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Lead Plaintiff Kathie Ng (“Lead Plaintiff”), individually and on behalf of a class
of similarly situated persons and entities, alleges the following upon information and
belief, except as to those allegations concerning Lead Plaintiff, which are alleged upon
personal knowledge. Lead Plaintiff’s information and belief is based upon, among
other things, the investigation undertaken by Court-appointed Lead Counsel, Labaton
Sucharow LLP, which included a review and analysis of: (1) regulatory filings made by
The Honest Company, Inc. (“The Honest Company,” “Honest,” or the “Company”)
with the U.S. Securities and Exchange Commission (the “SEC”); (i1) Company press
releases, transcripts of earnings calls, and other public statements issued and
disseminated by the Company; (ii1) Company website and marketing materials; (iv)
price and volume data for Honest common stock; (v) research reports from securities
and financial analysts; (vi) news and media reports concerning the Company and other
facts related to this action; (vii) interviews with former Honest employees; (viii) other
publicly available materials and data; and (ix) and documents produced by Defendants
in this Action (as defined herein). Lead Counsel’s investigation into the factual matters
alleged herein continues and many of the relevant facts are known only by the
Defendants or are exclusively within their custody or control. Lead Plaintiff believes
that substantial additional evidentiary support will exist for the allegations set forth
herein after a reasonable opportunity for discovery.

L. NATURE OF THE ACTION

I. The claims asserted herein are strict liability claims for violations of]
Sections 11 and 15 of the Securities Act of 1933 (the “Securities Act”) relating to the
Honest Company’s initial public offering (the “IPO” or “Offering”), commenced on or
about May 4, 2021, of 29,678,050 shares of common stock at a price of $16.00 per
share. This federal securities class action is brought on behalf of a Class (defined
herein) of all persons or entities who purchased or otherwise acquired Honest common
stock pursuant and/or traceable to the Offering Documents (as defined herein) issued

in connection with the IPO, and who were damaged thereby.
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2. Congress passed the Securities Act in the hopes of restoring investor
confidence after corporate scandals and the stock market crash of 1929. The Securities
Act requires that those who sell securities to the investing public do so on the basis of]
accurate and fulsome disclosure. The Securities Act creates liability for false,
misleading, and incomplete statements made in connection with public securities
offerings in order to protect investors and maintain confidence in our public markets.

3. In one of her first communications to investors, Honest Founder Jessica
Alba shared an important sentiment: “[Trust] is hard to earn and it’s easy to lose.”
Honest’s customers and investors would agree.

4, Defendant Honest develops, markets and sells clean and sustainable
household and personal care products. The Company describes itself as focused on
“leading the clean lifestyle movement” and “creating a community for conscious
consumers.” Of Honest’s three business segments—Diapers and Wipes, Skin and
Personal Care, and Household and Wellness—its Diapers and Wipes category accounts
for the majority of Honest’s revenue.

5. At the time of Honest’s May 2021 IPO, as further alleged below, Honest
was experiencing a deceleration in sales—following both the January 2021
introduction of a newly formulated Clean Conscious Diaper, which customers have
claimed 1s subject to leaks, blowouts, and causing rashes, and a decline in demand
following an undisclosed year-long COVID-19 consumer stock-up.

6. Despite these then-existing facts, the Offering Documents told investors
that Honest’s diapers were an important ‘“strategic customer acquisition tool” to
introduce consumers to the brand and increase the likelihood that they will purchase
products from Honest’s remaining segments. The Offering Documents also
emphasized Honest’s Clean Conscious Diaper as a key example of the Company’s
product innovation and continuous improvement in existing products’ safety,

sustainability, efficacy, and design and touted Honest’s omnichannel strategy as central
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to its growth by having Honest products available wherever customers want to shop—
whether in-store at major retailers, online, or at Honest.com.

7. On the other hand though, the Offering Documents failed to disclose that
customers did not view its new Clean Conscious Diaper as either safe or effective—as
evidenced by a flood of online consumer reviews on Honest’s major retailer sites and
social media platforms describing chemical irritation and rashes, leaking and blowouts
amongst users. As early as February 2021, many customers promised to stop buying
Honest diapers and cancel their subscriptions because of the new and problematic
Clean Conscious Diaper formula.

8. The Offering Documents also incorrectly touted the boon the COVID-19
pandemic had been for the Company while describing the potential negative impact of
COVID-19 in generalized terms and as unascertainable. In reality, retailers were
destocking COVID-19 products and demand for these products were decreasing as
consumers had stocked up on these products during 2020. Although Honest was
tracking inventory daily and monitoring trends monthly such that the deceleration in
sales would be readily apparent at the time of the IPO, it was not until months later that
Defendant Vlahos acknowledged that the Company experienced a COVID-19 stock-
up over the past year—at least nine months before the IPO.

9. As aresult of these undisclosed, adverse facts, Honest’s stock plummeted,
falling from its offering price of $16.00 per share to close at $10.55 on September 15,
2021, the day this action was filed.

II. JURISDICTION AND VENUE

10.  The claims asserted herein arise under and pursuant to Section 11 and 15
of the Securities Act, 15 U.S.C. §§ 77k and 77o0.

11.  This Court has jurisdiction over this action pursuant to Section 22 of the
Securities Act, 15 U.S.C. § 77v, and 28 U.S.C. § 1331.

12. Venue is properly laid in this District pursuant to Section 22 of the
Securities Act and 28 U.S.C. § 1391(b), (c), and (d). Many of the acts and transactions

3
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that constitute violations of law complained of herein, including the dissemination to
the public of untrue statements of material facts, occurred in this District.

13.  In connection with the acts alleged in this complaint, Defendants, directly
or indirectly, used the means and instrumentalities of interstate commerce, including,
but not limited to, the United States mails, interstate telephone communications, and

the facilities of national securities exchanges.

III. PARTIES

A. Lead Plaintiff
14.  As set forth in the Certification filed in this Action on November 15, 2021

(ECF Nos. 22-3 to -4), Lead Plaintiff Kathie Ng purchased Honest’s common stock
pursuant and/or traceable to the Offering Documents. Lead Plaintiff purchased
Honest’s common stock at a time when only shares offered in the [PO were in the
market. Lead Plaintiff suffered damages as a result of the violations of the federal
securities laws alleged herein. On January 26, 2022, the Court appointed Kathie Ng as
Lead Plaintiff in this Action (ECF No. 47).

B. Defendants

1. The Corporate Defendant
15. Defendant Honest is a Delaware corporation headquartered at 12130

Millennium Drive, #500, Los Angeles, California. Honest claims to be a digitally-
native,! mission-driven brand focused on leading the clean lifestyle movement,
creating a community for conscious consumers and seeking to disrupt multiple
consumer product categories. The Company’s stock is listed under the ticker symbol
“HNST” on Nasdaq Global Market (“NASDAQ”).
2. The Individual Defendants
16.  Defendant Nikolaos Vlahos (“Vlahos”) served at all relevant times as

Chief Executive Officer (“CEO”) and as a member of Honest’s Board of Directors.

! Honest refers to itself as “digitally-native,” meaning that it launched the
Company as a digital platform.
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Defendant Vlahos reviewed, contributed to, and signed the Company’s Registration
Statement filed with the SEC.

17.  Defendant Kelly Kennedy (“Kennedy”) served at all relevant times as
Executive Vice President and Chief Financial Officer (“CFO”). Defendant Kennedy
reviewed, contributed to, and signed the Company’s Registration Statement filed with
the SEC.

18.  Defendant Jessica Warren (“Warren” or “Alba”)? served at all relevant
times as the Chief Creative Officer and a member of Honest’s Board of Directors.
Defendant Warren served as the Chair of Honest’s Board of Directors from May 2018
to May 2021. Defendant Warren reviewed, contributed to, and signed the Company’s
Registration Statement filed with the SEC.

19. Defendant Katie Bayne (“Bayne”) served at all relevant times as a
member of Honest’s Board of Directors. Defendant Bayne reviewed, contributed to,
and signed the Company’s Registration Statement filed with the SEC.

20. Defendant Scott Dahnke (“Dahnke”) served at all relevant times as a
member of Honest’s Board of Directors. Defendant Dahnke reviewed, contributed to,
and signed the Company’s Registration Statement filed with the SEC.

21. Defendant Eric Liaw (“E. Liaw”) served at all relevant times as a member
of Honest’s Board of Directors. Defendant E. Liaw reviewed, contributed to, and
signed the Company’s Registration Statement filed with the SEC.

22. Defendant Jeremy Liew (“J. Liew”) served at all relevant times as a
member of Honest’s Board of Directors. Defendant J. Liew reviewed, contributed to,
and signed the Company’s Registration Statement filed with the SEC.

23. Defendant Avik Pramanik (“Pramanik’) served at all relevant times as a
member of Honest’s Board of Directors. Defendant Pramanik reviewed, contributed to,

and signed the Company’s Registration Statement filed with the SEC.

2 The Offerin%oDocumen_ts refer to founder, Chief Creative Officer, and former
Chair of Honest’s board of directors Jessica Warren as Jessica Alba throughout the
Prospectus (as defined herein).
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24.  Defendants Vlahos, Kennedy, Warren, Bayne, Dahnke, E. Liaw, J. Liew,
and Pramanik are collectively referred to hereinafter as the “Individual Defendants.”

25.  Each of the Individual Defendants participated in the preparation of and
signed the Registration Statement and in the making of the materially inaccurate,
misleading, and incomplete statements alleged herein. The Individual Defendants
reviewed, edited and approved the Offering Documents, participated in the IPO, and
solicited the purchase of Honest’s common stock in the IPO.

3. The Underwriter Defendants

26. Defendant Morgan Stanley & Co. LLC (“Morgan Stanley”) was an
underwriter for the Company’s [PO, serving as a financial advisor for and assisting in
the preparation and dissemination of the materially inaccurate, misleading, and
incomplete Offering Documents. Defendant Morgan Stanley acted as a representative
of all of the underwriters. In the IPO, Defendant Morgan Stanley was allocated
9,627,997 shares of the Company’s common stock, exclusive of the over-allotment
option, to sell to the investing public.

27. Defendant J.P. Morgan Securities LLC (*“J.P. Morgan”) was an
underwriter for the IPO, serving as a financial advisor for and assisting in the
preparation and dissemination of the materially inaccurate, misleading, and incomplete
Offering Documents. Defendant J.P. Morgan acted as a representative of all of the
underwriters. In the IPO, Defendant J.P. Morgan was allocated 7,166,405 shares of the
Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

28. Defendant Jefferies LLC (“Jefferies”) was an underwriter for the IPO,
serving as a financial advisor for and assisting in the preparation and dissemination of]
the materially inaccurate, misleading, and incomplete Offering Documents. Defendant
Jeffries acted as a representative of all of the underwriters. In the IPO, Defendant
Jefteries was allocated 3,771,792 shares of the Company’s common stock, exclusive

of the over-allotment option, to sell to the investing public.
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29. Defendant BofA Securities, Inc. (“BofA”) was an underwriter for the IPO,
serving as a financial advisor for and assisting in the preparation and dissemination of]
the materially inaccurate, misleading, and incomplete Offering Documents. In the IPO,
Defendant BofA was allocated 1,191,092 shares of the Company’s common stock,
exclusive of the over-allotment option, to sell to the investing public.

30. Defendant Citigroup Global Markets, Inc. (“Citigroup”) was an
underwriter for the IPO, serving as a financial advisor for and assisting in the
preparation and dissemination of the materially inaccurate, misleading, and incomplete
Offering Documents. In the IPO, Defendant Citigroup was allocated 1,191,092 shares
of the Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

31. Defendant William Blair & Company, L.L.C. (“William Blair”) was an
underwriter for the IPO, serving as a financial advisor for and assisting in the
preparation and dissemination of the materially inaccurate, misleading, and incomplete
Offering Documents. In the IPO, Defendant William Blair was allocated 952,874
shares of the Company’s common stock, exclusive of the over-allotment option, to sell
to the investing public.

32. Defendant Guggenheim Securities, LLC (“Guggenheim”) was an
underwriter for the IPO, serving as a financial advisor for and assisting in the
preparation and dissemination of the materially inaccurate, misleading, and incomplete
Offering Documents. In the IPO, Defendant Guggenheim was allocated 774,210 shares
of the Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

33. Defendant Telsey Advisory Group LLC (“Telsey”) was an underwriter for
the TPO, serving as a financial advisor for and assisting in the preparation and
dissemination of the materially inaccurate, misleading, and incomplete Offering

Documents. In the PO, Defendant Telsey was allocated 416,882 shares of the
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Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

34,  Defendant C.L. King & Associates, Inc. (“C.L. King”) was an underwriter
for the IPO, serving as a financial advisor for and assisting in the preparation and
dissemination of the materially inaccurate, misleading, and incomplete Offering
Documents. In the TPO, Defendant C.L. King was allocated 178,664 shares of the
Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

35. Defendant Loop Capital Markets LLC (“Loop”) was an underwriter for
the IPO, serving as a financial advisor for and assisting in the preparation and
dissemination of the materially inaccurate, misleading, and incomplete Offering
Documents. In the IPO, Defendant Loop was allocated 178,664 shares of the
Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

36. Defendant Penserra Securities LLC (“Penserra”) was an underwriter for
the IPO, serving as a financial advisor for and assisting in the preparation and
dissemination of the materially inaccurate, misleading, and incomplete Offering
Documents. In the IPO, Defendant Penserra was allocated 178,664 shares of the
Company’s common stock, exclusive of the over-allotment option, to sell to the
investing public.

37. Defendant Samuel A. Ramirez & Company, Inc. (“Samuel A. Ramirez”)
was an underwriter for the IPO, serving as a financial advisor for and assisting in the
preparation and dissemination of the materially inaccurate, misleading, and incomplete
Offering Documents. In the [PO, Defendant Samuel A. Ramirez was allocated 178,664
shares of the Company’s common stock, exclusive of the over-allotment option, to sell

to the investing public.
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38. Defendants Morgan Stanley, J.P. Morgan, Jefferies, BofA, Citigroup,
William Blair, Guggenheim, Telsey, C.L. King, Loop, Penserra, and Samuel A.
Ramirez are collectively referred to hereinafter as the “Underwriter Defendants.”

39. The Underwriter Defendants are investment banking houses which
specialize, among other things, in underwriting public offerings of securities. The
Underwriter Defendants’ participation in and their solicitation of purchases of Honest’s
common stock in the IPO was motivated by their financial interests. Collectively, the
Underwriter Defendants received over $30 million in fees and commissions in
connection with their sale of Honest common stock in the IPO.

40. The Underwriter Defendants determined that in return for their share of]
the IPO’s proceeds, they were willing to merchandise Honest’s common stock in the
[PO. The Underwriter Defendants arranged for the roadshow prior to the IPO during
which they, and the Individual Defendants, met with investors and presented highly
favorable information about the Company, its operations, and its financial prospects.

41. The Underwriter Defendants also demanded and obtained an agreement
from Honest that Honest would indemnify and hold the Underwriter Defendants
harmless from any liability under the federal securities laws. They also made certain
that Honest had purchased millions of dollars of directors’ and officers’ liability
Insurance.

42. The Underwriter Defendants assisted Honest and the Individual
Defendants in planning the IPO, and purportedly conducted an adequate and reasonable
investigation into the business and operations of Honest, an undertaking known as a
“due diligence” investigation. The due diligence investigation was required of the
Underwriter Defendants in order to engage in the IPO. During the course of their “due
diligence,” the Underwriter Defendants had continual access to confidential corporate
information concerning Honest’s operations and financial prospects.

43. In addition to availing themselves of virtually unbridled access to internal

corporate documents, the Underwriter Defendants had access to the Company’s

9
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lawyers, management, and directors and top executives (including the Individual
Defendants) to determine: (1) the strategy to best accomplish the IPO; (ii) the terms of]
the IPO, including the price at which the Company’s common stock would be sold;
(111) the language to be used in the Offering Documents; (iv) what disclosures about the
Company would be made in the Offering Documents; and (v) what responses would
be made to the SEC in connection with its review of the Offering Documents. As a
result of those constant contacts and communications between the Underwriter
Defendants and the Company’s lawyers, management, directors, and top executives
(including the Individual Defendants), at a minimum, the Underwriter Defendants were
negligent in not knowing of the materially untrue statements and omissions contained
in the Offering Documents as detailed herein.

44. The Underwriter Defendants caused the Offering Documents to be filed
with the SEC and to be declared effective in connection with offers and sales of the
Company’s common stock pursuant and/or traceable to the IPO and the Offering
Documents, including to Lead Plaintiff and other members of the Class.

4. The Catterton Defendants

45. Defendant Catterton Management Company, L.L.C. (“Catterton”), by and
through the other named Catterton Defendants, beneficially owned 31,187,748 Honest
shares on an as converted basis prior to the Offering, representing 37.1% of total shares.
In the Offering, Catterton sold 19,017,945 shares to the investing public. At all relevant
times, Defendant Dahnke was the co-CEO of Catterton and Defendant Pramanik was
a Partner at Catterton.

46. Defendant L Catterton VIII, L.P. (“Catterton VIII”) and Defendant L
Catterton VIII Offshore, L.P. (“Catterton VIII Offshore”) are the two Catterton funds
that invested in Honest through Defendant THC Shared Abacus, LP (“Shared
Abacus”). Defendant Catterton Managing Partner VIII, L.L.C. (“Catterton Managing
Partner VII”’) was at all relevant times the general partner of Defendants Catterton VIII

and Catterton VIII Offshore. Defendant C8 Management, L.L.C. (“C8 Management”)

10
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was at all relevant times the general partner of Defendant Shared Abacus and the
managing partner of Defendant Catterton Managing Partner VIII. Defendant Dahnke

was at all relevant times a managing member of Defendant C8 Management.

Catterton Management
Company, L.L.C.

|

C8 Management, L.L.C.

Catterton Managing Partner
VIII, L.L.C.
v \

L Catterton VIII, L.P. L Catterton VIII Offshore, L.P.

e
e
4
E

THC Shared
Abacus, LP

|

Honest

47.  Defendants Catterton, C8 Management, Catterton Managing Partner VIII,
Catterton VIII, Catterton VIII Offshore, Shared Abacus, Dahnke, and Pramanik, are
collectively referred to hereinafter as the “Catterton Defendants.”

48. The Offering was primarily for the benefit of the Catterton Defendants,
and as such, the Catterton Defendants orchestrated the IPO and insisted that the other
members of Honest’s board of directors agree to the Offering.

49. The Catterton Defendants exercised substantial dominion over the
Offering. For instance, the Catterton Defendants directly participated in the preparation
of the Offering Documents, including the prospectus summary, business summaries,
management’s discussion and analysis, applicable risk factors, F-pages, and the audit

of the Company’s financials.

11
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50. Relatedly, the Catterton Defendants played a substantial role in the review
of Honest’s financials which were included in the Offering Documents and/or factored
into the Company’s forecasts. This included Public Company Accounting Oversight
Board (PCAOB) audits for 2019 and 2020, 2018 historical financials, the three-year
analyst model, both quarterly and annual, Honest’s guidance strategy, and the
Company’s tax structure and related net operating loss (NOL).

51. The Catterton Defendants significantly participated in the purported due
diligence process, including the review of the Company’s business and financials, as
well as issues pertaining to legal, intellectual property, regulatory and cybersecurity
risks, vendors, auditors, and analysts.

52.  As to the marketing strategy for the Offering, the Catterton Defendants
again directly participated. For example, the Catterton Defendants were involved in
testing-the-waters, roadshow presentations and videos, public filings, determining and
messaging the Offering size and structure, investor targeting, Honest’s valuation, and
the directed share program and insider participation.

53.  Finally, the Catterton Defendants directly managed Honest’s business and
other affairs leading up to the IPO. This included a CFO search and evaluating hiring
needs, selecting bookrunners and co-managers for the Offering, quarterly dry-runs of|
disclosing and validating metrics and guidance, corporate governance matters and
board composition, compensation plans, internal and external communications,
FINRA approvals, exchange listing and listing approval, share class structure, and
selecting a transfer agent.

54. In addition to the above, the Catterton Defendants selected Morgan
Stanley as the lead underwriter for the Offering. Afterwards, Morgan Stanley provided
the Catterton Defendants with briefings, sometimes daily. The Catterton Defendants
also participated in IPO meetings with Morgan Stanley without any non-Catterton
Honest personnel present. Finally, the Catterton Defendants were responsible for

Morgan Stanley’s incentive fee upon closing of the Offering.

12




C4

O© 0 3 O N K~ W N =

N NN N N N N N N M e e = e e e e
(o< BN BN e Y N SN VS N\ =N o R <IN o) W ) B SN U R O T )

se 2:21-cv-07405-MCS-PLA Document 141 Filed 08/14/23 Page 16 of 63 Page ID
#:3009

55. Honest employees routinely reported to and took direction from the
Catterton Defendants, including with respect to the Company’s financials and business
strategy in addition to [PO-related matters.

56. At bottom, each of the Catterton Defendants participated in the
preparation of the Registration Statement and in the making of the materially
inaccurate, misleading, and incomplete statements alleged herein. The Catterton
Defendants reviewed, edited, approved, and controlled the Offering Documents,
participated in the IPO, and solicited the purchase of Honest’s common stock in the

IPO.
IV. SUBSTANTIVE ALLEGATIONS

A. Honest’s Business and Omnichannel Approach

57. Honest describes itself as a digitally-native, mission-driven brand focused
on leading the “clean lifestyle movement,” creating a community for conscious
consumers and seeking to disrupt multiple consumer product categories. According to
Honest, since its launch in 2012, Honest has been dedicated to developing clean,
sustainable, effective and thoughtfully designed products with transparency. Honest’s
products contain primarily “better-for-you” products, including clean and natural
categories of diapers, personal care, and household wellness products. According to
the Company, Honest had developed its products with transparency and as a result had
“cultivated deep trust around what matters most to [its] consumers: their health, their
families and their homes.”

58.  Honest’s three main categories are: (1) Diapers and Wipes; (i1) Skin and
Personal Care—which includes shampoo, conditioner, body wash, lotions and the
Company’s Clean Beauty category; and (ii1) Household and Wellness, which includes
cleaning supplies, sanitizers and disinfectants, feminine care products, and vitamins.
These categories represented 63%, 26% and 11% of the Company’s 2020 revenue,

respectively.
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59. Its largest segment, Diapers and Wipes, is described in the Offering
Documents as the center of Honest’s product ecosystem, serving as an entry point for
new parents to become customers for everyday family needs. According to Honest, its
multi-category product architecture is designed to drive loyalty, increase its consumer
wallet share and generate attractive consumer lifetime value.

60. According to the Company, Honest’s diapers serve as a strategic customer
acquisition tool, as new parents then often purchase wipes and other Honest products
from the Company’s Skin and Personal Care and Household and Wellness categories.
In 2020, the Company commissioned a third-party study that showed nearly 90% of its
diaper buyers expanded their purchases beyond diapers and nearly half of diaper buyers
have purchased two or more of Honest’s non-diaper products.

61. Honest describes itself as an omnichannel brand, meaning its products are
available regardless of where customers shop, whether through Honest’s own
ecommerce site, another online retailer, or in the traditional retail space. In other words,
as stated in the Offering Documents, Honest’s “omnichannel approach seeks to meet
consumers however they want to shop.” According to its Offering Documents,
Honest’s “differentiated platform positions [it] for continued growth through [its]
trusted brand, award-winning multi-category product offering, deep digital-first
connection with consumers and omnichannel accessibility.”

62. Honest’s products are sold on its flagship digital platform and in retail
channels that include Costco, Target, and Amazon. In 2020, Honest generated 55% of]
its revenue from its Digital channel and 45% of its revenue from its Retail channels.
Honest’s products can be found in approximately 32,000 retail locations across the
United States, Canada, and Europe.

63. According to the Company “[t]his distinctive business model has allowed
us to efficiently scale our business while remaining agnostic as to the channel where

consumers purchase our products.”
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64. Nevertheless, Honest told investors that there is “a fundamental channel
shift [] underway across the Diapers and Wipes, Skin and Personal Care and Household
and Wellness markets.” According to Honest, these products had historically been sold
through traditional, wholesale, store-based channels, which accounted for
approximately 80% of U.S. retail sales in these markets in 2019. According to Honest,
however, from 2014 to 2019, total ecommerce sales grew at seven times the rate of]
brick and mortar store-based sales. To this point, Honest touted to investors that it
expected these trends would not only continue but would accelerate globally.

B. Honest’s Clean Conscious Diaper

65. According to Honest, diapers are at the “center of [Honest’s] product
ecosystem,” serving as a strategic customer acquisition tool that acts as an entry point
for Honest’s product portfolio and leads to the purchase products from other categories.
Put differently, the diapers category serves as an integral entry point for Honest which
materially impacts customer purchasing and retention of the Company’s other
products. As explained in the Prospectus, Honest commissioned a third-party study in
2020 that found nearly 90% of Honest’s surveyed diaper buyers expanded their
purchases. Nearly half of diaper buyers surveyed purchased two or more of Honest’s
non-diaper products.

66. To the point of purported customer synergies, Honest’s self-proclaimed
mantra is “costovation,” which, as defined, refers to Honest’s touted goal of]
continuously improving the safety, sustainability, efficacy, and design profile of its
existing suite of products.

67. Relevant here, a key example of Honest’s “costovation” strategy was the
introduction of the Clean Conscious Diapers line of products in January 2021.
According to Honest, these diapers are made with plant-based materials, packaged in
100% recyclable boxes, and premised on new technology which improves absorption

while at the same time reducing the material used for each diaper.
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68. The Clean Conscious Diapers design includes a quilted bubble liner,
toxicologist-verified wetness indicator, and a quick absorb channel to better help
control leaks and keep the baby dry. The Clean Conscious Diapers also offer
customized enhancements for each age, including a belly button cutout for additional
comfort (Newborns), double poo pockets to prevent blowouts (Sizes 1-2), and stretch
comfort for more active babies (Sizes 3—6).

69. Inreality, however, shortly after its introduction—and months prior to the
IPO—Honest’s Clean Conscious Diaper caused leaks, blowouts and rashes on its child
users.

70.  CW-1 started working for Honest in early 2020 and was a Manager of]
Social Marketing for all of Honest’s products from the start of 2021 through her
departure a month after the IPO.?

71.  CW-1 stated that in January 2021, Honest changed their diaper
technology.* According to CW-1, customers were very unhappy about the change
because, although the newer diapers were more eco-conscious, they did not work as
well as the previous versions. CW-1 added that once the new diapers “crashed and
burned,” she got a sense that things were not great at the Company. Many consumers
shared their negative experiences with the new formula and its failure to guard against
leaking and blowouts online.

72.  Several customers explained that, despite having been loyal Honest
customers, the new Clean Conscious Diaper came with unexpected and frightening side

99 ¢¢

effects, including “permanent rash[es],” “chemical irritation,” “big” and “constant

leaks,” as well as issues with the “poorly made” diaper lining and wetness indicator. In

3 For ease of comprehension and readability, the Complaint uses the pronoun “she”

and possessive “her” in connection with former Honest employees. This convention,
however, is not meant to identify the actual gender of any of the former employees.

4 On January 22, 2021, Honest issued a press release announcing the launch of a
new line of Clean Conscious Diapers that, according to Honest, were designed to be
conscious of both baby and the environment. The press release details new technology
designed to be better absorbing and allow for a more efficient design.
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an understandable uproar, many customers stated they would no longer purchase

Honest diapers. For example:

Caused “a permanent rash for a few months”

£+ Heather Trapier Rolfe B doesn't recommend The Honest
Company.
May 9, 2021 -3

| used to love Honest diapers. My baby has sensitive skin so these
were a great option. BUT my son has had a permanent rash for a few
months and, | had no idea what was causing it until | went on vacation
and bought a different brand of diapers. It's been ONE DAY, his rash
gone and he's not trying to scratch at his bottom anymore. | am
positive that since they changed to the clean conscious diapers my
son can no longer wear these diapers. Sadly | will be cancelling our
subscription and going with another company.

Q0 :

Constant leaks lead to canceled subscription

g Andrea L Akins § doesn’t recommend The Honest Company.
May 15, 2021 - Q

Please go back to the old Diapers. We have been using you for over a
year with no issues and then all of a sudden you change to your new
design and the leaks or constant. We switch to Huggies and canceled
our subscription.

O:
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Cannot trust Honest after chemical irritation, leaks and blowouts

@ Liz Phillips Myrick 3 doesn't recommend The Honest
Company.

April 29,2021 - Q
Dear Honest,
You've been my go to, my ride or die, my forever thing for the past 2.5
years. You were perfect just the way you were. But then you decided to
change. | was warried when you said you were adding a chemical strip
... after all the no strip was the reason we got together in the first
place. But | decided to give you a chance. | wanted to still believe in
you. Here we are less than a week later. You never let me down before.
But chemical irritation, 3 big leaks and 2 blow outs in 5 days of your
new “improved” design tell me we're over. | just can't trust you
anymore,

Q0 2

“Hands down the worst diapers I have ever used”

fa Ana De Weerd 3 doesn't recommend The Honest Company.
P October 7, 2021 - Q@

Honest diapers used to be the absolute best, but ever since they
switched to "clean conscious”, they have been garbage. Every single
diaper leaks within an hour of putting it on my baby. These are hands
down the worst diapers | have ever used in my life. It blows my mind
that they cost sa much when they are so horrible. Since they got rid of
the diapers that actually work, | have had to do so much laundry and
scrubbing messes that | might as well have been cloth diapering the
whole time. It would have been less mess.

18




C4

[

N NN N N N N N N M e e = e e e e
(o< BN e Y N VS N\ =N e e <N B e ) W U, B S US T (O B e BN BN e J N I ) LY, I~ US B \O)

#:3015

2

Buy other clean brands before “these poorly made diapers

New line indicator diapers are terrible

X' Would not recommend

CeM - 1 year ago

These new and “improved” diapers are terrible. I've been purchasing honest diapers since my
baby was 4weeks old never had a problem with them, we loved them. Now these new prints the
lining of the diapers are NOT the same. My baby's diaper is not close to being full and he'’s pee
is already leaking out. No it's not the size because prior to that | had some of the previous ones
in his diaper bag and they did not compare. This “line indicator” on the diapers are poorly made.
It's a shame because | really liked honest my baby is now 10months and 'l have to do some
research and change brands. It's a shame, | would recommend you try other clean brands
before purchasing these poorly made diapers.

u 1 reply from Honest Product Expert team - 1 year ago

Hi CcM, We are sorry to hear that you did not have a positive experience with our Clean
Conscious Diapers. We're always listening, and we will make sure our team hears your
feedback. Please give us a call at 1.888.862.8818 so we can gather some additional
information!

Diapers soaked through and blown-out

Isabel Nicole 3 doesn't recommend The Honest Company.
March 26, 2021 - &

I'm so frustrated and disappointed in these new "conscious clean”
diapers! my baby has woken up soaked.... SOAKED!! and his eyes were
swollen because he was sleeping in his pee. sure, he'd sometimes leak
through the old diapers... but never soaked through them and he's
never woken with his bedding soaked and him coverad in pee. a
couple weeks ago, he had diarrhea.. | wake up to him COVERED in
poop because he had a major blowout in these diapers. and not only
overnight.. this happens throughout the day well. we will get him out
of his carseat and BEAM another leak ...another blowout. please bring
back the last generation of diapers.

QO 5 4 Comments
oY Like (J Comment &> Share

View 3 previous comments

e 9 Jennifer Sons
e | cancelled my subscription

—1' 5 W 0 1
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Leaks every day and rash

Awful new diaper

b akakakake )_(l Would not recommend

Satha - 1 year ago

Awful, awful awfull What happened to the old ones? These new ones are terrible! All of a sudden
there’s leaks everyday and a white gel like substance that's all over my baby's diaper area. It's
also given him a rash where ever the diaper touches.

H 1 reply from Honest Product Expert team - 1 year ago

Hi Satha, We are sorry to hear that you did not have a positive experience with our Clean
Conscious Diapers. We're committed to your satisfaction and would love to be able to
speak with you to gather some more information. Please send us an email to
support@thehonestcompanycom with the best time and phone number to reach you with
a mention of the Target review. We look forward to hearing from you!

Diapers leak through and smell “really bad”

Poorly made

)_(- Would not recommend

mamamichelle - 11 months ago

I've been using the original honest diapers with my daughter since she was a newborn and
never had a problem until the new ones she leaks through every single diaper. They also smell
really bad when she has a pee diaper.

H 1 reply from Honest Product Expert team - 11 months ago

Hi Mamamichelle, We are sorry to hear that you did not have a positive experience with our
diapers. We're always listening, and we will make sure our team hears your feedback.
Please give us a call at 1.888.862.8818 so we can gather some additional information!
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Changed for “the WORSE” and “will never buy them again”

Changed design and now quality is AWFUL

b aa kg ke )_(' Would not recommend

Krushton - 10 months ago

These were our go-to diapers until this last box. They rebranded/changed the quality and now
leak ALL THE TIME. My son could wear it for 30min and leak. Every diaper he wears...leaks so
matter how often we change him. There was one time | even had just changed him, and

somehow, while holding him | felt his pee come right through. I'm so upset they changed it for
the WORSE and | will never buy them again.

m 1 reply from Honest Product Expert team - 10 months ago

We're sorry to hear you had this experience with our diapers, Krushton. We take product
complaints very seriously and would like to gather additional details. Please give us a call
at 1.888.862.8818 so our team can best assist.

“Bring back the old version”

Please bring the old version back!
e<lreslry )1(I Would not recommend

Jessmr2? - 10 months ago

I have use honest for both of my girls since they were born., this new version sucks it leaks
everytime. Can you please bring back the old version.

H 1 reply from Honest Product Expert team - 10 months ago

We're sorry to hear you had this experience with our diapers, Jessmr27. We take product
complaints very seriously and would like to gather additional details. Please give us a call
at 1.888.862.8818 so our team can best assist.

Leaks lead to return for a refund

New design is causing daily leaks

b gk X' Would not recommend

HWGrey - 1 year ago, Verified purchaser

| only use honest company diapers for my toddler. The new design with the wetness indicator is
terrible. My daughter has leaked every single day this week (yes daily!). On the couch, in her car
seat, playing outside... the list goes on and on. This never happened with the old design. I'l have
to return my unopened box for a refund.

H 1 reply from Honest Product Expert team - 1 year ago

Hi HWGrey. We are sorry to hear that you did not have a positive experience with our Clean
Conscious Diapers. We're always listening, and we will make sure our team hears your
feedback. Please give us a call at (388) 862-8818 so we can gather some additional
information!
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“Awful” and “have to find something different now”

New design is awful - leaks
:)_()' Would not recommend

Mommyto3 - 1 year ago, Verified purchaser

We have loved Honest diapers. Used them exclusively for 2 years. Mow they've changed the
design/formula and it's awful!! They leak! Have to find something different now. So sad! :(

m 1 reply from Honest Product Expert team - 1 year ago

Hi Mommyto3, We are sorry to hear that you did not have a positive experience with our
Clean Conscious Diapers. We're always listening, and we will make sure our team hears
your feedback. Please give us a call at (888)862-8818 so we can gather some additional
information!

Leaks and “no longer buying”

Leak through and cheap

\X:' Would not recommend

Elirad244 - 1 year ago

| use to LOVE honest. Their new and * improved” diaper is such a disappointment. My child has
leaked through the diaper the past week every single time. They are cheap material and the pee
indicator isn't necessary really. | think they say * environmentally better” because they wanted to
decrease material and wanted to increase profit. | am no longer buying honest. | am so sad to
say that, especially since | am expecting a little one in less than 2 months. | hope they go back
to their old diaper.

m 1 reply from Honest Product Expert team - 11 months ago

Hi Elirad244, We are sorry to hear that you did not have a positive experience with our
Clean Conscious Diapers. We're always listening, and we will make sure our team hears
your feedback. Please give us a call at 1.888.862.8818 so we can gather some additional
information!

“Took a perfect item and ruined it with the new design”

Awful new design

X' Would not recommend

Yari - 10 months ago

MNew diaper design is AWFUL. They are no longer high guality, the bikini cut style makes it easy
for them to leak and they are super thin. They took a perfect item and ruined it with the new
design.

H 1 reply from Honest Product Expert team - 9 months ago

We are sorry to hear that you did not have a positive experience with our diapers, Yari.
We're always listening, and we will make sure our team hears your feedback. Please give
us acall at 1.888.862.8818 so we can gather some additional information!
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“Definitely not recommend”

Leaks, leaks, leaks

b ek aiaive () Would not recommend

Dad - 9 months ago

| definitely not recommend this “new” design anymore. Leaks from the sides and even the
diaper.

H 1 reply from Honest Product Expert team - 8 months ago
Oh no! We're so sorry to hear this. We'd love to gather some additional information and

learn more about your experience. So we can best assist, please give us a call at
1.888.862.8818. Thank you!

New diapers are “awful!”

Terrible
B @k kg -Z::)__(:]Wcuuld not recommend

Taylor - 1 year ago

The new honest diapers are awful! They are incredibly thin and leak within 30 minutes of
wearing. | will be switching back to Pampers.

H 1 reply from Honest Product Expert team - 1 year ago

Hi Taylor, We are sorry to hear that you did not have a positive experience with our Clean
Conscious Diapers. We're always listening, and we will make sure our team hears your
feedback. Please give us a call at (888) 862-8818 so we can gather some