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Robert H. Spilman, Jr.

TO OUR SHAREHOLDERS 

2008 was another turbulent year for the furniture industry and for Bassett. We remain in the midst of a weak economy that 
continues to plague home furnishings sales across every geographic region in the U.S. Although 2009 has started out even tougher 
than last year, we believe that the Company’s focus on capital preservation will enable Bassett to prosper when the economy 
eventually improves.

Net sales for 2008 were $288 million compared to $295 million in 2007, a decrease of 2%. 2008 was a 53 week year while 2007 was 
52 weeks. Also, as previously discussed, the change to landed pricing in July 2007 made for a positive comparison in sales from 2008 
to 2007. Without the additional freight revenue, sales would have declined by 6% on a year over year comparison.

Bassett recorded a net loss of $40.4 million or $3.46 per share in 2008 versus $9.9 million or $.84 per share in 2007.  After adjusting 
for certain unusual items, our adjusted net loss was $11.4 million or $.97 per share in 2008 as compared to $2.6 million or $.22 per 
share in 2007. The table below summarizes those unusual items on an after-tax basis:

Also noteworthy in 2008 were charges of pretax bad debt expense of $11.8 million compared to $3.9 million in 2007, primarily 
related to licensee owned Bassett Home Furnishing stores. The fi nancial health of several of our licensees came into question 
during the second half of 2008 as the poor economy took its toll. Accordingly, 18 stores were closed in 2008, 16 licensed and 2 
corporate. As 2009 unfolds, we continue to work closely with all of our licensees to provide a strong product assortment and 
marketing assistance to enable them to generate sales during a period of nationwide economic stress. We expect to close another 
10 to 12 stores in 2009 and could acquire additional licensee stores as well. At year end, the Bassett network was comprised of 84 
licensed and 31 corporate stores.

Despite the expenses associated with the closing of 2 stores and the extensive damage suffered from Hurricane Ike, our corporate 
stores improved their performance in 2008. Three stores were converted to the new prototype format and three more underwent 
extensive remodeling during the course of the year. Gross margins improved by 250 basis points primarily due to improved pricing 
strategies and reductions in distressed product discounts. The organizational strength of our corporate retail group markedly 
improved in 2008 which helped to provide an overall 2% same store sales increase while much of the industry experienced double 
digit declines.

The preservation and generation of cash is our major focus for 2009. Building on initiatives started in 2008, the Company plans 
to further reduce inventory, trim payroll, and eliminate non-essential spending throughout the upcoming year. Accordingly, the 
Company has recently announced the suspension of its 401k employee match program and of its quarterly dividend, unfortunately 
interrupting a 74 year history of returning capital directly to shareholders. Once again, Bassett is committed to “do what it takes” 
to survive our industry’s darkest hour and to be able to take advantage of a different looking furniture landscape as we ultimately 
emerge from the depths of this historic period of recession.

I close by thanking our shareholders, our 1300 associates, and our customers for their collective support in 2008.

Year Ended Per Year Ended Per

November 29, 2008 Share November 24, 2007 Share

Net loss as reported (40,355)$                      (3.46)$  (9,910)$                      (0.84)$  

Income from CDSOA, net of taxes (1,326)                          (0.11)    (1,281)                        (0.11)    

Restructuring, impaired asset charges and unusual 

    gains, net 3,341                           0.29     3,326                          0.28      

Proxy defense costs, net of tax 886                              0.08     -                                 -       

Lease exit costs, net of taxes 401                              0.03     1,378                          0.12      

Other than temporary impairment of securities, net of taxes 2,060                           0.18     -                                 -       

Costs associated with crib recall , net of taxes 256                              0.02     491                             0.04      

LRG settlement and debt restructuring, net of taxes -                                   -       1,052                          0.09      

Deferred tax asset impairment charge 23,383                         2.00     -                                 -       

Deferred tax write-off associated with LRG

    partnership liquidation -                                   -       2,383                          0.20      

Net loss as adjusted (11,354)$                      (0.97)$  (2,561)$                      (0.22)$  
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Management’s Discussion and Analysis of Financial Condition and Results of Operations
Bassett Furniture Industries, Incorporated and Subsidiaries
(In thousands, except share and per share data)

Overview

Bassett Furniture Industries, Incorporated (together with its consolidated subsidiaries, “Bassett”, “we”,
“our” or the “Company”), based in Bassett, Va., is a leading retailer, manufacturer and marketer of branded home
furnishings. Our products are sold primarily through Bassett Furniture Direct® (BFD) and Bassett Home
Furnishings (BHF) stores, with secondary distribution through multi-line furniture stores, many with in-store
Bassett Design Centers. Bassettbaby® cribs and casegoods are sold through specialty stores and mass merchants.

We were founded in 1902 and incorporated under the laws of Virginia in 1930. Our rich, 106-year history
has instilled the principles of quality, value, and integrity in everything that we do, while simultaneously
providing us with the expertise to respond to ever-changing consumer tastes and to meet the demands of a global
economy.

Two primary business developments continue to affect our business as they have for nearly a decade.

First, we created and re-channeled sales through a vertically integrated retail store network. Bassett
Furniture Direct (“BFD” or “store”) was created in 1997 as a single source home furnishings retail store that
provides a unique combination of stylish, well-made furniture and accessories with a high level of customer
service. This service includes complimentary room planning, in-home design visits, quick delivery, and custom-
order furniture. The retail store program had 115 stores in operation at the end of 2008, 31 of which we own and
operate.

Second, the furniture industry continues to experience a shift from traditional domestic manufacturing to
offshore sourcing in lower cost markets, primarily in China and other Pacific Rim countries. This shift in
sourcing has resulted in downward pressure on retail prices and reductions in traditional channels of sales
distribution. Many retailers now source their own products rather than relying on a traditional domestic
manufacturer or wholesaler to supply goods. Sales of imported products represented 55% of our total wholesale
volume in 2008.

We have responded to these changes by reducing manufacturing production where we can more cost
efficiently source product. Over the last seven years, we have reduced the number of facilities from 13 to 3, and
reduced our headcount from approximately 4,200 to 1,300. During 2007, we closed our last large wood
manufacturing facility in Bassett, Va. We currently operate one wood assembly plant in Martinsville, Va., one
fiberboard supply facility in Bassett, Va., and one upholstery facility in Newton, N.C. We have closed and
consolidated seven wood factories over the past eight years.

Maintenance of a strong balance sheet is a stated management goal and vital to our retail growth strategy.
The store program entails key business risks, including the realization of receivables and the coverage of both
direct and contingent liabilities primarily associated with retail real estate. We have established decision criteria
and business disciplines aimed at minimizing potential losses from these risks.

Overall conditions for our industry and our Company have been difficult over the past several years. New
housing starts are down significantly and consumers continue to be faced with general economic uncertainty
fueled by deteriorating consumer credit markets and lagging consumer confidence as a result of volatile and often
erratic financial markets. All of this has significantly impacted “big ticket” consumer purchases such as furniture.
Consequently, this has put pressure on certain of our dealers’ ability to generate adequate profits. As a result, 14
licensee-owned stores were closed during 2008 and we incurred bad debt related losses with some of these
dealers. Although management will continue to work closely with our licensees to ensure the success of both the
licensee and Bassett, we expect an additional eight to ten underperforming stores to close during 2009. We also
expect to increase the number of Company-owned stores during 2009, primarily through acquisitions of certain
licensee-owned stores.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

Given the difficult and somewhat unprecedented environment, we have had no choice but to take several
important actions aimed at improving our results and liquidity in the short-term. These include:

• Aggressively working with certain licensees to close those stores that are underperforming thereby
limiting further exposure in our accounts receivable.

• Reducing our inventory levels to improve working capital and cash flow.

• Right-sizing our expense structure in both our wholesale and corporate retail divisions.

• Suspending our quarterly dividend and share repurchase program.

• Delaying certain capital expenditures.

Concurrently with our implementation of this short-term plan, we will continue pursuing our long-term
growth objectives by investing in store prototype conversions and remodels and working diligently with our
network of licensees to improve their operating results. With the existing and planned improvements in our retail
program and our strong balance sheet, we believe we are well positioned not only to survive these turbulent
times, but also to gain market share as some of our competitors exit the industry.

While retail traffic at the stores was under pressure in 2008, traffic to the Company’s website,
www.bassettfurniture.com, grew significantly. Bassett has worked diligently to strengthen the website’s
capabilities and ease of use and will continue to make improvements in 2009. In addition, Bassett began in 2008
to sell its product online at our website. Bassett is leveraging its Company-owned and licensed store network to
handle delivery and customer service for orders placed online.

Critical Accounting Policies and Estimates

Our consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America which requires that certain estimates and assumptions be
made that affect the amounts and disclosures reported in those financial statements and the related accompanying
notes. Actual results could differ from these estimates and assumptions. We use our best judgment in valuing
these estimates and may, as warranted, solicit external advice. Estimates are based on current facts and
circumstances, prior experience and other assumptions believed to be reasonable. The following critical
accounting policies, some of which are impacted significantly by judgments, assumptions and estimates, affect
our consolidated financial statements.

Consolidation—The consolidated financial statements include the accounts of Bassett Furniture Industries,
Incorporated and its majority-owned subsidiaries for whom we have operating control. We also consolidate
variable interest entities for which we are the primary beneficiary.

Allowance for Accounts and Notes Receivable—We maintain an allowance for doubtful accounts for
estimated losses resulting from the inability of our customers to make required payments. The allowance for
doubtful accounts is based on a review of specifically identified accounts and notes receivable in addition to an
overall aging analysis. We evaluate the collectibility of our receivables from our licensees on a quarterly basis.
Our allowance for doubtful accounts represents our best estimate of potential losses on our accounts and notes
receivables and is adjusted accordingly based on historical experience, current developments and economic
trends. Actual losses could differ from those estimates.

Inventories—Inventories are stated at the lower of cost or market. Cost is determined for domestic furniture
inventories using the last-in, first-out method. The cost of imported inventories is determined on a first-in,
first-out basis. We estimate an inventory reserve for excess quantities and obsolete items based on specific
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Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

identification and historical write-offs, taking into account future demand and market conditions. If actual
demand or market conditions in the future are less favorable than those estimated, additional inventory write-
downs may be required.

Valuation Allowances on Deferred Tax Assets—In accordance with SFAS No. 109 “Accounting for Income
Taxes” (SFAS No. 109), we evaluate our deferred income tax assets quarterly to determine if valuation
allowances are required or should be adjusted. SFAS No. 109 requires that companies assess whether valuation
allowances should be established against their deferred tax assets based on consideration of all available
evidence, both positive and negative, using a “more likely than not” standard. This assessment considers, among
other matters, the nature, frequency and severity of recent losses, forecasts of future profitability, the duration of
statutory carryforward periods, our experience with tax attributes expiring unused and tax planning alternatives.
In making such judgments, significant weight is given to evidence that can be objectively verified.

Investments—Investments are marked to market and recorded at their fair value. We account for the
Alternative Asset Fund by marking it to market value each month based on the net asset values provided by the
general partner, adjusted for estimated liquidity discounts. Unrealized holding gains and losses, net of the related
income tax effect, on available for sale securities are excluded from income and are reported as other
comprehensive income in stockholders’ equity. Realized gains and losses from securities classified as available
for sale are included in income and are determined using the specific identification method for ascertaining the
cost of securities sold. We also review our available for sale securities to determine whether a decline in fair
value of a security below the cost basis is other than temporary. Should the decline be considered other than
temporary, we writedown the cost of the security and include the loss in current earnings. In determining whether
a decline is other than temporary, we consider such factors as the significance of the decline as compared to the
cost basis, the current state of the financial markets and the economy, the length of time for which there has been
an unrealized loss and the relevant information regarding the operations of the investee.

Goodwill—As specified in Statement of Financial Accounting Standards (SFAS) No. 141, “Accounting for
Business Combinations”, goodwill represents the excess of the purchase price over the value assigned to tangible
assets and liabilities and identifiable intangible assets of businesses acquired. SFAS No. 142, “Goodwill and
Intangible Assets”, requires that goodwill be reviewed for impairment annually or whenever events or changes in
business circumstances indicate that the carrying value of the assets may not be recoverable. Our policy is to
perform the annual impairment analysis as of the beginning of our fiscal fourth quarter. SFAS No. 142 also
requires that the assets and liabilities acquired and the resulting goodwill be allocated to the entity’s respective
reporting units. We have identified three reporting units for our business: Wholesale, Retail and Real Estate/
Investments.

The required impairment test is a two step process. The first step compares the carrying value of each
reporting unit that has goodwill with the estimated fair value of the respective reporting unit. Should the carrying
value of a reporting unit be in excess of the estimated fair value of that reporting unit, the second step is
performed whereby we must calculate the implied fair value of goodwill by deducting the fair value of all
tangible and intangible net assets of the reporting unit from the fair value of the reporting unit. This second step
represents a hypothetical purchase price allocation as if we had acquired the reporting unit on that date. Our
impairment methodology uses a discounted cash flow analysis requiring certain assumptions and estimates to be
made regarding future profitability of the reporting unit and industry economic factors. While we believe such
assumptions and estimates are reasonable, the actual results may differ materially from the projected amounts.

Impairment of Long-Lived Assets—We periodically evaluate whether events or circumstances have occurred
that indicate long-lived assets may not be recoverable or that the remaining useful life may warrant revision.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

When such events or circumstances are present, we assess the recoverability of long-lived assets by determining
whether the carrying value will be recovered through the expected undiscounted future cash flows resulting from
the use of the asset. In the event the sum of the expected undiscounted future cash flows is less than the carrying
value of the asset, an impairment loss equal to the excess of the asset’s carrying value over its fair value is
recorded.

Revenue Recognition—Revenue is recognized when the risks and rewards of ownership and title to the
product have transferred to the buyer. This generally occurs upon the shipment of goods to independent dealers
or, in the case of Company-owned retail stores, upon delivery to the customer. Our terms vary from 30 to 60
days. An estimate for returns and allowances has been provided in recorded sales. The contracts with our licensee
store owners do not provide for any royalty or license fee to be paid to us.

Staff Accounting Bulletin No. 104: Revenue Recognition (“SAB 104”) outlines the four basic criteria for
recognizing revenue as follows: (1) Persuasive evidence of an arrangement exists, (2) Delivery has occurred or
services have been rendered, (3) The seller’s price to the buyer is fixed or determinable, and (4) Collectibility is
reasonably assured. SAB 104 further asserts that if collectibility of all or a portion of the revenue is not
reasonably assured, revenue recognition should be deferred until payment is received. In our judgment,
collectibility is not reasonably assured when the decision has been made to exit a dealer.

As part of our efforts to standardize wholesale pricing throughout the country, we began in July 2007
invoicing all of the store network and certain wholesale customers on a fully landed basis such that the invoice
price includes the freight charge for delivery. This business change resulted in approximately $16,382 and $5,232
of additional reported revenue and selling, general, and administrative expenses for 2008 and 2007, respectively.

Loss Reserves—We have a number of other potential loss exposures incurred in the ordinary course of
business such as environmental claims, product liability, litigation, restructuring charges, and the recoverability
of deferred income tax benefits. Establishing loss reserves for these matters requires estimates and judgment with
regard to maximum risk exposure and ultimate liability or realization. As a result, these estimates are often
developed with the assistance of appropriate advisors, and are based on our current understanding of the
underlying facts and circumstances. Because of uncertainties related to the ultimate outcomes of these issues or
the possibilities of changes in the underlying facts and circumstances, additional charges related to these issues
could be required in the future.

Analysis of Operations

Summarized consolidated operating information is as follows:
November 29,

2008
November 24,

2007
November 25,

2006

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $288,298 $295,384 $328,214
Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114,899 100,383 102,895
SG&A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100,194 103,355 100,187
Bad debt expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,769 3,852 3,364
Landed freight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,382 5,232 —
Restructuring, asset impairment charges and other one-time items,

net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,008 7,860 (190)
Operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16,454) (19,916) (466)
Other income (loss), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,956) 5,947 6,921
Tax (expense) benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16,945) 4,059 (1,026)
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (40,355) (9,910) 5,429

Note: For comparability purposes, we have presented our selling, general and administrative expenses above
without consideration of the effects of the landed freight change and the bad debt expense.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

Sales for the year ended November 29, 2008 were $288,298 as compared to $295,384 for 2007 and
$328,214 in 2006, representing decreases of 2.4% and 10%, respectively. The 2008 and 2007 reported sales were
positively impacted by a change in our business practices with respect to freight for the delivery of wholesale
furniture to our retail stores. During July 2007, we began invoicing these customers on a fully landed basis such
that the dealer invoice price includes the freight charge for delivery. This change positively impacted reported
revenue by $16,382 and $5,232 in 2008 and 2007, respectively. Excluding the effects of the business change,
sales decreased 6.3% and 11.6% for 2008 and 2007, respectively. These shortfalls are primarily due to continued
soft furniture retail conditions, which have impacted both retail sales and wholesale shipments in both 2008 and
2007. Gross margins for 2008, 2007, and 2006 were 39.9%, 34.0%, and 31.3%, respectively. Excluding the
effects of the above-mentioned invoicing change, gross margins would have been 36.2% and 32.8% for 2008 and
2007, respectively. This significant increase over 2007 results from improved margins in both the wholesale and
retail segments. The gross margin increase in 2007 as compared to 2006 is due primarily to the inclusion of more
retail stores which carry a higher gross margin and improved wholesale import product mix, partially offset by
the wind-down costs and inventory markdowns associated with the closure of the Bassett plant. Selling, general
and administrative expenses decreased $3,161 in 2008 as compared to 2007 due to lower spending in the
wholesale segment. Bad debt expense increased due to store closings (both completed and planned) and the
prolonged weak retail environment that is affecting our licensed retail network. Other income (loss), net was
$(6,956), $5,947, and $6,921 in 2008, 2007, and 2006, respectively.

The operating loss reported by the Company in 2008, exclusive of the impairment charges, is primarily due
to losses incurred by the Company’s retail segment and to the reserves recorded for bad debts related to sales to
certain licensee stores within its wholesale segment. These losses reflect both the deteriorating home furnishings
retail environment and the shortfall between the amount of sales required to breakeven on an average per store
basis and the amount of sales that were actually written and delivered. The Company continues to take actions to
improve per store sales performance including adding new more value oriented product offerings, strengthening
its design and sales talent, and incorporating elements of the new store prototype into more of its stores. In
addition, we are closing underperforming stores that we do not believe will be able to meet their required
breakeven sales levels. Further, we are reducing the cost and expense structure of our wholesale segment to
reflect this lower level of sales and the reduced number of stores.

Certain items affecting comparability between periods are noted below in “Investment and Real Estate
Segment and Other Items Affecting Net Income (Loss)”.

Our 2008, 2007, and 2006 results were negatively (positively) impacted by certain restructuring and
non-recurring items totaling $3,008, $7,860, and ($190) respectively, and are detailed below:

2008 2007 2006

Income from Continued Dumping & Subsidy Offset Act . . . . . . . . . . . . . . . . . . . . . $(2,122) $(2,135) $(1,549)
Restructuring, impaired asset charges and unusual gains, net

Impairment of goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,548 — 1,359
Impairment of leasehold improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 624 975 —
Impairment of other intangibles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 240 — —
Asset impairment charge associated with the Bassett plant closure . . . . . . . . . — 3,609 —
Severance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 960 —
Gain on sale of the airplane . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,342) — —

Proxy defense costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,418 — —
Lease exit costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 642 2,297 —
LRG settlement and debt restructuring . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2,154 —

$ 3,008 $ 7,860 $ (190)
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Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

Fiscal 2008

The operating results for the year ended November 29, 2008 included several unusual pretax items. During
the fourth quarter, we recorded a $3,548 charge for the impairment of goodwill related to our wholesale reporting
unit (see also Note 7 to the consolidated financials statements for further discussion). We also recorded an
additional impairment charge of $240 related to other intangibles. During 2008, we also recorded $624 to
write-off the leasehold improvements and $642 for lease exit costs related to the closure of a corporate retail
store. As part of our cost-cutting efforts, we sold our former airplane for $2,092 and recorded a gain of $1,342.
Finally, we incurred legal and other expenses of $1,418 related to the proxy contest with Costa Brava Partnership
III L.P. during the second quarter of 2008.

Fiscal 2007

During the first quarter of 2007, we made the decision to cease operations at our wood manufacturing
facility in Bassett, Virginia. The closure of the 323,000 square foot facility was completed during June of 2007
and affected approximately 280 employees. The Company has sourced the majority of the products previously
produced at this facility from overseas suppliers, continued to produce certain custom bedroom products
domestically and discontinued providing certain slower selling items. As a result of this decision, we recorded a
$3,609 charge to write down the value of the plant and equipment and a $960 charge for severance benefits. We
have disbursed all of the severance benefits.

During 2007, we also reduced our leased showroom space in the International Home Furnishings Center by
approximately 60% and recorded a $975 charge to write-off the net book value of the corresponding capitalized
tenant improvements.

As part of our expense reduction initiatives, we concluded during 2007 that four of our leased store
locations would no longer be used by us as retail furniture locations. We have finalized sublease agreements for
two of the stores thereby reducing our future cash outlays. Although no sublessee has been identified for the
other store leases, we are actively marketing these locations. In accordance with FASB Statement No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities”, we recorded a $2,297 charge to recognize
the future obligations associated with the leases, net of estimated sublease income.

During the fourth quarter of 2007, we recorded a pretax charge of $2,154 related to a settlement and debt
restructuring with the minority interest partners of LRG Furniture, LLC. This $2,154 liability bears interest at
6.0% and is payable quarterly with principal amounts ranging from $50 to $75 depending on available cash flow,
as defined, from LRG. The balance of the liability at November 29, 2008 is $1,954. As part of the settlement, we
purchased the remaining 20% interest in LRG for an additional $100. In conjunction with the settlement and debt
restructuring, we recorded a tax charge of $2,383 associated with the write-off of deferred taxes due to the
termination of the LRG partnership.

Fiscal 2006

In 2006, we performed our annual goodwill impairment review and determined that the goodwill associated
with our retail reporting unit was impaired and recorded a $1,359 charge to write-off all of the retail goodwill.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

Segment Information

We have strategically aligned our business into three reportable segments: Wholesale, Retail and
Investments/Real Estate. The wholesale home furnishings segment is involved principally in the design,
manufacture, sourcing, sale and distribution of furniture products to a network of Bassett stores (licensee-owned
stores and Company-owned retail stores) and independent furniture retailers. Our wholesale segment includes our
wood and upholstery operations as well as all corporate selling, general and administrative expenses, including
those corporate expenses related to both Company- and licensee-owned stores. We eliminate the sales between
our wholesale and retail segments as well as the imbedded profit in the retail inventory for the consolidated
presentation in our financial statements. Intercompany sales that were eliminated and the change in the
intercompany profit reserve were as follows:

2008 2007 2006

Intercompany sales elimination . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(50,972) $(39,829) $(40,990)
(Increase) Decrease in intercompany profit elimination reserve . . . . . . . . . . . . $ (556) $ (312) $ (626)

During the second quarter of 2006, we sold our contemporary furniture business (Weiman), which was
previously included in the wholesale segment.

Our retail segment consists of Company-owned stores and includes the revenues, expenses, assets and
liabilities (including real estate) and capital expenditures directly related to these stores.

Our investments/real estate segment consists of our investments (Alternative Asset Fund and marketable
securities), distributions in excess of affiliate earnings (IHFC) and retail real estate related to licensee stores.

Wholesale Segment

2008 2007 2006

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $242,094 100.0% $247,676 100.0% $284,803 100.0%

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 70,940 29.3% 60,471 24.4% 68,374 24.0%
Bad debt expense . . . . . . . . . . . . . . . . . . . . . . . 11,769 4.9% 3,852 1.6% 3,364 1.2%
Landed freight . . . . . . . . . . . . . . . . . . . . . . . . . 16,382 6.8% 5,232 2.1% — 0.0%
SG&A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 45,894 19.0% 52,351 21.1% 52,914 18.6%

Operating earnings (loss) . . . . . . . . . . . . $ (3,105) -1.3% $ (964) -0.4% $ 12,096 4.2%

Note: For comparability purposes, we have presented our selling, general and administrative expenses above
without consideration of the effects of the landed freight change and the bad debt expense.

Fiscal 2008 as Compared to Fiscal 2007

Net sales for the wholesale segment were $ 242,094 for the year ended November 29, 2008 as compared to
$247,676 for the year ended November 24, 2007, a decrease of 2.3%. The 2008 and 2007 reported sales were
increased by reported revenue of $16,382 and $5,232, respectively, due to a change in our business practices as
described above. Excluding this change, recorded revenue decreased 6.9% year over year. Due to our fiscal
calendar, net sales for 2008 also reflect a 53 week period as compared to a 52 week period for 2007.
Approximately 55% of wholesale shipments during 2008 were imported products compared to 49% for 2007.
Gross margins for the wholesale segment were 29.3% for 2008 as compared to 24.4% in 2007. Excluding the
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effects of the business change described above, gross margins for 2008 and 2007 would have been 24.2% and
22.8%, respectively, a 1.4 percentage point increase over 2007. This increase is primarily due to an improved
product mix associated with increased imported products which carry a higher margin and the absence of the
significant wind down costs incurred in 2007 related to the closing of the Bassett plant. Selling, general and
administrative expenses decreased $6,457 primarily due to lower spending as we continue to adjust our cost
structure to match the size of the operations. Bad debt expense increased significantly due to completed and
planned store closings as certain of our licensee-owned stores continue to be impacted by the deteriorating retail
environment, strained credit markets, and lower consumer confidence.

Fiscal 2007 as Compared to Fiscal 2006

Wholesale net sales for the year ended November 24, 2007 were $247,676 as compared to $284,803 for the
year ended November 25, 2006. Excluding the $5,232 increase in recorded revenue due to the business change
described above, sales decreased $42,359 or 15% year over year. Approximately 49% of wholesale shipments
during 2007 were imported products compared to 44% for 2006. Gross margins were 24.4% for the year ended
November 24, 2007. Excluding the effects of the business change described above, gross margins would have
been 22.8% as compared to 24.0% for 2006. Margins were negatively impacted by the wind-down costs and
inventory markdowns associated with the closure of the Bassett plant and lower volumes in our two domestic
production facilities. Selling, general and administrative expenses were essentially flat for 2007 as compared to
2006.

Wholesale shipments by category for the last three fiscal years are summarized below:

2008 2007 2006

Wood . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $128,678 53.2% $137,045 55.3% $164,030 57.6%
Upholstery . . . . . . . . . . . . . . . . . . . . . . . . . . . . 109,944 45.4% 108,312 43.7% 117,668 41.3%
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,472 1.4% 2,319 1.0% 3,105 1.1%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $242,094 100.0% $247,676 100.0% $284,803 100.0%

Retail Segment—Company Owned Stores

2008 2007 2006

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 97,176 100.0% $ 87,537 100.0% $ 84,401 100.0%

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . 44,516 45.8% 37,930 43.3% 35,146 41.6%
SG&A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (54,301) -55.9% (48,710) -55.6% (47,272) -56.0%

Operating losses . . . . . . . . . . . . . . . . . . . . . . . $ (9,785) -10.1% $ (10,780) -12.3% $ (12,126) -14.4%

Fiscal 2008 as Compared to Fiscal 2007

Net sales for the retail segment were $97,176 in 2008 as compared to $87,537 in 2007, an increase of
$9,639. These sales increases have primarily resulted from additional Company-owned stores and a 2% increase
in comparable store sales. The comparable store sales increases were primarily driven by progress in our Dallas
market, the benefits of store consolidation in upstate New York, and increased sales in our Pineville, NC store
which we believe were driven by its conversion to the new store prototype. Gross margins for 2008 increased 2.5
percentage points due to improved pricing and promotional strategies. Our retail segment reduced its total
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operating losses by $995, a 9.2% decrease. For the 24 comparable corporate stores, we reduced our operating
losses by approximately 10% over 2007. We believe that the combination of new product introductions, store
prototype retrofits, better hiring and training of design consultants and continued improved marketing efforts will
lead to the further improvement in retail operating results.

Our retail segment includes the expenses of retail real estate utilized by Company-owned retail stores.
Rental income and expenses from our properties utilized by independent licensees and partnership licensees are
included in our investment and real estate segment.

Fiscal 2007 as Compared to Fiscal 2006

Net sales increased $3,136 from $84,401 in 2006 to $87,537 in 2007. This sales increase primarily resulted
from the additional Company-owned stores acquired in 2007 and increases in comparable store sales. Gross
margins for the year increased 1.7%, due to improved pricing and promotional strategies, coupled with less
clearance sales activity as compared to 2006.

Investment and Real Estate Segment and Other Items Affecting Net Income (Loss)

Our investments and real estate segment consists of our investments (Alternative Asset Fund and marketable
securities), distributions in excess of affiliate earnings (IHFC) and retail real estate related to licensee BFD
stores. Although this segment does not have operating earnings, income from the segment is included in income
from investments in our consolidated statements of operations. Our equity investment in IHFC is not included in
the identifiable assets of this segment since it has a negative book value and is therefore included in the long-
term liabilities section of our consolidated balance sheet. Income and expense items for fiscal 2008, 2007 and
2006 are as follows:

2008 2007 2006

Income (loss) from investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(3,938) $ 5,921 $ 7,318
Other than temporary impairment of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,296) — —
Income from unconsolidated affiliated companies, net . . . . . . . . . . . . . . . . . . . . . . . 6,300 5,298 4,464
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,021) (3,671) (3,864)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,001) (1,601) (997)

Other income (loss), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(6,956) $ 5,947 $ 6,921

Income (loss) from investments for 2008 included $5,385 in losses from the Alternative Asset Fund partially
offset by $1,447 of dividend income and net realized gains from our marketable security portfolio. Historically,
the Alternative Asset Fund has produced returns in excess of the relevant market indices.

In accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities”, we
review our marketable securities to determine whether a decline in fair value of a security below the cost basis is
other than temporary. Should the decline be considered other than temporary, we write down the cost basis of the
security and include the loss in current earnings as opposed to an unrealized holding loss. Due to the significant
decline in the financial markets during the fiscal fourth quarter, many of our holdings sustained significant losses.
Consequently, we recorded $3,296 in losses in our consolidated statement of operations in 2008.

Income from unconsolidated affiliated companies, net includes income from our investment in IHFC as well as
income (loss) from other equity method investments. We recognized income from IHFC of $6,425, $6,316, and
$6,666, in 2008, 2007 and 2006, respectively. Significant fluctuations in the earnings/losses of our other
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investments have been primarily caused by losses recognized related to our previous investment in BFD Northeast,
LLC (“BFDNE”) of $595 and $1,954 in 2007 and 2006, respectively. On February 28, 2007, we entered into an
agreement with BFDNE whereby we contributed our 30% interest in BFDNE to BFDNE in exchange for certain
assets (primarily inventory and leasehold improvements) of BFDNE’s two stores in Boston, Massachusetts.

Other includes several items including losses related to our real estate investments that support our
licensees. During 2008, we recorded a $129 lease termination charge and a $500 impairment of leasehold
improvements for a closed licensee store.

Income taxes

In accordance with SFAS No. 109 “Accounting for Income Taxes” (SFAS No. 109), we evaluate our
deferred income tax assets quarterly to determine if valuation allowances are required or should be adjusted.
SFAS No. 109 requires that companies assess whether valuation allowances should be established against their
deferred tax assets based on consideration of all available evidence, both positive and negative, using a “more
likely than not” standard. This assessment considers, among other matters, the nature, frequency and severity of
recent losses, forecasts of future profitability, the duration of statutory carryforward periods, our experience with
tax attributes expiring unused and tax planning alternatives. In making such judgments, significant weight is
given to evidence that can be objectively verified. Due to the losses in the fourth quarter of 2008, we are in a
cumulative loss position for the past three years which is considered significant negative evidence that is difficult
to overcome on a “more likely than not” standard through objectively verifiable data. While our long-term
financial outlook remains positive and we have certain strategies that could produce taxable income and
depending on timing, may help us to realize our deferred tax assets. However, we concluded that our ability to
rely on our long-term outlook and forecasts as to future taxable income was limited. Due to the weight of the
negative evidence, including the cumulative losses and a market capitalization well below our book value, we
recorded a $23,383 charge to establish a valuation allowance against substantially all of our deferred tax assets
during the fourth quarter of 2008. We will continue to evaluate the need for the allowance on a quarterly basis
and if additional positive evidence is obtained (such as the Company returning to profitability), the valuation
allowance could decrease.

Our effective income tax rate was 72.3% for 2008. Excluding the charge noted above to record a valuation
allowance against our deferred tax assets, our effective rate would have been (25.9%). The effective rate was
favorably impacted by exclusions for dividends received from our investment in IHFC and unfavorably impacted
by the write-off of goodwill associated with the wholesale segment and charges associated with equity method
investees.

Our effective income tax rate was (29.1%) and 15.9% 2007 and 2006. The effective tax rate in both years
was lower than the statutory rate primarily due to exclusions for dividends received from our investment in
IHFC. In addition, we recorded a tax charge of $2,383 in 2007 associated with the write-off of deferred tax assets
due to the termination of the LRG partnership. Our effective rate for 2006 was also increased by the write-off of
goodwill associated with our retail segment as it was not tax-deductible.

See also Note 9 to the Consolidated Financial Statements for a full reconciliation of the effective income tax
rate for 2008, 2007 and 2006.

Adoption of FIN 48

Effective November 25, 2007, we adopted Financial Accounting Standards Board (“FASB”) Interpretation
No. (“FIN”) 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109,
Accounting for Income Taxes”, which provides a comprehensive model for the recognition, measurement,
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presentation, and disclosure in a company’s financial statements of uncertain tax positions taken, or expected to
be taken, on a tax return. Under FIN 48, if an income tax position exceeds a more likely than not (i.e. greater than
50%) probability of success upon tax audit, based solely on the technical merits of the position, the company is to
recognize an income tax benefit in its financial statements. The tax benefits recognized are to be measured based
on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate settlement. If it is not
more likely than not that the benefit will be sustained on its technical merits, no benefit is to be recorded.
Uncertain tax positions that relate only to timing of when an item is included on a tax return are considered to
have met the recognition threshold for purposes of applying FIN 48. Therefore, if it can be established that the
only uncertainty is when an item is taken on a tax return, such positions have satisfied the recognition step for
purposes of FIN 48 and uncertainty related to timing should be assessed as part of measurement. FIN 48 requires
that a liability associated with an unrecognized tax benefit be classified as a long-term liability, except for the
amount for which a cash payment is expected to be made within one year. Further, companies are required to
accrue interest and related penalties, if applicable, on all tax exposures consistent with the respective
jurisdictional tax laws.

The adoption of FIN 48 resulted in a non-cash transition (cumulative effect of a change in accounting
principle) adjustment of $746 which was recorded as a decrease to beginning retained earnings. The transition
adjustment is a result, primarily, of tax positions associated with state income tax exposures and interest on
certain temporary differences. Our continuing practice is to recognize interest and penalties related to income tax
matters as a component of income tax expense.

As of the adoption date of FIN 48, we had unrecognized income tax benefits totaling $1,687, of which $902
would impact our effective income tax rate if recognized.

Unrecognized tax benefits at November 25, 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,687
Gross increases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19
Gross decreases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (118)

Balance at November 29, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,588

We recognize interest and penalties related to unrecognized tax benefits in income tax expense. During
2008, we recognized $54 of interest expense recovery and $22 of penalty expense recovery related to the
unrecognized benefits noted above in our consolidated statement of operations. The consolidated balance sheet
includes accrued interest of $318 and penalties of $184 due to unrecognized tax benefits.

Significant judgment is required in evaluating the Company’s federal and state tax positions and in the
determination of its tax provision. Despite our belief that the liability for unrecognized tax benefits is adequate, it
is often difficult to predict the final outcome or the timing of the resolution of any particular tax matter. We may
adjust these liabilities as relevant circumstances evolve, such as guidance from the relevant tax authority, or
resolution of issues in the courts. These adjustments are recognized as a component of income tax expense
entirely in the period in which they are identified. The Company also cannot predict when or if any other future
tax payments related to these tax positions may occur.

Currently, there are no examinations in process of any of the Company’s income tax returns. We remain
subject to examination for tax years 2005 through 2007 for all of our major tax jurisdictions.

Liquidity and Capital Resources

The Company is committed to maintaining a strong balance sheet in order to weather the current difficult
industry conditions, to allow it to take advantage of opportunities as market conditions improve, and to execute
its long-term retail growth strategies.
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During the year, we returned significant amounts of capital to our shareholders in the form of dividends and
an increased share repurchase program. In addition to our regular quarterly dividends of $9,950, we paid out a
special dividend of $8,734 or $0.75 per share. We also spent $4,313 under the share repurchase plan. The funding
for the return to the shareholders has been from the orderly liquidation of our Alternative Asset Fund investment
and net liquidations of our marketable securities portfolio. During 2008, we received $23,250 from the
Alternative Asset Fund and $6,382 from liquidations of marketable securities. Due to unprecedented turmoil in
the financial markets, further erosion of home furnishings sales, and general uncertainty regarding the depths to
which current economic conditions could worsen, the Board announced on October 16, 2008 that it had decided
to suspend making any decision with respect to the $0.50 per share second special dividend and declared a
regular quarterly dividend of $0.10 or $0.125 less than the previous dividend. Subsequent to year end, we
announced that the Board of Directors did not declare a regular quarterly dividend for the second quarter of 2009
conserving approximately $1,100 of cash. We also received $10,646 or 80% of the net asset value of our
investment in Styx Partners, L.P. We expect to receive the remaining portion by the end of 2009.

Net cash used in operating activities was $18,955, $8,462, and $6,150 in fiscal 2008 and 2007, and 2006,
respectively. Our operating cash requirements for 2008 were funded through $9,000 of additional borrowings
under the revolving credit facility, $6,091 in dividends from our investment in the International Home
Furnishings Center (IHFC) and the remaining proceeds from our net investment liquidations. Cash requirements
for 2007 were primarily funded through investment sales, dividends from IHFC and additional borrowings on the
revolving credit facility. Cash requirements for 2006 were primarily funded through investment sales and
dividends from IHFC.

We used $18,955 of cash in operating activities during fiscal 2008 primarily due to the continued difficult
environment at retail as well as increased payments to fund the inventory build at the end of 2007 and the
beginning of 2008 due to the January 2008 new product rollout. Due to the lead time to source the majority of the
new product, inventory and accounts payable balances were unusually high at the end of fiscal 2007. Our
inventory levels peaked in January and began returning to more normalized levels during February. Although we
plan additional product introductions in 2009, they will not be as extensive as the rollout in early 2008. We
expect overall inventory levels to decrease during 2009, generating additional positive cash flow. Our accounts
payable balance was reduced by $7,357 during fiscal 2008 and has returned to a more normalized level.

Due to the continued housing slump and the fourth quarter deterioration in the major financial markets and
the overall recessionary economic environment, consumer spending has decreased resulting in financial losses
for us and damaging the ability of certain of our licensees to generate sufficient cash flow in their businesses.
Currently, we are aggressively pursuing expense reduction and cash preservation initiatives throughout all parts
of the business to enhance our cash flow. As part of the improvement plans with certain of our licensees, we
converted $5,192 of trade accounts receivable to long-term interest bearing notes during the year ended
November 29, 2008. We continually assess our level of bad debt reserves and recorded $11,769 in provisions for
losses on accounts and notes receivable in 2008, a $7,917 increase over 2007. A continuing difficult and weak
retail environment could result in further bad debt expenses, reduced revenue and store real estate charges,
including lease termination and impairment charges. Although we believe we have adequate reserves for bad
debts, we will continue to work with our licensees to help limit bad debt exposure. We expect eight to ten
underperforming stores to close during 2009.

We currently have $19,000 outstanding on our revolving credit facility with $10,554 of availability. We
amended our facility in August 2008 by extending the maturity date an additional two years and amending
certain covenants. The credit facility, as amended, provides for borrowings of up to $45,000 at a variable interest
rate of LIBOR plus 1.75% (3.66% on November 29, 2008). The facility is secured by a pledge of certain of our
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marketable securities and substantially all of our receivables and inventories. To the extent the value of the
marketable securities falls below $16,000, our Borrowing Base, as defined, is decreased by 125% of the
difference between $16,000 and the actual value of those securities. This facility contains, among other
provisions, certain defined financial requirements including a maximum ratio of debt to equity and a minimum
level of net worth. Due to the charges recorded in the fourth quarter of 2008, the Company’s net worth decreased
below the levels specified in the revolving credit facility. Subsequent to year end, we received a waiver of the
violation from our bank and a reduction of the net worth covenant requirements for fiscal 2009 and 2010. The
other relevant terms in the facility including the interest rate were not significantly amended.

We lease land and buildings that are used in the operation of our Company-owned retail stores as well as in the
operation of licensee-owned stores. We had obligations of $96,773 at November 29, 2008 for future minimum lease
payments under non-cancelable operating leases having remaining terms in excess of one year. We also have
guaranteed certain lease obligations of licensee operators. Lease guarantees range from one to ten years. We were
contingently liable under licensee lease obligation guarantees in the amount of $11,605 at November 29, 2008. We
have also guaranteed loans of certain of our licensees to finance initial inventory packages for those stores. The total
contingent liabilities with respect to these loan guarantees were $7,869 at November 29, 2008.

In the fourth quarter of 2007, we announced the acquisition of the operations of two stores in the Charleston,
South Carolina area from a former licensee and that we had begun the process of acquiring the land and building
of those stores. During the quarter ended March 1, 2008, we completed the acquisition of the land and building
for $6,800. We funded the acquisition through additional real estate debt of approximately $5,000 and the use of
preexisting accounts receivable from the former licensee.

We currently anticipate that total capital expenditures for fiscal 2009 will be approximately $2,500 and will
be used primarily for retrofits for the new prototype design at Company-owned stores and information systems
to support e-commerce initiatives. We have plans to continue to invest in store remodels, conversions, and new
store real estate over the next three to four years and at potentially greater levels based on the business
environment and our net cash position. Our capital expenditure and working capital requirements in the
foreseeable future may change depending on many factors, including but not limited to the overall performance
of the new prototype stores, our rate of growth, our operating results and any other adjustments in our operating
plan needed in response to industry conditions, competition, acquisition opportunities or unexpected events. We
believe that our existing cash and investment portfolio that remains after the orderly liquidation of the Alternative
Asset Fund, and our borrowing capacity, together with cash from operations, will be sufficient to meet our capital
expenditure and working capital requirements for 2009.

Recent Accounting Pronouncements

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109” (“FIN 48”). This interpretation clarifies the accounting for uncertainty
in income taxes recognized in an enterprise’s financial statements in accordance with FAS 109, “Accounting for
Income Taxes.” This interpretation prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. This
interpretation also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods, disclosure, and transition. The Company adopted the provisions of this interpretation effective
November 25, 2007. The adoption of FIN 48 resulted in a non-cash transition (cumulative effect of a change in
accounting principle) adjustment of $746 which was recorded as a decrease to beginning retained earnings.

In September 2006, the Financial Accounting Standards Board issued SFAS No. 157, “Fair Value
Measurements” (“SFAS 157” or “the Standard”). The Standard defines fair value, provides a consistent
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framework for measuring fair value under accounting principles generally accepted in the United States and
expands fair value financial statement disclosure requirements. SFAS 157 does not require any new fair value
measurements. It only applies to accounting pronouncements that already require or permit fair value measures,
except for standards that relate to share-based payments (SFAS 123R, Share Based Payment.) The standard is
effective for fiscal years beginning after November 15, 2007. Effective November 25, 2007, we adopted the
provisions of SFAS 157 and recorded a fair value adjustment of $304 to properly state the net asset value of
funds within the Bassett Industries Alterative Asset Fund, due to liquidation restrictions on those funds. This
adjustment was recorded in other income, net.

In December 2007, the Financial Accounting Standards Board issued SFAS No. 141 (Revised 2007),
“Business Combinations” (“SFAS 141R” or “the Standard”). SFAS 141R establishes principles and requirements
for how an acquiring entity recognizes and measures identifiable assets acquired, liabilities assumed, any
non-controlling interest in the acquiree, and any acquired goodwill. The Standard also establishes disclosure
requirements that will enable users to evaluate the nature and financial effects of the business combination. It is
effective for business combinations that occur during or after fiscal years that begin after December 15, 2008.
This statement will be effective for us in fiscal 2010. We are currently evaluating the impact SFAS 141R will
have on our financial statements.

Contractual Obligations and Commitments

We enter into contractual obligations and commercial commitments in the ordinary course of business (See
Note 16 to the Consolidated Financial Statements for a further discussion of these obligations). The following
table summarizes our contractual payment obligations and other commercial commitments.

2009 2010 2011 2012 2013 Thereafter Total

Post employment benefit obligations (1) . . . $ 1,731 $ 1,710 $ 1,664 $ 1,554 $ 1,412 $ 9,810 $ 17,881
Real estate notes payable . . . . . . . . . . . . . . . 812 8,468 5,542 274 3,122 3,940 22,158
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . — 19,000 — — — — 19,000
Other obligations & commitments . . . . . . . . 1,629 400 233 200 200 954 3,616
Interest payable . . . . . . . . . . . . . . . . . . . . . . . 2,403 1,770 737 496 341 1,982 7,729
Letters of credit . . . . . . . . . . . . . . . . . . . . . . . 2,586 — — — — — 2,586
Operating leases (2) . . . . . . . . . . . . . . . . . . . 15,848 15,419 14,538 13,896 11,695 25,377 96,773
Lease guarantees . . . . . . . . . . . . . . . . . . . . . . 7,274 1,632 1,346 311 311 730 11,604
Loan guarantees . . . . . . . . . . . . . . . . . . . . . . 3,633 2,811 1,397 28 — — 7,869
Purchase obligations (3) . . . . . . . . . . . . . . . . — — — — — — —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . $35,916 $51,210 $25,457 $16,759 $17,081 $42,793 $189,216

(1) Does not reflect a reduction for the impact of any company owned life insurance proceeds to be received.
Currently, we have life insurance policies with net death benefits of $9,532 to provide funding for these
obligations. See Note 11 to the Consolidated Financial Statements for more information.

(2) Does not reflect a reduction for the impact of sublease income to be received. See Note 15 to the
Consolidated Financial Statements for more information.

(3) The Company is not a party to any long-term supply contracts with respect to the purchase of raw materials
or finished goods. At the end of fiscal year 2008, we had $18,581 in open purchase orders, primarily for
imported inventories, which are in the ordinary course of business.

14



Management’s Discussion and Analysis of Financial Condition and Results of Operations—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries
(in thousands, except share and per share data)

Off-Balance Sheet Arrangements

We utilize stand-by letters of credit in the procurement of certain goods in the normal course of business.
We lease land and buildings that are primarily used in the operation of BFD stores. We have guaranteed certain
lease obligations of licensee operators of the BFD stores as part of our retail expansion strategy. We also have
guaranteed loans of certain of our BFD dealers to finance initial inventory packages for these stores. See
Contractual Obligations and Commitments table above and Note 15 to the Consolidated Financial Statement for
further discussion of operating leases, lease guarantees and loan guarantees, including descriptions of the terms
of such commitments and methods used to mitigate risks associated with these arrangements.

Contingencies

We are involved in various claims and litigation as well as environmental matters, which arise in the normal
course of business. Although the final outcome of these legal and environmental matters cannot be determined,
based on the facts presently known, it is our opinion that the final resolution of these matters will not have a
material adverse effect on our financial position or future results of operations.

Safe-harbor, forward-looking statements

This discussion contains certain forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995 with respect to the financial condition, results of operations and business of Bassett
Furniture Industries, Incorporated and subsidiaries. Such forward-looking statements are identified by use of forward-
looking words such as “anticipates”, “believes”, “plans”, “estimates”, “expects”, “aimed” and “intends” or words or
phrases of similar expression. These forward-looking statements involve certain risks and uncertainties. No assurance
can be given that any such matters will be realized. Important factors, which should be read in conjunction with
Item 1A “Risk Factors in the Company’s Form 10-K as filed with the Securities and Exchange Commission, that could
cause actual results to differ materially from those contemplated by such forward-looking statements include:

• competitive conditions in the home furnishings industry

• general economic conditions

• overall retail traffic levels and consumer demand for home furnishings

• ability of our customers and consumers to obtain credit

• Bassett store openings

• store closings and the profitability of the stores (independent licensees and Company-owned retail
stores)

• ability to implement our Company-owned retail strategies and realize the benefits from such strategies
as they are implemented

• fluctuations in the cost and availability of raw materials, labor and sourced products (including fabrics
from troubled suppliers)

• results of marketing and advertising campaigns

• information and technology advances

• ability to execute new global sourcing strategies

• performance of our marketable securities portfolio and our investment in BIAAF

• delays or difficulties in converting some of our non-operating assets to cash

• future tax legislation, or regulatory or judicial positions

• ability to efficiently manage the import supply chain to minimize business interruption

• effects of profit improvement initiatives in our domestic wood operations

• continued profitability of our unconsolidated affiliated companies, particularly IHFC
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Consolidated Balance Sheets
Bassett Furniture Industries, Incorporated and Subsidiaries

November 29, 2008 and November 24, 2007
(In thousands, except share and per share data)

2008 2007

Assets
Current assets

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,777 $ 3,538
Accounts receivable, net of allowance for doubtful accounts of $11,634 and $7,661

as of November 29, 2008 and November 24, 2007, respectively . . . . . . . . . . . . . . . 35,595 38,612
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,844 50,550
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 772 5,659
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,856 12,421

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96,844 110,780

Property and equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57,155 53,225

Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,060 76,924
Retail real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,588 31,207
Notes receivable, net of allowance for doubtful accounts of $3,250 and $1,700 as of

November 29, 2008 and November 24, 2007, respectively . . . . . . . . . . . . . . . . . . . . . . . 16,038 14,128
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 10,244
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,140 14,195

89,826 146,698

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $243,825 $310,703

Liabilities and Stockholders’ Equity
Current liabilities

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 18,747 $ 26,104
Accrued compensation and benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,818 5,611
Customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,725 8,894
Dividends payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,142 2,363
Other accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,113 13,622

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,545 56,594

Long-term liabilities
Post employment benefit obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,829 14,493
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,000 10,000
Real estate notes payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,346 18,850
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,016 3,670
Distributions in excess of affiliate earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,910 12,244

70,101 59,257

Commitments and Contingencies

Stockholders’ equity
Common stock, par value $5 a share, 50,000,000 shares authorized, issued and

outstanding 11,420,431 in 2008 and 11,806,592 in 2007 . . . . . . . . . . . . . . . . . . . . . 57,102 59,033
Retained earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 73,160 131,725
Additional paid-in-capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 346 2,180
Accumulated other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . (429) 1,914

Total stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 130,179 194,852

Total liabilities and stockholders’ equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $243,825 $310,703

The accompanying notes to consolidated financial statements are an integral part of these balance sheets.
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Consolidated Statements of Operations
Bassett Furniture Industries, Incorporated and Subsidiaries

For the years ended November 29, 2008, November 24, 2007, and November 25, 2006
(In thousands, except share and per share data)

2008 2007 2006

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $288,298 $295,384 $328,214
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 173,399 195,001 225,319

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 114,899 100,383 102,895

Selling, general and administrative expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . 128,345 112,439 103,551
Income from Continued Dumping & Subsidy Offset Act . . . . . . . . . . . . . . . . . (2,122) (2,135) (1,549)
Restructuring, impaired asset charges and unusual gains, net . . . . . . . . . . . . . . 3,070 5,544 1,359
Proxy defense costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,418 — —
Lease exit costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 642 2,297 —
LRG settlement and debt restructuring . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2,154 —

Loss from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16,454) (19,916) (466)
Income (loss) from investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,938) 5,921 7,318
Other than temporary impairment of investments . . . . . . . . . . . . . . . . . . . . . . . (3,296) — —
Income from unconsolidated affiliated companies, net . . . . . . . . . . . . . . . . . . . 6,300 5,298 4,464
Interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,021) (3,671) (3,864)
Other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,001) (1,601) (997)

Income (loss) before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (23,410) (13,969) 6,455
Income tax (provision) benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16,945) 4,059 (1,026)

Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (40,355) $ (9,910) $ 5,429

Net income (loss) per share
Basic earnings (loss) per share: . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (3.46) $ (0.84) $ 0.46

Diluted earnings (loss) per share: . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (3.46) $ (0.84) $ 0.46

The accompanying notes to consolidated financial statements are an integral part of these statements.
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Consolidated Statements of Stockholders’ Equity
Bassett Furniture Industries, Incorporated and Subsidiaries

For the years ended November 29, 2008, November 24, 2007, and November 25, 2006
(In thousands, except share and per share data)

Common Stock Additional
paid-in
capital

Retained
earnings

Accumulated
other

comprehensive
income (loss) TotalShares Amount

Balance, November 26, 2005 . . . . . . . . . . . . . 11,804,458 $59,022 $ 2,068 $155,109 $ 2,652 $218,851
Net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — 5,429 — 5,429
Excess of additional pension liability over

unamortized transition obligation . . . . . . . . . — — — — (205) (205)
Net change in unrealized holding gains . . . . . . — — — — 873 873

Comprehensive income . . . . . . . . . . . . . . . . . . 6,097
Dividends ($.80 per share) . . . . . . . . . . . . . . . . — — — (9,449) — (9,449)
Issuance of common stock . . . . . . . . . . . . . . . . 55,637 278 561 — — 839
Purchase and retirement of common stock . . . . (56,439) (282) (702) — — (984)
Stock-based compensation . . . . . . . . . . . . . . . . — — 66 — — 66

Balance, November 25, 2006 . . . . . . . . . . . . . 11,803,656 59,018 1,993 151,089 3,320 215,420
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (9,910) — (9,910)
Excess of additional pension liability over

unamortized transition obligation . . . . . . . . . — — — — (28) (28)
Net change in unrealized holding gains . . . . . . — — — — (833) (833)

Comprehensive loss . . . . . . . . . . . . . . . . . . . . . (10,771)
Dividends ($.80 per share) . . . . . . . . . . . . . . . . — — — (9,454) — (9,454)
Issuance of common stock . . . . . . . . . . . . . . . . 42,236 211 365 — — 576
Purchase and retirement of common stock . . . . (39,300) (196) (350) — — (546)
Stock-based compensation . . . . . . . . . . . . . . . . — — 172 — — 172
Adjustment to initially apply SFAS 158,

net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — — (545) (545)

Balance, November 24, 2007 . . . . . . . . . . . . . 11,806,592 59,033 2,180 131,725 1,914 194,852
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (40,355) — (40,355)
Actuarial adjustment to supplemental

executive retirement defined benefit plan . . — — — — 608 608
Net change in unrealized holding gains . . . . . . — — — — (2,951) (2,951)

Comprehensive loss . . . . . . . . . . . . . . . . . . . . . (42,698)
Regular dividends ($.75 per share) . . . . . . . . . . — — — (8,730) — (8,730)
Special dividend ($.75 per share) . . . . . . . . . . . — — — (8,734) — (8,734)
Issuance of common stock . . . . . . . . . . . . . . . . 34,939 175 121 — — 296
Purchase and retirement of common stock . . . . (421,100) (2,106) (2,207) — — (4,313)
Stock-based compensation . . . . . . . . . . . . . . . . — — 252 — — 252
Adjustment to initially apply FIN 48, net . . . . . — — — (746) — (746)

Balance, November 29, 2008 . . . . . . . . . . . . . 11,420,431 $57,102 $ 346 $ 73,160 $ (429) $130,179

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

18



Consolidated Statements of Cash Flows
Bassett Furniture Industries, Incorporated and Subsidiaries

For the years ended November 29, 2008, November 24, 2007, and November 25, 2006
(In thousands)

2008 2007 2006

Operating Activities
Net income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(40,355) $ (9,910) $ 5,429
Adjustments to reconcile net income (loss) to net cash used in operating

activities:
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,513 9,089 9,253
Equity in undistributed income of investments and unconsolidated

affiliated companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (890) (8,323) (9,594)
Provision for restructuring, asset impairment charges and unusual gains,

net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,070 5,544 1,359
Provision for corporate retail lease exit costs . . . . . . . . . . . . . . . . . . . . . . . 642 2,297 —
LRG settlement and debt restructuring . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 2,154 —
Impairment of licensed retail real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . 748 — —
Provision for losses on trade accounts receivable . . . . . . . . . . . . . . . . . . . . 11,769 3,852 3,364
Other than temporary impairment of investments . . . . . . . . . . . . . . . . . . . . 3,296 — —
Realized income from investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,447) (2,937) (2,121)
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,403 (2,963) (1,437)
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99 669 (353)
Changes in operating assets and liabilities, exclusive of assets and

liabilities impacted by business combinations:
Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13,161) (10,919) (7,417)
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,199 (315) 2,503
Other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,047) (5,662) (1,477)
Accounts payable and accrued liabilities . . . . . . . . . . . . . . . . . . . . . . . (13,794) 8,962 (5,659)

Net Cash Used In Operating Activities . . . . . . . . . . . . . . . . . . (18,955) (8,462) (6,150)

Investing Activities
Purchases of property and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,702) (5,544) (3,344)
Purchases of retail real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (858) (375) (3,594)
Proceeds from sales of property and equipment . . . . . . . . . . . . . . . . . . . . . . . . . 2,862 3,176 1,736
Proceeds from sales of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35,817 16,982 21,618
Purchases of investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,185) (10,413) (14,748)
Dividends from an affiliate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,091 6,091 6,559
Net cash received on licensee notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 896 1,029 411
Acquisition of retail licensee stores, net of cash acquired . . . . . . . . . . . . . . . . . . (216) 120 (430)
Proceeds from sale of Weiman . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 1,300
Other, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (18) (177) 833

Net Cash Provided By Investing Activities . . . . . . . . . . . . . . . 33,687 10,889 10,341

Financing Activities
Borrowings under revolving credit arrangement . . . . . . . . . . . . . . . . . . . . . . . . . 9,000 6,000 1,000
Repayments of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (770) (910)
Borrowings (repayments) under real estate notes payable . . . . . . . . . . . . . . . . . . (792) (622) 4,378
Issuance of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 296 448 745
Repurchases of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (4,313) (546) (1,013)
Special cash dividend . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,734) — —
Regular cash dividends . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9,950) (9,450) (9,449)

Net Cash Used In Financing Activities . . . . . . . . . . . . . . . . . . . (14,493) (4,940) (5,249)

Change In Cash And Cash Equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 239 (2,513) (1,058)
Cash And Cash Equivalents—beginning of year . . . . . . . . . . . . . . . . . . . . . . 3,538 6,051 7,109

Cash And Cash Equivalents—end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,777 $ 3,538 $ 6,051

The accompanying notes to consolidated financial statements are an integral part of these statements.
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Notes to Consolidated Financial Statements
Bassett Furniture Industries, Incorporated and Subsidiaries

(In thousands, except share and per share data)

1. Description of Business

Bassett Furniture Industries, Incorporated (together with its consolidated subsidiaries, “Bassett”, “we”,
“our”, “the Company”) based in Bassett, Va., is a leading manufacturer, marketer and retailer of branded home
furnishings. Bassett’s products, designed to provide quality, style and value, are sold through Bassett Furniture
Direct® stores, Bassett Design Centers, and other furniture stores. Bassett’s full range of furniture products and
accessories are primarily sold through an exclusive nation-wide network of 115 retail stores known as Bassett,
Bassett Home Furnishings or Bassett Furniture Direct (referred to as “store” herein), of which 84 are
independently owned (“licensee operated”) and 31 are controlled and consolidated by the Company (“Company-
owned retail stores”). The Company sourced approximately 55% of its wholesale products to be distributed
through the store network from various countries, with the remaining volume produced at its two domestic
manufacturing facilities.

2. Significant Accounting Policies

Principles of Consolidation and Fiscal Year

The consolidated financial statements include the accounts of Bassett Furniture Industries, Incorporated and
our majority-owned subsidiaries for whom we have operating control. We also consolidate variable interest
entities for which we are the primary beneficiary. All significant intercompany balances and transactions are
eliminated in consolidation. Our fiscal year ends on the Saturday nearest November 30. Due to our fiscal
calendar, 2008 consists of 53 weeks while 2007 and 2006 consists of 52 weeks.

Cash Equivalents

All temporary, highly liquid investments with original maturities of three months or less are considered to
be cash equivalents. The carrying amount of these investments approximates fair value.

Accounts Receivable and Notes Receivable

Substantially all of our trade accounts receivable and notes receivable are due from customers located
within the United States. We maintain an allowance for doubtful accounts for estimated losses resulting from the
inability of our customers to make required payments. The allowance for doubtful accounts is based on a review
of specifically identified accounts in addition to an overall aging analysis. Judgments are made with respect to
the collectibility of accounts receivable based on historical experience and current economic trends. Actual losses
could differ from those estimates. Allowances for doubtful accounts were $11,634 and $7,661 at November 29,
2008 and November 24, 2007, respectively. Notes receivable reserves were $3,250 and $1,700 at November 29,
2008 and November 24, 2007, respectively. Accounts and notes receivable are generally secured by liens on
merchandise sold to licensees.

Concentrations of Credit Risk and Major Customers

Financial instruments that subject us to credit risk consist primarily of investments, accounts and notes
receivable and financial guarantees. Investments are managed within established guidelines to mitigate risks.
Accounts and notes receivable subject us to credit risk partially due to the concentration of amounts due from
customers. In 2008 and 2007, no customer accounted for more than 10% of total net sales or total accounts
receivable in the periods presented.

Inventories

Inventories (retail merchandise, finished goods, work in process and raw materials) are stated at the lower of
cost or market. Cost is determined for domestic manufactured furniture inventories using the last-in, first-out
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Notes to Consolidated Financial Statements—Continued
Bassett Furniture Industries, Incorporated and Subsidiaries

(In thousands, except share and per share data)

(“LIFO”) method. The cost of imported inventories is determined on a first-in, first-out (“FIFO”) basis.
Inventories accounted for under the LIFO method represented 20% and 19% of total inventory before reserves at
November 29, 2008 and November 24, 2007, respectively. We estimate inventory reserves for excess quantities
and obsolete items based on specific identification and historical write-offs, taking into account future demand
and market conditions. If actual demand or market conditions in the future are less favorable than those
estimated, additional inventory write-downs may be required.

Property and Equipment

Property and equipment is comprised of all land, buildings and leasehold improvements and machinery and
equipment used in the manufacturing and warehousing of furniture, our Company-owned retail operations and
the administration of the wholesale and Company-owned retail operations. This property and equipment is stated
at cost. Depreciation is computed over the estimated useful lives of the respective assets utilizing the straight-line
method. Buildings and improvements are generally depreciated over a period of 10 to 39 years. Machinery and
equipment are generally depreciated over a period of 5 to 10 years. Leasehold improvements are amortized based
on the underlying lease term, or the asset’s estimated useful life, whichever is shorter.

Retail Real Estate

Retail real estate is comprised of owned and leased properties utilized by licensee operated BFD stores.
These properties are located in high traffic, upscale locations that are normally occupied by large successful
national retailers. This real estate is stated at cost and depreciated over the useful lives of the respective assets
utilizing the straight line method. Buildings and improvements are generally depreciated over a period of 10 to
39 years. Leasehold improvements are amortized based on the underlying lease term, or the asset’s estimated
useful life, whichever is shorter. As of November 29, 2008 and November 24, 2007, the cost of retail real estate
included land totaling $6,451 and building and leasehold improvements of $30,937 and $31,552, respectively. As
of November 29, 2008 and November 24, 2007, accumulated depreciation of retail real estate was $7,800 and
$6,796, respectively. Depreciation expense was $1,704, $1,745, and $1,765 in 2008, 2007, and 2006,
respectively.

Goodwill

As specified in Statement of Financial Accounting Standards (SFAS) No. 141, “Accounting for Business
Combinations”, goodwill represents the excess of the purchase price over the value assigned to tangible assets
and liabilities and identifiable intangible assets of businesses acquired. SFAS No. 142, “Goodwill and Intangible
Assets”, requires that goodwill be reviewed for impairment annually or whenever events or changes in business
circumstances indicate that the carrying value of the assets may not be recoverable. Our policy is to perform the
annual impairment analysis as of the beginning of our fiscal fourth quarter. SFAS No. 142 also requires that the
assets and liabilities acquired and the resulting goodwill be allocated to the entity’s respective reporting units.
We have identified three reporting units for our business: Wholesale, Retail and Real Estate/Investments.

Impairment of Long Lived Assets

We periodically evaluate whether events or circumstances have occurred that indicate long-lived assets may
not be recoverable or that the remaining useful life may warrant revision. When such events or circumstances are
present, we assess the recoverability of long-lived assets by determining whether the carrying value will be
recovered through the expected undiscounted future cash flows resulting from the use of the asset. In the event
the sum of the expected undiscounted future cash flows is less than the carrying value of the asset, an impairment
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loss equal to the excess of the asset’s carrying value over its fair value is recorded. Fair value is determined based
on discounted cash flows or appraised values depending on the nature of the assets. The long-term nature of these
assets requires the estimation of cash inflows and outflows several years into the future and only takes into
consideration technological advances known at the time of the impairment test.

Investments

Our investments consist of a portfolio of marketable securities and the Bassett Industries Alternative Asset
Fund (“Alternative Asset Fund”). We classify our marketable securities as available-for-sale, which are reported
at fair value. Unrealized holding gains and losses, net of the related income tax effect, on available-for-sale
securities are excluded from income and are reported as other comprehensive income in stockholders’ equity.
Realized gains and losses from securities classified as available-for-sale are included in income and are
determined using the specific identification method for ascertaining the cost of securities sold. All investments
are marked-to-market and recorded at their fair value. Gains and losses on financial instruments that do not
qualify as accounting hedges are recorded as other income or expense. Investments in the Alternative Asset Fund
are valued on the basis of net asset value with adjustments for liquidity discounts, with the resultant difference
from the prior valuation included in other income or expense in the accompanying statements of operations. The
net asset value is determined by the investee fund based on its underlying financial instruments as provided by
the general partner.

Unconsolidated Affiliated Companies

The equity method of accounting is used for our investments in affiliated companies in which we exercise
significant influence but do not maintain operating control. For equity investments that have been reduced to zero
through equity method losses, additional equity losses incurred reduced notes receivable from the investee.

Revenue Recognition

Revenue is recognized when the risks and rewards of ownership and title to the product have transferred to
the buyer. This occurs upon the shipment of goods to independent dealers or, in the case of Company-owned
retail stores, upon delivery to the customer. We offer terms varying from 30 to 60 days for wholesale customers.
Estimates for returns and allowances for advertising and promotional arrangements have been recorded as a
reduction to revenue. The contracts with our licensee store owners do not provide for any royalty or license fee to
be paid to us. As part of our efforts to standardize wholesale pricing throughout the country, we began in July
2007 invoicing all of the store network and certain wholesale customers on a fully landed basis such that the
invoice price includes the freight charge for delivery. This business change resulted in approximately $16,382
and $5,232 of additional reported revenue and selling, general and administrative expenses for 2008 and 2007,
respectively.

Staff Accounting Bulletin No. 104: Revenue Recognition (“SAB 104”) outlines the four basic criteria for
recognizing revenue as follows: (1) Persuasive evidence of an arrangement exists, (2) Delivery has occurred or
services have been rendered, (3) The seller’s price to the buyer is fixed or determinable, and (4) Collectibility is
reasonably assured. SAB 104 further asserts that if collectibility of all or a portion of the revenue is not
reasonably assured, revenue recognition should be deferred until payment is received. In our judgment,
collectibility is not reasonably assured when the decision has been made to exit a dealer. Currently, there are
three dealers where revenue is being recognized on a cash basis. This resulted in deferred revenue of
approximately $2,215 at November 29, 2008. There were no dealers that met this criteria in 2007.
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