before net selling costs of
approximately $126,000. In connection with the sale, we received a promissory note issued by the purchaser in the original principal amount of
$50,000, which represented a portion of the purchase price. As of November 30, 2007, there was no remaining balance on the promissory note.
On May 12, 2006, we completed the sale of our private label apparel division and accordingly, reported it as a discontinued operation. As such,
all prior periods have been reclassified to reflect this operating division as a discontinued operation.
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The following is a summary of loss and other information of the discontinued operations for fiscal 2005 and 2006. There was no loss in
connection with the discontinued operations for fiscal 2007. Pre-tax loss from discontinued operations does not include an allocation of
corporate overhead costs.
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(in thousands)

Private Label Leaseall
Business Innovo, Inc. Management Total

2006
Net sales $ 20,393 $ $ $ 20,393
Pre-tax income (loss) 487 3) (19) 465
Loss on sale (2,614) (2,614)
Income taxes expense (benefit)
Discontinued operations, net of tax $ (2,127) $ 3) $ 19) $ (2,149)

2005
Net sales $ 72,670 $ 2,491 $ $ 75,161
Impairment loss of goodwill 12,572 12,572
Pre-tax loss (7,941) (258) (120) (8,319)
Gain on sale 374 374
Income taxes expense (benefit) 1 @))
Discontinued operations, net of tax $ (7,941) $ 115 $ (119) $ (7,945)

Liquidity and Capital Resources

Our primary sources of liquidity are: (i) cash from sales of our products; and (ii) sales from accounts receivable factoring facilities and advances
against inventory. Cash used in continuing operating activities was $7,471,000 in fiscal 2007. Cash used in investing activities was $788,000.
These cash uses were financed by $9,205,000 of cash provided by financing activities to fund operating expenses and purchase inventory. Our
cash balance was $1,331,000 as of November 30, 2007.

We are dependent on credit arrangements with suppliers and factoring and inventory based agreements for working capital needs. From time to
time, we have conducted equity financing through private placement transactions and obtained increases in our cash availability from CIT
Commercial Services, Inc., a unit of CIT Group, or CIT, through guarantees by certain related parties. In fiscal 2007, we conducted two equity
financings and received approximately $6,715,000 in net proceeds, including proceeds from the exercise of warrants issued in the financings.

During fiscal 2007, our primary method to obtain the cash necessary for operating needs was through the sale of our accounts receivable
pursuant to our factoring agreements and obtaining advances under our inventory security agreements with CIT. The accounts receivable are
sold for up to 85 percent of the face amount on either a recourse or non-recourse basis depending on the creditworthiness of the customer. In
addition, the agreements allow us to obtain advances for up to 50 percent of the value of certain eligible inventory. CIT currently permits us to
sell our accounts receivable at the maximum level of 85 percent and allows advances of up to $6,000,000 for eligible inventory. CIT has the
ability, in its discretion at any time or from time to time, to adjust or revise any limits on the amount of loans or advances made to us pursuant to
these agreements. As further assurance to CIT, cross guarantees were executed by and among us and all of our subsidiaries to guarantee each
subsidiary s obligations. Historically, we have obtained personal guarantees or pledges of additional collateral from directors and stockholders to
contribute to our ability to obtain cash under these agreements. However, as of November 30, 2007, CIT no longer required any personal
guarantees or additional collateral from us or others. As of November 30, 2007, our cash availability with CIT was approximately $749,000.
This amount fluctuates on a daily basis based upon invoicing and collection related activity by CIT on our behalf. In connection with the
agreements with CIT, most of our tangible assets are pledged to CIT, including all of our inventory, merchandise, and/or goods, including raw
materials through finished goods and receivables. Our trademarks are not encumbered.

The agreements may be terminated by CIT upon 60 days prior written notice or immediately upon the occurrence of an event of default, as
defined in the agreement. The agreements may be terminated by us upon 60 days advanced written notice prior to June 30, 2010 or earlier
provided that the minimum factoring fees have been paid for the respective period.
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The factoring rate that we pay to CIT to factor accounts is at 0.6 percent for accounts which CIT bears the credit risk and 0.4 percent for
accounts which we bear the credit risk and the interest rate associated with the agreements is at 0.25 percent plus the Chase prime rate.

We have also established a letter of credit facility with CIT to allow us to open letters of credit for a fee of 0.25 percent of the letter of credit face
value with international and domestic suppliers, subject to cash availability on our inventory line of credit.

As of November 30, 2007, we had $9,124,000 of factored receivables with CIT and a loan balance of $4,542,000 for inventory advances. We
had 14 letters of credit in the aggregate amount of $791,000 outstanding as of November 30, 2007.

For fiscal 2008, our primary capital needs are for our operating expenses, including funds to support our retail strategy, which includes opening
retail stores, and working capital necessary to fund inventory purchases, capital expenditures for our expected retail stores and finance
extensions of our trade credit to our customers. We anticipate funding our operations through working capital generated by the following:

(i) cash flow from sales of our products; (ii) reducing our inventory levels and managing our operating expenses; (iii) maximizing our trade
payables with our domestic and international suppliers; (iv) increasing collection efforts on existing accounts receivables; and (v) utilizing our
receivable and inventory-based agreements with CIT.

Based on our cash on hand, cash flow from operations and the expected cash availability under our agreements with CIT, we believe that we
have the working capital resources necessary to meet our projected operational needs for fiscal 2008. However, if we require more capital for
growth or experience operating losses, we believe that it will be necessary to obtain additional working capital through credit arrangements or
debt or equity financings. We believe that any additional capital, to the extent needed, may be obtained from additional sales of equity securities
or other loans or credit arrangements. There can be no assurance that this or other financings will be available if needed. Our inability to fulfill
any interim working capital requirements would force us to constrict our operations.

We believe that the rate of inflation over the past few years has not had a significant adverse impact on our net sales or income (losses) from
continuing operations.

Commitments and Contractual Obligations

The following table sets forth our contractual obligations and commercial commitments for our continuing operations as of November 30, 2007
(in thousands):

Payments due by period
(in thousands)

Total 2008 2009 2010 2011 2012
Operating lease obligations $ 306 150 131 20 4 1
Advertising commitments $ 60 60
Purchase obligations $ 2,104 2,104
Letters of Credit $ 791 791
$ 3261 $ 3,105 § 131  $ 20 S 4 3 1
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Off Balance Sheet Arrangements

We do not have any off balance sheet arrangements.

Management s Discussion of Critical Accounting Policies

We believe that the accounting policies discussed below are important to an understanding of our financial statements because they require
management to exercise judgment and estimate the effects of uncertain matters in the preparation and reporting of financial results. Accordingly,
we caution that these policies and the judgments and estimates they involve are
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subject to revision and adjustment in the future. While they involve less judgment, management believes that the other accounting policies
discussed in Notes to Consolidated Financial Statements - Note 2 Summary of Significant Accounting Policies included in this Annual Report
are also important to an understanding of our financial statements. We believe that the following critical accounting policies affect our more
significant judgments and estimates used in the preparation of our consolidated financial statements.

Revenue Recognition

Revenues are recorded on the accrual basis of accounting when title transfers to the customer, which is typically at the shipping point. We record
estimated reductions to revenue for customer programs, including co-op advertising, other advertising programs or allowances, based upon a
percentage of sales. We also allow for returns based upon pre-approval or in the case of damaged goods. Such returns are estimated based on
historical experience and an allowance is provided at the time of sale.

Accounts Receivable and Due from Factor and Allowance for Customer Credits and Other Allowances

We evaluate our ability to collect on accounts receivable and charge-backs (disputes from the customer) based upon a combination of factors. In
circumstances where we are aware of a specific customer s inability to meet its financial obligations (e.g., bankruptcy filings, substantial
downgrading of credit sources), a specific reserve for bad debits is taken against amounts due to reduce the net recognized receivable to the
amount reasonably expected to be collected. For all other customers, we recognize reserves for bad debts and charge-backs based on our
historical collection experience. If collection experience deteriorates (i.e., an unexpected material adverse change in a major customer s ability to
meet its financial obligations to us), the estimates of the recoverability of amounts due to us could be reduced by a material amount.

For fiscal 2007, the balance in the allowance for uncollectible accounts, customer credits and allowances was $652,000 compared to $469,000
for fiscal 2006 for non-factored accounts receivables.

Inventory

We continually evaluate the composition of our inventories, assessing slow-turning, ongoing product as well as product from prior seasons.
Market value of distressed inventory is valued based on historical sales trends on our individual product lines, the impact of market trends and
economic conditions, and the value of current orders relating to the future sales of this type of inventory. Significant changes in market values
could cause us to record additional inventory markdowns.

Valuation of Long-lived and Intangible Assets and Goodwill

We assess the impairment of identifiable intangibles, long-lived assets and goodwill annually or whenever events or changes in circumstances
indicate that the carrying value may not be recoverable. Factors considered important that could trigger an impairment review other than on an
annual basis include the following:
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e A ssignificant underperformance relative to expected historical or projected future operating results;
e A ssignificant change in the manner of the use of the acquired asset or the strategy for the overall business; or

e A ssignificant negative industry or economic trend.

When we determine that the carrying value of intangibles, long-lived assets and goodwill may not be recoverable based upon the existence of
one or more of the above indicators of impairment, we will measure any impairment based on a projected discounted cash flow method using a
discount rate determined by our management.

In fiscal 2007, we acquired through merger all of the intangible assets and goodwill related to the Joe s®, Joe sJeans and JD® logo and marks.
For fiscal 2007, we did not recognize any impairment related to the intangible assets and goodwill of our Joe s® brand since we acquired it in
October 2007. We have assigned an indefinite life to these intangible assets and therefore, no amortization expenses are expected to be
recognized. However, we will test the assets for impairment annually in accordance with our critical accounting policies.
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Additional Merger Consideration (Earn-out)

In connection with the merger with JD Holdings, we agreed to pay to Mr. Dahan the following additional payments in the applicable fiscal year
for 120 months following October 25, 2007:

» No earn out if the gross profit is less than $11,250,000 in the applicable fiscal year;
e 11.33% of the gross profit above $11,251,000 to $22,500,000; plus

e an additional 3% of the gross profit from $22,501,000 to $31,500,000; plus

e an additional 2% of the gross profit from $31,501,000 to $40,500,000; plus

e an additional 1% of the gross profit above $40,501,000.

The additional merger consideration, or earn-out, will be paid in advance on a monthly basis based upon estimates of gross profits after the
assumption has been reached that the payments will likely be paid. At the end of each quarter, any overpayments will be offset against future
payments and any underpayments will promptly be made.

EITF 95-8, Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise in a Purchase Business Combination,
addresses accounting for consideration transferred to settle a contingency based on earnings or other performance measures. It sets forth the
criteria to determine whether contingent consideration based on earnings or other performance measures should be accounted for as

(1) adjustment of the purchase price of the acquired enterprise or (2) compensation for services, use of property, or profit sharing.

The determination of how to account for the contingent consideration is a matter of judgment that depends on the relevant facts and
circumstances. Based upon our evaluation of the relevant facts and circumstances, we have determined that accounting for the earn-out as
additional purchase price is proper. Advanced earn-out payments are recorded against goodwill. As of November 30, 2007, we have recorded
$125,000 against goodwill.

Income Taxes

As part of the process of preparing our consolidated financial statements, management is required to estimate income taxes in each of the
jurisdictions in which we operate. The process involves estimating actual current tax expense along with assessing temporary differences
resulting from differing treatment of items for book and tax purposes. These timing differences result in deferred tax assets and liabilities, which
are included in our consolidated balance sheet. Management records a valuation allowance to reduce its deferred tax assets to the amount that is
more likely than not to be realized. Management has considered future taxable income and ongoing tax planning strategies in assessing the need
for the valuation allowance. Increases in the valuation allowance result in additional expense to be reflected within the tax provision in the
consolidated statement of income. Reserves are also estimated for ongoing audits regarding Federal and state issues that are currently

unresolved. We routinely monitor the potential impact of these situations. Based on management s assessment, there has been no reduction of the
valuation allowance other than to the extent current year net income was offset by net operating losses that carried forward.
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Contingencies

We account for contingencies in accordance with Statement of Financial Accounting Standards, or SFAS No. 5, Accounting for Contingencies .
SFAS No. 5 requires that we record an estimated loss from a loss contingency when information available prior to issuance of our financial
statements indicates that it is probable that an asset has been impaired or a liability has been incurred at the date of the financial statements and
the amount of the loss can be reasonably estimated. Accounting for contingencies such as legal and income tax matters requires management to
use judgment. Many of these legal and tax contingencies can take years to be resolved. Generally, as the time period increases over which the
uncertainties are resolved, the likelihood of changes to the estimate of the ultimate outcome increases. Management believes that the accruals for
these matters are adequate. Should events or circumstances change, we could have to record additional accruals.

Stock Based Compensation

We adopted the provisions of and account for stock-based compensation in accordance with Statement of Financial Accounting Standards, or
SFAS, 123(R), Share Based Payment on November 27, 2005. We elected the modified prospective method where prior periods are not revised
for comparative purposes. Under the fair value recognition provisions of SFAS
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123(R), stock based compensation is measured at grant date based upon the fair value of the award and expense is recognized on a straight-line
basis over the vesting period. We use the Black-Scholes option pricing model to determine the fair value of stock options, which requires
management to use estimates and assumptions. The determination of the fair value of stock based option awards on the date of grant is based
upon the exercise price as well as assumptions regarding subjective variables. These variables include our expected life of the option, expected
stock price volatility over the term of the award, determination of a risk free interest rate and an estimated dividend yield. We estimate the
expected life of the option by calculating the average term based upon historical experience. We estimate the expected stock price volatility by
using implied volatility in market traded stock over the same period as the vesting period. We base the risk-free interest rate on zero coupon
yields implied from U.S. Treasury issues with remaining terms similar to the term on the options. We do not expect to pay dividends in the
foreseeable future and therefore use an expected dividend yield of zero. If factors change or we employ different assumptions for estimating fair
value of the stock option, our estimates may be different than future estimates or actual values realized upon the exercise, expiration, early
termination or forfeiture of those awards in the future. At this time, we believe that our current method for accounting for stock based
compensation is reasonable. Furthermore, under SFAS 123(R), an entity may elect either an accelerated recognition method or a straight-line
recognition method for awards subject to graded vesting based on a service condition, regardless of how the fair value of the award is measured.
For all stock based compensation awards that contain graded vesting based on service conditions, we have elected to apply a straight-line

recognition method to account for these awards. However, SFAS 123(R) guidance is relatively new and the application of
these principles over time may be subject to further interpretation or refinement. See Notes to Consolidated Financial
Statements - Note 2 Summary of Significant Accounting Policies Stock-Based Compensation and Note 8
Stockholders Equity Stock Incentive Plans for additional discussion of SFAS 123(R).

Recent Accounting Pronouncements

On July 13, 2006, the FASB issued Interpretation No. 48, or FIN No. 48, Accounting for Uncertainty in Income Taxes: An interpretation of
FASB Statement No. 109.  This interpretation clarifies the accounting for uncertainty in income taxes recognized in an entity s financial
statements in accordance with SFAS No. 109, Accounting for Income Taxes. FIN No. 48 prescribes a recognition threshold and measurement
principles for financial statement disclosure of tax positions taken or expected to be taken on a tax return. This interpretation is effective for
fiscal years beginning after December 15, 2006. We do not expect that the adoption of FIN No. 48 will have any material effect on our results of
operations or consolidated financial position.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements , or SFAS No. 157, which defines fair value, establishes a
framework for measuring fair value and requires enhanced disclosures about fair value measurements. SFAS No. 157 requires companies to
disclose the fair value of their financial instruments according to a fair value hierarchy (i.e., levels 1, 2, and 3, as defined). Additionally,
companies are required to provide enhanced disclosure regarding instruments in the level 3 category, including a reconciliation of the beginning
and ending balances separately for each major category of assets and liabilities. SFAS No. 157 will be effective for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. We are currently evaluating the impact adoption may have on our results of
operations or consolidated financial position.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities Including an
Amendment of FASB Statement No. 115 , or SFAS No. 159. SFAS No. 159 permits entities to choose to measure many financial instruments
and certain other items at fair value. Unrealized gains and losses on items for which the fair value option has been elected will be recognized in
earnings at each subsequent reporting date. SFAS No. 159 is effective for financial statements issued for fiscal years beginning after
November 15, 2007, which is the year beginning December 1, 2007 for us. We are currently evaluating the impact that the adoption of SFAS

No. 159 will have on our results of operations or consolidated financial position.

On December 4, 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations , or SFAS No. 141(R). SFAS No. 141(R) will
significantly change the accounting for business combinations. Under SFAS No. 141(R), an acquiring entity will be required to recognize all the
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assets acquired and liabilities assumed in a transaction at the acquisition-date fair value with limited exceptions. SFAS No. 141(R) also includes
a substantial number of new disclosure requirements. SFAS No. 141(R) applies prospectively to business combinations for which the acquisition
date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008, which is the year beginning
December 1, 2009 for us. We are currently evaluating the impact that SFAS No. 141(R) will have on our financial statements.
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On December 4, 2007, the FASB issued SFAS No. 160, Non-controlling Interests in Consolidated Financial Statements-an Amendment of
Accounting Research Bulletin ( ARB ) No. 51, or SFAS No. 160. SFAS No. 160 establishes new accounting and reporting standards for a
non-controlling interest in a subsidiary and for the deconsolidation of a subsidiary. Specifically, this statement requires the recognition of a
non-controlling interest (minority interest) as equity in the consolidated financial statements separate from the parent s equity. The amount of net
income attributable to the non-controlling interest will be included in consolidated net income on the face of the income statement. SFAS

No. 160 clarifies that changes in a parent s ownership interest in a subsidiary that do not result in deconsolidation are equity transactions if the
parent retains its controlling financial interest. In addition, this statement requires that a parent recognize a gain or loss in net income when a
subsidiary is deconsolidated. Such gain or loss will be measured using the fair value of the non-controlling equity investment on the
deconsolidation date. SFAS No. 160 also includes expanded disclosure requirements regarding the interests of the parent and its non-controlling
interest. SFAS No. 160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008,
which is the year beginning December 1, 2009 for us. We are currently evaluating the impact that SFAS No. 160 will have on our financial
statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to certain market risks arising from transactions in the normal course of our business. Such risk is principally associated with
interest rate and changes in our credit standing.

Interest Rate Risk

Our obligations under our receivable and inventory agreements bear interest at floating rates (primarily JP Morgan Chase prime rate), we are
sensitive to changes in prevailing interest rates. We believe that a one percent increase or decrease in market interest rates that affect our
financial instruments would have an immaterial impact on earnings or cash flow during the next fiscal year.

Foreign Currency Exchange Rates

Foreign currency exposures arise from transactions, including firm commitments and anticipated contracts, denominated in a currency other than
an entity s functional currency and from foreign-denominated revenues translated into U.S. dollars.

We generally purchase and sell our products in U.S. dollars. However, we sell some of our products in Euros and source some of our products
overseas. As such, the cost of these products may be affected by changes in the value of the relevant currencies. Changes in currency exchange
rates may also affect the relative prices at which we and our foreign competitors sell products in the same market. We currently do not hedge our
exposure to changes in foreign currency exchange rates. We cannot assure you that foreign currency fluctuations will not have a material adverse
impact on our financial condition and results of operations.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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The information required by Item 8 is included in Item 15. Exhibits, Financial Statement Schedules of our consolidated financial statements and
notes thereto, and the consolidated financial statement schedule filed on this Annual Report.

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

There have been no changes in or disagreements with our independent registered public accounting firm, Ernst & Young LLP.
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ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

As of November 30, 2007, the end of the period covered by this report, we carried out an evaluation, under the supervision and with the
participation of our management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of our disclosure controls and procedures pursuant to Securities Exchange Act Rule 13a-15 and 15d-15.

Disclosure controls and procedures are controls and procedures that are designed to ensure that information required to be disclosed in our
reports filed or submitted under the Securities Exchange Act of 1934, or 1934 Act, is recorded, processed, summarized and reported within the
time periods specified in the SEC rules and forms. Management recognizes that a control system, no matter how well conceived and operated,
can provide only reasonable assurance that the objectives of the control system are met. Further, the design of a control system must reflect the
fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations
in all control systems, no evaluation of controls can provide absolute assurance that all control issues within the company have been detected.
Therefore, assessing the costs and benefits of such controls and procedures necessarily involves the exercise of judgment by management. Our
disclosure controls and procedures are designed to provide reasonable assurance of achieving the objective of ensuring that information required
to be disclosed in our reports filed or submitted under the 1934 Act is recorded, processed, summarized and reported within the time periods
specified in the SEC rules and forms. In addition, our disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that the information required to be disclosed by us in the reports we file or submit under the 1934 Act is accumulated and
communicated to management, including our principal executive and principal financial officers or persons performing similar functions, as
appropriate, to allow timely decisions regarding required disclosure.

Our Chief Executive Officer and Chief Financial Officer have concluded, based on our evaluation of our disclosure controls and procedures, that
our disclosure controls and procedures under Rule 13a-15(e) and Rule 15d-15(e) of the Securities Exchange Act of 1934 are effective at the
reasonable assurance level.

Changes in Internal Control Over Financial Reporting

We made no changes in our internal control over financial reporting during the fourth quarter of the fiscal year covered by this report that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

We did not fail to file any reports required to be filed on Form 8-K for the last fiscal quarter.

PART III
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Certain information required by Part III is omitted on this Annual Report since we intend to file our Definitive Proxy Statement for our next
Annual Meeting of Stockholders, pursuant to Regulation 14A of the Securities Exchange Act of 1934, as amended, or Exchange Act, no later
than March 29, 2008, and certain information to be included in the Definitive Proxy Statement is incorporated herein by reference.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS OF THE REGISTRANT AND CORPORATE
GOVERNANCE

The information required by Item 10 as to directors, executive officers and Section 16 reporting compliance is incorporated by reference from
our Definitive Proxy Statement.

Our Board of Directors has a standing Audit Committee established in accordance with section 3(a)(58)(A) of the Exchange Act (a) to assist our

Board of Directors in its oversight responsibilities regarding (1) the integrity of our financial statements, (2) our compliance with legal and
regulatory requirements, (3) the independent accountant s qualifications and

34

73



Edgar Filing: PUMA BIOTECHNOLOGY, INC. - Form 424B3

independence and (4) the performance of the our internal audit function; (b) to prepare the report required by the SEC for inclusion in the our
annual proxy statement; (c) to retain and terminate our independent accountant; (d) to approve audit and non-audit services to be performed by
the independent accountant; and (e) to perform such other functions as our Board of Directors may from time to time assign. The current
members of our Audit Committee are Suhail Rizvi, Kelly Hoffman and Tom O Riordan and we have determined that at least one person serving
on the Audit Committee is an audit committee financial expert as defined under Item 401(h) of Regulation S-K. Suhail Rizvi, the Chairman of
the Audit Committee, is an audit committee financial expert and is independent as defined under applicable SEC and Nasdaq rules.

Our Board of Directors adopted a Code of Business Conduct and Ethics for all of our directors, officers and employees on May 22, 2003. Our
Code of Business Conduct and Ethics is available on our website at www.innovogroup.com or you may request a free copy of our Code of
Business Conduct and Ethics from:

Joe s Jeans Inc.

Attention: General Counsel
5901 South Eastern Avenue
Commerce, CA 90040

(323) 837-3700

To date, there have been no waivers under our Code of Business Conduct and Ethics. We intend to disclose any amendments to our Code of
Business Conduct and Ethics and any waiver from a provision of the Code granted on a Form 8-K filed with the SEC within four business days
following such amendment or waiver or on our website at www.innovogroup.com within four business days following such amendment or
waiver. The information contained or connected to our website is not incorporated by reference into this Annual Report and should not be
considered a part of this or any other report that we file or furnish to the SEC.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 as to executive compensation is incorporated by reference from our Definitive Proxy Statement.

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

The information required by Item 12 as to the security ownership of certain beneficial owners and management and related stockholder matters
is incorporated by reference from our Definitive Proxy Statement.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by Item 13 as to certain relationships and related transactions is incorporated by reference from our Definitive Proxy
Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by Item 14 as to principal accountant fees and services is incorporated by reference from our Definitive Proxy
Statement.
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PART IV

EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) List of documents filed as a part of this Annual Report:

1 and 2. Financial Statements and Financial Statement Schedules

Audited Consolidated Financial Statements:

Report of Independent Registered Public Ac/counting Firm F-1
Consolidated Balance Sheets at November 30. 2007 and November 25. 2006 F-2
Consolidated Statements of Operations for the years ended November 30, 2007. November 25. 2006 and November 26. 2005 F-3

Consolidated Statements of Stockholders Equity for the vears ended November 30, 2007. November 25. 2006 and November 26. 2005 F-4

Consolidated Statements of Cash Flows for the years ended November 30. 2007. November 25. 2006 and November 26, 2005 F-5

Notes to Consolidated Financial Statements

Schedule II

(a) 3.

Exhibit
Number
2.1

2.2

23

3.1

32

Valuation of Qualifying Accounts

Description

Agreement and Plan of Merger dated February 6, 2007 by and among
Innovo Group Inc., Joe s Jeans, Inc., JD Holdings, Inc. and Joseph M.
Dahan*

First Amendment to Agreement and Plan of Merger dated June 25, 2007
by and among Innovo Group Inc., Joe s Jeans, Inc., JD Holdings, Inc. and
Joseph M. Dahan*

Exhibit A to Agreement and Plan of Merger Amended and Restated Plan
of Merger

Seventh Amended and Restated Certificate of Incorporation of the
Registrant

Amended and Restated Bylaws of Registrant

F-6

F-33

Exhibits (listed according to the number assigned in the table in Item 601 of Regulation S-K)

Document if Incorporated by

Reference

Exhibit 2.1 to the Quarterly Report on Form 10-Q
for the period ended February 24, 2007 filed on
April 10, 2007

Exhibit 2.1 to Current Report on Form 8-K filed
on June 26, 2007
Exhibit 2.2 to Current Report on Form 8-K filed

on June 26, 2007

Exhibit 4.1 to Current Report on Form 8- K filed
on October 17, 2007

Exhibit 4.2 to Registration Statement on Form S-8
filed on November 12, 1993
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4.1 Common Stock Purchase Warrant Agreement between Innovo Group Inc. Exhibit 4.3 to Quarterly Report on Form 10-Q for
and Sanders Morris Harris, Inc. dated June 30, 2003 the period ended May 31, 2003 filed on July 15,
2003
4.2 Common Stock Purchase Warrant Agreement between Innovo Group Inc. Exhibit 4.5 to Quarterly Report on Form 10-Q/A
and certain purchasers dated August 29, 2003 for the period ended August 30, 2003 filed on

October 17, 2003
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4.4

4.5

4.6

4.7

4.8

4.9

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9
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Form of Common Stock Purchase Warrant

Form of Registration Rights Agreement

Form of Securities Purchase Agreement dated December 19, 2006

Form of Common Stock Purchase Warrant dated December 19, 2006

Form of Common Stock Purchase Warrant dated December 26, 2006

Form of Securities Purchase Agreement dated June 27, 2007

Form of Common Stock Purchase Warrant dated June 27, 2007

Amended and Restated Employment Agreement by and between Joe s
Jeans Inc. and Joseph M. Dahan to be effective upon closing of the Merger
Agreement (Schedule 6.2(c) to Merger Agreement)

Investor Rights Agreement by and between Joe s Jeans Inc. and Joseph M.
Dahan

Factoring Agreement dated June 1, 2001 between Joe s Jeans, Inc. and CIT
Commercial Services

Inventory Security Agreement dated August 20, 2002 between Joe s Jeans
Inc. and CIT Commercial Services

Amendment to Factoring Agreement originally dated June 1, 2001
between Joe s Jeans Inc. and CIT Commercial Services dated effective
April 23,2003

2000 Employee Stock Incentive Plan, as amended

2000 Director Option Plan

2004 Stock Incentive Plan

Separation Agreement by and between Innovo Group Inc. and Samuel J.
Furrow, Jr.

37

Exhibit 4.2 to Current Report on Form 8-K filed
on June 23, 2004

Exhibit 4.3 to Current Report on Form 8-K filed
on June 23, 2004

Exhibit 4.1 to Current Report on Form 8-K filed
on December 26, 2006

Exhibit 4.2 to Current Report on Form 8-K filed
on December 26, 2006

Exhibit 4.1 to Current Report on Form 8-K filed
on January 3, 2007

Exhibit 4.1 to Current Report on Form 8-K filed
on July 3, 2007

Exhibit 4.2 to Current Report on Form 8-K filed
on July 3, 2007

Exhibit 10.1 to Current Report on Form 8-K filed
on June 26, 2007

Exhibit 10.2 to Current Report on Form 8-K filed
on October 31, 2007

Exhibit 10.4 to Quarterly Report on Form 10-Q/A
for the period ended August 30, 2003 filed on
October 17, 2003

Exhibit 10.7 to Quarterly Report on Form 10-Q/A
for the period ended August 30, 2003 filed on
October 17, 2003

Exhibit 10.6 to Quarterly Report on Form 10-Q
for the period ended May 31, 2003 filed on
July 15, 2003

Exhibit 99.1 to Current Report on Form 8-K dated
July 18, 2003 filed on August 1, 2003

Attachment E to Definitive Proxy Statement on
Schedule 14A filed on September 19, 2000

Attachment A to Definitive Proxy Statement on
Schedule 14A filed on September 5, 2007

Exhibit 10.1 to the Current Report on Form 8-K/A
filed on February 2, 2006
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10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

14

21

23

24.1

31.1

31.2
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Dissolution Agreement with Beyond Blue Inc. dated February 1, 2007
Settlement Agreement and Release with Beyond Blue Inc. dated July 3,
2007*

Offer Letter by and between Innovo Group Inc. and Hamish Sandhu
Amendment to Factoring Agreement by and among Joe s Jeans Subsidiary
Inc. (formerly Joe s Jeans Inc.), Joe s Jeans Inc. (formerly Innovo Group
Inc.) and The CIT Group/Commercial Services, Inc. dated October 24,
2007

Amendment to Guaranty Agreement by and between Joe s Jeans Inc.
(formerly Innovo Group Inc.) and The CIT Group/Commercial

Services, Inc. dated October 24, 2007

Termination Agreement by and between Joe s Jeans Inc. and JD
Holdings, Inc. dated October 25, 2007

Form of Restricted Stock Agreement for Members of the Board of
Directors

Restricted Stock Agreement for Marc B. Crossman

Form of Restricted Stock Unit Agreement

Code of Business Conduct and Ethics adopted as of May 22, 2003

Subsidiaries of the Registrant
Consent of Independent Registered Public Accounting Firm
Power of Attorney (included on page 38)

Certification of the Chief Executive Officer pursuant to
Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended.

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

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

Exhibit 10.1 to the Current Report on Form 8-K
filed on February 7, 2007

Exhibit 10.1 to the Current Report on Form 8-K
filed on July 9, 2007

Exhibit 10.1 to the Current Report on Form 8-K
filed on August 27, 2007

Exhibit 10.1 to the Current Report on Form 8-K
filed on October 30, 2007

Exhibit 10.2 to the Current Report on Form 8-K
filed on October 30, 2007

Exhibit 10.3 to the Current Report on Form 8-K
filed on October 30, 2007

Exhibit 10.1 to the Current Report on Form 8-K
filed on December 20, 2007

Exhibit 10.2 to the Current Report on Form 8-K
filed on December 20, 2007

Exhibit 10.3 to the Current Report on Form 8-K
filed on December 20, 2007

Exhibit 14 to the Annual Report on Form 10-K for
the year ended November 29, 2003 filed on
February 27, 2004

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

Filed herewith

* We have omitted certain schedules and exhibits pursuant to Item 601(b)(2) of Regulation S-K and shall furnish supplementally to the
Commission copies of any of the omitted schedules and exhibits upon request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

JOE S JEANS INC.

By: /s/ Marc B. Crossman
Marc B. Crossman
Chief Executive Officer (Principal Executive
Officer) and President

By: /s/ Hamish Sandhu
Hamish Sandhu
Chief Financial Officer (Principal
Financial Officer and Principal
Accounting Officer)

February 28, 2008

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Marc Crossman, his
attorney-in-fact, each with the power of substitution for him or any and all capacities, to sign any 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 each said attorney-in-fact, or his or her substitutes, may do or cause to be done by virtue
hereof. Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons on behalf of
the registrant in the capacities and on the dates indicated.

Signature Capacity Date
/s/ Marc B. Crossman Chief Executive Officer February 28, 2008
Marc B. Crossman (Principal Executive Officer), President,

and Director
/s/ Hamish Sandhu Chief Financial Officer (Principal February 28, 2008
Hamish Sandhu Financial Officer and Principal

Accounting Officer)

/s/ Samuel J. Furrow Chairman of the Board of Directors February 28, 2008
Samuel J. Furrow

/s/ Joseph M. Dahan Director February 28, 2008
Joseph M. Dahan

/s/ Kelly Hoffman Director February 28, 2008
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Kelly Hoffman

/s/ Suhail R. Rizvi
Suhail R. Rizvi

/s/ Thomas O Riordan
Thomas O Riordan

/s/ Kent Savage
Kent Savage
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Director

Director

Director
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February 28, 2008

February 28, 2008

February 28, 2008
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Joe s Jeans Inc. and Subsidiaries

Index to Consolidated Financial Statements

Audited Consolidated Financial Statements:

Report of Independent Registered Public Accounting Firm F-1
Consolidated Balance Sheets at November 30. 2007 and November 25. 2006 F-2
Consolidated Statements of Operations for the years ended November 30, 2007. November 25. 2006 and November 26. 2005 F-3

Consolidated Statements of Stockholders Equity for the vears ended November 30, 2007. November 25. 2006 and November 26. 2005 F-4

Consolidated Statements of Cash Flows for the years ended November 30. 2007. November 25. 2006 and November 26, 2005 F-5

Notes to Consolidated Financial Statements F-6

Schedule II __Valuation of Qualifying Accounts F-33
F-i
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of Joe s Jeans Inc.

We have audited the accompanying consolidated balance sheets of Joe s Jeans Inc. and subsidiaries as of November 30, 2007 and November 25,
2006, and the related consolidated statements of operations, stockholders equity, and cash flows for each of the three fiscal years in the period
ended November 30, 2007. Our audits also included the financial statement schedule listed in the index at Item 15(a). These financial

statements and schedule are the responsibility of Joe s Jeans Inc. s management. Our responsibility is to express an opinion on these consolidated
financial statements and schedule 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. We were not engaged to perform an audit of the Company s
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, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of Joe s Jeans
Inc. and subsidiaries as of November 30, 2007 and November 25, 2006 and the consolidated results of their operations and their cash flows for
each of the three fiscal years in the period ended November 30, 2007 in conformity with U.S. generally accepted accounting principles. Also, in
our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as a whole, presents
fairly, in all material respects the information set forth therein.

As discussed in Note 2 Summary of Significant Accounting Policies to the consolidated financial statements, Joe s Jeans Inc. changed its method
of accounting for share-based payments in accordance with Statement of Financial Accounting Standards No. 123 (revised 2004) on
November 27, 2005.

/s/ Ernst & Young LLP

Los Angeles, California
February 26, 2008
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JOE S JEANS INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(in thousands)

November 30, 2007

ASSETS
Current assets
Cash and cash equivalents $ 1,331 $
Accounts receivable, net of allowance for customer credits and returns of $652 (2007) and
$469 (2006) 803
Inventories, net 20,803
Due from related parties
Prepaid expenses and other current assets 282
Total current assets 23,219
Property and equipment, net 792
Goodwill 10,415
Intangible assets, net 13,200
Other assets
Total assets $ 47,626 $

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities

Accounts payable and accrued expenses $ 7,794 $
Due to factor 3,040
Due to related parties 1,142
Total current liabilities 11,976
Deferred tax liability 5,254

Commitments and contingencies

Stockholders equity

Preferred stock, $0.10 par value: 5,000 shares authorized, no shares issued or outstanding
Common stock, $0.10 par value: 100,000 shares authorized (2007), 80,000 shares authorized
(2006), 59,862 shares issued and 59,750 outstanding (2007) and 34,455 shares issued and

34,343 outstanding (2006) 5,988
Additional paid-in capital 102,056
Accumulated deficit (74,872)
Treasury stock, 112 shares (2,776)
Total stockholders equity 30,396
Total liabilities and stockholders equity $ 47,626 $

The accompanying notes are an integral part of these financial statements.

F-2

November 25, 2006

385

498
6,267
2,163

671
9,984

837
20
200
56

11,097

6,819
888
82
7,789

3,447
79,763
(77,126)
(2,776)
3,308

11,097
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JOE S JEANS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Net sales
Cost of goods sold
Gross profit

Operating expenses
Selling, general and administrative
Depreciation and amortization

Income (loss) from continuing operations

Interest expense

Other (expense) income, net

Income (loss) from continuing operations, before taxes
Income taxes

Income (loss) from continuing operations

Loss from discontinued operations, net of tax
Net income (loss)

Earnings (loss) per common share - Basic
Income (loss) from continuing operations
Loss from discontinued operations

Earnings (loss) per common share - Basic

Earnings (loss) per common share - Diluted
Income (loss) from continuing operations
Loss from discontinued operations

Earnings (loss) per common share - Diluted

Weighted average shares outstanding
Basic
Diluted

November 30, 2007

62,767
36,137
26,630

23,085
359
23,444
3,186
(828)
(13)
2,345
91
2,254

2,254

0.05

0.05

0.05

0.05

43,840
45,000

Year ended
November 25, 2006

46,633
31,224
15,409

21,587
290
21,877
(6,468)
(573)
(67)
(7,108)
36
(7,144)

(2,149)
(9,293)

0.21)
(0.06)
0.27)

0.21)
(0.06)
0.27)

33,853
33,853

The accompanying notes are an integral part of these financial statements.
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November 26, 2005

35,920
25,203
10,717

18,245
182
18,427
(7,710)
(781)
16
(8,475)
13
(8,488)

(7,945)
(16,433)

(0.26)
(0.25)
(0.51)

(0.26)
(0.25)
(0.51)

31,942
31,942
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JOE S JEANS INC. AND SUBSIDIARIES

Balance, November 27, 2004
Net loss

Payment of promissory note-former
officer

Redemption of preferred stock
Conversion of convertible notes
payable to common stock

Common stock registration related
expense

Exercise of stock options

Exercise of warrants

Balance, November 26, 2005

Net loss

Common stock issued to related
party

Stock-based compensation
Balance, November 25, 2006

Net income

Stock-based compensation
Restricted common stock issued to
Board of Directors

Exercise of stock options
Exercise of warrants

Common stock issued in private
placements, net

Common stock issued in
connection with merger
Balance, November 30, 2007

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
(in thousands)
Promissory
Additional Note- Total
Preferred Stock Common Stock Paid-In Accumulated former Treasury Stockholders
Shares Par Value Shares Par Value  Capital Deficit officer Stock Equity

194 $ 29,266 $ 2927 $ 72,043 $ (51,400) $ (703) $  (2,588) $ 20,279
(16,433) (16,433)

703 703

(194)

2,560 256 4,129 4,385
(6 (6)

623 63 470 (188) 345

965 97 2,187 2,284

33,414 3,343 78,823 (67,833) (2,776) 11,557
(9,293) (9,293)

1,041 104 (104)

1,044 1,044

34,455 3,447 79,763 (77,126) (2,776) 3,308

2,254 2,254

34 34

556 56 24 80

367 37 301 338

2,050 205 984 1,189

8,434 843 4,683 5,526

14,000 1,400 16,267 17,667

$ 59,862 $ 5988 $ 102,056 $ (74,872) $ $ (2,776) $ 30,396
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JOE S JEANS INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Year ended

November 30, 2007 November 25, 2006 November 26, 2005
Net income (loss) $ 2,254 $ (9,293) $ (16,433)
Net loss from discontinued operations (2,149) (7,945)
Net income (loss) from continuing operations 2,254 (7,144) (8,488)
Adjustment to reconcile net income (loss) to net cash provided by
(used in) operating activities:
Depreciation 315 242 140
Loss on sale of property and equipment 17 433
Amortization of intangibles 44 48 48
Amortization of debt discount 253
Stock-based compensation 114 1,044
Provision for uncollectible accounts 184 169 (584)
Changes in operating assets and liabilities:
Accounts receivable (489) (495) 2,631
Inventories (14,536) 5,007 (6,597)
Prepaid expenses and other 445 (544) 198
Due to/from related parties 3,223 535 7,803
Accounts payable and accrued expenses 975 2,957 736
Net cash provided by (used in) continuing operating activities (7,471) 1,836 (3,427)
Net cash provided by (used in) discontinued operations 555 (3,039)
Net cash provided by (used in) operating activities (7,471) 2,391 (6,466)
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales of property and equipment 2
Purchases of property and equipment (272) (668) (399)
Expenditures in connection with merger (518)
Net cash used in continuing investing activities (788) (668) 399)
Net cash provided by discontinued operations 614 1,650
Net cash (used in) provided by investing activities (788) (54) 1,251
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from (payments on) factor borrowing, net 2,152 (1,270) 2,912
Payments on note payable to officer, net (439)
Proceeds from promissory note - former officer 703
Exercise of stock options 338 567
Exercise of warrants 1,189 2,284
Issuance of stock, net of registration expense 5,526 (6)
Net cash provided by (used in) continuing activities 9,205 (1,270) 6,021
Net cash used in discontinued operations (1,242) (558)
Net cash provided by (used in) financing activities 9,205 2,512) 5,463
NET CHANGE IN CASH AND CASH EQUIVALENTS 946 (175) 248
CASH AND CASH EQUIVALENTS, at beginning of period 385 560 312
CASH AND CASH EQUIVALENTS, at end of period $ 1,331 $ 385 $ 560
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The accompanying notes are an integral part of these financial statements.
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JOE S JEANS INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Business Description and Basis of Presentation

Joe sJeans Inc. s, orJoe s, principal business activity involves the design, development and worldwide marketing of apparel products. Joe s
primary current operating subsidiary is Joe s Jeans Subsidiary Inc. All significant inter-company transactions have been eliminated. Currently,
Joe s has only one segment of operations, primarily apparel, which includes an immaterial amount of revenue from a license agreement for
accessories. Prior to fiscal 2004, Joe s operated in two segments - apparel and accessories. On October 12, 2007, Joe s filed an amended and
restated certificate of incorporation in Delaware to change its corporate name from Innovo Group Inc. to Joe s Jeans Inc. and to increase the
shares of common stock authorized for issuance to 100,000,000.

Joe s fiscal year end is November 30. Effective October 11, 2007, Joe s changed from a thirteen-week quarterly reporting period to a last day of
the month quarterly reporting period. This change was made to conform to standard quarterly accounting periods. Prior to a change in its
fiscal year in October 2007, Joe s fiscal year end was the Saturday closest to November 30 based upon a 52 week
period. For fiscal years 2006 and 2005, the years ended on November 25, 2006 and November 26, 2005,

respectively. These fiscal year periods are referred to as fiscal 2006 and fiscal 2005, respectively, in the

accompanying Notes to Consolidated Financial Statements and the quarterly periods consisted of 13 week periods
based on a Sunday to Saturday week. Fiscal years as presented have 52 weeks and 6 days for the year ending
November 30, 2007, 52 weeks for each of the years ended November 25, 2006 and November 26, 2005. The
modification of the fiscal years did not have a material effect on Joe s financial condition, results of operations, or cash
flows.

As a result of the sale of assets related to certain areas of its operations, Joe s reclassified and reported the following operating divisions of its
various subsidiaries as Discontinued Operations : (1) its craft and accessories division operated under its Innovo Inc. subsidiary, or Innovo, sold
in May 2005; (2) its former headquarters in Springfield, Tennessee that was used as a commercial rental property operated under its Leaseall
Management Inc. subsidiary, or Leaseall, sold in February 2006; and (3) its private label apparel division operated under its Innovo Azteca
Apparel, Inc., or IAA, subsidiary and sold in May 2006. Continuing operations include the results of Joe s branded apparel business, including
certain terminated branded apparel lines, which were not separate operating divisions and thus, not considered to be part of Discontinued
Operations.

2. Summary of Significant Accounting Policies

Use of Estimates
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The preparation of financial statements in conformity with U.S. generally accepted accounting principles 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
these estimates.

Revenue Recognition

Revenues are recorded when title transfers to the customer, which is typically at the shipping point for most of our customers or when it reaches
a designated consolidator for some major department store customers. Joe s records estimated reductions to revenue for customer programs,
including co-op advertising, other advertising programs or allowances which are based upon a percentage of sales. Joe s also allows for returns
based upon pre-approval or for damaged goods. Such returns are estimated based on historical experience and an allowance is provided at the
time of sale.

Inventory

Inventory is valued at the lower of cost or market with cost determined by the first-in, first-out method. Inventory consists of finished goods,
work-in-process and raw materials. Joe s continually evaluates its inventories by assessing slow moving current product. Market value of
non-current inventory is estimated based on historical sales trends for this category of inventory for individual product lines, the impact of
market trends, an evaluation of economic conditions and the value of
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current orders relating to future sales of this type of inventory. Inventory reserves establish a new cost basis for inventory. Such reserves are not
reversed until the related inventory is sold or otherwise disposed. Costs capitalized in inventory include raw materials and finished goods
purchase price plus in-bound transportation costs and import fees and duties.

Costs of Goods Sold

The types of costs classified in costs of goods sold include product, freight in, freight out, inventory reserves, inventory markdowns, and other
various charges.

Selling, General and Administrative Expenses

The types of costs classified in selling, general and administrative expenses include salaries and benefits, travel and entertainment, professional
fees, advertising, marketing, sample expenses, facilities, fulfillment and distribution.

Earnings (Loss) Per Share

Net earnings (loss) per share has been computed in accordance with Financial Accounting Standard Board (FASB) Statement No. 128, Earnings
Per Share.

Advertising Costs

Advertising costs are charged to expense as incurred, or, in the case of media ads, upon first airing. Brochures and catalogues are capitalized
and amortized over their expected period of future benefits, which is typically twelve months or less.

Capitalized costs related to catalogues and brochures are included in prepaid expenses and other current assets. Amounts capitalized were $0
and $14,000 at November 30, 2007 and November 25, 2006, respectively. Advertising and tradeshow expenses included in selling, general and
administrative expenses were approximately $806,000, $1,637,000 and $1,350,000 for fiscal 2007, 2006 and 2005, respectively.

Financial Instruments

The fair values of Joe s financial instruments (consisting of cash, accounts receivable, accounts payable, due to factor and notes payable) do not
differ materially from their recorded amounts because of the relatively short period of time between origination of the instruments and their
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expected realization. Joe s neither holds, nor is obligated under, financial instruments that possess off-balance sheet credit or market risk.

Impairment of Long-Lived Assets and Intangibles

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may
not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to future net
cash flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by
the amount by which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of
the carrying amount or fair value less costs to sell.

Joe s accounts for goodwill and other intangible assets in accordance with Financial Accounting Standards Board, or FASB, Statement of
Financial Accounting Standards, or SFAS, No. 142 Goodwill and Other Intangible Assets. SFAS No. 142 requires that goodwill and intangible
assets that have indefinite useful lives not be amortized but, instead, tested at least annually for impairment while intangible assets that have

finite useful lives continue to be amortized over their respective useful lives. Accordingly, Joe s did not amortize any goodwill in fiscal 2007,
2006, 2005. However, identifiable intangible assets are amortized using the straight line method over a life of 10 years. Amortization expense
related to the license agreement pursuant to which Joe s originally acquired the right to use the Joe s® brand, totaled $44,000, $48,000 and
$48,000 for fiscal 2007, 2006 and 2005, respectively. In connection with the merger with JD Holdings, Inc., Joe s acquired all right, title and
interest in the Joe s®, Joe sJeans and JD® logos and marks. Pursuant to SFAS No. 142, Joe s has assigned an indefinite life to these intangible
assets and therefore, no amortization expense was recognized after the date of acquisition. However, Joe s will test the asset for impairment
annually as described below.

SFAS No. 142 requires that goodwill and other intangibles be tested for impairment using a two-step process. The

F-7

93



Edgar Filing: PUMA BIOTECHNOLOGY, INC. - Form 424B3

first step is to determine the fair value of each reporting unit, which may be calculated using a discounted cash flow methodology, and compare
this value to its carrying value. If the fair value exceeds the carrying value, no further work is required and no impairment loss would be
recognized. The second step is an allocation of the fair value of a reporting unit to each reporting unit s assets and liabilities under a hypothetical
purchase price allocation based upon internal estimates of expected cash flows.

As of November 30, 2007, Joe s did not recognize any impairment related to the intangible assets and goodwill of its Joe s® brand since it was
acquired in October 2007 and a fair value analysis completed as part of the acquisition exceeded its carrying value.

Cash Equivalents

Joe s considers all highly liquid investments that are both readily convertible into known amounts of cash and mature within 90 days from their
date of purchase to be cash equivalents.

Concentration of Credit Risk

Financial instruments that potentially subject Joe s to significant concentrations of credit risk consist principally of cash, cash equivalents,
accounts receivable and amounts due from factor. Joe s maintains cash and cash equivalents with various financial institutions. The policy is
designed to limit exposure to any one institution. Joe s performs periodic evaluations of the relative credit rating of those financial institutions
that are considered in Joe s investment strategy.

Joe s does not require collateral for trade accounts receivable. However, Joe s sells a portion of its accounts receivable to CIT Commercial
Services, Inc., or CIT, on a non-recourse basis. In that instance, Joe s is no longer at risk if the customer fails to pay. However, for accounts
receivable that are not sold to CIT or sold on a recourse basis, Joe s continues to be at risk if these customers fail to pay. Joe s provides an
allowance for estimated losses to be incurred in the collection of accounts receivable based upon the aging of outstanding balances and other
account monitoring analysis. The net carrying value approximates the fair value for these assets. Such losses have historically been within
management s expectations. Uncollectible accounts are written off once collection efforts are deemed by management to have been exhausted.

For fiscal 2007, 2006 and 2005, sales to customers or customer groups representing greater than 10 percent of net sales from continuing
operations recalculated to conform to the current year presentation are as follows:

2007 2006 2005
Nordstrom, Inc. 17.9% 16.0% 11.3%
Federated Department Stores, Inc. 17.6% 16.8% 11.1%
Beyond Blue, Inc. £ o 17.4%

* Less than 10%.
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Beyond Blue, Inc. was Joe s international distributor until February 2007 and not a retail or specialty store.

Stock-Based Compensation

In December 2004, the Financial Accounting Standards Board, or FASB, issued Statement of Financial Accounting Standards, or SFAS,

No. 123(R) Share Based Payment, which requires all share-based payments to employees and directors, including grants to employees and
directors of stock options, to be recognized in the statement of operations based upon their fair values. Pro forma disclosure is no longer an
alternative. Joe s adopted SFAS No. 123(R) utilizing the modified prospective basis method on November 27, 2005, the beginning of its 2006
fiscal year. A modified prospective method is where compensation cost is recognized beginning on November 27, 2005 for all share-based
payments granted after that date and for all awards that remain unvested as of that date. Under the modified prospective application transition
method, no cumulative effect of change in accounting principle charge is required for Joe s and prior periods have not been restated. If

F-8

95



Edgar Filing: PUMA BIOTECHNOLOGY, INC. - Form 424B3

Joe s had elected to recognize compensation cost for stock options based on their fair value at the grant dates consistent with the method
prescribed by SFAS No. 123(R), the pro forma net loss and net loss per share for fiscal 2005 would have been as follows:

Year ended
(in thousands, except
per share data)

2005
Net loss as reported $ (16,433)
Add:
Stock based employee compensation expense included in reported
net income, net of related tax effects
Deduct:
Total stock based employee compensation expense determined
under fair market value based method for all awards 5,048
Pro forma net loss $ (21,481)
Net loss per share
As reported - basic $ (0.51)
As reported - diluted $ (0.51)
Pro forma - basic $ (0.67)
Pro forma - diluted $ (0.67)

Furthermore, under SFAS 123(R), an entity may elect either an accelerated recognition method or a straight-line recognition method for awards
subject to graded vesting based on a service condition, regardless of how the fair value of the award is measured. For all stock based
compensation awards that contain graded vesting based on service conditions, Joe s has elected to apply a straight-line recognition method to
account for these awards.

Property and Equipment

Property and equipment are stated at the lesser of cost or fair value in the case of impaired assets. Depreciation is computed on a straight-line
basis over the estimated useful lives of the assets and includes capital lease amortization, if any. Leasehold improvements are amortized over
the lives of the respective leases or the estimated service lives of the improvements, whichever is shorter. Maintenance and repairs are charged
to expense as incurred. On sale or retirement, the asset cost and related accumulated depreciation or amortization is removed from the accounts,
and any related gain or loss is included in the determination of net income (loss).

Income Taxes

Joe s accounts for income taxes using the asset and liability approach as promulgated by SFAS 109, Accounting for Income Taxes. Deferred
income tax assets and liabilities are established for temporary differences between the financial reporting bases and the tax bases of Joe s assets

and liabilities at tax rates expected to be in effect when such assets or liabilities are realized or settle. Deferred income tax assets are reduced by

a valuation allowance if, in the judgment of Joe s management, it is not more likely than not that such assets will be realized.
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Reclassifications

Certain reclassifications have been made to prior year consolidated financial statements to conform to the current year presentation.

Discontinued Operations

In accordance with the provisions of SFAS No. 144  Accounting for the Impairment or Disposal of Long-Lived Assets, the accompanying
consolidated financial statements reflect the results of operations and financial position of its commercial rental property, its craft and accessory
business segment and its private label apparel division separately as discontinued operations.
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Other Recently Issued Financial Accounting Standards

On July 13, 2006, the FASB issued Interpretation No. 48, or FIN No. 48, Accounting for Uncertainty in Income Taxes: An interpretation of
FASB Statement No. 109.  This interpretation clarifies the accounting for and disclosure of uncertainty in income taxes recognized in an entity s
financial statements in accordance with SFAS No. 109, Accounting for Income Taxes. This interpretation defines the criteria that must be met
for the benefits of a tax position to be recognized in the financial statements and the measurement of tax benefits recognized. The provisions of
FIN 48 become effective for fiscal years beginning after December 15, 2006. Joe s does not expect that FIN 48 will have a material impact on its
results of operations, consolidated financial position or cash flows.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements , or SFAS No. 157, which defines fair value, establishes a
framework for measuring fair value and requires enhanced disclosures about fair value measurements. SFAS No. 157 requires companies to
disclose the fair value of their financial instruments according to a fair value hierarchy (i.e., levels 1, 2, and 3, as defined). Additionally,
companies are required to provide enhanced disclosure regarding instruments in the level 3 category, including a reconciliation of the beginning
and ending balances separately for each major category of assets and liabilities. SFAS No. 157 will be effective for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. Joe s is currently evaluating the impact adoption may have on its results of
operations or consolidated financial position.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities Including an
Amendment of FASB Statement No. 115, or SFAS No. 159. SFAS No. 159 permits entities to choose to measure many financial instruments
and certain other items at fair value. Unrealized gains and losses on items for which the fair value option has been elected will be recognized in
earnings at each subsequent reporting date. SFAS No. 159 is effective for financial statements issued for fiscal years beginning after

November 15, 2007, which is the year beginning December 1, 2007 for Joe s.Joe s is currently evaluating the impact that the adoption of SFAS
No. 159 will have on its consolidated results of operations and financial condition.

On December 4, 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations, or SFAS No. 141(R). SFAS No. 141(R) will
significantly change the accounting for business combinations. Under SFAS No. 141(R), an acquiring entity will be required to recognize all the
assets acquired and liabilities assumed in a transaction at the acquisition-date fair value with limited exceptions. SFAS No. 141(R) also includes
a substantial number of new disclosure requirements. SFAS No. 141(R) applies prospectively to business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2008, which is the year
beginning December 1, 2009 for Joe s. Joe s is currently evaluating the impact that SFAS No. 141(R) will have on its financial statements.

On December 4, 2007, the FASB issued SFAS No. 160, Non-controlling Interests in Consolidated Financial Statements-an Amendment of
Accounting Research Bulletin ( ARB ) No. 51, or SFAS No. 160. SFAS No. 160 establishes new accounting and reporting standards for a
non-controlling interest in a subsidiary and for the deconsolidation of a subsidiary. Specifically, this statement requires the recognition of a
non-controlling interest (minority interest) as equity in the consolidated financial statements separate from the parent s equity. The amount of net
income attributable to the non-controlling interest will be included in consolidated net income on the face of the income statement. SFAS

No. 160 clarifies that changes in a parent s ownership interest in a subsidiary that do not result in deconsolidation are equity transactions if the
parent retains its controlling financial interest. In addition, this statement requires that a parent recognize a gain or loss in net income when a
subsidiary is deconsolidated. Such gain or loss will be measured using the fair value of the non-controlling equity investment on the
deconsolidation date. SFAS No. 160 also includes expanded disclosure requirements regarding the interests of the parent and its non-controlling
interest. SFAS No. 160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008,
which is the year beginning December 1, 2009 for Joe s. Joe s is currently evaluating the impact that SFAS No. 160 will have on its financial
statements.
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3. Due (to) Factor

During fiscal 2007, Joe s primary method to obtain the cash necessary for operating needs was through the sale of accounts receivable pursuant
to factoring agreements and obtaining advances under inventory security agreements with CIT, the factor.
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As a result of these agreements, amounts due to factor consist of the following (in thousands):

2007 2006
Non-recourse receivables assigned to factor $ 8,346 $ 7,354
Client recourse receivables 778 2,717
Total receivables assigned to factor 9,124 10,071
Allowance for customer credits and doubtful accounts (1,421) (821)
Net loan balance from factored accounts receivable (6,201) (9,023)
Net loan balance from inventory advances (4,542) (1,115)
Due to factor $ (3,040) $ (888)
Non-factored accounts receivable $ 1,455 $ 967
Allowance for customer credits and doubtful accounts (652) (469)
Accounts receivable, net of allowance $ 803 §$ 498

Of the total amount of receivables sold by Joe s as of November 30, 2007 and November 25, 2006, Joe s bears the risk of payment of $778,000
and $2,717,000, respectively, in the event of non-payment by the customers.

CIT Commercial Services

On June 1, 2001, the Joe s Jeans Subsidiary entered into the accounts receivable factoring agreement and inventory security agreement with CIT.
In prior years, Joe s other active subsidiaries also entered into substantially identical agreements. These agreements give Joe s the ability to
obtain cash by selling to CIT certain of its accounts receivable. The accounts receivables are sold for up to 85 percent of the face amount on
either a recourse or non-recourse basis depending on the creditworthiness of the customer. In addition, the agreements allow Joe s to obtain
advances for up to 50 percent of the value of certain eligible inventory. CIT currently permits Joe s to sell its accounts receivables at the
maximum level of 85 percent and allows advances of up to $6,000,000 for eligible inventory. CIT has the ability, in its discretion at any time or
from time to time, to adjust or revise any limits on the amount of loans or advances made to Joe s pursuant to these agreements. As further
assurance to CIT, cross guarantees were executed by and among Joe s and all of its subsidiaries to guarantee each subsidiaries obligations. From
time to time, personal guarantees or pledges of additional collateral have been executed by directors or stockholders to contribute to Joe s ability
to obtain cash under the agreements. As of November 30, 2007, CIT did not require any additional agreements to permit additional funding to
Joe s.

As of November 30, 2007, Joe s cash availability with CIT was approximately $749,000. This amount fluctuates on a daily basis based upon
invoicing and collection related activity by CIT for the receivables sold. In connection with the agreements with CIT, certain assets are pledged
to CIT, including all of the inventory, merchandise, and/or goods, including raw materials through finished goods and receivables.

The agreements may be terminated by CIT upon 60 days prior written notice or immediately upon the occurrence of an event of default, as
defined in the agreement. The agreements may be terminated by Joe s upon 60 days advanced written notice prior to June 30, 2010 or earlier
provided that the minimum factoring fees have been paid for the respective period.

The factoring rate that Joe s pays to CIT to factor accounts is at 0.6 percent for accounts which CIT bears the credit risk and 0.4 percent for
accounts which Joe s bears the credit risk and the interest rate associated with borrowings under the inventory lines and factoring facility is at
0.25 percent plus the Chase prime rate. As of November 30, 2007, the Chase prime rate was 7.5 percent.
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In addition, in the event Joe s needs additional funds, Joe s has also established a letter of credit facility with CIT to allow it to open letters of
credit for a fee of 0.25 percent of the letter of credit face value with international and domestic suppliers, subject to availability.
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4. Merger Transaction

Merger Agreement

Joe s, Joe s Subsidiary, JD Holdings, Inc., or JD Holdings, and Joseph Dahan, the sole stockholder of JD Holdings, entered into a definitive
Agreement and Plan of Merger on February 6, 2007, as amended on June 25, 2007, or the Merger Agreement. JD Holdings primary asset is all
rights, title and interest in all intellectual property, including the trademarks, related to the Joe s®, Joe s Jeans and JD brand and marks, or the
Joe s Brand. At the time of entering into the Merger Agreement, Mr. Dahan was a current employee of Joe s, serving as president of Joe s
Subsidiary. In addition, JD Holdings was the successor to JD Design, the entity from whom Joe s licensed the Joe s Brand. The license
agreement terminated automatically upon completion of the merger.

Under the terms and subject to the conditions set forth in the Merger Agreement, on October 25, 2007, the Joe s and JD Holdings completed the
merger. In connection with the merger, Joe s Subsidiary merged with and into JD Holdings, with Joe s Subsidiary as the surviving entity and a
wholly owned subsidiary of Joe s. In addition, Joe s issued 14,000,000 shares of its common stock, made a cash payment of $300,000 to JD
Holdings in exchange for all of its outstanding shares and incurred $93,000 of merger related expenses. As a result of the merger, Joe s now owns
all rights, title and interest in the Joe s Brand.

Furthermore, under the revised Merger Agreement, Mr. Dahan will continue to be entitled to, for a period of 120 months following October 25,
2007, a certain percentage of the gross profit earned by Joe s in any applicable fiscal year. The additional merger consideration, or earn-out, will
be paid in advance on a monthly basis based upon estimates of gross profits after the assumption has been reached that the payments will likely

be paid. At the end of each quarter, any overpayments will be offset against future payments and any underpayments will promptly be made.
Advanced earn-out payments are recorded against goodwill. As of November 30, 2007, Joe s has recorded $125,000 against goodwill. See Note
9 Commitments and Contingencies Earn Out for a further discussion of the earn-out obligation. In addition, the Merger Agreement contains a
restrictive covenant relating to non-competition and non-solicitation for one year following the termination of Dahan s service.

Effective upon completion of the merger, on October 25, 2007, Mr. Dahan became an officer, director and greater than 10 percent
stockholder of Joe s. In connection with the completion of the merger, an Employment Agreement and Investor Rights Agreement became
effective.

The merger has been accounted for as a purchase under U.S. generally accepted accounting principles. Accordingly, management, with the
assistance from independent valuation specialists, has allocated the purchase price to the assets and liabilities of JD Holdings in Joe s financial
statements as of the completion of the merger at their respective fair values. The valuations of intangible assets, income taxes and certain other
items are preliminary. Management expects to complete the purchase price allocations during the first or second quarter of fiscal 2008.

The assets acquired in this merger consisted of intangible assets. JD Holdings had an immaterial amount of other assets, including incidental

office equipment that were distributed to Mr. Dahan as the sole stockholder prior to the closing of the transaction. Pursuant to the Statement of
Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets, Joe s has determined that the useful life of the acquired assets is
indefinite and therefore no amortization expense will initially need to be recognized. However, Joe s will test the assets for impairment annually
and/or if events or changes in circumstances indicate that the assets might be impaired. Additionally, a deferred tax liability has been established

in the allocation of the purchase price with respect to the identified indefinite long lived intangible assets acquired.
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Under the purchase method of accounting, the total consideration as shown in the table below is allocated to JD Holdings intangible assets based
on their estimated fair values as of the date of the completion of the merger. The consideration is allocated as follows:
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Allocation of Purchase Price
Calculation of Consideration:

Purchase of JD Holdings common shares (1) $ 17,667,000
Cash payments for JD Holdings shares (2) 300,000
Direct transaction fees and expenses (3) 93,000
Goodwill and trademark rights from predecessor agreement 176,000
Total consideration (4) $ 18,236,000
Consideration Allocated to Acquired Net Assets Based on Fair Value:

JD Holdings historical book value of net assets acquired $

Adjustments to bring acquired assets and liabilities to fair value:

Trademark contract right 13,200,000
Goodwill 10,290,000
Less deferred tax liability (5,254,000)
Fair value of net assets acquired $ 18,236,000
(1) Represents the value of 14,000,000 shares of our common stock to be issued in exchange for the outstanding shares of JD Holdings

common stock in the merger, based on 1,000 shares of JD Holdings common stock outstanding as of October 25, 2007 and based on the average
price of $1.3975 of Joe s common stock as reported on NASDAQ for the two day period before and after the date the merger, as amended, was
announced (June 25, 2007) less a 9.7% discount for the restrictions on resale as a result that the shares will not initially be registered for resale
and will be contractually restricted for certain periods under the Merger Agreement.

2) Represents the cash consideration paid under the Merger Agreement.
3) Represents direct merger costs, including financial advisory, legal, accounting and other costs.
“) The indicated value of the contingent consideration, which is not contingent upon Mr. Dahan s continued employment, is not included

in the fair value of the net assets acquired at the acquisition date. This contingent consideration will be accounted for in the future as additional
purchase price under the terms of the Merger Agreement.

Employment Agreement

In connection with the completion of the Merger, Mr. Dahan s employment agreement automatically became effective upon the closing of the
merger for Mr. Dahan to serve as Creative Director for the Joe s Brand.

The initial term of employment is 5 years with automatic renewals for successive one year periods thereafter, unless terminated earlier in
accordance with the agreement. Under the employment agreement, Mr. Dahan is entitled to an annual salary of $300,000 and other discretionary
benefits that the Compensation Committee of the Board of Directors may deem appropriate in its sole and absolute discretion.

Under the terms of the employment agreement, Joe s may terminate Mr. Dahan for cause or if he becomes disabled, as defined in the agreement.
Should Joe s terminate Mr. Dahan s employment for cause or disability, Joe s would only be required to pay him through the date of termination.
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Joe s may terminate Mr. Dahan s employment without cause at any time upon two weeks notice, provided that it pays to him the present value of
the annual salary amounts otherwise due to him for the remainder of the initial term of employment or any renewal term. Mr. Dahan may
terminate his employment for good reason at any time within 30 days written notice. In the event that Mr. Dahan terminates his employment for
good reason, then he will be entitled to the present value of the annual salary amounts otherwise due to him for the remainder of the term of
employment. Further, Mr. Dahan may terminate his employment for any reason upon ten business days notice and only be entitled to his salary
as of the date of termination on a pro rata basis.

The employment agreement contains customary terms and conditions related to confidentiality of information, ownership by Joe s of all
intellectual property, including future designs and trademarks, alternative dispute resolution and Mr. Dahan s duties and responsibilities to Joe s
and the Joe s Brand as Creative Director.
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Investor Rights Agreement

Upon the closing of the merger, Joe s also entered into an investor rights agreement. Pursuant to the investor rights agreement, Joe s agreed to
register for resale, on a periodic basis at the request of Mr. Dahan, the shares of common stock eligible for resale issued in connection with the
merger. The shares of common stock issued as Merger consideration become eligible for resale beginning on the six month anniversary of the
closing date of the Merger at an initial rate of 1/6 of the shares issued and every six months thereafter at the same rate until all the shares are

fully released on the third anniversary of the closing date. Joe s agreed to bear all expenses associated with registering these shares for resale and
have granted to Mr. Dahan certain piggyback rights with respect to future registration statements filed by Joe s. The investor rights agreement
contains customary terms and conditions related to registration procedures, trading suspensions, and indemnification of the parties.

5. Inventories

Inventory is valued at the lower of cost or market with cost determined by the first-in, first-out method. Inventories consisted of the following
(in thousands):

2007 2006
Finished goods 7,450 % 5,026
Work in progress 1,998 468
Raw materials 11,969 1,292
21,417 6,786
Less allowance for obsolescence and slow moving items (614) (519)
$ 20,803 $ 6,267

Joe s recorded charges to its inventory reserve allowance of $316,000, $680,000 and $3,463,000 in fiscal 2007, 2006 and 2005, respectively.

6. Property and Equipment

Property and equipment consisted of the following (in thousands):

Useful lives

(years) 2007 2006
Computer and equipment 2-7 $ 1,088 $ 625
Furniture and fixtures 3-7 221 457
Leasehold improvements 5 189 146
1,498 1,228
Less accumulated depreciation (706) (391)
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Net property and equipment $ 792 $ 837

Depreciation expenses aggregated $315,000, $242,000 and $140,000 for fiscal 2007, 2006 and 2003, respectively.
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7. Income Taxes

The provision (benefit) for domestic and foreign income taxes from continuing operations is as follows:

Year ended
(in thousands)
2007 2006 2005
Current:
Federal $ 65 $ $
State 26 36 13
91 36 13

Deferred:
Federal 1,293 (6,342) (5,400)
State

1,293 (6,342) (5,400)
Change in valuation allowance (1,293) 6,342 5,400
Total $ 91 $ 36 $ 13

Because of losses, there was no effect for income tax benefits realized by Joe s for fiscal 2006 and fiscal 2005.

Net deferred tax assets result from the following temporary differences between the book and tax bases of assets and liabilities:

Year ended
(in thousands)
2007 2006
Deferred tax assets:
Property and equipment basis difference $ 233§ 263
Allowance for doubtful accounts 829 840
Inventory valuation 246 208
Benefit of net operating loss carryforwards 19,461 21,129
Alternative minimum tax 63
Goodwill and intangible assets 52 37
Other 848 548
Deferred tax assets 21,732 23,025
Valuation allowance (21,732) (23,025)
Total deferred tax assets
Deferred tax liability:
Long-lived intangible asset (5,254)
Total deferred tax liability (5,254)
Total net deferred tax liability $ (5,254) %
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For continuing operations, the reconciliation of the effective income tax rate to the federal statutory rate for the years ended is as follows:

Year ended
(in thousands)
2007 2006 2005

Computed tax provision (benefit) at the statutory rate 34% (B34)% (34)%
State income tax 6%

All others 1%

Change in valuation allowance 37 )% 34% 34%
Effective tax rate 4% 0% 0%

Joe s has consolidated net operating loss carryforwards for federal purposes of approximately $47,000,000 expiring through 2025. Certain
limitations may be placed on net operating loss carryforwards as a result of changes in control as defined in Section 382 of the Internal Revenue
Code. In the event a change in control occurs, it will have the effect of limiting the annual usage of the carryforwards in future years.

Additional changes in control in future periods could result in further limitations of Joe s ability to offset taxable income. Management believes
that certain changes in control have occurred which resulted in limitations on its net operating loss carryforwards. Management has determined
that realization of the net deferred tax assets does not meet the more likely than not criteria. As a result, a valuation allowance has been provided
for.

8. Stockholders Equity

Preferred Stock

In April 2002, Joe s issued 195,295 shares of $100, 8 percent Series A Redeemable Cumulative Preferred Stock, or Series A Shares, to certain
holders in connection with its Innovo Realty Inc., or IRI, subsidiary. In April 2005, Joe s executed a settlement agreement with the holders of its
Series A Shares and redeemed all of the Series A Shares in exchange for the transfer of all of the stock of its IRI subsidiary. No shares were
outstanding as of November 30, 2007, November 25, 2006, and November 26, 2005, respectively.

Recent Issuances of Common Stock

In July 2003, Joe s entered into an asset purchase agreement with Azteca Production International Inc., or Azteca, for the purchase of Azteca s
private label division. In connection with the agreement, Joe s was obligated to issue additional shares of its common stock in the event that it
traded at an average stock price of less than $3.00 per share for the period between February 10, 2006 and March 12, 2006. On May 17, 2006,
Joe sissued an additional 1,041,667 shares as a result of this provision in this agreement. The share issuance has been recognized in the
Statement of Stockholders Equity.

In December 2006, Joe s issued 6,834,347 shares of its common stock at a purchase price of $0.53 per share, 2,050,304 warrants to purchase
common stock at an exercise price of $0.58 per share and 125,000 warrants to purchase common stock at an exercise price of $0.66 per share in
a private placement transaction. In June 2007, Joe s issued 1,600,000 shares of its common stock at a purchase price of $1.25 per share and
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480,000 warrants to purchase shares of its common stock at a purchase price of $1.36 per share. See Note 14- Private Placement Transactions
for a further discussion of this equity financing transaction.

On June 27, 2007, Joe s received notices from two holders of warrants that it was exercising certain previously issued warrants and issued
2,050,304 shares of its common stock. Joe s received gross proceeds of $1,189,000 in connection with the warrant exercise.
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After approval by Joe s stockholders and in connection with the closing of the merger, Joe s issued to Mr. Dahan, as sole stockholder of JD
Holdings, 14,000,000 shares of its common stock in exchange for all of the outstanding shares of JD Holdings.

Warrants

Joe s has issued warrants in conjunction with various private placements of its common stock, debt to equity conversions, acquisitions and in
exchange for services. All warrants are currently exercisable. As of November 30, 2007, outstanding common stock warrants are as follows:

Exercise price Shares Issued Expiration

$ 4.50 200,000 June 2003 June 2008
3.62 17,500 August 2003 August 2008
4.00 373,333 November 2003 November 2008
1.53 125,000 June 2004 June 2009
2.28 62,500 October 2004 October 2009
0.66 125,000 December 2006 December 2011
1.36 480,000 June 2007 June 2012

1,383,333

In December 2006 and June 2007, in connection with equity financing private placement transactions, Joe s issued 2,050,304 warrants to
purchase common stock at an exercise price of $0.58 per share, 125,000 warrants to purchase common stock at an exercise price of $0.66 per
share and 480,000 warrants to purchase common stock at an exercise price of $1.36 per share. See Note 14- Private Placement Transactions for
a further discussion of this equity financing transaction.

Stock Incentive Plans

In March 2000, Joe s adopted the 2000 Employee Stock Option Plan, or the 2000 Employee Plan. In May 2003, the 2000 Employee Plan was
amended to provide for incentive and nonqualified options for up to 3,000,000 shares, subject to adjustment, of common stock that may be
granted to employees, officers, directors and consultants. On June 3, 2004, in connection with stockholder approval of the 2004 Stock Incentive
Plan, Joe s stated that it would no longer grant options pursuant to the 2000 Employee Plan, however, the 2000 Employee Plan remains in effect
for awards outstanding as of June 3, 2004. The exercise price for incentive options may not be less than the fair market value of Joe s common
stock on the date of grant and the exercise period may not exceed ten years. Vesting periods and option terms are determined by the Board of
Directors. As of November 30, 2007, options to purchase up to 200,000 remained outstanding under the 2000 Employee Plan.

In September 2000, Joe s adopted the 2000 Director Stock Incentive Plan, or the 2000 Director Plan, under which nonqualified options for up to
500,000 shares of common stock may be granted. At the first annual meeting of stockholders following appointment to the board and annually
thereafter during their term, each non-employee director received an option to purchase common stock with an aggregate fair value of $10,000.
These options vested on a monthly basis and were generally exercisable in full one year from the date of grant and expire ten years after the date
of grant. The exercise price was set at 50 percent of the fair market value of the common stock on the date of grant. The discount was in lieu of
cash director fees. On June 3, 2004, in connection with stockholder approval of the 2004 Stock Incentive Plan, Joe s stated that it would no
longer grant options pursuant to the 2000 Director Plan; however, the 2000 Director Plan remains in effect for awards outstanding as of June 3,
2004. As of November 30, 2007, options to purchase up to 203,546 remained outstanding under the 2000 Director Plan.
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On June 3, 2004, Joe s stockholders adopted the 2004 Stock Incentive Plan, or the 2004 Incentive Plan. On October 11, 2007, Joe s stockholders
amended it to increase the number of shares authorized for issuance to 8,265,172 shares of common stock. Under the 2004 Incentive Plan,

grants may be made to employees, officers, directors and consultants under a variety of awards based upon underlying equity, including, but not
limited to, stock options, restricted common stock, restricted stock units or performance shares. The 2004 Incentive Plan limits the number of
shares that can be awarded to any employee in one year to 1,250,000. Exercise price for incentive options may not be less than the fair market
value of Joe s common stock on the date of grant and the exercise period may not exceed ten years. Vesting periods, terms and types of awards
are determined
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by the Board of Directors and/or its Compensation and Stock Option Committee, or Compensation Committee. The 2004 Incentive Plan
includes a provision for the acceleration of vesting of all awards upon a change of control as well as a provision that allows forfeited or
unexercised awards that have expired to be available again for future issuance. During the fourth quarter of fiscal 2007, Joe s granted 555,849
shares of restricted common stock to its directors and CEO pursuant to the 2004 Stock Incentive Plan. The issuance of these shares of restricted
common stock resulted in a stock-based compensation charge of $80,000 in fiscal 2007. As of November 30, 2007, 4,020,990 shares remained
available for issuance under the 2004 Incentive Plan.

The shares of common stock issued upon exercise of a previously granted stock option or a grant of restricted common stock are considered new
issuances from shares reserved for issuance in connection with the adoption of the various plans. Joe s requires that the option holder provide a
written notice of exercise in accordance with the option agreement and plan to the stock plan administrator and full payment for the shares be
made prior to issuance. All issuances are made under the terms and conditions set forth in the applicable plan.

For all stock based compensation awards that contain graded vesting based on service conditions, Joe s has elected to apply a straight-line

recognition method to account for these awards. The total stock based compensation expense for fiscal 2007 was $114,000. For existing grants
that were not fully vested at November 25, 2006, there was a total of $20,000 of stock based compensation expense recognized in fiscal 2007.
In the fourth quarter of fiscal 2007, Joe s granted an option to purchase 100,000 shares that vested on a monthly basis over a two year period;
however, this option was cancelled and replaced with the consent of the option holder with a restricted stock unit grant for 100,000 shares of
common stock in December 2007.

The fair value of each option granted is estimated on the date of grant using the Black-Scholes option pricing model with the following
assumptions:

(in thousands)

2007 2006 2005
Estimated dividend yield 0.00% 0.00% 0.00%
Expected stock price volatility 100.40% 92-94% 82-94%
Risk-free interest rate 4.20% 4.5-5.0% 3.99%
Expected life of options-in years 2.79yrs 3.1-3.3yrs 4yrs

The Black-Scholes model was developed for use in estimating the fair value of traded options, which have no vesting restrictions and are fully
transferable. In addition, the assumptions used in option valuation models are subjective and can materially impact fair value estimates.
Therefore, the actual value of stock options may differ materially to values computed under the Black-Scholes model.

The following summarizes option grants and restricted common stock issued to members of the Board of Directors for the fiscal years 2002
through 2007 (in actual amounts) for service as a member:

November 30, 2007

As of: Number of options Exercise price

2002 40,000 $ 1.00
2002 31,496 $ 1.27
2003 30,768 $ 1.30
2004 320,000 $ 1.58
2005 300,000 $ 5.91
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2006 450,000 $ 1.02
2007

Number of restricted
shares isssued

2007 320,000
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Stock activity in the aggregate for the periods indicated are as follows (in actual amounts):

Options
Outstanding at November 25, 2006 4,092,296 $
Granted 100,000
Exercised (366,250)
Forfeited/expired (200,000)
Outstanding at November 30, 2007 3,626,046 $
Exercisable and vested at November 30, 2007 3,476,046 $
Weighted average per option fair value of options
granted during the year $
Options
Outstanding at November 26, 2005 4,123963 $
Granted 1,650,000
Exercised
Forfeited/expired (1,681,667)
Outstanding at November 25, 2006 4,092,296 $
Exercisable and vested at November 25, 2006 3,954,796 $
Weighted average per option fair value of options
granted during the year $
Options
Outstanding at November 27, 2004 3,198,554 $
Granted 1,625,000
Exercised (699,591)
Forfeited/expired
Outstanding at November 26, 2005 4,123,963 $
Exercisable and vested at November 26, 2005 4,123,963 $
Weighted average per option fair value of options
granted during the year $

Weighted
average exercise
price
1.68
1.92
0.92
1.02
1.80
1.82
1.23
Weighted
average exercise
price
291
1.02
(2.24)
1.68
1.72
0.35
Weighted
average exercise
price
1.93
4.12
(1.25)
291
2.95
2.62

Weighted average Aggregate
remaining contractual Intrinsic
Life (Years) Value
7.00 $ 1,047,465
690 $ 972,419
Weighted average Aggregate
remaining contractual Intrinsic
Life (Years) Value
803 §$ 67,718
797 $ 31,968
Weighted average Aggregate
remaining contractual Intrinsic
Life (Years) Value
820 $
820 $

As of November 30, 2007, there was $123,000 of total unrecognized compensation cost related to nonvested share-based compensation
arrangements granted under the 2004 Incentive Plan. That unrecognized compensation cost is expected to be recognized over a
weighted-average period of 1.6 years. The total fair value of shares of stock options vested during the fiscal years ended November 30, 2007,

November 25, 2006 and November 26, 2005, was $34,000, $997,000 and $4,846,000, respectively.
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Exercise prices for options outstanding as of November 30, 2007 are as follows:

Options Outstanding
Weighted-Average
Remaining Contractual

Exercise Price Number of shares Life
$0.39 - $0.40 190,064 5.7
$1.00 - $1.02 2,015,000 7.7
$1.27 - $1.30 60,982 5.2
$1.58 - $1.63 610,000 6.7

$1.92 100,000 9.7
$2.40 200,000 0.0
$5.91 450,000 7.5

3,626,046 7.0

The following table summarizes st

Outstanding at November 25, 2006

Options Granted
Restricted stock granted
Restricted stock issued
Exercised

Forfeited / Cancelled

Outstanding at November 30, 2007

Exercisable at November 30, 2007

ock activity by plan.

Total Number
of Shares

4,092,296
100,000
555,849

(555,849)

(366,250)

(200,000)
3,626,046

3,476,046

Options Exercisable

Number of options

Weighted-Average
Remaining Contractual

vested Life
127,564 4.2
2,015,000 7.7
60,982 5.2
610,000 6.7
12,500 9.7
200,000 0.0
450,000 7.5
3,476,046 6.9
2004 Incentive 2000 Employee 2000 Director
Plan Plan
3,688,750 200,000 203,546
100,000
555,849
(555,849)
(366,250)
(200,000)
3,222,500 200,000 203,546
3,072,500 200,000 203,546

The weighted-average grant-date fair value of options granted during fiscal years 2007, 2006 and 2005, was $1.23, $0.35 and $2.62,

respectively. The total intrinsic value of options exercised during the fiscal years ended November 30, 2007, November 25, 2006 and

November 26, 2005, was $651,000, $0 and $2,840,000, respectively.
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A summary of the status of restricted stock as of November 25, 2006, and changes during the year ended November 30, 2007, is presented
below:

Weighted-
Average Grant-

Shares Date Fair Value
Restricted stock at November 25, 2006 $
Granted 555,849 $ 1.59
Vested (26,667) $ (1.59)
Forfeited $
Restricted stock at November 30, 2007 529,182 $ 1.59
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Earnings (Loss) Per Share

Earnings (loss) per share are computed using weighted average common shares and dilutive common equivalent shares outstanding. Potentially
dilutive securities consist of outstanding convertible notes, options and warrants. A reconciliation of the numerator and denominator of basic
earnings per share and diluted earnings per share is as follows:

Year Ended
(in thousands, except per share data)
November 30, 2007 November 25, 2006 November 26, 2005
Basic Earnings per share Computation:
Numerator:
Income (loss) from continuing operations $ 2,254 $ (7,144) $ (8,488)
Loss from discontinued operations (2,149) (7,945)
Net income (loss) $ 2,254 $ (9,293) $ (16,433)
Denominator:
Weighted average common shares outstanding 43,840 33,853 31,942
Income (loss) per Common Share - Basic
Income (loss) from continuing operations $ 0.05 $ (0.21) $ (0.26)
Loss from discontinued operations (0.06) (0.25)
Net income (loss) $ 0.05 $ (0.27) $ (0.51)
Diluted Earnings per share Computation:
Numerator:
Income (loss) from continuing operations $ 2,254 $ (7,144) $ (8,488)
Loss from discontinued operations (2,149) (7,945)
Net income (loss) $ 2,254 $ (9,293) $ (16,433)
Denominator:
Weighted average common shares outstanding 43,840 33,853 31,942
Effect of dilutive securities:
Options and warrants 1,160
Dilutive potential common shares 45,000 33,853 31,942
Income (loss) per Common Share - Dilutive
Income (loss) from continuing operations $ 0.05 $ (0.21) $ (0.26)
Loss from discontinued operations (0.06) (0.25)
Net income (loss) $ 0.05 $ (0.27) $ (0.51)

Potentially dilutive convertible notes, options and warrants in the aggregate of 4,870,629 and 4,902,296 in fiscal 2006 and fiscal 2005,
respectively, have been excluded from the calculation of the diluted loss per share as their effect would have been anti-dilutive.

For fiscal 2007, currently exercisable options and warrants in the aggregate of 1,868,301 have been excluded from the
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calculation of diluted income per share because the exercise prices of such options and warrants were out-of-the-money.

Shares Reserved for Future Issuance

As of November 30, 2007, shares reserved for future issuance include (i) 3,476,046 shares of common stock issuable upon the exercise of
outstanding stock options; (ii) an aggregate of 4,020,990 shares of common stock available for future issuance under the 2004 Stock Incentive
Plan as of November 30, 2007; and (iii) 1,383,333 shares of common stock issuable upon the exercise of outstanding warrants.

9. Commitments and Contingencies

Operating Lease Obligations

Joe s leases certain equipment and office space under separate lease arrangements. The leases generally contain renewal provisions. Equipment
and office rental expenses under such leases for the years ended November 30, 2007, November 25, 2006 and November 26, 2005, were
approximately $512,000, $371,000 and $602,000, respectively, for continuing operations.

In October 2006, Joe s entered into an assignment and assumption of sublease for office space in New York, New York for the remainder of the
original sublease term and paid an assignment fee of $344,000, including miscellaneous expense and real estate commissions. This amount was
charged to selling, general and administrative expenses. In connection with the assignment, the original guaranty of payment for the sublease
remains in effect until the end of the original term of the sublease, which is July 2009. Therefore, Joe s may be obligated to pay the monthly
sublease fee of approximately $30,000 in the event the assignee defaults on its obligations to the sublandlord or landlord until the end of the
lease term.

Until July 2006, Joe s also used space under a verbal month-to-month arrangement with Azteca, a related party, for its headquarters and principal
executive offices. Under this arrangement, Joe s paid to Azteca a monthly fee for allocated expenses associated with its use of office and
warehouse space and expenses in connection with maintaining such office and warehouse space. These allocated expenses included, but were
not limited to, rent, security, office supplies, machine leases and utilities. In addition, Joe s paid to Azteca distribution fees for distribution
services in addition to the monthly rental fee. Expenses for the fiscal years 2006 and 2005 under this arrangement were $557,000 and
$1,039,000, respectively.

In July 2006, Joe s moved its headquarters and principal executive offices to another facility under a verbal month-to-month arrangement with a
third party who provides its product fulfillment, warehousing and distribution services. Under this arrangement commencing in December 2007,
Joe s pays a monthly fee of approximately $160,000 for allocated expenses associated with its use of office and warehouse space including its
product fulfillment, warehousing and distribution services. Expenses under this arrangement were $1,427,000 and $568,000 for fiscal 2007 and
2006, respectively.
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Joe s continues to be obligated under its lease in the amount of approximately $8,000 per month for its executive office space in Los Angeles
because the sublessee, an entity that is owned or controlled by a member of one of Joe s board of directors, leases on a month-to-month basis
until December 31, 2009. In addition, Joe s leases additional space in the amount of approximately $2,000 in New York under a short term lease
that terminates on March 31, 2008.

Future operating lease obligations are as follows (in thousands):

2008 $ 150
2009 131
2010 20
2011 4
2012 1
$ 306
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Advertising Commitments

During fiscal 2006 and into part of fiscal 2007, Joe s had advertising commitments with certain parties for billboard advertisement in Los
Angeles, California and advertising space on the tops of taxi cabs in New York City. In January 2007, all advertising commitments had expired
under the terms of the original commitment and were not renewed. In January 2008, Joe s entered into an agreement for short term billboard
advertising space in various locations in and around New York and Los Angeles but does not have any commitment to pay a minimum amount.

Letter of Credits

Joe s has a contingent liability for $791,000 in open letter of credits as of November 30, 2007.

Earn Out

As part of the consideration paid in connection with the completion of the merger, Mr. Dahan will be entitled to a certain percentage of the gross
profit earned by Joe s in any applicable fiscal year until October 2017. Mr. Dahan will be entitled to the following: (i) 11.33 percent of the gross
profit from $11,251,000 to $22,500,000; plus (ii) 3 percent of the gross profit from $22,501,000 to $31,500,000; plus (iii) 2 percent of the gross
profit from $31,501,000 to $40,500,000; plus (iv) 1 percent of the gross profit above $40,501,000. The payments will be made in advance and
then be compared against amounts actually earned after the applicable quarter or fiscal year with shortfalls paid immediately and overpayments
offset against future earnings. No payment will be made if the gross profit is less than $11,250,000. Gross Profit is defined as net sales of the
Joe s® brand less cost of goods sold as reported in periodic filings with the SEC.

Litigation

Joe sisinvolved from time to time in routine legal matters incidental to its business. In the opinion of Joe s management, resolution of such
matters will not have a material effect on its financial position or results of operations.

10. Segment Reporting and Operations by Geographic Areas

Segment Reporting

Joe s has only one segment of operations, primarily apparel, which includes an immaterial amount of revenue from a license agreement for
accessories. Prior to fiscal 2004, Joe s operated in two segments - apparel and accessories. In May 2005, Joe s sold the remaining assets of its
craft and accessories segment of operations and in May 2006, Joe s sold certain assets related to its private label apparel division. Accordingly,
each of these activities has been classified as a Discontinued Operations and reported as such.
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Operations by Geographic Areas

Historically, Joe s presented information about operations in the United States and Asia with intercompany revenues and assets eliminated to
arrive at the consolidated amounts. Beginning in fiscal 2004, Joe s no longer had reportable operations outside of the United States.

11. Related Party and Other Transactions

As of November 30, 2007 and November 25, 2006, Joe s related party balance consisted of amounts due (to) or due from certain related parties,
as further described below, as follows:

2007 2006
Commerce Investment Group and affliates $ (1,031) $ 2,163
JD Holdings, Inc. (111) (82)
Due from related parties, net $ (1,142) $ 2,081
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Former Related Parties

Commerce Investment Group and affiliates

Historically, Joe s has a strategic relationship with certain of its stockholders, Hubert Guez, Paul Guez and their affiliated companies, including
Azteca, AZT and Commerce Investment Group LLC, or Commerce. By virtue of this relationship, Joe s has entered into the following
agreements, at various times, with Hubert Guez, Paul Guez and their affiliated companies, Azteca, AZT and/or Commerce, entities in which
Hubert Guez and Paul Guez have controlling interests. These entities are no longer related parties as they are not officers, directors or greater
than 10 percent stockholders nor do they have the ability to control, directly or indirectly, Joe s.

The following table represents charges from the affiliated companies pursuant to Joe s relationship with them, including its discontinued
operations, as follows:

(in thousands)

2007 2006 2005

Continuing operations

Purchase order arrangements $ 10,727  $ 12,845 $ 2,560
Verbal facilities arrangement 256 315
Discontinued operations

Supply agreement / Purchase order arrangements 16,851 60,898
Earn-out due to Sweet Sportswear 248 1,323
Verbal facilities agreement 301 724
Principal and interest on note payable 1,088 1,057
Supply and Distribution agreement 639

Continuing Operations - Purchase Order Arrangement

Until August 2007, Joe s used AZT as a supplier on a purchase order basis for certain of its Joe s® denim products produced in Mexico. Under
this arrangement, Joe s advanced the funds to purchase raw materials, which primarily includes fabric, anticipated for production of its products
and paid for the production cost less credit for the advances on raw materials. Joe s purchased these products in various stages of production
from partial to completed finished goods. In August 2007, Joe s began using a third party vendor for the production of its products in Mexico.

Continuing Operations - Verbal Facilities Arrangement

Until mid-July 2006, Joe s used space for its headquarters and principal executive offices under a verbal month-to-month arrangement with
Azteca. Under this arrangement, Joe s paid to Azteca a monthly fee for allocated expenses associated with its use of office and warehouse space,
including a fee charged on a per unit basis for inventory, and expenses in connection with maintaining such office and warehouse space. These
allocated expenses included, but were not limited to, rent, security, office supplies, machine leases and utilities. In mid-July 2006, Joe s moved
its headquarters and principal executive offices to nearby office and warehouse space and accordingly, no longer has any obligation to pay
Azteca under the verbal facilities arrangement.
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Discontinued Operations  Supply Agreement/Purchase Order Arrangements

In July 2003, under an asset purchase agreement, or Blue Concept APA, with Azteca, Hubert Guez and Paul Guez, Joe sIAA subsidiary acquired
the Blue Concept Division of Azteca, a division which sold denim apparel primarily to American Eagle Outfitters, Inc., or AEO. Simultaneous
with the Blue Concept APA, IAA entered into a non-exclusive Supply Agreement with AZT for the purchase of denim products to be sold to
AEOQ, which expired on July 17, 2005. Under the terms of the Supply Agreement, AZT agreed that the purchase price on the products supplied
would provide for a margin per unit of 15 percent. After the expiration of the supply agreement, Joe s continued to use AZT as a supplier on a
purchase order basis for
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its AEO products under similar terms. Upon completion of the sale of IAA s private label division to Cygne Designs, Inc., or Cygne, as
discussed in Note 15 Discontinued Operations, Cygne assumed $2,500,000 of the amount owed to AZT under this purchase order supply
arrangement.

Discontinued Operations - Earn-out Due to Sweet Sportswear LLC

The Blue Concept APA also provided for the calculation and payment, on a quarterly basis, to Sweet Sportswear LLC, an entity owned by
Hubert and Paul Guez, of an amount equal to 2.5 percent of the gross sales solely attributable to AEO. In May 2006, Cygne assumed the future
liability associated with this payment.

Discontinued Operations - Principal and Interest on Note Payable

Joe s originally incurred long-term debt in connection with the purchase of the Blue Concept Division from Azteca. In July 2003, IAA issued a
seven-year unsecured, convertible promissory note in the principal amount of $21.8 million, or the Blue Concept Note. The Blue Concept Note
bore interest at a rate of 6 percent and required payment of interest only during the first 24 months and then was fully amortized over the
remaining five-year period. On March 5, 2004, after stockholder approval, a portion of the Blue Concept Note was converted into 3,125,000
shares of common stock at a value per share of $4.00. In May 2006, Cygne assumed the remaining principal balance of the Blue Concept Note
and Azteca released Joe s from any and all remaining obligations. The Blue Concept Note has been reclassified as a discontinued operation
liability. Under the terms of the original asset purchase agreement, in addition to the shares previously issued, Joe s issued on May 17, 2006 an
additional 1,041,667 shares of its common stock as a result of its average stock price trading at less than $3.00 per share for the period between
February 10, 2006 and March 12, 2006. This share issuance has been recognized in the Statement of Stockholders Equity.

Discontinued Operations - Craft and accessories  Supply and Distribution Agreement

In August 2000, Joe s entered into a supply agreement and a distribution agreement for its craft products with Commerce. In connection with the
sale of the craft inventory and certain other assets of its Innovo subsidiary in May 2005, both the supply agreement and the distribution
agreement were terminated.

Aggregate balances by entities

As of November 30, 2007 and November 25, 2006, respectively, the balances due (to) or due from these related parties and certain of their
affiliates are as follows:

2007 2006
AZT International SA de CV $ 1,800 $ 4,994
Commerce Investment Group (2,822) (2,822)
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Sweet Sportswear, LLC 4) 4)
Cygne Design Inc. 5) 5)
$ (1,031) $ 2,163

The AZT balance represented the balances due as a result of production efforts in Mexico as of November 30, 2007. Upon completion of the

sale of IAA s private label division to Cygne, as discussed in Note 15 Discontinued Operations, Cygne assumed the aggregate liability in the
amount of $2,500,000 owed to Commerce and its affiliates. The balance due to Commerce represents the adjusted balance remaining that Joe s
continued to be obligated for after the completion of the transaction with Cygne. The balance of $5,000 due to Cygne represented the amount

Joe s owed to Cygne as a result of certain chargebacks to former customers.
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Current Related Party

JD Holdings Inc.

On February 7, 2001, Joe s acquired a license for the rights to the Joe s® brand from JD Design LLC, which was subsequently merged with and
into JD Holdings. Under the license agreement, JD Holdings was entitled to a royalty of 3 percent on net sales of licensed products. In
October 2005, Joe s granted JD Holdings the right to develop the children s branded apparel line under an amendment
to its master license agreement in exchange for a 5 percent royalty on net sales of those products. On October 25,
2007, in connection with the merger, the license agreement terminated.

As part of the consideration paid in connection with the completion of the merger, Mr. Dahan will be entitled to a certain percentage of the gross
profit earned by Joe s in any applicable fiscal year until October 2017. See Note 4 Merger Transaction for a further discussion on the merger
agreement and the earn-out.

For fiscal 2007 and 2006, the following table sets forth earn-out, royalties, fees and income paid in connection with the Joe s® brand.

(in thousands)

2007 2006 2005
Expense (income):
Joe s Jeans royalty expense $ 1,647  $ 1,363  $ 999
Joes Kids license, royalty income (88) (40)
indie Design fee 39 42

As aresult of Mr. Dahan s appointment as a director and executive officer and his ownership of approximately 24 percent of Joe s total shares
outstanding, an additional related party transaction occurred in the past fiscal year. Mr. Dahan s brother is the managing member of a company
Shipson LLC, or Shipson, to whom Joe s outsources its E-shop operated on its Joe s Jeans website. Joe s sells its Joe s® products to Shipson at its
wholesale price on normal and customary terms and conditions similar to those that it offers other customers to fulfill purchases by customers on

the E-shop. As of November 30, 2007, Shipson currently owes $163,000 to Joe s for purchase orders.

In October 2006, Joe s entered into a collateral protection agreement with JD Holdings in connection with the pledge of certain collateral to CIT
for increased availability. Under the collateral protection agreement, Joe s agreed to issue JD Holdings shares of its common stock in the event
of a default under its agreements with CIT. In October 2007 in connection with the merger and the release of the pledge by CIT, the collateral
protection agreement was terminated.
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12. Supplemental Cash Flow Information

Year ended
(in thousands)
2007 2006 2005
Significant non-cash transactions
In fiscal 2007, Joes Jeans issued 14,000,000 shares in connection with the merger
with JD Holdings and recorded deferred taxes of $5,254,000 $ 22,921 $ $
In fiscal 2006, Innovo Group sold certain assets of its private label division in a
non-cash transaction consisting of:
Assumption of notes payable & certain liabilities $ $ 10,437  $
Non-cash loss on sale of the assets $ $ 2,428 $
In fiscal 2006, Innovo Group issued of 1,041,667 shares of common stock to Azteca
as required per the July 2003 asset purchase agreement. No cash or other
consideration was received. $ $ 104  $
In fiscal 2005, Innovo Group converted of its convertible notes payable into
2,560,000 shares of common stock $ $ $ 4,385
Additional cash flow information
Cash paid during the year for interest $ 830 $ 1,026 $ 1,467
Cash paid during the year for income taxes $ 87 $ 42 3 32

13. Employee Benefit Plans

On December 1, 2002, Joe s established a tax qualified defined contribution 401 (k) Profit Sharing Plan, or the Plan. All employees who have
worked for Joe s for 30 consecutive days may participate in the Plan and may contribute up to 100 percent, subject to certain limitations, of their
salary to the plan. Joe s contributions may be made on a discretionary basis. All employees who have worked 500 hours qualify for profit
sharing in the event at the end of each year Joe s decides to do so. Costs of the Plan charged to operations for administrative fees, in actual
numbers, were $6,000, $13,000 and $4,300 for fiscal 2007, 2006 and 2005, respectively. In addition, Joe s matches its employees contributions
under the Plan in the lesser of the following amounts: (i) up to 2 percent of the employee s compensation, or (ii) 1/3 of the employee s
contribution up to 6 percent of the employee s salary. For fiscal 2007, Joe s contributed $37,000 to employees under the match portion of the
Plan.

14. Private Placement Transactions

In December 2006, Joe s consummated a private placement of its common stock and warrants to purchase common stock to two accredited
investors pursuant to Rule 506 of Regulation D under the Securities Act. The proceeds from the transaction were used for general working
capital purposes. The transaction raised gross proceeds of $3,622,000 or $4,811,000 assuming full exercise of all of the warrants issued.

Joe sissued 6,834,347 shares at a purchase price of $0.53 per share and warrants to purchase an additional 2,050,304 shares of common stock to
these investors at an exercise price of $0.58 per share. In addition, on December 26, 2006, Joe s issued an additional 125,000 warrants with an
exercise price of $0.66 per share to an individual, also an accredited investor, in exchange for introducing one of the investors to the company.
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Each of the warrants issued includes a cashless exercise option, pursuant to which the holder can exercise the warrant without paying the
exercise price in cash. If the holder elects to use this cashless exercise option, it will receive a fewer number of our shares than it would have
received if the exercise price were paid in cash. The number of shares of common stock a
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holder of the warrant would receive in connection with a cashless exercise is determined in accordance with a formula set forth in the warrant.
The warrants issued in connection with the private placement have a term of five years and were first exercisable on June 18, 2007 and June 25,
2007, respectively. On June 27, 2007, all but 125,000 of the warrants were exercised resulting in cash proceeds of approximately $1,189,000.

Joe s used the Black-Scholes pricing model to determine the fair value of each of the warrants granted in connection with this transaction. Joe s
determined the fair value of the warrants at the date of grant using the Black-Scholes option pricing model based on the market value of the
underlying common stock, a volatility rate of 82.80 percent and 82.84 percent, respectively, based upon the implied volatility in market traded
stock over the same period as the vesting period, zero dividends, a risk free interest rate of 4.56 percent and an expected life of 5 years. The
aggregate fair value of $56,000 of the 125,000 warrants issued was treated as a deal cost. In addition, Joe s incurred $28,831 in other transaction
costs through May 26, 2007. All transaction costs to date have been charged against the gross proceeds and the net proceeds of $3,594,000 were
allocated to the common stock and warrants based upon fair values.

In June 2007, Joe s consummated a private placement transaction on similar terms and conditions described above. The June 2007 transaction
raised gross proceeds of approximately $2,000,000 initially and an additional $653,000 assuming the full exercise of all of the warrants. The
warrants issued have the same features as described above and first became exercisable on December 25, 2007.

Joe s used the Black-Scholes pricing model to determine the fair value of each of the additional warrants granted in connection with the

June transaction. Joe s determined the fair value of the warrants at the date of grant using the Black-Scholes option pricing model based on the
market value of the underlying common stock, a volatility rate of 88.7 percent based upon the implied volatility in market traded stock over the
same period as the vesting period, zero dividends, a risk free interest rate of 5.03 percent and an expected life of 5 years. The aggregate fair
value for the 480,000 warrants issued was $470,000.

15. Discontinued Operations

Beginning in fiscal 2004, Joe s classified certain of its operations as discontinued as a result of such operations meeting certain accounting
criteria of an asset held for sale. In fiscal 2004, the commercial rental property that served as its former headquarters located in Springfield,
Tennessee and the remaining assets of its craft and accessory business segment conducted through its Innovo Inc. subsidiary were both classified
as a discontinued operations. On May 17, 2005, Joe s Innovo subsidiary completed the sale of the assets of its craft and accessory segment of
operations. In February 2006, Joe s Leaseall Management subsidiary completed the sale of its former headquarters. In connection with the sale
of its former headquarters, Joe s received a promissory note for a portion of the purchase price. As of November 30, 2007, there was no
remaining balance on the promissory note. On May 12, 2006, Joe s completed the sale of its private label apparel division. As such, all prior
periods have been reclassified to reflect this operating division as a discontinued operation.

Under the asset purchase agreement for the private label division entered into with Cygne, the assets sold included the private label division s
customer list, the assumption of certain existing purchase orders and inventory related to the private label division, and the assumption of the
benefit of a non-compete clause in favor of Azteca, the original seller of the private label division to Joe s. In exchange for the purchased assets,
Cygne assumed certain liabilities associated with the private label division, including, the remaining obligation under the original promissory
note executed in favor of Azteca, all other liabilities, excluding the original promissory note, owed in connection with our operation of the
private label division to Azteca in excess of $1,500,000, certain liabilities associated with outstanding purchase orders and inventory schedules
listed in the asset purchase agreement, the obligation to continue to pay the earn-out under the original asset purchase agreement with Azteca
and the liabilities related to the workforce of the private label division. The aggregate value of the assumed liabilities which represented the
purchase price for the transaction was approximately $10,437,000 as of the closing date. Joe s also recorded an approximate charge of $36,000
for certain property and equipment disposed of or abandoned as part of discontinuing these operations. The following table sets forth a summary
of the assumption of the liabilities less the net book value of the assets and Joe s resulting loss on the sale of these assets (in thousands):
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The assets and liabilities of the discontinued operations are presented in the consolidated balance sheet under the captions Assets of
Discontinued Operations and Liabilities of Discontinued Operations.
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Note payable - related party $ 7,937
Other related party liabilities 2,500
Total purchase price (liabilities assumed by buyer) $ 10,437
Net intangible asset - customer relationship $ 9,469
Raw material inventory 3,360
Disposition of property and equipment 36
Net book value of assets sold $ 12,865
Loss, before transaction costs $ 2,428
Transaction costs 186
Loss on sale of private label apparel division $ 2,614

2005 (there are none in fiscal 2006 and 2007) are as follows:

(in thousands)

Private Label Leaseall
Business Innovo, Inc. Management
2005
Cash and cash equivalents $ 68 $ 5 $
Accounts receivable and due from factor, net of allowance
for
customer credits and allowances of $23 (2005) 8 16
Inventories, net 366
Prepaid expenses and other current assets 20 18
Property, plant and equipment, net 59 599
Intangible assets, net 10,074
Assets of discontinued operations $ 10,595 $ 5 $ 633
Accounts payable and accrued expenses $ 87 $ $ 5
Due to factor 130
Note payable 287
Note payable - related party 8,762
Liabilities of discontinued operations $ 8,979 $ $ 292

The following is a summary of loss and other information of the discontinued operations for fiscal 2005 and 2006. There was no loss in
connection with the discontinued operations for fiscal 2007. Pre-tax loss from discontinued operations does not include an allocation of

corporate overhead costs.
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The underlying assets and liabilities of the discontinued operations for

Total

73

24

366

38

658
10,074
11,233

92
130
287

8,762
9,271
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(in thousands)

Private Label Leaseall
Business Innovo, Inc. Management Total

2006
Net sales $ 20,393 $ $ $ 20,393
Pre-tax income (loss) 487 3) (19) 465
Loss on sale (2,614) (2,614)
Income taxes expense (benefit)
Discontinued operations, net of tax $ 2,127) % 3 $ (199 $ (2,149)

2005
Net sales $ 72,670 $ 2,491 $ $ 75,161
Impairment loss of goodwill 12,572 12,572
Pre-tax loss (7,941) (258) (120) (8,319)
Gain on sale 374 374
Income taxes expense (benefit) 1 ()]
Discontinued operations, net of tax $ (7,941) $ 115 $ a19)  $ (7,945)
16. Real Estate Transactions

In April 2005, Joe s executed a settlement agreement with the holders of its Series A Redeemable Cumulative Preferred Stock, or the Series A
Shares, and the Series A Holders, respectively. Under the terms of the settlement agreement, Joe s redeemed all of the Series A Shares in
exchange for the transfer of all of the stock of its Innovo Realty Inc. subsidiary, or IRI. Further, the parties agreed to a mutual release of all
claims, all obligations in the Certificate of Designation for the Series A Shares and to dismiss with prejudice for the lawsuit filed in August 2004
by the Series A Holders. In connection with the settlement agreement, Joe s received a lump sum payment in the amount of approximately
$100,000 and an indemnification for up to $50,000 for future tax liabilities from the past or future sale of any of the properties by the
partnerships. Joe s originally issued the Series A Shares in April 2002 in connection with its IRI subsidiary acquiring a 30 percent limited
partnership interest in each of 22 separate partnerships that invested in real estate apartment complexes located throughout the United States.
Since fiscal 2005, IRI had no operating activity.

Joe s did not give any accounting recognition to the value of its investment in the limited partnerships, because it determined that the asset was
contingent and only had value to the extent that cash flow from the operations of the properties or from the sale of underlying assets was in
excess of the 8 percent coupon and redemption of the Series A Preferred Shares. Additionally, Joe s determined that the Series A Preferred
Shares would not be accounted for as a component of equity as the shares were redeemable outside of its control. No value was ascribed to the
Series A Preferred Shares for financial reporting purposes as Joe s would have only be obligated to pay the 8 percent coupon or redeem the
shares if Joe s received cash flow from the limited partnerships adequate to make the payments.

17. Subsequent Events

In January 2008, Joe s entered into a lease agreement for the lease of retail space at Woodbury Common Premium Outlets® in Central Valley,
New York. Under the lease agreement, Joe s takes possession of the space on August 1, 2008 and expects to open its retail outlet in the fall of
2008. The term of the lease is for 10 years and the annual base rent be $147,000 plus an obligation to pay certain advertising fees, operating
costs charges, a percentage rent based upon sales and other customary charges for retail leased space. The rent and other operating charges will
increase at a fixed rate or based upon inflation after the first year and thereafter until the end of the term.
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Subsequent to the end of the 2007 fiscal year, in December 2007, Joe s issued 745,000 restricted common stock units pursuant to the 2004 Stock
Incentive Plan to its employees.
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18. Quarterly Results of Operations (Unaudited)

The following is a summary of the quarterly results of operations for the years ended November 30, 2007 and November 25, 2006, respectively:

2007

Net sales
Gross profit

Income (loss) before taxes

Income taxes

Net income (loss)

Net income (loss) per share:

Basic

Earnings (loss) earnings from continuing operations

Diluted
Earnings (loss) from continuing operations

2006

Net sales
Gross profit

Loss from continuing operations, before taxes
Income taxes

Loss from continuing operations
Discontinued operations, net of tax

Net Loss

Net income (loss) per share:

Basic

(Loss) earnings from continuing operations
Earnings (loss) from discontinued operations

Diluted
(Loss) earnings from continuing operations
Earnings (loss) from discontinued operations

February 24

13,814
5,095

(165)
8
(173)

(0.00)

(0.00)

February 25
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10,427
1,820

(4,102)
8

(4,110)
418

(3,692)

(0.12)
0.01
(0.11)

(0.12)
0.01
0.11)

Quarter ended
(in thousands, except per share data)

May 26
$ 15,171
7,349

427

5

$ 422
$ 0.01
$ 0.01

August 25
$ 15,708
6,585
956
43
$ 913
$ 0.02
$ 0.02

Quarter ended

(in thousands, except per share data)

May 27
$ 9,787
3,231
(2,510)
7
(2,517)
(2,461)
$  (4.978)
$ (0.08)
(0.07)
$ (0.15)
$ (0.08)
(0.07)
$ (0.15)

August 26

$ 12,448
4,963

(416)
13

(429)

95)

$ (524)

$ (0.01)
(0.00)
$ (0.01)

$ (0.01)
(0.00)
$ (0.01)

November 30

18,074
7,601

1,127
35
1,092

0.02

0.02

November 25

$ 13,971
5,395

(80)
8
(88)
1)
$ 99)

$ (0.00)
(0.00)
$ 0.00

$ (0.00)
(0.00)
$ 0.00
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ITEM 16.2

Joe s Inc. and Subsidiaries

Schedule II

Valuation of Qualifying Accounts

(in thousands)

Balance at Additions

Beginning of Charged to Costs
Description Period & Expenses
Allowance for uncollectible accounts:
Year ended November 30, 2007 $ 400 576
Year ended November 25, 2006 $ 285 210
Year ended November 26, 2005 $ 511 74
Allowance for customer credits and returns:
Year ended November 30, 2007 $ 69 142
Year ended November 25, 2006 $ 128 555
Year ended November 26, 2005 $ 416 618
Allowances for inventories:
Year ended November 30, 2007 $ 519 316
Year ended November 25, 2006 $ 3,709 680
Year ended November 26, 2005 $ 292 3,463
Allowance for deferred taxes:
Year ended November 30, 2007 $ 23,025
Year ended November 25, 2006 $ 16,683 6,342
Year ended November 26, 2005 $ 11,283 5,400

Charged
to Other
Accounts

Deductions

(0]

(427)
(95)
(300)

(108)
(614)
(906)

(221)
(3,870)
(46)

(1,293)

@hH PBH P @hH PH P & B P

@hH PH P

Balance at
End of Period

549
400
285

103
69
128

614
519
3,709

21,732
23,025
16,683

(1) Deductions represent the actual amount of write-off of an asset against a reserve previously recorded, or in the case of inventories, a
deduction could represent the write-off upon disposition or a markdown of carrying value. In the case of deferred taxes, deductions result from

changes in timing differences on a year-to-year basis.
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