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PART I - FINANCIAL INFORMATION

 
ITEM 1. FINANCIAL STATEMENTS

BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS

FOR THE PERIODS ENDED FEBRUARY 27, 2016 AND FEBRUARY 28, 2015 – UNAUDITED
(In thousands except per share data) 

 
  Quarter Ended  
         

  February 27,
2016   February 28,

2015  

Sales revenue:         
Furniture and accessories  $ 92,402  $ 89,548 
Logistics   14,471   3,259 

Total sales revenue   106,873   92,807 
         
Cost of furniture and accessories sold   41,986   41,930 
         
Selling, general and administrative expenses excluding new store pre-opening costs   58,957   47,475 
New store pre-opening costs   139   - 
Lease exit costs   -   419 
Asset impairment charges   -   106 

Income from operations   5,791   2,877 
         
Remeasurement gain on acquisition of affiliate   -   7,212 
Other loss, net   (657)   (622)
Income before income taxes   5,134   9,467 
         

Income tax expense   1,900   3,511 
Net income  $ 3,234  $ 5,956 

         
Retained earnings-beginning of period   120,904   106,339 
Cash dividends   (962)   (821)
Retained earnings-end of period  $ 123,176  $ 111,474 
         
Basic earnings per share  $ 0.30  $ 0.57 
         
Diluted earnings per share  $ 0.30  $ 0.56 
         
Dividends per share  $ 0.09  $ 0.08 
 

The accompanying notes to condensed consolidated financial statements are an integral part of the condensed consolidated financial statements.
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PART I – FINANCIAL INFORMATION – CONTINUED
ITEM 1. FINANCIAL STATEMENTS

BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

FOR THE PERIODS ENDED FEBRUARY 27, 2016 AND FEBRUARY 28, 2015 – UNAUDITED
(In thousands)

 
  Quarter Ended  
         

  February 27,
2016   February 28,

2015  

         
Net income  $ 3,234  $ 5,956 
Other comprehensive income:         

Amortization associated with supplemental executive retirement defined benefit plan (SERP)   91   59 
Income taxes related to SERP   (34)   (22)

         
Other comprehensive income, net of tax   57   37 

         
Total comprehensive income  $ 3,291  $ 5,993 

 
The accompanying notes to condensed consolidated financial statements are an integral part of the condensed consolidated financial statements.
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PART I – FINANCIAL INFORMATION – CONTINUED
ITEM 1. FINANCIAL STATEMENTS

BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

FEBRUARY 27, 2016 AND NOVEMBER 28, 2015
(In thousands)

 
  (Unaudited)      

 
 February 27,

2016   November 28,
2015  

Assets         
Current assets         

Cash and cash equivalents  $ 25,113  $ 36,268 
Short-term investments   23,125   23,125 
Accounts receivable, net   19,741   21,197 
Inventories   57,539   59,896 
Other current assets   8,124   6,798 

Total current assets   133,642   147,284 
         
Property and equipment, net   101,810   96,104 
         
Deferred income taxes   12,634   13,471 
Goodwill and other intangible assets   17,601   17,682 
Other   7,967   8,002 
Total long-term assets   38,202   39,155 
Total assets  $ 273,654  $ 282,543 
         
Liabilities and Stockholders’ Equity         
Current liabilities         

Accounts payable  $ 20,234  $ 20,916 
Accrued compensation and benefits   11,472   14,345 
Customer deposits   23,284   23,999 
Dividends payable   -   2,184 
Current portion of long-term debt   5,855   5,273 
Other accrued liabilities   10,191   13,133 

Total current liabilities   71,036   79,850 
         
Long-term liabilities         

Post employment benefit obligations   12,674   12,694 
Notes payable   7,793   8,500 
Other long-term liabilities   3,918   4,133 

Total long-term liabilities   24,385   25,327 
         
         
Stockholders’ equity         

Common stock   54,463   54,580 
Retained earnings   123,176   120,904 
Additional paid-in capital   3,215   4,560 
Accumulated other comprehensive loss   (2,621)   (2,678)

Total stockholders' equity   178,233   177,366 
Total liabilities and stockholders’ equity  $ 273,654  $ 282,543 

 
The accompanying notes to condensed consolidated financial statements are an integral part of the condensed consolidated financial statements.
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PART I – FINANCIAL INFORMATION – CONTINUED
ITEM 1. FINANCIAL STATEMENTS

BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE PERIODS ENDED FEBRUARY 27, 2016 AND FEBRUARY 28, 2015 – UNAUDITED
(In thousands)

 
  Quarter Ended  
  February 27, 2016   February 28, 2015  
Operating activities:         
Net income  $ 3,234  $ 5,956 
Adjustments to reconcile net income to net cash provided by (used in) operating activities:         

Depreciation and amortization   2,817   2,146 
Equity in undistributed income of investments and unconsolidated affiliated companies   -   (220)
Provision for restructuring and asset impairment charges   -   106 
Non-cash portion of lease exit costs   -   419 
Remeasurement gain on acquisition of affiliate   -   (7,212)
Deferred income taxes   803   4,278 
Other, net   294   549 
Changes in operating assets and liabilities:         

Accounts receivable   1,509   1,021 
Inventories   2,357   (4,404)
Other current assets   (1,326)   (2,325)
Customer deposits   (715)   3,122 
Accounts payable and accrued liabilities   (6,553)   (4,341)

Net cash provided by (used in) operating activities   2,420   (905)
         
Investing activities:         
Purchases of property and equipment   (8,568)   (3,918)
Proceeds from sales of property and equipment   20   - 
Cash paid for business acquisition, net of cash acquired   -   (7,374)
Capital contribution to affiliate   -   (1,345)

Net cash used in investing activities   (8,548)   (12,637)
         
Financing activities:         
Cash dividends   (3,146)   (2,923)
Proceeds from the exercise of stock options   -   1,410 
Other issuance of common stock   84   85 
Repurchases of common stock   (1,774)   (191)
Excess tax benefits from stock-based compensation   -   456 
Repayments of notes payable   (4,395)   (372)
Proceeds from equipment loans   4,204   660 

Net cash used in financing activities   (5,027)   (875)
Change in cash and cash equivalents   (11,155)   (14,417)
Cash and cash equivalents - beginning of period   36,268   26,673 
       . 
Cash and cash equivalents - end of period  $ 25,113  $ 12,256 

 
The accompanying notes to condensed consolidated financial statements are an integral part of the condensed consolidated financial statements.
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
1. Basis of Presentation
 
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q and do not
include all of the information and footnotes required by accounting principles generally accepted in the United States (“GAAP”) for complete financial
statements. In our opinion, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair presentation have been included.
 
References to “ASC” included hereinafter refer to the Accounting Standards Codification established by the Financial Accounting Standards Board as the
source of authoritative GAAP.
 
The condensed consolidated financial statements include the accounts of Bassett Furniture Industries, Incorporated (“Bassett”, “we”, “our”, or the
“Company”) and our wholly-owned subsidiaries of which we have a controlling interest. The equity method of accounting was used for our investment in an
affiliated company in which we exercised significant influence but did not maintain a controlling interest prior to the Zenith acquisition mentioned below. In
accordance with ASC Topic 810, we have evaluated our licensees and certain other entities to determine whether they are variable interest entities (“VIEs”) of
which we are the primary beneficiary and thus would require consolidation in our financial statements. To date we have concluded that none of our licensees
nor any other of our counterparties represent VIEs.
 
Revenue from the sale of furniture and accessories is reported in the accompanying condensed consolidated statements of income net of estimates for returns
and allowances.
 
Zenith Acquisition
 
Prior to February 2, 2015 we held a 49% interest in Zenith Freight Lines, LLC (“Zenith”) for which we used the equity method of accounting. On February 2,
2015 we acquired the remaining 51% ownership interest (see Note 3, Business Combinations). Accordingly, the results of Zenith have been consolidated with
our results since the date of the acquisition. Sales of logistical services from Zenith to our wholesale and retail segments have been eliminated, and Zenith’s
operating costs and expenses since the date of acquisition are included in selling, general and administrative expenses in our condensed consolidated
statements of income. Our equity in the earnings of Zenith prior to the date of the acquisition is included in other loss, net, in the accompanying condensed
consolidated statements of income.
 
2. Interim Financial Presentation
 
All intercompany accounts and transactions have been eliminated in the condensed consolidated financial statements. The results of operations for the three
months ended February 27, 2016 are not necessarily indicative of results for the full fiscal year. These interim condensed consolidated financial statements
should be read in conjunction with the consolidated financial statements and accompanying notes included in our Annual Report on Form 10-K for the year
ended November 28, 2015.
 
We calculate an anticipated effective tax rate for the year based on our annual estimates of pretax income and use that effective tax rate to record our year-to-
date income tax provision. Any change in annual projections of pretax income could have a significant impact on our effective tax rate for the respective
quarter. Our effective tax rates for the quarters ended February 27, 2016 and February 28, 2015 differ from the federal statutory rate primarily due to the
effects of state income taxes and various permanent differences.
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
3. Business Combination – Acquisition of Zenith
 
Prior to February 2, 2015 we held a 49% interest in Zenith for which we used the equity method of accounting. Zenith provides domestic transportation and
warehousing services primarily to furniture manufacturers and distributors and also provides home delivery services to furniture retailers. We historically
have contracted with Zenith to provide substantially all of our domestic freight, transportation and warehousing needs for the wholesale business. In addition,
Zenith provides home delivery services for many of our Company-owned retail stores. On February 2, 2015, we acquired the remaining 51% of Zenith in
exchange for cash, Bassett common stock and a note payable with a total fair value of $19,111. The value of the Bassett common stock was based on the
closing market price of our shares on the acquisition date, discounted for lack of marketability due to restrictions on the seller’s ability to transfer the shares.
The restrictions on one half of the shares expired on the first anniversary of the acquisition, with the remainder expiring on the second anniversary. The note
is payable in three annual installments of $3,000 each beginning February 2, 2016, and has been discounted to its fair value as of the date of the acquisition
based on our estimated borrowing rate.
 
The carrying value of our 49% interest in Zenith prior to the acquisition was $9,480 (see Note 8, unconsolidated affiliated company). In connection with the
acquisition, this investment was remeasured to a fair value of $16,692 resulting in the recognition of a gain of $7,212 during the quarter ended February 28,
2015. The impact of this gain upon our basic and diluted earnings per share was approximately $0.42, net of the related tax expense. The remeasured fair
value of our prior interest in Zenith was estimated based on the fair value of the consideration transferred to acquire the remaining 51% of Zenith less an
estimated control premium.
 
Under the acquisition method of accounting, the fair value of the consideration transferred along with the fair value of our previous 49% interest in Zenith
was allocated to the tangible and intangible assets acquired and the liabilities assumed based on their estimated fair values as of the acquisition date with the
remaining unallocated amount recorded as goodwill.
 
The total fair value of the acquired business was determined as follows:
 
Fair value of consideration transferred in exchange for 51% of Zenith:     

Cash  $ 9,000 
Bassett common stock, 89,485 shares, par value $5.00 per share, fair value at closing $18.72 per share   1,675 
Note payable   8,436 

Total fair value of consideration transferred to seller   19,111 
Less effective settlement of previous amounts payable to Zenith at acquisition   (3,622)

Total fair value of consideration net of effective settlement   15,489 
Fair value of Bassett's previous 49% interest in Zenith   16,692 
     

Total fair value of acquired business  $ 32,181 
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 

The allocation of the fair value of the acquired business is as follows:
 

Identifiable assets acquired:     
Acquired cash and cash equivalents  $ 1,677 
Accounts receivable, net   3,399 
Prepaid expenses and other current assets   496 
Property and equipment   18,110 
Other long-term assets   646 
Intangible assets   6,362 

Total identifiable assets acquired   30,690 
Liabilities assumed:     

Accounts payable and accrued liabilities   (4,038)
Notes payable   (4,329)

Total liabilities assumed   (8,367)
Net identifiable assets acquired   22,323 
Goodwill   9,858 

Total net assets acquired  $ 32,181 
 
Goodwill was determined based on the residual difference between the fair value of the consideration transferred and the value assigned to tangible and
intangible assets and liabilities. Approximately $6,982 of the acquired goodwill is deductible for tax purposes. Among the factors that contributed to a
purchase price resulting in the recognition of goodwill were Zenith’s reputation for best-in-class, fully integrated logistical services which are uniquely
tailored to the needs of the furniture industry, as well as their ability to provide expedited delivery service which is increasingly in demand in the furniture
industry.
 
A portion of the fair value of consideration transferred was assigned to identifiable intangible assets as follows:
 

  Useful Life      
Description:  In Years   Fair Value  
         

Customer relationships   15   $ 3,038 
Trade names   Indefinite    2,490 
Technology - customized applications   7    834 

         
Total acquired intangible assets      $ 6,362 

 
The finite-lived intangible assets are being amortized on a straight-line basis over their useful lives. The indefinite-lived intangible asset and goodwill are not
amortized but will be tested for impairment annually or between annual tests if an indicator of impairment exists.
 
The fair values of consideration transferred and net assets acquired were determined using a combination of Level 2 and Level 3 inputs as specified in the fair
value hierarchy in ASC 820, Fair Value Measurements and Disclosures. See Note 4.
 
Acquisition costs related to the Zenith acquisition totaled $121 during the quarter ended February 28, 2015 and are included in selling, general and
administrative expenses in the condensed consolidated statements of income. The acquisition costs are primarily related to legal, accounting and valuation
services.
 
The revenue of Zenith since February 2, 2015 that is included in our condensed consolidated statements of income for the quarters ended February 27, 2016
and February 28, 2015 is $14,471 and $3,259, respectively after the elimination of intercompany transactions. Pre-tax income (loss) of Zenith that is included
in our condensed consolidated statements of income for the quarters ended February 27, 2016 and February 28, 2015 is $695 and $(20), respectively. The pro
forma results of operations for the acquisition of Zenith have not been presented because they are not material to our consolidated results of operations.
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
4. Financial Instruments and Fair Value Measurements
 
Financial Instruments
 
Our financial instruments include cash and cash equivalents, short-term investments in certificates of deposit, accounts receivable, cost method investments,
accounts payable and notes payable/long-term debt. Because of their short maturities, the carrying amounts of cash and cash equivalents, short-term
investments in certificates of deposit, accounts receivable, and accounts payable approximate fair value. Our cost method investments generally involve
entities for which it is not practical to determine fair values.
 
Investments
 
Our short-term investments of $23,125 at both February 27, 2016 and November 28, 2015 consisted of certificates of deposit (CDs) with original terms of
twelve months, bearing interest at rates ranging from 0.28% to 1.00%. At February 27, 2016, the weighted average remaining time to maturity of the CDs was
approximately four months and the weighted average yield of the CDs was approximately 0.42%. Each CD is placed with a Federally insured financial
institution and all deposits are within Federal deposit insurance limits. Due to the nature of these investments and their relatively short maturities, the carrying
amount of the short-term investments at February 27, 2016 and November 28, 2015 approximates their fair value.
 
Fair Value Measurement 
 
The Company accounts for items measured at fair value in accordance with ASC Topic 820, Fair Value Measurements and Disclosures. ASC 820’s valuation
techniques are based on observable and unobservable inputs. Observable inputs reflect readily obtainable data from independent sources, while unobservable
inputs reflect our market assumptions. ASC 820 classifies these inputs into the following hierarchy:
 
Level 1 Inputs– Quoted prices for identical instruments in active markets.
 
Level 2 Inputs– Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that are not active; and
model-derived valuations whose inputs are observable or whose significant value drivers are observable.
 
Level 3 Inputs– Instruments with primarily unobservable value drivers.
 
 
We believe that the carrying amounts of our current assets and current liabilities approximate fair value due to the short-term nature of these items. The
recurring estimate of the fair value of our notes payable for disclosure purposes (see Note 9) involves Level 3 inputs. Our primary non-recurring fair value
estimates typically involve business acquisitions (Note 3) which involve a combination of Level 2 and Level 3 inputs, and asset impairments (Note 11) which
utilize Level 3 inputs.
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
5. Accounts Receivable
 
Accounts receivable consists of the following:
 
 

  February 27,
2016   November 28,

2015  

Gross accounts receivable  $ 20,863  $ 22,372 
Allowance for doubtful accounts   (1,122)   (1,175)
Accounts receivable, net  $ 19,741  $ 21,197 

 
At February 27, 2015 and November 28, 2015 approximately 35% and 34%, respectively, of gross accounts receivable, and approximately 33% and 32%,
respectively, of the allowance for doubtful accounts were attributable to amounts owed to us by our licensees. Our remaining receivables are primarily due
from national account customers, traditional distribution channel customers and logistical services customers.
 
Activity in the allowance for doubtful accounts for the three months ended February 27, 2016 was as follows: 
           

  2016  
     
Balance at November 28, 2015  $ 1,175 
Reductions credited to income   (50)
Write-offs and other reductions   (3)
Balance at February 27, 2016  $ 1,122 

 
We believe that the carrying value of our net accounts receivable approximates fair value. The inputs into these fair value estimates reflect our market
assumptions and are not observable. Consequently, the inputs are considered to be Level 3 as specified in the fair value hierarchy in ASC Topic 820, Fair
Value Measurements and Disclosures. See Note 4.
 
6. Inventories
 
Inventories are valued at the lower of cost or market. Cost is determined for domestic furniture inventories using the last-in, first-out (LIFO) method. The
costs for imported inventories are determined using the first-in, first-out (FIFO) method.
 
Inventories were comprised of the following:

 
  February 27,

2016   November 28,
2015  

Wholesale finished goods  $ 28,555  $ 31,253 
Work in process   346   318 
Raw materials and supplies   10,637   9,793 
Retail merchandise   27,576   27,680 
Total inventories on first-in, first-out method   67,114   69,044 
LIFO adjustment   (7,864)   (7,751)
Reserve for excess and obsolete inventory   (1,711)   (1,397)
  $ 57,539  $ 59,896 
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
We estimate an inventory reserve for excess quantities and obsolete items based on specific identification and historical write-offs, taking into account future
demand, market conditions and the respective valuations at LIFO. The need for these reserves is primarily driven by the normal product life cycle. As
products mature and sales volumes decline, we rationalize our product offerings to respond to consumer tastes and keep our product lines fresh. If actual
demand or market conditions in the future are less favorable than those estimated, additional inventory write-downs may be required. In determining reserves,
we calculate separate reserves on our wholesale and retail inventories. Our wholesale inventories tend to carry the majority of the reserves for excess
quantities and obsolete inventory due to the nature of our distribution model. These wholesale reserves primarily represent design and/or style obsolescence.
Typically, product is not shipped to our retail warehouses until a consumer has ordered and paid a deposit for the product. We do not typically hold retail
inventory for stock purposes. Consequently, floor sample inventory and inventory for delivery to customers account for the majority of our inventory at retail.
Retail reserves are based on accessory and clearance floor sample inventory in our stores and any inventory that is not associated with a specific customer
order in our retail warehouses.
 
 
Activity in the reserves for excess quantities and obsolete inventory by segment are as follows:
 
 
  Wholesale

Segment   Retail Segment   Total  

             
Balance at November 28, 2015  $ 1,087  $ 310  $ 1,397 
Additions charged to expense   712   140   852 
Write-offs   (429)   (109)   (538)
Balance at February 27, 2016  $ 1,370  $ 341  $ 1,711 
 
Our estimates and assumptions have been reasonably accurate in the past. We have not made any significant changes to our methodology for determining
inventory reserves in 2016 and do not anticipate that our methodology is likely to change in the future.
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
7. Goodwill and Other Intangible Assets
 
Goodwill and other intangible assets consisted of the following:
 
 
  February 27, 2016  

  
Gross

Carrying
Amount

  
 

Accumulated
Amortization

  Intangible
Assets, Net

 

Intangibles subject to amortization             
Customer relationships  $ 3,038  $ (220)  $ 2,818 
Technology - customized applications   834   (129)   705 

             
Total intangible assets subject to amortization   3,872   (349)   3,523 

             
Intangibles not subject to amortization:             

Trade names   2,490   -   2,490 
Goodwill   11,588   -   11,588 

             
Total goodwill and other intangible assets  $ 17,950  $ (349)  $ 17,601 

 
  November 28, 2015  

  
Gross

Carrying
Amount

  Accumulated
Amortization

  Intangible
Assets, Net

 

Intangibles subject to amortization             
Customer relationships  $ 3,038  $ (169)  $ 2,869 
Technology - customized applications   834   (99)   735 

             
Total intangible assets subject to amortization   3,872   (268)   3,604 

             
Intangibles not subject to amortization:             

Trade names   2,490   -   2,490 
Goodwill   11,588   -   11,588 

             
Total goodwill and other intangible assets  $ 17,950  $ (268)  $ 17,682 
 
The carrying amounts of goodwill by reportable segment at both February 27, 2016 and November 28, 2015 were as follows:
 

Wholesale  $ 4,839 
Retail   1,820 
Logistical services   4,929 
     

Total goodwill  $ 11,588 
 
There were no accumulated impairment losses on goodwill as of February 27, 2016 or November 28, 2015.
 
Amortization expense associated with intangible assets during the quarters ended February 27, 2016 and February 28, 2015 was $81 and $42, respectively.
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PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
8. Unconsolidated Affiliate
 
Prior to February 2, 2015 we owned 49% of Zenith and accounted for our investment under the equity method. The balance of our investment in Zenith was
adjusted for our equity in the earnings of Zenith through February 2, 2015 of $220 (included in other loss, net in our condensed consolidated statement of
income for the quarter ended February 28, 2015), and increased by $1,345 representing our 49% share of a $2,745 capital contribution made to Zenith, a
portion of which was used for retirement of certain of Zenith’s debt prior to the acquisition. This activity resulted in a carrying value for our investment in
Zenith of $9,480 on the date of acquisition. See Note 3 regarding the remeasurement of this carrying value to fair value in connection with the acquisition and
the resulting remeasurement gain of $7,212.
 
9. Notes Payable and Bank Credit Facility
 
Our notes payable consist of the following: 
 
  February 27, 2016  

  Principal
Balance   Unamortized

Discount   Net Carrying
Amount  

             
Zenith acquisition note payable  $ 6,000  $ (246)  $ 5,754 
Transportation equipment notes payable   5,112   -   5,112 
Real estate notes payable   2,782   -   2,782 
             

Total Debt   13,894   (246)   13,648 
Less current portion   (6,030)   175   (5,855)
             

Total long-term debt  $ 7,864  $ (71)  $ 7,793 

 
  November 28, 2015  

  Principal
Balance   Unamortized

Discount   Net Carrying
Amount  

             
Zenith acquisition note payable  $ 9,000  $ (312)  $ 8,688 
Transportation equipment notes payable   2,152   -   2,152 
Real estate notes payable   2,933   -   2,933 
             

Total Debt   14,085   (312)   13,773 
Less current portion   (5,477)   204   (5,273)
             

Total long-term debt  $ 8,608  $ (108)  $ 8,500 

 
The future maturities of our notes payable are as follows:
 

Remainder of fiscal 2016  $ 2,534 
Fiscal 2017   4,809 
Fiscal 2018   4,515 
Fiscal 2019   1,509 
Fiscal 2020   527 
Fiscal 2021   - 
Thereafter   - 
  $ 13,894 
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Zenith Acquisition Note Payable
 
As part of the consideration given for our acquisition of Zenith on February 2, 2015, we issued an unsecured note payable to the former owner in the amount
of $9,000, payable in three annual installments of $3,000 due on each anniversary of the note, the first installment having been paid on February 2, 2016.
Interest is payable annually at the one year LIBOR rate, which was established at 0.62% on February 2, 2015 and resets on each anniversary of the note,
having reset to the current rate of 1.14% on February 2, 2016. The note was recorded at its fair value in connection with the acquisition resulting in a debt
discount that is amortized to the principal amount through the recognition of non-cash interest expense over the term of the note. Interest expense resulting
from the amortization of the discount for the quarters ended February 27, 2016 and February 28, 2015 was $66 and $24, respectively. The current portion of
the note due within one year, including unamortized discount, was $2,825 and $2,796 at February 27, 2016 and November 28, 2015, respectively.
 
Transportation Equipment Notes Payable
 
Certain of the transportation equipment operated in our logistical services segment is financed by notes payable in the amount of $5,112 and $2,152 at
February 27, 2016 and November 28, 2015, respectively. These notes are payable in fixed monthly payments of principal and interest at fixed and variable
rates ranging from 2.60% to 3.75% at February 27, 2016, with remaining terms of fifteen to forty-five months. The current portion of these notes due within
one year was $1,514 and $901 at February 27, 2016 and November 28, 2015, respectively. The notes are secured by tractors, trailers and local delivery trucks
with a total net book value of $6,552 and $3,796 at February 27, 2016 and November 28, 2015, respectively.
 
Real Estate Notes Payable
 
Certain of our retail real estate properties have been financed through commercial mortgages with outstanding principal totaling $1,623 and $1,709 at
February 27, 2016 and November 28, 2015, respectively. The mortages bear interest at fixed rates of 6.73%. They are collateralized by the respective
properties with net book values totaling approximately $5,959 and $5,993 at February 27, 2016 and November 28, 2015, respectively. The current portion of
these mortgages due within one year was $357 and $351 as of February 27, 2016 and November 28, 2015, respectively.
 
Certain of the real estate located in Conover, NC and operated in our logistical services segment is subject to a note payable in the amount of $1,159 and
$1,224 at February 27, 2016 and November 28, 2015, respectively. The note is payable in monthly installments of principal and interest at the fixed rate of
3.75% through October 2016, at which time the remaining balance on the note of approximately $1,004 will be due. Therefore, the entire balance of this note
is included in the current portion of our long-term debt at February 27, 2016 and November 28, 2015. The note is secured by land and buildings with a total
net book value of $6,191 and $6,226 at February 27, 2016 and November 28, 2015, respectively.
 
Fair Value
 
We believe that the carrying amount of our notes payable approximates fair value at both February 27, 2016 and November 28, 2015. In estimating the fair
value, we utilize current market interest rates for similar instruments. The inputs into these fair value calculations reflect our market assumptions and are not
observable. Consequently, the inputs are considered to be Level 3 as specified in the fair value hierarchy in ASC Topic 820, Fair Value Measurements and
Disclosures. See Note 3.
 
Bank Credit Facility
 
Effective December 5, 2015, we entered into a new credit facility with our bank which provides for a line of credit of up to $15,000. This credit facility,
which matures in December of 2018, is unsecured and contains covenants requiring us to maintain certain key financial ratios. We are in compliance with all
covenants under the agreement and expect to remain in compliance for the foreseeable future.
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At February 27, 2016, we had $1,970 outstanding under standby letters of credit against our line, leaving availability under our credit line of $13,030. In
addition, we have outstanding standby letters of credit with another bank totaling $356.
 
10. Post Employment Benefit Obligations
 
We have an unfunded Supplemental Retirement Income Plan (the “Supplemental Plan”) that covers one current and certain former executives. The liability
for this plan was $11,683 and $11,678 as of February 27, 2016 and November 28, 2015, respectively, and is recorded as follows in the condensed
consolidated balance sheets:
  
 

  February 27,
2016   November 28,

2015  

Accrued compensation and benefits  $ 749  $ 749 
Post employment benefit obligations   10,934   10,929 
         
Total pension liability  $ 11,683  $ 11,678 

 
Components of net periodic pension costs are as follows:
 

 
  Quarter Ended  

  February 27,
2016   February 28,

2015  

Service cost  $ 36  $ 26 
Interest cost   106   94 
Amortization of transition obligation   11   11 
Amortization of loss   81   48 
         
Net periodic pension cost  $ 234  $ 179 

  
 
We have an unfunded Deferred Compensation Plan that covers one current executive and certain former executives and provides for voluntary deferral of
compensation. This plan has been frozen with no additional participants or deferrals permitted. We recognized expense of $57 and $54 for the quarters ended
February 27, 2016 and February 28, 2015, respectively. Our liability under this plan was $2,060 and $2,085 as of February 27, 2016 and November 28, 2015,
respectively, and is recorded as follows in the condensed consolidated balance sheets:
 
 

  February 27,
2016   November 28,

2015  

Accrued compensation and benefits  $ 320  $ 320 
Post employment benefit obligations   1,740   1,765 
         
Total deferred compensation liability  $ 2,060  $ 2,085 

 
 

16 of 38



 
 

PART I-FINANCIAL INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES, INCORPORATED AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-UNAUDITED
FEBRUARY 27, 2016

(Dollars in thousands except share and per share data)
 
11. Impairment Charges and Accrued Lease Exit Costs
 
During the quarter ended February 28, 2015 we announced the closing of our Company-owned retail store location in Memphis, Tennessee. In connection
with this closing, we recognized non-cash charges of $419 for the accrual of lease exit costs and $106 for the write off of abandoned leasehold improvements
and other store assets.
 
The following table summarized the activity related to our accrued lease exit costs:
 

Balance at November 28, 2015  $ 566 
     
Provisions made to adjust previous estimates   27 
Payments and other   (130)
Accretion of interest on obligations and other   3 
     
Balance at February 27, 2016  $ 466 
     
Current portion included in other accrued liabilities  $ 277 
Long-term portion included in other long-term liabilities   189 
  $ 466 

 
12. Commitments and Contingencies
 
 
We are involved in various legal and environmental matters, which arise in the normal course of business. Although the final outcome of these matters cannot
be determined, based on the facts presently known, we believe that the final resolution of these matters will not have a material adverse effect on our financial
position or future results of operations.
 
We lease land and buildings that are used in the operation of our Company-owned retail stores as well as in the operation of certain of our licensee-owned
stores, and we lease land and buildings at various locations throughout the continental United States for warehousing and distribution hubs used in our
logistical services segment. We also lease tractors, trailers and local delivery trucks used in our logistical services segment. Our real estate lease terms range
from one to 15 years and generally have renewal options of between five and 15 years. Some store leases contain contingent rental provisions based upon
sales volume. Our transportation equipment leases have terms ranging from two to seven years with fixed monthly rental payments plus variable charges
based upon mileage. The following schedule shows future minimum lease payments under non-cancellable operating leases with terms in excess of one year
as of February 27, 2016:
 
 

  Retail Stores   Distribution
Centers   Transportation

Equipment   Total  

                 
Remainder of fiscal 2016  $ 13,755  $ 3,041  $ 2,543  $ 19,339 
Fiscal 2017   17,167   3,984   2,672   23,823 
Fiscal 2018   14,787   2,736   1,447   18,970 
Fiscal 2019   12,906   1,745   1,420   16,071 
Fiscal 2020   11,578   1,230   1,355   14,163 
Fiscal 2021   8,920   1,254   781   10,955 
Thereafter   19,347   3,023   668   23,038 

Total future minimum lease payments  $ 98,460  $ 17,013  $ 10,886  $ 126,359 
 
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 $2,386 and $2,494 at February 27, 2016 and November 28, 2015, respectively.
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In the event of default by an independent dealer under the guaranteed lease, we believe that the risk of loss is mitigated through a combination of options that
include, but are not limited to, arranging for a replacement dealer, liquidating the collateral (primarily inventory), and pursuing payment under the personal
guarantees of the independent dealer. The proceeds of the above options are expected to cover the estimated amount of our future payments under the
guarantee obligations, net of recorded reserves. The fair value of lease guarantees (an estimate of the cost to the Company to perform on these guarantees) at
February 27, 2016 and November 28, 2015 was not material.
 
 
13. Earnings Per Share
 
 
The following reconciles basic and diluted earnings per share: 
 
  Net Income   Weighted Average

Shares   Net Income Per
Share  

For the quarter ended February 27, 2016:             
             
Basic earnings per share  $ 3,234   10,780,229  $ 0.30 
Add effect of dilutive securities: Options and restricted shares   -   104,327   - 
Diluted earnings per share  $ 3,234   10,884,556  $ 0.30 
             
For the quarter ended February 28, 2015:             
             
Basic earnings per share  $ 5,956   10,480,656  $ 0.57 
Add effect of dilutive securities: Options and restricted shares   -   175,856   (0.01)
Diluted earnings per share  $ 5,956   10,656,512  $ 0.56 
 
 
For the three months ended February 27, 2016 and February 28, 2015, the following potentially dilutive shares were excluded from the computations as their
effect was anti-dilutive:
 

 
  Quarter Ended  

  February 27,
2016   February 28,

2015  

         
Unvested shares   2,000   46,000 
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14. Segment Information
 
 
We have strategically aligned our business into three reportable segments as defined in ASC 280, Segment Reporting, and as described below:
 

 

● Wholesale. 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 (Company-owned and licensee-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. Also included in our wholesale segment are our short-term investments and our
holdings of retail real estate previously leased as licensee stores. The earnings and costs associated with these assets are included in other income
(loss), net, in our condensed consolidated statements of income.

 

 ● Retail – Company-owned stores. Our retail segment consists of Company-owned stores and includes the revenues, expenses, assets and liabilities
and capital expenditures directly related to these stores.

 

 

● Logistical services. With our acquisition of Zenith on February 2, 2015, we created the logistical services operating segment which reflects the
operations of Zenith. In addition to providing shipping, delivery and warehousing services for the Company, Zenith also provides similar services to
other customers, primarily in the furniture industry. Revenue from the performance of these services to other customers is included in logistical
services revenue in our condensed consolidated statement of income. Zenith’s operating costs are included in selling, general and administrative
expenses and total $23,934 for the three months ended February 27, 2016 and $6,007 from the date of acquisition through February 28, 2015.
Amounts charged by Zenith to the Company for logistical services prior to the date of acquisition are included in selling, general and administrative
expenses, and our equity in the earnings of Zenith prior to the date of acquisition is included in other income (loss), net, in the accompanying
statements of income.

 
Inter-company net sales elimination represents the elimination of wholesale sales to our Company-owned stores and the elimination of Zenith logistics
revenue from our wholesale and retail segments. Inter-company income elimination includes the embedded wholesale profit in the Company-owned store
inventory that has not been realized. These profits will be recorded when merchandise is delivered to the retail consumer. The inter-company income
elimination also includes rent paid by our retail stores occupying Company-owned real estate, and the elimination of shipping and handling charges from
Zenith for services provided to our wholesale and retail operations.
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The following table presents our segment information:

 
 

  Quarter Ended  

  February 27,
2016   February 28,

2015  

Sales Revenue         
Wholesale  $ 59,576  $ 58,805 
Retail - Company-owned stores   61,595   57,183 
Logistical services   24,679   5,999 
Inter-company eliminations:         

Furniture and accessories   (28,769)   (26,440)
Logistical services   (10,208)   (2,740)

Consolidated  $ 106,873  $ 92,807 
         
Income (loss) from Operations         
Wholesale  $ 4,398  $ 2,927 
Retail - Company-owned stores   316   (42)
Logistical services   744   (8)
Inter-company elimination   333   525 
Lease exit costs   -   (419)
Asset impairment charges   -   (106)
Consolidated  $ 5,791  $ 2,877 
         
Depreciation and Amortization         
Wholesale  $ 456  $ 534 
Retail - Company-owned stores   1,531   1,355 
Logistical services   830   257 
Consolidated  $ 2,817  $ 2,146 
         
Capital Expenditures         
Wholesale  $ 1,537  $ 961 
Retail - Company-owned stores   2,021   2,111 
Logistical services   5,010   846 
Consolidated  $ 8,568  $ 3,918 
         

 

Identifiable Assets  

As of
February 27,

2016   

As of
November 28,

2015  
Wholesale  $ 132,623  $ 146,878 
Retail - Company-owned stores   91,548   88,878 
Logistical services   49,483   46,787 
Consolidated  $ 273,654  $ 282,543 
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15. Recent Accounting Pronouncements
 
In May 2014, the FASB issued Accounting Standards Update No. 2014-09 (ASU 2014-09), which creates ASC Topic 606, Revenue from Contracts with
Customers, and supersedes the revenue recognition requirements in Topic 605, Revenue Recognition, including most industry-specific revenue recognition
guidance throughout the Industry Topics of the Codification. In addition, ASU 2014-09 supersedes the cost guidance in Subtopic 605-35, Revenue
Recognition—Construction-Type and Production-Type Contracts, and creates new Subtopic 340-40, Other Assets and Deferred Costs—Contracts with
Customers. In summary, the core principle of Topic 606 is to recognize revenue when promised goods or services are transferred to customers in an amount
that reflects the consideration that is expected to be received for those goods or services. Companies are allowed to select between two transition methods: (1)
a full retrospective transition method with the application of the new guidance to each prior reporting period presented, or (2) a retrospective transition
method that recognizes the cumulative effect on prior periods at the date of adoption together with additional footnote disclosures. The amendments in ASU
2014-09 are effective for annual reporting periods beginning after December 15, 2017, including interim periods within that reporting period, and early
application is not permitted. Therefore the amendments in ASU 2014-09 will become effective for us as of the beginning of our 2019 fiscal year. We are
currently evaluating the impact that the adoption of ASU 2014-09 will have on our consolidated financial statements and have not made any decision on the
method of adoption.
 
In July 2015, the FASB issued Accounting Standards Update No. 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory. ASU 2015-11
requires that inventory within the scope of this Update be measured at the lower of cost and net realizable value. Net realizable value is the estimated selling
prices in the ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation. The amendments in this Update do not
apply to inventory that is measured using last-in, first-out (LIFO) or the retail inventory method. The amendments apply to all other inventory, which includes
inventory that is measured using first-in, first-out (FIFO) or average cost. For all entities, the guidance is effective for annual periods, and interim periods
within those annual periods, beginning after December 15, 2016. Early adoption is permitted. Therefore the amendments in ASU 2015-11 will become
effective for us as of the beginning of our 2018 fiscal year. The adoption of this guidance is not expected to have a material impact upon our financial
condition or results of operations.
 
In July 2015, the FASB issued Accounting Standards Update No. 2015-16, Business Combinations (Topic 805): Simplifying the Accounting for Measurement
Period Adjustments. ASU 2015-16 requires that an acquirer recognize adjustments to provisional amounts that are identified during the measurement period
in the reporting period in which the adjustment amounts are determined. The amendments in this Update require that the acquirer record, in the same period’s
financial statements, the effect on earnings of changes in depreciation, amortization, or other income effects, if any, as a result of the change to the provisional
amounts, calculated as if the accounting had been completed at the acquisition date. Any current period adjustments to provisional amounts that would have
impacted a prior period’s earnings had they been recognized at the acquisition date are required to be presented separately on the face of the income statement
or disclosed in the notes. The amendments in this Update are effective for fiscal years beginning after December 15, 2015, including interim periods within
those fiscal years. The amendments in this Update should be applied prospectively to adjustments to provisional amounts that occur after the effective date of
this Update with earlier application permitted for financial statements that have not been issued. Therefore the amendments in ASU 2015-16 will become
effective for us as of the beginning of our 2017 fiscal year. The adoption of this guidance is not expected to have a material impact upon our financial
condition or results of operations.
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In January 2016, the FASB issued Accounting Standards Update No. 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. ASU 2016-01 requires that equity investments (except those accounted for under the equity
method of accounting or those that result in consolidation of the investee) are to be measured at fair value with changes in fair value recognized in net
income. However, an entity may choose to measure equity investments that do not have readily determinable fair values at cost minus impairment, if any, plus
or minus changes resulting from observable price changes in orderly transactions for the identical or a similar investment of the same issuer. Furthermore,
equity investments without readily determinable fair values are to be assessed for impairment using a quantitative approach. The amendments in ASU 2016-
01 should be applied by means of a cumulative-effect adjustment to the balance sheet as of the beginning of the fiscal year of adoption, with other
amendments related specifically to equity securities without readily determinable fair values applied prospectively. The amendments in ASU 2016-01 will
become effective for us as of the beginning of our 2019 fiscal year. The adoption of this guidance is not expected to have a material impact upon our financial
condition or results of operations.
 
In February 2016, the FASB issued Accounting Standards Update No. 2016-02, Leases (Topic 842). The guidance in ASU 2016-02 requires that a lessee
recognize in the statement of financial position a liability to make lease payments (the lease liability) and a right-of-use asset representing its right to use the
underlying asset for the lease term. For leases with a term of 12 months or less, a lessee is permitted to make an accounting policy election by class of
underlying asset not to recognize lease assets and lease liabilities. As with previous guidance, there continues to be a differentiation between finance leases
and operating leases, however this distinction now primarily relates to differences in the manner of expense recognition over time and in the classification of
lease payments in the statement of cash flows. Lease assets and liabilities arising from both finance and operating leases will be recognized in the statement of
financial position. ASU 2016-02 leaves the accounting for leases by lessors largely unchanged from previous GAAP. The transitional guidance for adopting
the requirements of ASU 2016-02 calls for a modified retrospective approach that includes a number of optional practical expedients that entities may elect to
apply. The guidance in ASU 2016-02 will become effective for us as of the beginning of our 2020 fiscal year. We are currently evaluating the impact that the
adoption of ASU 2016-02 will have on our consolidated financial statements, which we expect will have a material effect on our statement of financial
position, and have not made any decision on the method of adoption with respect to the optional practical expedients.
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Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
Overview
 
Bassett is a leading retailer, manufacturer and marketer of branded home furnishings. Our products are sold primarily through a network of Company-owned
and licensee-owned branded stores under the Bassett Home Furnishings (“BHF”) name, with additional distribution through other wholesale channels
including multi-line furniture stores, many of which feature Bassett galleries or design centers, specialty stores and mass merchants. We were founded in 1902
and incorporated under the laws of Virginia in 1930. Our rich 114-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.
 
With 91 BHF stores at February 27, 2016, we have leveraged our strong brand name in furniture into a network of corporate and licensed stores that focus on
providing consumers with a friendly environment for buying furniture and accessories.  We created our store program in 1997 to provide a single source home
furnishings retail store that provides a unique combination of stylish, quality furniture and accessories with a high level of customer service.  The store
features custom order furniture ready for delivery in less than 30 days, more than 1,000 upholstery fabrics, free in-home design visits, and coordinated
decorating accessories.  We believe that our capabilities in custom upholstery have become unmatched in recent years. Our manufacturing team takes great
pride in the breadth of its options, the precision of its craftsmanship, and the speed of its delivery.  The selling philosophy in the stores is based on building
strong long-term relationships with each customer.  Sales people are referred to as Design Consultants and are each trained to evaluate customer needs and
provide comprehensive solutions for their home decor. We continue to strengthen the sales and design talent within our Company-owned retail stores.  Our
Design Consultants undergo extensive Design Certification training. This training has strengthened their skills related to our house call and design business,
and is intended to increase business with our most valuable customers.
 
In order to reach markets that cannot be effectively served by our retail store network, we also distribute our products through other wholesale channels
including multi-line furniture stores, many of which feature Bassett galleries or design centers, specialty stores and mass merchants. We use a network of over
25 independent sales representatives who have stated geographical territories. These sales representatives are compensated based on a standard commission
rate. We believe this blended strategy provides us the greatest ability to effectively distribute our products throughout the United States and ultimately gain
market share.  
 
For many years we owned 49% of Zenith Freight Lines, LLC (“Zenith”). During that time the strategic significance of our partnership with Zenith had risen
to include the over-the-road transportation of furniture, the operation of regional freight terminal, warehouse and distribution facilities in eleven states, and
the management of various home delivery facilities that service Bassett Home Furnishings stores and other clients in local markets around the United States.
On February 2, 2015, we acquired the remaining 51% of Zenith, which now operates as a wholly-owned subsidiary of Bassett. Our acquisition of Zenith
brings to our Company the ability to deliver best-of-class shipping and logistical support services that are uniquely tailored to the needs of the furniture
industry, as well as the ability to provide the expedited delivery service which is increasingly demanded by our industry. We believe that our ownership of
Zenith will not only enhance our own wholesale and retail distribution capabilities, but will provide additional growth opportunities as Zenith continues to
expand its service to other customers.
 
In September of 2011, we announced the formation of a strategic partnership with HGTV (Home and Garden Television), a division of Scripps Networks,
LLC, which combines our heritage in the furniture industry with the penetration of 96 million households in the United States that HGTV enjoys today.  As
part of this alliance, the in-store design centers have been co-branded with HGTV to more forcefully market the concept of a “home makeover”, an important
point of differentiation for our stores that also mirrors much of the programming content on the HGTV network. We believe the new co-branded design
centers coupled with the targeted national advertising on HGTV have played a key role in our improved comparable store sales since their introduction. In
October of 2015, we announced the extension of our partnership with HGTV through 2019. While continuing to feature HGTV branded custom upholstery
products in our HGTV Home Design Studios in Bassett Home Furnishings stores, we will now expand the concept to select independent dealers. We believe
this will provide additional growth outside our BHF store network.
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At February 27, 2016, our BHF store network included 59 Company-owned stores and 32 licensee-owned stores. During the first quarter of 2016, we closed
one underperforming store in Tucson, Arizona. We also expect to close two additional underperforming stores during the second quarter in Egg Harbor, New
Jersey and Fountain Valley, California at the end of their respective lease terms. In addition, we expect to open a new store in Sterling, Virginia during the
second quarter of 2016 and Hunt Valley, Maryland late in 2016.
 
Due to the improved operating performance of our retail network along with continued improvement in underlying economic factors such as the housing
market and consumer confidence, we have been expanding our retail presence in various parts of the country. As part of this expansion, we opened one new
store and relocated two stores during fiscal 2015 and opened six new stores and relocated two stores in fiscal 2014. Our plan is to average opening three to
five new stores, net of closings, over the next five years, primarily in underpenetrated markets where we currently have stores.
 
As with any retail operation, prior to opening a new store we incur such expenses as rent, training costs and other payroll related costs. These costs generally
range between $100 to $300 per store depending on the overall rent costs for the location and the period between the time when we take physical possession
of the store space and the time of the store opening. Generally, rent payments during a buildout period between delivery of possession and opening of a new
store are deferred and therefore straight line rent expense recognized during that time does not require cash. Inherent in our retail business model, we also
incur losses in the two to three months of operation following a new store opening. Like other furniture retailers, we do not recognize a sale until the furniture
is delivered to our customer. Because our retail business model does not involve maintaining a stock of retail inventory that would result in quick delivery and
because of the custom nature of many of our furniture offerings, delivery to our customers usually occurs about 30 days after an order is placed. We generally
require a deposit at the time of order and collect the remaining balance when the furniture is delivered, at which time the sale is recognized. Coupled with the
previously discussed store pre-opening costs, total start-up losses can range from $300 to $500 per store. While our retail expansion is initially costly, we
believe our site selection and new store presentation will generally result in locations that operate at or above a retail break-even level within a reasonable
period of time following store opening. Factors affecting the length of time required to achieve this goal on a store-by-store basis may include the level of
brand recognition, the degree of local competition and the depth of penetration in a particular market. Even as new stores ramp up to break-even, we do
realize additional wholesale sales volume that leverages the fixed costs in our wholesale business.
 
Our wholesale operations include an upholstery plant in Newton, North Carolina that produces a wide range of upholstered furniture. In February 2016, we
began production in a new manufacturing facility in Grand Prairie, Texas. The new plant is producing a portion of the upholstery assortment for customers
and stores in the Texas area and the western United States. We believe that we are an industry leader with our quick-ship custom upholstery offerings. We also
operate a custom dining manufacturing facility in Martinsville, Virginia. Most of our wood furniture and certain of our upholstery offerings are sourced
through several foreign plants, primarily in Vietnam, Indonesia and China. We define imported product as fully finished product that is sourced
internationally. For the first quarter of fiscal 2016, approximately 35% of our wholesale sales were of imported product compared to 38% for the first quarter
of fiscal 2015.
 
An important new product introduction in 2015 was “Bench Made”, a selection of American dining furniture that appeared in retail showrooms during the
second quarter of 2015. Partnering with nearby hardwood component manufacturers, we are preparing, distressing, finishing, and assembling an assortment of
solid maple tables and chairs in our newly renovated Company-owned facility in Bassett, Virginia. During 2016 we are expanding “Bench Made” offerings to
include bedroom and occasional furniture. Also in 2016 we have begun moving to a living area centric floor plan for our retail locations that will focus more
on the upholstery products that are driving our sales today complemented by both imported and domestically produced entertainment and occasional
furnishings. All of these new products have been carefully designed in coordination with our merchants, designers, engineers and finishing technicians to
achieve the upscale casual decor that we believe speaks to today’s consumer.
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Results of Operations – Quarter ended February 27, 2016 compared with quarter ended February 28, 2015:
 
Net sales of furniture and accessories, logistics revenue, cost of furniture and accessories sold, selling, general and administrative (SG&A) expense, other
charges and income from operations were as follows for the periods ended February 27, 2016 and February 28, 2015:
  

 
  Quarter Ended  
  February 27, 2016   February 28, 2015  
                 
Sales revenue:                 

Furniture and accessories  $ 92,402   86.5% $ 89,548   96.5%
Logistics revenue   14,471   13.5%  3,259   3.5%

Total sales revenue   106,873   100.0%  92,807   100.0%
Cost of furniture and accessories sold   41,986   39.3%  41,930   45.2%
SG&A expenses   58,957   55.2%  47,475   51.2%
New store pre-opening costs   139   0.1%  -   0.0%
Other charges   -   0.0%  525   0.5%
                 

Income from operations  $ 5,791   5.4% $ 2,877   3.1%
  
 
On a consolidated basis, we reported total sales revenue for the first quarter of 2016 of $106,873 as compared to $92,807 for the first quarter of 2015. Total
revenues for the first quarter of 2016 include $14,471 of logistics revenue for the full quarter as compared to $3,259 for the first quarter of 2015 from the date
of our acquisition of Zenith, February 2, 2015, through February 28, 2015. Revenue from sales of furniture and accessories, net of estimates for returns and
allowances, for the first quarter of 2016 were $92,402, an increase of $2,854, or 3.2%, over the first quarter of 2015. Gross profit on the sale of furniture and
accessories for the first quarter of 2016 was $50,416, or 54.6% of the respective revenue, as compared with $47,618, or 53.2%, for the comparable prior year
period. Improved margins at wholesale were partially offset by lower margins at retail resulting from store closure activity. Operating income was $5,791 for
the first quarter of 2016 as compared to $2,877 for the first quarter of 2015, an increase of $2,914 driven primarily by greater leveraging of fixed costs and
$525 of charges recorded in the first quarter of 2015 related to the closing of our Company-owned retail store in Memphis, Tennessee. In addition, Zenith
contributed $744 to our operating income for the first quarter of 2016, whereas the impact of Zenith’s one month of operations following acquisition upon our
operating results for the first quarter of 2015 was not significant.
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Segment Information
 
We have strategically aligned our business into three reportable segments as described below:
 

Wholesale. 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 (Company-owned and licensee-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. Also included in our wholesale segment are our
short-term investments and our holdings of retail real estate previously leased as licensee stores. The earnings and costs associated with these assets
are included in other income (loss), net, in our condensed consolidated statements of income.

 
Retail – Company-owned stores. 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.
 
Logistical services. With our acquisition of Zenith on February 2, 2015, we created the logistical services operating segment which reflects the
operations of Zenith. In addition to providing shipping, delivery and warehousing services for the Company, Zenith also provides similar services to
other customers, primarily in the furniture industry. Revenue from the performance of these services to other customers is included in logistical
services revenue in our condensed consolidated statement of income. Zenith’s operating costs are included in selling, general and administrative
expenses. Amounts charged by Zenith to the Company for transportation and logistical services prior to February 2, 2015 are included in selling,
general and administrative expenses, and our equity in the earnings of Zenith prior to the date of acquisition is included in other income (loss), net, in
the accompanying statements of income.
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The following tables illustrate the effects of various intercompany eliminations on income (loss) from operations in the consolidation of our segment results:
 
  Quarter Ended February 27, 2016  
  Wholesale   Retail   Logistics   Eliminations    Consolidated  
                      
Sales revenue:                      

Furniture & accessories  $ 59,576  $ 61,595  $ -  $ (28,769) (1) $ 92,402 
Logistics   -   -   24,679   (10,208) (2)  14,471 

Total sales revenue   59,576   61,595   24,679   (38,977)    106,873 
Cost of furniture and accessories sold   39,298   31,315   -   (28,627) (3)  41,986 
SG&A expense   15,880   29,825   23,935   (10,683) (4)  58,957 
New store pre-opening costs   -   139   -   -    139 
Income from operations  $ 4,398  $ 316  $ 744  $ 333   $ 5,791 

 
  Quarter Ended February 28, 2015  
  Wholesale   Retail   Logistics   Eliminations    Consolidated  
                      
Sales revenue:                      

Furniture & accessories  $ 58,805  $ 57,183  $ -  $ (26,440) (1) $ 89,548 
Logistics   -   -   5,999   (2,740) (2)  3,259 

Total sales revenue   58,805   57,183   5,999   (29,180)    92,807 
Cost of furniture and accessories sold   39,982   28,400   -   (26,452) (3)  41,930 
SG&A expense   15,896   28,825   6,007   (3,253) (4)  47,475 
New store pre-opening costs   -   -   -   -    - 
Income (loss) from operations (5)  $ 2,927  $ (42)  $ (8)  $ 525   $ 3,402 

 
(1) Represents the elimination of sales from our wholesale segment to our Company-owned BHF stores.
(2) Represents the elimination of logistical services billed to our wholesale and retail segments.
(3) Represents the elimination of purchases by our Company-owned BHF stores from our wholesale segment, as well as the change
for the period in the elimination of intercompany profit in ending retail inventory.
(4) Represents the elimination of rent paid by our retail stores occupying Company-owned real estate, and the elimination of
logisitcal services charged by Zenith to Bassett's retail and wholesale segments as follows:
 

  Quarter ended  

  February 27,
2016   February 28,

2015  

         
Intercompany logistical services  $ (10,208)  $ (2,740)
Intercompany rents   (475)   (513)
         
Total SG&A expense elimination  $ (10,683)  $ (3,253)

 
(5) Excludes the effects of asset impairment charges and lease exit costs, which are not allocated to our segments.
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The following is a discussion of operating results for our wholesale, retail and logistical services segments:
 
Wholesale segment
 
Results for the wholesale segment for the three months ended February 27, 2016 and February 28, 2015 are as follows:
 

  Quarter Ended  
  February 27, 2016   February 28, 2015  
                 
Net sales  $ 59,576   100.0% $ 58,805   100.0%
Gross profit   20,278   34.0%  18,823   32.0%
SG&A expenses   15,880   26.6%  15,896   27.0%
                 
Income from operations  $ 4,398   7.4% $ 2,927   5.0%

 
 
Net sales for the wholesale segment were $59,576 for the first quarter of 2016 as compared to $58,805 for the first quarter of 2015, an increase of $771 or
1.3%. This sales increase was driven by a 5.1% increase in shipments to the BHF store network partially offset by a 5.2% decrease in open market shipments
(outside the BHF store network). The decrease in the sales to the open market was due to lower sales of the HGTV Home Collections brand that was
discontinued in late 2015. Gross margins for the wholesale segment increased to 34.0% for the first quarter of 2016 as compared to 32.0% for the first quarter
of 2015 driven largely by higher margins in the domestic upholstery operation from improved pricing strategies and improved margins in the import wood
operation from lower levels of discounting. SG&A as a percentage of sales decreased to 26.6% as compared to 27.0% for the first quarter of 2015 primarily
due to lower spending in various sales and marketing activities and other fixed costs. The prior year period also included $121of costs associated with the
acquisition of Zenith Freight Lines, LLC. Operating income was $4,398 or 7.4% of sales as compared to $2,927 or 5.0% of sales in the prior year quarter.   
 

Wholesale shipments by type:  Quarter Ended  
  February 27, 2016   February 28, 2015  
                 
Wood  $ 22,232   37.3% $ 20,313   34.5%
Upholstery   36,762   61.7%  37,872   64.4%
Other   582   1.0%  620   1.1%
Total  $ 59,576   100.0% $ 58,805   100.0%

 
 
Wholesale Backlog
 
The dollar value of wholesale backlog, representing orders received but not yet shipped to dealers and Company stores, was $15,645 at February 27, 2016 as
compared with $17,715 at February 28, 2015.
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Retail – Company-owned stores segment
 
Results for the retail segment for the three months ended February 27, 2016 and February 28, 2015 are as follows:
 

 
  Quarter Ended  
  February 27, 2016   February 28, 2015  
                 
Net sales  $ 61,595   100.0% $ 57,183   100.0%
Gross profit   30,280   49.2%  28,783   50.3%
SG&A expenses   29,825   48.4%  28,825   50.4%
New store pre-opening costs   139   0.2%  -   0.0%
Income (loss) from operations  $ 316   0.5% $ (42)   -0.1%

 
Results for the 58 comparable stores  are as follows:

 
  Quarter Ended  
  February 27, 2016   February 28, 2015  
                 
Net sales  $ 59,660   100.0% $ 56,256   100.0%
Gross profit   29,562   49.6%  28,349   50.4%
SG&A expenses   28,727   48.2%  28,201   50.1%
Income from operations  $ 835   1.4% $ 148   0.3%

 
 “Comparable” stores include those locations that have been open and operated by the Company for all of each respective comparable period.

 
 
Results for all other stores are as follows: 
 

  Quarter Ended  
  February 27, 2016   February 28, 2015  
                 
Net sales  $ 1,935   100.0% $ 927   100.0%
Gross profit   718   37.1%  434   46.8%
SG&A expenses   1,098   56.7%  624   67.3%
New store pre-opening costs   139   7.2%  -   0.0%
Loss from operations  $ (519)   -26.8% $ (190)   -20.5%

 
Net sales for the 59 Company-owned BHF stores were $61,595 for the first quarter of 2016 as compared to $57,183 for the first quarter of 2015, an increase
of $4,412 or 7.7%. The increase was primarily due to a $3,404 or 6.1% increase in comparable store sales coupled with a $1,008 increase in non-comparable
store sales.
 
While we do not recognize sales until goods are delivered to the consumer, management tracks written sales (the retail dollar value of sales orders taken,
rather than delivered) as a key store performance indicator. Written sales for comparable stores decreased by 0.9% for the first quarter of 2016 as compared to
the first quarter of 2015.
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The consolidated retail operating income for the first quarter of 2016 was $316 as compared to a loss of $42 for the first quarter of 2015. The 58 comparable
stores generated operating income of $835 for the quarter, or 1.4% of sales, as compared to $148, or 0.3% of sales, for the prior year quarter. Gross margins
were 49.6% for the first quarter of 2016 compared to 50.4% for the first quarter of 2015. Lower gross margins were due primarily to two store closing sales
that began in the first quarter of 2016 and will be completed during the second quarter. Also, Company-owned stores experienced increased clearance activity
in reducing imported wood furniture placements to make room for more upholstery on its retail floors. SG&A expenses for comparable stores increased $526
to $28,727 or 48.2% of sales as compared to 50.1% of sales for the first quarter of 2015. This decrease as a percentage of sales is primarily due to greater
leverage of fixed costs due to higher sales volumes.
 
Losses from the non-comparable stores in the first quarter of fiscal 2016 were $519 compared with $190 for the first quarter of fiscal 2015, an increase of
$329. This increase includes $139 of pre-opening costs recognized in the first quarter of 2016 associated with the Sterling, Virginia store expected to open
during the second quarter of 2016. These costs include rent, training costs and other payroll-related costs specific to a new store location incurred during the
period leading up to its opening and generally range between $100 to $300 per store based on the overall rent costs for the location and the period between the
time when the Company takes possession of the physical store space and the time of the store opening. Also included in the non-comparable store loss for the
first quarter of 2016 are post-opening losses from the Woodland Hills, California store which opened during the fourth quarter of 2015, and losses arising
from the closure of our store in Tucson, Arizona. We incur losses in the first two to three months of operation following a store opening as sales are not
recognized in the income statement until the furniture is delivered to its customers resulting in operating expenses without the normal sales volume. Because
we do not maintain a stock of retail inventory that would result in quick delivery, and because of the custom nature of the furniture offerings, such deliveries
are generally not made until after 30 days from when the furniture is ordered by the customer. Coupled with the pre-opening costs, total start-up losses
typically amount to $300 to $500 per store.
 
Each addition to our Company-owned store network results in incremental fixed overhead costs, primarily associated with local store personnel, occupancy
costs and warehousing expenses. The incremental SG&A expenses associated with each new store will be ongoing.  
 
 
Retail Backlog
 
The dollar value of our retail backlog, representing orders received but not yet delivered to customers, was $31,290, or an average of $530 per open store at
February 27, 2016 as compared with was $33,836, or an average of $564 per open store at February 28, 2015.
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Logistical services segment
 
 
Results for our logistical services segment for the quarters ended February 27, 2016 and February 28, 2015 are as follows:
 

 
  Quarter Ended  
  February 27, 2016   February 28. 2015 (1)  
                 
Logistical services revenue  $ 24,679   100.0% $ 5,999   100.0%
Operating expenses   23,935   97.0%  6,007   100.1%
                 
Income (loss) from operations  $ 744   3.0% $ (8)   -0.1%

 
(1) Results for logistical services for the quarter ended February 28, 2015 include approximately one month of operations from the date of
acquisition, February 2, 2015.

 
 

Operating expenses for the quarters ended February 27, 2016 and February 28, 2015 include depreciation and amortization of $830 and $257, respectively.
 
 
Other items affecting Net Income
 
 
Acquisition of Zenith
 
On February 2, 2015 we acquired the remaining 51% ownership interest in Zenith in exchange for cash, Bassett common stock and a note payable with a total
fair value of $19,111 which, along with the fair value of our prior 49% interest in Zenith, results in a total enterprise value for Zenith of $35,803. In
accordance with the acquisition method of accounting, we recognized a gain of $7,212 during the first quarter of fiscal 2015 for the remeasurement of our
previous interest in Zenith. For additional information regarding our acquisition of Zenith, see Note 3 to our condensed consolidated financial statements.
 
Other loss, net
 
Prior to our acquisition of Zenith on February 2, 2015, we owned a 49% interest in the company for which we used the equity method of accounting.
Accordingly, our equity in the income of Zenith prior to the acquisition date was included in other loss, net, and was $220 for the quarter ended February 28,
2015.
 
Other loss, net, for the first quarter of fiscal 2016 was $657 as compared to $622 for the first quarter of fiscal 2015. This change is primarily attributable to the
$220 decline in equity method income attributable to Zenith noted above, partially offset by a $182 charge recorded during the first quarter of 2015 to write
down the carrying value of retail real estate in Sugarland, Texas, which was held for sale at February 28, 2015.
 
 
Income taxes
 
We calculate an anticipated effective tax rate for the year based on our annual estimates of pretax income or loss and use that effective tax rate to record our
year-to-date income tax provision. Any change in annual projections of pretax income or loss could have a significant impact on our effective tax rate for the
respective quarter. Our effective tax rate for the quarter ended February 27, 2016 differs from the federal statutory rate primarily due to the effects of state
income taxes and various permanent differences.
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Liquidity and Capital Resources
 
 
We are committed to maintaining a strong balance sheet in order to weather difficult industry conditions, to allow us to take advantage of opportunities as
market conditions improve, and to execute our long-term retail strategies.
 
Cash Flows
 
Cash provided by operations for the first three months of 2016 was $2,420 compared to cash used in operations of $905 for the first three months of 2015,
representing an increase of $3,325 in cash flows from operations. The increase is primarily due to the fact that the first quarter of 2015 included increases in
inventory levels due to the introduction of new products and increased purchase activity to support higher order volume and backlog levels. In addition, a
significant amount of trade payables arising from inventory build-up that occurred during the fourth quarter of fiscal 2014 were paid during the first quarter of
2015.
 
Our overall cash position decreased by $11,155 during the first quarter of 2016. Offsetting cash provided by operations, we used $8,548 of cash in investing
activities, primarily consisting of capital expenditures which included the purchase of freight transportation equipment, retail store relocations, retail store
remodels, in-process spending on new stores, and expanding and upgrading our manufacturing capabilities. Our expenditure for new tractors and trailers
totaled $4,858 during the first quarter and is expected to average significantly less over the remaining quarters of fiscal 2016. Net cash used in financing
activities was $5,027, including dividend payments of $3,146 and stock repurchases of $1,774 under our existing share repurchase plan, of which $16,155
remains authorized at February 27, 2016. In addition, repayments of debt were substantially offset by proceeds from loans secured by new transportation
equipment. With cash and cash equivalents and short-term investments totaling $48,238 on hand at February 27, 2016, we believe we have sufficient liquidity
to fund operations for the foreseeable future.
 
 
Debt and Other Obligations
 
Effective December 5, 2015, we entered into a new credit facility with our bank which provides for a line of credit of up to $15,000. This credit facility,
which matures in December of 2018, is unsecured and contains covenants requiring us to maintain certain key financial ratios. We are in compliance with all
covenants under the agreement and expect to remain in compliance for the foreseeable future. At February 27, 2016, we had $1,970 outstanding under
standby letters of credit against our line, leaving availability under our credit line of $13,030. In addition, we have outstanding standby letters of credit with
another bank totaling $356.
 
At February 27, 2016 we have outstanding principal totaling $13,894, excluding discounts, under notes payable of which $6,030 matures within one year of
the balance sheet date. See Note 9 to our condensed consolidated financial statements for additional details regarding these notes, including collateral and
future maturities. We expect to satisfy these obligations as they mature using cash flow from operations or our available cash on hand.
 
We lease land and buildings that are used in the operation of our Company-owned retail stores as well as in the operation of certain of our licensee-owned
stores, and we lease land and buildings at various locations throughout the continental United States for warehousing and distribution hubs used in our
logistical services segment. We also lease tractors, trailers and local delivery trucks used in our logistical services segment. We had obligations of $126,359 at
February 27, 2016 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. Remaining terms under these lease guarantees range from approximately one to five years. We were
contingently liable under licensee lease obligation guarantees in the amount of $2,386 at February 27, 2016. See Note 12 to our condensed consolidated
financial statements for additional details regarding our leases and lease guarantees.
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Investment in Retail Real Estate
 
We have a substantial investment in real estate acquired for use as retail locations. To the extent such real estate is occupied by Company-owned retail stores,
it is included in property and equipment, net, in the accompanying condensed consolidated balance sheets and is considered part of our retail segment. The net
book value of such retail real estate occupied by Company-owned stores was $26,993 at February 27, 2016. All other retail real estate that we own, consisting
of locations formerly leased to our licensees and now leased to others, is included in other assets in the accompanying condensed consolidated balance sheets.
The net book value of such real estate, which is considered part of our wholesale segment, was $3,082 at February 27, 2016.
 
The following table summarizes our total investment in retail real estate owned at February 27, 2016:
 
 
  Number of   Aggregate   Net Book  
  Locations   Square Footage   Value  
             
Real estate occupied by Company-owned and operated stores, included in

property and equipment, net (1)   11   276,887  $ 26,993 
             
Investment real estate leased to others, included in other assets   2   41,021   3,082 
             

Total Company investment in retail real estate   13   317,908  $ 30,075 

 
(1) Includes two properties encumbered under mortgages totalling $1,623 at February 27, 2016.

 
 
Critical Accounting Policies and Estimates
 
There have been no material changes to our critical accounting policies and estimates from the information provided in Item 7, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations”, included in our Annual Report on Form 10-K for the fiscal year ended November 28, 2015.
 
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 both Company-owned and licensee stores as well as land and buildings used in our logistical services segment. We also lease
transportation equipment used in our logistical services segment. We have guaranteed certain lease obligations of licensee operators of the stores, as part of
our retail expansion strategy. See Note 12 to our condensed consolidated financial statements for further discussion of operating leases and lease 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 legal and environmental matters, which arise in the normal course of business. Although the final outcome of these 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. See Note 12 to our condensed consolidated financial statements for further information regarding certain
contingencies as of February 27, 2016.
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Item 3. Quantitative and Qualitative Disclosure about Market Risk:
 
We are exposed to market risk from changes in the value of foreign currencies. Substantially all of our imports purchased outside of North America are
denominated in U.S. dollars. Therefore, we believe that gains or losses resulting from changes in the value of foreign currencies relating to foreign purchases
not denominated in U.S. dollars would not be material to our results from operations in fiscal 2016.
 
We are exposed to market risk from changes in the cost of raw materials used in our manufacturing processes, principally wood, woven fabric, and foam
products.  A recovery in home construction could result in increases in wood and fabric costs from current levels, and the cost of foam products, which are
petroleum-based, is sensitive to changes in the price of oil.
 
We are also exposed to commodity price risk related to diesel fuel prices for fuel used in our logistical services segment. We manage our exposure to that risk
primarily through the application of fuel surcharges to our customers.
 
We have potential exposure to market risk related to conditions in the commercial real estate market. Our retail real estate holdings of $3,082 at February 27,
2016 for stores formerly operated by licensees as well as our holdings of $26,993 at February 27, 2016 for Company-owned stores could suffer significant
impairment in value if we are forced to close additional stores and sell or lease the related properties during periods of weakness in certain markets.
Additionally, if we are required to assume responsibility for payment under the lease obligations of $2,386 which we have guaranteed on behalf of licensees
as of February 27, 2016, we may not be able to secure sufficient sub-lease income in the current market to offset the payments required under the guarantees.
 
Item 4. Controls and Procedures:
 
The Company’s principal executive officer and principal accounting officer have evaluated the Company’s disclosure controls and procedures (as defined in
Exchange Act Rule 13a-15(e)) as of the end of the period covered by this Quarterly Report on Form 10-Q. Based upon their evaluation, the principal
executive officer and principal accounting officer concluded that the Company’s disclosure controls and procedures are effective at a reasonable assurance
level. There has been no change in the Company’s internal control over financial reporting during the Company’s most recent fiscal quarter that has materially
affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.
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Safe-harbor, forward-looking statements:
 
The discussion in items 2 and 3 above 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”, “aims” 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 that could cause actual results to differ materially from those contemplated by such forward-looking statements are
listed in our Annual Report on Form 10-K for fiscal 2015 and 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, fuel, labor and sourced products
 
• results of marketing and advertising campaigns
 
• information and technology advances
 
• future tax legislation, or regulatory or judicial positions
 
• ability to efficiently manage the import supply chain to minimize business interruption
 
• concentration of domestic manufacturing, particularly of upholstery products, and the resulting exposure to business interruption from accidents, weather

and other events and circumstances beyond our control
 
• general risks associated with providing freight transportation and other logistical services due to our acquisition of Zenith Freight Lines, LLC
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FEBRUARY 27, 2016
(Dollars in thousands except share and per share data)

 
Item 1. Legal Proceedings
 
 
None
 
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
 

 

   
 

Total
Shares

Purchased

  

Average
Price Paid

 

 

  

Total
Number of

Shares
Purchased as

Part of
Publicly

Announced
Plans or

Programs
(1) 

 

 

  

Approximate
Dollar Value

of Shares
that May Yet

Be
Purchased
Under the
Plans or

Programs
(1) 

 

                   
November 29, 2015 - January 2, 2016   40,250  $ 26.84    40,250   $ 16,849 
January 3 - January 30, 2016   21,000  $ 25.11    21,000   $ 16,321 
January 31 - February 27, 2016   6,000  $ 27.70    6,000   $ 16,155 

.
(1) The Company is authorized to repurchase Company stock under a plan which was originally announced in 1998.
      On October 9, 2014, the Board of Directors increased the remaining limit of the repurchase plan to $20,000. At February 27, 2016, $16,155 remains

available for stock repurchases under the plan.
 
Item 3. Defaults Upon Senior Securities
 
None.
 
Item 6. Exhibits
 
a.     Exhibits:
 

Exhibit 3a – Articles of Incorporation as amended are incorporated herein by reference to the Exhibit to Form 10-Q for the fiscal quarter ended
February 28, 1994.
 
Exhibit 3b – By-laws as amended to date are incorporated herein by reference to Exhibit 3b to Form 10-Q for the fiscal quarter ended August 25,
2012, filed October 4, 2012.
 
Exhibit 4 – Fifth Amended and Restated Credit Agreement with BB&T dated December 5, 2015. Registrant hereby agrees to furnish the SEC,
upon request, other instruments defining the rights of holders of long-term debt of the Registrant.
 
Exhibit 31a – Chief Executive Officer’s certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
 
Exhibit 31b – Chief Accounting Officer’s certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
 
Exhibit 32a – Chief Executive Officer’s certification pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002
 
 
Exhibit 32b – Chief Accounting Officer’s certification pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002
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PART II - OTHER INFORMATION-CONTINUED
BASSETT FURNITURE INDUSTRIES INCORPORATED AND SUBSIDIARIES

FEBRUARY 28, 2015
(Dollars in thousands except share and per share data)

 
Exhibit 101 – The following financial statements from the Company's Quarterly Report on Form 10-Q for the quarter ended February 27, 2016
formatted in Extensible Business Reporting Language (“XBRL”): (i) condensed consolidated balance sheets, (ii) condensed consolidated
statements of operations and retained earnings, (iii) condensed consolidated statements of cash flows, and (iv) the notes to the condensed
consolidated financial statements, tagged as blocks of text.
 
Exhibit 101.INS XBRL Instance
 
Exhibit 101.SCH XBRL Taxonomy Extension Schema
 
Exhibit 101.CAL XBRL Taxonomy Extension Calculation
 
Exhibit 101.DEF XBRL Taxonomy Extension Definition
 
Exhibit 101.LAB XBRL Taxonomy Extension Labels
 
Exhibit 101.PRE XBRL Taxonomy Extension Presentation
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SIGNATURES
 
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
 
 
BASSETT FURNITURE INDUSTRIES, INCORPORATED
 
 
 
 
 
 
 
 
/s/_____ ROBERT H. SPILMAN, JR._______
Robert H. Spilman, Jr., President and Chief Executive Officer
March 31, 2016
 
 
 
 
 
 
/s/______ J. MICHAEL DANIEL____________
J. Michael Daniel, Senior Vice President and Chief Financial Officer
March 31, 2016
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FIFTH AMENDED AND RESTATED CREDIT AGREEMENT

 
FIFTH AMENDED AND RESTATED CREDIT AGREEMENT dated as of December 5, 2015, among BASSETT FURNITURE

INDUSTRIES, INCORPORATED, BASSETT FURNITURE INDUSTRIES OF NORTH CAROLINA, LLC, BASSETT DIRECT STORES, LLC.
BASSETT DIRECT NC, LLC, BASSETT DIRECT SC, LLC and BRANCH BANKING AND TRUST COMPANY.
 

The Borrower, the Guarantors, the Bank and the Bank, as Agent, are parties to the Original Credit Agreement (as defined herein) which
provides for the making of loans by the Bank to the Borrower in an aggregate principal amount at any one time outstanding not exceeding $15,000,000.

 
The parties hereto wish to amend the Original Credit Agreement in certain respects and to restate the Original Credit Agreement to read in

its entirety as set forth below. Accordingly, the parties hereto agree that effective on the Restatement Effective Date (as defined herein), the Original Credit
Agreement is amended and restated to read in its entirety as follows:
 

ARTICLE I

DEFINITIONS
 

SECTION 1.01.     Definitions. The terms as defined in this Section 1.01 shall, for all purposes of this Agreement and any amendment
hereto (except as herein otherwise expressly provided or unless the context otherwise requires), have the meanings set forth herein:
 

“Acquisition” means the acquisition of (i) a controlling equity interest in another Person (including the purchase of an option, warrant or
convertible or similar type security to acquire such a controlling interest at the time it becomes exercisable by the holder thereof), whether by purchase of
such equity interest or upon exercise of an option or warrant for, or conversion of securities into, such equity interest, or (ii) assets of another Person which
constitute all or any material part of the assets of such Person or of a line or lines of business conducted by such Person.

 
“Adjusted Monthly Libor Index” has the meaning set forth in Section 2.06(c).
 
“Advance” shall mean an advance made to the Borrower under this Agreement pursuant to Article II. An Advance is a “Prime Rate

Advance” if such Advance is part of a Prime Rate Loan or a “Euro-Dollar Advance” if such Advance is part of a Euro-Dollar Loan.
 
“Affiliate” of any Person means (i) any other Person which directly, or indirectly through one or more intermediaries, controls such Person,

(ii) any other Person which directly, or indirectly through one or more intermediaries, is controlled by or is under common control with such Person, or
(iii) any other Person of which such Person owns, directly or indirectly, 20% or more of the common stock or equivalent equity interests. As used herein, the
term “control” means possession, directly or indirectly, of the power to direct or cause the direction of the management or policies of a Person, whether
through the ownership of voting securities, by contract or otherwise.

 
“Agreement” means this Credit Agreement, together with all amendments and supplements hereto.

 
“Applicable Margin” has the meaning set forth in Section 2.06(a).
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“Assigned BHF Leases” means any and all leases of “BHF Stores” with respect to which the Borrower or any of its Consolidated
Subsidiaries have assigned or sublet its interest as lessee thereunder.

 
“Assignee” has the meaning set forth in Section 9.07(c).

 
“Authority” has the meaning set forth in Section 8.02.
 
“Bank” means Branch Banking and Trust Company, and its successors and assigns.
 
“BHF Stores” means existing and future retail furniture stores operating under the “Bassett Home Furnishings” program of the Borrower, as

such program is in effect on the Restatement Effective Date.
 

“Borrower” means Bassett Furniture Industries, Incorporated, a Virginia corporation, and its successors and permitted assigns.
 

“Borrowing” means a borrowing hereunder consisting of Advances made to the Borrower at the same time by the Bank pursuant to
Article II.

 
“Capital Stock” means any nonredeemable capital stock of the Borrower or any Consolidated Subsidiary (to the extent issued to a Person

other than the Borrower), whether common or preferred.
 

“Cash Equivalents” means (i) securities issued or directly and fully guaranteed or insured by the United States Government or any agency
or instrumentality thereof having maturities of not more than 90 days from the date of acquisition; (ii) time deposits, certificates of deposit and banker’s
acceptances of any domestic commercial bank having capital and surplus in excess of $200,000,000 having maturities of not more than 90 days from the date
of acquisition; (iii) repurchase obligations with a term of not more than seven days for underlying securities of the types described in clause (i) and entered
into with any bank meeting the qualifications thereof, the highest credit rating obtainable from Standard & Poor’s Ratings Services or Moody’s Investors
Service, Inc. and maturing within ninety days after the date of acquisition; and (v) money market funds which invest at least 90% of their assets in the types
of securities or instruments described in clauses (i), (ii), (iii) and (iv) above.

 
“CERCLA” means the Comprehensive Environmental Response Compensation and Liability Act, 42 U.S.C. §9601 et seq. and its

implementing regulations and amendments.
 

“CERCLIS” means the Comprehensive Environmental Response Compensation and Liability Information System established pursuant to
CERCLA.
 

“Change of Law” shall have the meaning set forth in Section 8.02.
 

“Closing Certificate” has the meaning set forth in Section 3.01(e).
 

“Closing Date” means October 25, 2000.
 

“Code” means the Internal Revenue Code of 1986, as amended, or any successor Federal tax code. Any reference to any provision of the
Code shall also be deemed to be a reference to any successor provision or provisions thereof.
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“Commitment” means $15,000,000.00.
 

“Compliance Certificate” has the meaning set forth in Section 5.01(d).
 
“Consolidated Debt to Consolidated Tangible Net Worth Ratio” means, for the four-quarter period ending on the date of measurement, the

ratio of the Consolidated Total Debt for such four-quarter period to the Consolidated Tangible Net Worth as of the end of such four-quarter period, prepared in
accordance with GAAP.
 

“Consolidated Fixed Charge Coverage Ratio” means, for any four-quarter period ending on the date of measurement, the ratio of (i) the
Consolidated Net Income before taxes plus Depreciation and Amortization and interest expense for such four-quarter period of the Borrower and its
Consolidated Subsidiaries on a consolidated basis, minus distributions to shareholders or other distributions or payments or advances to shareholders (other
than for stock repurchases) for such four-quarter period of the Borrower and its Consolidated Subsidiaries on a consolidated basis, plus lease expense for such
four-quarter period of the Borrower and its Consolidated Subsidiaries on a consolidated basis to (ii) the Borrower’s and its Consolidated Subsidiaries’ Current
Maturities of Long Term Debt plus lease expense for such four-quarter period on a consolidated basis, all as prepared in accordance with GAAP.
 

“Consolidated Net Income” means, for any period, the Net Income of the Borrower and its Consolidated Subsidiaries determined on a
consolidated basis, but excluding (i) extraordinary gains; (ii) extraordinary non-cash losses and (iii) any equity interests of the Borrower or any Subsidiary of
the Borrower in the unremitted earnings of any Person that is not a Subsidiary of the Borrower.
 

“Consolidated Subsidiary” means at any date any Subsidiary or other entity the accounts of which, in accordance with GAAP, would be
consolidated with those of the Borrower in its consolidated and consolidating financial statements as of such date.
 

“Consolidated Tangible Net Worth” means, at any time, Stockholders’ Equity, less the sum of the value, as set forth or reflected on the most
recent consolidated balance sheet of the Borrower and its Consolidated Subsidiaries, prepared in accordance with GAAP,
 

(A)     [Intentionally Omitted];
 

(B)     All assets which would be treated as intangibles under generally accepted accounting principles, including without limitation
goodwill (whether representing the excess of cost over book value of assets acquired, or otherwise), trademarks, tradenames, copyrights, patents and
technologies, and unamortized debt discount and expense;

 
(C)     To the extent not included in (B) of this definition, any amount at which shares of capital stock of the Borrower appear as an asset on

the balance sheet of the Borrower and its Consolidated Subsidiaries; and
 

(D)     Loans or advances to stockholders, directors, officers or employees.
 

“Consolidated Total Assets” means, at any time, the total assets of the Borrower and its Consolidated Subsidiaries, determined on a
consolidated basis, as set forth or reflected on the most recent consolidated balance sheet of the Borrower and its Consolidated Subsidiaries, prepared in
accordance with GAAP.
 

 
-3-



 
 

“Consolidated Total Debt” means at any date, without duplication, the sum of: (1) all Debt of the Borrower and its Consolidated
Subsidiaries, (2) all obligations (absolute or contingent) of the Borrower and its Consolidated Subsidiaries to reimburse any bank or other Person in respect of
amounts which are available to be drawn or have been drawn under a letter of credit or similar instrument, and (3) all Contingent BHF Liabilities, all as
determined in accordance with GAAP.
 

“Contingent BHF Liabilities” shall mean at any date, without duplication: (i) all indebtedness, liabilities and obligations of any Person in
connection with or arising from the acquisition, development, construction or ownership of a “BHF Store” Guaranteed by the Borrower or any of its
Consolidated Subsidiaries (or with respect to which the Borrower or any Consolidated Subsidiary has provided a written commitment or agreement to issue
such a Guaranty); (ii) all indebtedness, liabilities and obligations of any Person in connection with or arising from a loan Guaranteed by the Borrower or any
of its Consolidated Subsidiaries (or with respect to which the Borrower or any Consolidated Subsidiary has provided a written commitment or agreement to
issue such a Guaranty); (iii) the Applicable Percentage of all payments that the Borrower or any Consolidated Subsidiary is obligated to make under an
Assigned BHF Lease (without giving effect to any assignment or sublease); and (iv) the Applicable Percentage of all payments that any Person (including
without limitation a Consolidated Subsidiary of the Borrower), as lessee under a Guaranteed BHF Lease is obligated to make under such Guaranteed BHF
Lease; provided, however: (A) if a guaranty issued by the Borrower or Consolidated Subsidiary in connection with a Guaranteed BHF Lease is applicable
only during a specified period of time, the amount included in this subitem (iv) of the definition of Contingent BHF Liabilities shall be: (1) limited to the
Applicable Percentage of all payments scheduled to be made by any Person as lessee under a Guaranteed BHF Lease during the period during which such
guaranty by the Borrower or Consolidated Subsidiary, as the case may be, is effective; and (2) shall be included in the determination of Contingent BHF
Liabilities only during the portion of the lease term that such guaranty by the Borrower or Consolidated Subsidiary, as the case may be, is effective; and (B) if
the Borrower or Consolidated Subsidiary is primarily liable under a Guaranteed BHF Lease as a tenant or lessee, the amount included in subitem (iv) of the
definition of Contingent BHF Liabilities shall include the Applicable Percentage of all payments scheduled to be made by any Person as lessee under such
Guaranteed BHF Lease during its term. As used herein, “Applicable Percentage” shall mean 55%.
  

“Controlled Group” means all members of a controlled group of corporations and all trades or businesses (whether or not incorporated)
under common control which, together with the Borrower, are treated as a single employer under Section 414 of the Code.

 
“Cost of Acquisition” means, with respect to any Acquisition, as at the date of entering into any agreement therefor, the sum of the

following (without duplication): (i) the value of the capital stock, warrants or options to acquire capital stock of Borrower or any Subsidiary to be transferred
in connection therewith, (ii) the amount of any cash and fair market value of other property (excluding property described in clause (i) and the unpaid
principal amount of any debt instrument) given as consideration, (iii) the amount (determined by using the face amount or the amount payable at maturity,
whichever is greater) of any Debt incurred, assumed or acquired by the Borrower or any Subsidiary in connection with such Acquisition, (iv) all additional
purchase price amounts in the form of earnouts and other contingent obligations that should be recorded on the financial statements of the Borrower and its
Subsidiaries in accordance with GAAP, (v) all amounts paid in respect of covenants not to compete, consulting agreements that should be recorded on
financial statements of the Borrower and its Subsidiaries in accordance with GAAP, and other affiliated contracts in connection with such Acquisition, (vi) the
aggregate fair market value of all other consideration given by the Borrower or any Subsidiary in connection with such Acquisition, and (vii) out of pocket
transaction costs for the services and expenses of attorneys, accountants and other consultants incurred in effecting such transaction, and other similar
transaction costs so incurred. For purposes of determining the Cost of Acquisition for any transaction, (A) the capital stock of the Borrower shall be valued (I)
in the case of capital stock that is then designated as a national market system security by the National Association of Securities Dealers, Inc. (“NASDAQ”)
or is listed on a national securities exchange, the average of the last reported bid and ask quotations or the last prices reported thereon, and (II) with respect to
any other shares of capital stock, as determined by the Board of Directors of the Borrower and, if requested by the Bank, determined to be a reasonable
valuation by the independent public accountants referred to in Section 5.01(a), (B) the capital stock of any Subsidiary shall be valued as determined by the
Board of Directors of such Subsidiary and, if requested by the Bank, determined to be a reasonable valuation by the independent public accountants referred
to in Section 5.01(a), and (C) with respect to any Acquisition accomplished pursuant to the exercise of options or warrants or the conversion of securities, the
Cost of Acquisition shall include both the cost of acquiring such option, warrant or convertible security as well as the cost of exercise or conversion.
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“Current Debt” means the aggregate principal amount of Debt which would in accordance with GAAP, be classified as current debt.
 
“Current Maturities of Long Term Debt” means all payments in respect of Long Term Debt (excluding any such amounts included within

Current Debt) that are required to be made within one year from the date of determination, whether or not the Obligation to make such payments would
constitute a current liability of the obligor under GAAP.

 
“Debt” of any Person means at any date, without duplication, (i) all obligations of such Person for borrowed money, (ii) all obligations of

such Person evidenced by bonds, debentures, notes or other similar instruments, (iii) all obligations of such Person to pay the deferred purchase price of
property or services, except trade accounts payable arising in the ordinary course of business, (iv) all obligations of such Person as lessee under capital leases,
(v) all obligations of such Person to reimburse any bank or other Person in respect of amounts payable under a banker’s acceptance, (vi) all Redeemable
Preferred Stock of such Person (in the event such Person is a corporation), (vii) all obligations (absolute or contingent) of such Person to reimburse any bank
or other Person in respect of amounts which are available to be drawn or have been drawn under a letter of credit or similar instrument, (viii) all Debt of
others secured by a Lien on any asset of such Person, whether or not such Debt is assumed by such Person, (ix) all Debt of others Guaranteed by such Person,
(x) all obligations of such Person with respect to interest rate protection agreements, foreign currency exchange agreements or other hedging agreements
(valued as the termination value thereof computed in accordance with a method approved by the International Swap Dealers Association and agreed to by
such Person in the applicable hedging agreement, if any); and (xi) the principal portion of all obligations of such Person under any synthetic lease, tax
retention operating lease, off-balance sheet loan or similar off-balance sheet financing product where such transaction is considered borrowed money
indebtedness for tax purposes but is classified as an operating lease under GAAP.
 

“Default” means any condition or event which constitutes an Event of Default or which with the giving of notice or lapse of time or both
would, unless cured or waived in writing, become an Event of Default.
 

“Default Rate” means, with respect to the Loan, on any day, the sum of 2% plus the then highest interest rate (including the Applicable
Margin) which may be applicable to the Loan (irrespective of whether any Loan is actually outstanding hereunder).
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“Depreciation and Amortization” means for any period an amount equal to the sum of all depreciation and amortization expenses of the
Borrower and its Consolidated Subsidiaries for such period, as determined in accordance with GAAP.

 
“Dividends” means for any period the sum of all dividends paid or declared during such period in respect of any Capital Stock and

Redeemable Preferred Stock (other than dividends paid or payable in the form of additional Capital Stock).
 

“Dollars” or “$” means dollars in lawful currency of the United States of America.
 

“Domestic Business Day” means any day except a Saturday, Sunday or other day on which commercial banks in North Carolina are
authorized or required by law to close.

 
“Domestic Subsidiary” means any Subsidiary which is organized under the laws of any state or territory of the United States of America.

 
“Eligible Guarantor” means Bassett Furniture Industries of North Carolina, LLC.
 
“Environmental Authority” means any foreign, federal, state, local or regional government that exercises any form of jurisdiction or

authority under any Environmental Requirement.
 

“Environmental Authorizations” means all licenses, permits, orders, approvals, notices, registrations or other legal prerequisites for
conducting the business of a Loan Party or any Subsidiary of a Loan Party required by any Environmental Requirement.
 

“Environmental Judgments and Orders” means all judgments, decrees or orders arising from or in any way associated with any
Environmental Requirements, whether or not entered upon consent or written agreements with an Environmental Authority or other entity arising from or in
any way associated with any Environmental Requirement, whether or not incorporated in a judgment, decree or order.
 

“Environmental Laws” means any and all federal, state, local and foreign statutes, laws, regulations, ordinances, rules, judgments, orders,
decrees, permits, concessions, grants, franchises, licenses, agreements or other governmental restrictions relating to the environment or to emissions,
discharges or releases of pollutants, contaminants, petroleum or petroleum products, chemicals or industrial, toxic or hazardous substances or wastes into the
environment, including, without limitation, ambient air, surface water, groundwater or land, or otherwise relating to the manufacture, processing, distribution,
use, treatment, storage, disposal, transport or handling of pollutants, contaminants, petroleum or petroleum products, chemicals or industrial, toxic or
hazardous substances or wastes or the clean-up or other remediation thereof.
 

“Environmental Liabilities” means any liabilities, whether accrued, contingent or otherwise, arising from and in any way associated with
any Environmental Requirements.
 

“Environmental Notices” means notice from any Environmental Authority or by any other person or entity, of possible or alleged
noncompliance with or liability under any Environmental Requirement, including without limitation any complaints, citations, demands or requests from any
Environmental Authority or from any other person or entity for correction of any violation of any Environmental Requirement or any investigations
concerning any violation of any Environmental Requirement.
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“Environmental Proceedings” means any judicial or administrative proceedings arising from or in any way associated with any
Environmental Requirement.
 

“Environmental Releases” means releases as defined in CERCLA or under any applicable state or local environmental law or regulation.
 

“Environmental Requirements” means any legal requirement relating to health, safety or the environment and applicable to a Loan Party,
any Subsidiary of a Loan Party or the Properties, including but not limited to any such requirement under CERCLA or similar state legislation and all federal,
state and local laws, ordinances, regulations, orders, writs, decrees and common law.
 

“ERISA” means the Employee Retirement Income Security Act of 1974, as amended from time to time, or any successor law. Any
reference to any provision of ERISA shall also be deemed to be a reference to any successor provision or provisions thereof.
 

“Euro-Dollar Business Day” means any Domestic Business Day on which dealings in Dollar deposits are carried out in the London
interbank market.
 

“Euro-Dollar Loan” means the Loan during Interest Periods when the Loan bears or is to bear interest at a rate based upon the London
Interbank Offered Rate.
 

“Euro-Dollar Reserve Percentage” has the meaning set forth in Section 2.06.
 
“Event of Default” has the meaning set forth in Section 6.01.

 
“Financing” shall mean (i) any transaction or series of transactions for the incurrence by a Loan Party of any Debt or for the establishment

of a commitment to make advances which would constitute Debt of a Loan Party, which Debt is not by its terms subordinate and junior to other Debt of a
Loan Party, (ii) an obligation incurred in a transaction or series of transactions in which assets of a Loan Party are sold and leased back, or (iii) a sale of
accounts or other receivables or any interest therein, other than a sale or transfer of accounts or receivables attendant to a sale permitted hereunder of an
operating division.

 
“Fiscal Month” means any fiscal month of the Borrower.

 
“Fiscal Quarter” means any fiscal quarter of the Borrower.

 
“Fiscal Year” means any fiscal year of the Borrower.
 
“Foreign Subsidiary” means any Subsidiary which is not a Domestic Subsidiary.

 
“GAAP” means generally accepted accounting principles applied on a basis consistent with those which, in accordance with Section 1.02,

are to be used in making the calculations for purposes of determining compliance with the terms of this Agreement.
 

“Guarantee” by any Person means any obligation, contingent or otherwise, of such Person directly or indirectly guaranteeing any Debt or
other obligation of any other Person and, without limiting the generality of the foregoing, any obligation, direct or indirect, contingent or otherwise, of such
Person (i) to secure, purchase or pay (or advance or supply funds for the purchase or payment of) such Debt or other obligation (whether arising by virtue of
partnership arrangements, by agreement to keep-well, to purchase assets, goods, securities or services, to provide collateral security, to take-or-pay, or to
maintain financial statement conditions or otherwise) or (ii) entered into for the purpose of assuring in any other manner the obligee of such Debt or other
obligation of the payment thereof or to protect such obligee against loss in respect thereof (in whole or in part), provided that the term Guarantee shall not
include endorsements for collection or deposit in the ordinary course of business. The term “Guarantee” used as a verb has a corresponding meaning.
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“Guaranteed BHF Leases” means any and all leases of “BHF Stores” with respect to which the Borrower or any of its Consolidated
Subsidiaries: (i) have Guaranteed the indebtedness, liabilities or obligations of any Person (including, without limitation, a Consolidated Subsidiary of the
Borrower) as tenant or lessee thereunder; and/or (ii) are primarily liable under such lease as a tenant or lessee.

 
“Guaranteed Obligations” means any and all liabilities, indebtedness and obligations of any and every kind and nature, heretofore, now or

hereafter owing, arising, due or payable from the Borrower to the Bank, arising under or evidenced by this Agreement, the Note, the Letter of Credit
Agreements, or any other Loan Document.

 
“Guarantors” shall mean the Initial Guarantors.
 
“Hazardous Materials” includes, without limitation, (a) solid or hazardous waste, as defined in the Resource Conservation and Recovery

Act of 1980, 42 U.S.C. §6901 et seq. and its implementing regulations and amendments, or in any applicable state or local law or regulation, (b) any
“hazardous substance”, “pollutant” or “contaminant”, as defined in CERCLA, or in any applicable state or local law or regulation, (c) gasoline, or any other
petroleum product or by-product, including crude oil or any fraction thereof, (d) toxic substances, as defined in the Toxic Substances Control Act of 1976, or
in any applicable state or local law or regulation and (e) insecticides, fungicides, or rodenticides, as defined in the Federal Insecticide, Fungicide, and
Rodenticide Act of 1975, or in any applicable state or local law or regulation, as each such Act, statute or regulation may be amended from time to time.

 
“Initial Guarantors” shall mean collectively (i) Bassett Furniture Industries of North Carolina, LLC, a North Carolina limited liability

company, (ii) Bassett Direct Stores, LLC, a Virginia limited liability company, (iii) Bassett Direct NC, LLC, a Virginia limited liability company, and (iv)
Bassett Direct SC, LLC, a Virginia limited liability company.

 
“Interest Payment Date” shall mean the first day of each month.
 
“Interest Period” means a calendar month; provided that the last Interest Period under this Agreement shall end on the Termination Date.
 
“Investment” means any investment in any Person, whether by means of purchase or acquisition of obligations or securities of such Person,

capital contribution to such Person, loan or advance to such Person, making of a time deposit with such Person, Guarantee or assumption of any obligation of
such Person or otherwise.
 

“Letter of Credit” means the letters of credit issued by the Bank pursuant to Section 2.03(a) and “Letter of Credit” means any one of such
Letters of Credit, as any of such letters of credit may be extended, renewed, replaced or amended from time to time.

 
“Letter of Credit Advance” means an advance made by the Bank pursuant to Section 2.03(c).
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“Letter of Credit Agreement” means any agreement entered into by the Borrower and the Bank pursuant to which a Letter of Credit is
issued, as amended, modified or restated from time to time.
 
 
 

“Lien” means, with respect to any asset, any mortgage, deed to secure debt, deed of trust, lien, pledge, charge, security interest, security
title, preferential arrangement which has the practical effect of constituting a security interest or encumbrance, servitude or encumbrance of any kind in
respect of such asset to secure or assure payment of a Debt or a Guarantee, whether by consensual agreement or by operation of statute or other law, or by any
agreement, contingent or otherwise, to provide any of the foregoing. For the purposes of this Agreement, the Borrower or any Subsidiary shall be deemed to
own subject to a Lien any asset which it has acquired or holds subject to the interest of a vendor or lessor under any conditional sale agreement, capital lease
or other title retention agreement relating to such asset.

 
“Loan” means the aggregate outstanding Advances made by the Bank to the Borrower under this Agreement. The Loan shall at all times be

a Euro-Dollar Loan, unless such Loan is to be a Prime Rate Loan pursuant to Article VIII herein.
 

“Loan Documents” means this Agreement, the Note, the Letter of Credit Agreements, the Letters of Credit, any other document evidencing,
relating to or securing the Loan or the Letters of Credit, and any other document or instrument delivered from time to time in connection with this Agreement,
the Note, the Letter of Credit Agreements, the Letters of Credit, or the Loan, as such documents and instruments may be amended or supplemented from to
time.
 

“Loan Parties” means collectively the Borrower and each Guarantor that is now or hereafter a party to any of the Loan Documents.
 

“London Interbank Offered Rate” has the meaning set forth in Section 2.06(c).
 

“Long Term Debt” means the aggregate principal amount of Debt for Money Borrowed which would in accordance with GAAP, be
classified as long term debt.

 
“Margin Stock” means “margin stock” as defined in Regulations T, U or X of the Board of Governors of the Federal Reserve System, as in

effect from time to time, together with all official rulings and interpretations issued thereunder.
 

“Material Adverse Effect” means, with respect to any event, act, condition or occurrence of whatever nature (including any adverse
determination in any litigation, arbitration, or governmental investigation or proceeding), whether singly or in conjunction with any other related event or
events, act or acts, condition or conditions, occurrence or occurrences, a material adverse change in, or a material adverse effect upon, any of (a) the financial
condition, operations, business, properties or prospects of the Borrower and its Consolidated Subsidiaries, taken as a whole, (b) the rights and remedies of the
Bank under the Loan Documents, or the ability of the Borrower or any other Loan Party to perform its obligations under the Loan Documents to which it is a
party, as applicable, or (c) the legality, validity or enforceability of any Loan Document.

 
“Multiemployer Plan” shall have the meaning set forth in Section 4001(a)(3) of ERISA.

 
“Net Proceeds of Capital Stock/Conversion of Debt” means any and all proceeds (whether cash or non-cash) or other consideration received

by the Borrower or a Consolidated Subsidiary in respect of the issuance of Capital Stock (including, without limitation, the aggregate amount of any and all
Debt converted into Capital Stock), after deducting therefrom all reasonable and customary costs and expenses incurred by the Borrower or such
Consolidated Subsidiary directly in connection with the issuance of such Capital Stock.
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“Net Income” means, as applied to any Person for any period, the aggregate amount of net income of such Person, after taxes, for such
period, as determined in accordance with GAAP.
 

“Note” means the promissory note of the Borrower, substantially in the form of Exhibit A hereto, evidencing the obligation of the Borrower
to repay the Advances, together with all amendments, consolidations, modifications, renewals and supplements thereto.

 
“Notice of Borrowing” has the meaning set forth in Section 2.02.
 
“Obligations” means the collective reference to all indebtedness, obligations and liabilities to the Bank existing on the date of this

Agreement or arising thereafter, direct or indirect, joint or several, absolute or contingent, matured or unmatured, liquidated or unliquidated, secured or
unsecured, arising by contract, operation of law or otherwise, of the Loan Parties under this Agreement, the Letter of Credit Agreement or any other Loan
Document.

 
“Officer’s Certificate” has the meaning set forth in Section 3.01(f).

 
“Original Credit Agreement” means that certain Third Amended and Restated Credit Agreement, dated as of October 25, 2000, between the

Borrower, the Guarantors, Branch Banking and Trust Company of Virginia, as a Bank, and Branch Banking and Trust Company, as Agent, as modified by that
certain First Amendment to Credit Agreement, dated October 5, 2001, as amended and restated by that certain Amended and Restated Credit Agreement
between the Borrower, the Guarantors, Branch Banking and Trust Company of Virginia, as a Bank, and Branch Banking and Trust Company, as Agent, as
amended and restated by that certain Second Amended and Restated Credit Agreement between the Borrower, the Guarantors, Branch Banking and Trust
Company of Virginia, as a Bank, and Branch Banking and Trust Company, as Agent, as amended by that certain First Amendment to Second Amended and
Restated Credit Agreement dated November 21, 2005, as amended and restated by that certain Third Amended and Restated Credit Agreement dated October
31, 2007 among the Borrower, the Guarantors, Branch Banking and Trust Company, as a Bank, and Branch Banking and Trust Company, as Agent, as
amended by that certain First Amendment to Third Amended and Restated Credit Agreement, as amended by that certain Second Amendment and Waiver to
Third Amended and Restated Credit Agreement and Omnibus Amendment to Guaranty and Note Purchase Agreements dated as of October 6, 2009 , as
amended by that certain Third Amendment to Third Amended and Restated Credit Agreement dated as of November 30, 2010, as amended by that certain
Fourth Amendment to Third Amended and Restated Credit Agreement dated as of March 4, 2011, as amended and restated by that certain Fourth Amended
and Restated Credit Agreement among the Borrower, the Guarantors and Branch Banking and Trust Company, as amended by that certain First Amendment
to Fourth Amended and Restated Credit Agreement dated as of December 18, 2012. This Agreement amends, restates and replaces the Original Credit
Agreement.

 
“Participant” has the meaning set forth in Section 9.07(b).

 
“PBGC” means the Pension Benefit Guaranty Corporation or any entity succeeding to any or all of its functions under ERISA.
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“Person” means an individual, a corporation, a limited liability company, a partnership (including without limitation, a joint venture), an
unincorporated association, a trust or any other entity or organization, including, but not limited to, a government or political subdivision or an agency or
instrumentality thereof.
 

“Plan” means at any time an employee pension benefit plan which is covered by Title IV of ERISA or subject to the minimum funding
standards under Section 412 of the Code and is either (i) maintained by a member of the Controlled Group for employees of any member of the Controlled
Group or (ii) maintained pursuant to a collective bargaining agreement or any other arrangement under which more than one employer makes contributions
and to which a member of the Controlled Group is then making or accruing an obligation to make contributions or has within the preceding 5 plan years made
contributions.
 

“Prime Rate” refers to that interest rate so denominated and set by the Bank from time to time as an interest rate basis for borrowings. The
Prime Rate is but one of several interest rate bases used by the Bank. The Bank lends at interest rates above and below the Prime Rate.

 
“Prime Rate Loan” means the Loan during Interest Periods when the Loan bears or is to bear interest at a rate based upon the Prime Rate.
 
“Properties” means all real property owned, leased or otherwise used or occupied by a Loan Party or any Subsidiary of a Loan Party,

wherever located.
 
“Quarterly Payment Date” means March 31, June 30, September 30 and December 31 of each year.
“Redeemable Preferred Stock” of any Person means any preferred stock issued by such Person which is at any time prior to the Termination

Date either (i) mandatorily redeemable (by sinking fund or similar payments or otherwise) or (ii) redeemable at the option of the holder thereof.
 

“Restatement Effective Date” shall have the meaning provided in Section 3.01.
 
“Stockholders’ Equity” means, at any time, the shareholders’ equity of the Borrower and its Consolidated Subsidiaries, as set forth or

reflected on the most recent consolidated balance sheet of the Borrower and its Consolidated Subsidiaries prepared in accordance with GAAP, but excluding
any Redeemable Preferred Stock of the Borrower or any of its Consolidated Subsidiaries. Shareholders’ equity generally would include, but not be limited to
(i) the par or stated value of all outstanding Capital Stock, (ii) capital surplus, (iii) retained earnings, and (iv) various deductions such as (A) purchases of
treasury stock, (B) valuation allowances, (C) receivables due from an employee stock ownership plan, (D) employee stock ownership plan debt guarantees,
and (E) translation adjustments for foreign currency transactions.

 
“Subsidiary” means any corporation or other entity of which securities or other ownership interests having ordinary voting power to elect a

majority of the board of directors or other persons performing similar functions are at the time directly or indirectly owned by the Borrower.
 

“Taxes” has the meaning set forth in Section 2.12(c).
 

“Termination Date” means December 5, 2018.
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“Third Parties” means all lessees, sublessees, licensees and other users of the Properties, excluding those users of the Properties in the
ordinary course of the Borrower’s business and on a temporary basis.
 

“Undrawn Amount” means, with respect to any Letter of Credit, at any time, the maximum amount available to be drawn under such Letter
of Credit at such time and “Undrawn Amounts” means, at any time, the sum of all Undrawn Amounts at such time.

 
“Unused Commitment” means at any date, with respect to the Bank, an amount equal to the Commitment less the Used Commitment.
 
“Used Commitment” means at any date, with respect to the Bank, the sum of (A) the aggregate outstanding principal amount of the

Advances, (B) the aggregate outstanding principal amount of the Letter of Credit Advances, and (C) the aggregate Undrawn Amounts.
 

“Wholly Owned Subsidiary” means any Subsidiary all of the shares of capital stock or other ownership interests of which (except directors’
qualifying shares) are at the time directly or indirectly owned by the Borrower.
 

SECTION 1.02.     Accounting Terms and Determinations. Unless otherwise specified herein, all terms of an accounting character used
herein shall be interpreted, all accounting determinations hereunder shall be made, and all financial statements required to be delivered hereunder shall be
prepared in accordance with GAAP, applied on a basis consistent (except for changes concurred in by the Borrower’s independent public accountants or
otherwise required by a change in GAAP) with the most recent audited consolidated financial statements of the Borrower and its Consolidated Subsidiaries
delivered to the Bank, unless with respect to any such change concurred in by the Borrower’s independent public accountants or required by GAAP, in
determining compliance with any of the provisions of this Agreement or any of the other Loan Documents: (i) the Borrower shall have objected to
determining such compliance on such basis at the time of delivery of such financial statements, or (ii) the Bank shall so object in writing within 30 days after
the delivery of such financial statements, in either of which events such calculations shall be made on a basis consistent with those used in the preparation of
the latest financial statements as to which such objection shall not have been made (which, if objection is made in respect of the first financial statements
delivered under Section 5.01 hereof, shall mean the financial statements referred to in Section 4.04).
 

SECTION 1.03.     Use of Defined Terms. All terms defined in this Agreement shall have the same meanings when used in any of the other
Loan Documents, unless otherwise defined therein or unless the context shall otherwise require.
 

SECTION 1.04.     Terminology. All personal pronouns used in this Agreement, whether used in the masculine, feminine or neuter gender,
shall include all other genders; the singular shall include the plural and the plural shall include the singular. Titles of Articles and Sections in this Agreement
are for convenience only, and neither limit nor amplify the provisions of this Agreement.
 

SECTION 1.05.     References. Unless otherwise indicated, references in this Agreement to “Articles”, “Exhibits”, “Schedules”, and
“Sections” are references to articles, exhibits, schedules and sections hereof.
 

 
-12-



 
 

ARTICLE II

THE CREDITS
 

SECTION 2.01.     Commitment to Make Advances. The Bank agrees, on the terms and conditions set forth herein, to make Advances to
the Borrower from time to time before the Termination Date; provided that, immediately after each such Advance is made, the aggregate outstanding
principal amount of all Advances by the Bank together with the aggregate outstanding principal amount of all Letter of Credit Advances and Undrawn
Amounts shall not exceed the amount of the Commitment. Each Borrowing under this Section shall be in an aggregate principal amount of $1,000,000 or any
larger multiple of $500,000.00 (except that any such Borrowing may be in the aggregate amount of the Unused Commitment). Within the foregoing limits, the
Borrower may borrow under this Section, repay or, to the extent permitted by Section 2.10, prepay Advances and reborrow under this Section at any time
before the Termination Date.
 

SECTION 2.02.     Method of Borrowing Advances. (a) The Borrower shall give the Bank notice in the form attached hereto as Exhibit B (a
“Notice of Borrowing”) prior to 11:00 A.M. (Winston-Salem, North Carolina time) on the Domestic Business Day of each Borrowing, specifying:
 

(i)     the date of such Borrowing; and
 

(ii)     the aggregate amount of such Borrowing.
 

(b)     [Intentionally Omitted].
 

(c)     Unless the Bank determines that any applicable condition specified in Article III has not been satisfied, not later than 1:00 P.M.
(Winston-Salem, North Carolina time) on the date of each Borrowing, the Bank shall (except as provided in subsection (d) of this Section) make available
such Borrowing, in Federal or other funds immediately available in Winston-Salem, North Carolina, to the Borrower at the Bank’s aforesaid address.
 

SECTION 2.03.     Letters of Credit.
 

(a)     The Bank may, from time to time upon request of the Borrower, in its sole discretion issue Letters of Credit for the account of the
Borrower, subject to satisfaction of the conditions referenced in Section 3.03.
 

(b)     Each Letter of Credit shall be subject to the provisions of this Agreement and to the provisions set forth in the Letter of Credit
Agreement executed by the Borrower in connection with the issuance of such Letter of Credit. The Borrower agrees to promptly perform and comply with the
terms and conditions of each Letter of Credit Agreement.

(c)     The payment by the Bank of a draft drawn under any Letter of Credit shall constitute for all purposes of this Agreement a Letter of
Credit Advance in the amount of such draft.
 

(d)     [Intentionally Omitted].
 

(e)     As of the Restatement Effective Date, the existing Letters of Credit are set forth on Schedule 2.03 attached hereto .
 

(f)     [Intentionally Omitted].
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(g)     The Borrower shall pay to the Bank on the earlier of demand and the Termination Date the outstanding principal amount of such
Letter of Credit Advance.
 

(h)     The Bank will notify the Borrower promptly of the presentment for payment of any Letter of Credit (on the date of presentment, if
possible, and otherwise on the next Domestic Business Day, it being agreed that such notice may be made by phone), together with notice of the date such
payment shall be made.
 

SECTION 2.04.     Note. (a) The Advances of the Bank shall be evidenced by a single Note payable to the order of the Bank in an amount
equal to the original principal amount of the Commitment.
 

(b)     [Intentionally Omitted].
 
(c)     The Bank shall record, and prior to any transfer of its Note shall endorse on the schedule forming a part thereof appropriate notations

to evidence, the date, amount and maturity of, and effective interest rate for, each Advance made by it, the date and amount of each payment of principal
made by the Borrower with respect thereto and such schedule shall constitute rebuttable presumptive evidence of the principal amount owing and unpaid on
the Note; provided that the failure of the Bank to make, or any error in making, any such recordation or endorsement shall not affect the obligation of the
Borrower hereunder or under the Note or the ability of the Bank to assign the Note. The Bank is hereby irrevocably authorized by the Borrower so to endorse
the Note and to attach to and make a part of the Note a continuation of any such schedule as and when required.
 

SECTION 2.05.     Maturity of Loans. Each Advance included in any Borrowing shall mature, and the principal amount thereof shall be due
and payable, subject to Section 6.01, on the Termination Date.
 

SECTION 2.06.     Interest Rates. (a) “Applicable Margin” shall mean 1.40%.
 

(b)     During each Interest Period in which the Loan is a Prime Rate Loan, such Prime Rate Loan shall bear interest on the outstanding
principal amount thereof, for each day during the applicable Interest Period, at a rate per annum equal to the Prime Rate for such day plus the Applicable
Margin. Any overdue principal of and, to the extent permitted by applicable law, overdue interest on any Prime Rate Loan shall bear interest, payable on
demand, for each day until paid in full at a rate per annum equal to the Default Rate.
 

(c)     During each Interest Period in which the Loan is a Euro-Dollar Loan, such Euro-Dollar Loan shall bear interest on the outstanding
principal amount thereof, for the Interest Period applicable thereto, at a rate per annum equal to the sum of: (1) the Applicable Margin, plus (2) the applicable
Adjusted Monthly Libor Index for such Interest Period. Any overdue principal of and, to the extent permitted by applicable law, overdue interest on any Euro-
Dollar Loan shall bear interest, payable on demand, for each day until paid in full at a rate per annum equal to the Default Rate.
 

The “Adjusted Monthly Libor Index” applicable to any Interest Period means a rate per annum equal to the quotient obtained (rounded
upward, if necessary, to the next higher 1/100th of 1%) by dividing (i) the applicable London Interbank Offered Rate for such Interest Period by (ii) 1.00
minus the Euro-Dollar Reserve Percentage.
 

The “London Interbank Offered Rate” applicable to any Euro-Dollar Loan means for the Interest Period of such Euro-Dollar Loan the rate
per annum determined on the basis of the rate for deposits in Dollars of amounts equal or comparable to the principal amount of such Euro-Dollar Loan
offered for a term comparable to such Interest Period, which rate appears on the display designated as Page “3750” of the Telerate Service (or such other page
as may replace page 3750 of that service or such other service or services as may be nominated by the British Banker’s Association for the purpose of
displaying London Interbank Offered Rates for U.S. dollar deposits) determined as of 11:00 a.m. London, England time, on the first day of such Interest
Period or on the immediately preceding Euro-Dollar Business Day if the first day of such Interest Period is not a Euro-Dollar Business Day.
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“Euro-Dollar Reserve Percentage” means for any day that percentage (expressed as a decimal) which is in effect on such day, as prescribed
by the Board of Governors of the Federal Reserve System (or any successor) for determining the maximum reserve requirement for a member bank of the
Federal Reserve System in respect of “Eurocurrency liabilities” (or in respect of any other category of liabilities which includes deposits by reference to
which the interest rate on such Euro-Dollar Loan is determined or any category of extensions of credit or other assets which includes loans by a non-United
States office of the Bank to United States residents). The Adjusted Monthly Libor Index shall be adjusted automatically on and as of the effective date of any
change in the Euro-Dollar Reserve Percentage.
 

(d)     The Loan shall at all times be a Euro-Dollar Loan unless the Loan is to be a Prime Rate Loan pursuant to Article VIII herein. Interest
shall be payable for each Interest Period on the Interest Payment Date immediately succeeding the last day of the Interest Period; provided that: (1) all
accrued unpaid interest on the Loan shall be paid in full on the Termination Date; and (2) should the Commitment be terminated at any time prior to the
Termination Date for any reason, any and all accrued unpaid interest shall be paid on the date of such termination.
 

(e)     Each Letter of Credit Advance shall bear interest on the outstanding principal amount thereof, payable on demand, for each day from
the date such Letter of Credit Advance is made until paid in full at a rate per annum equal to the Default Rate applicable to Euro-Dollar Loans.
 

(f)     The Bank shall determine each interest rate applicable to the Loan hereunder. The Bank shall give prompt notice to the Borrower by
telecopy of each rate of interest so determined, and its determination thereof shall be conclusive in the absence of manifest error.
 

(g)     After the occurrence and during the continuance of a Default, the principal amount of the Loans (and, to the extent permitted by
applicable law, all accrued interest thereon) may, at the election of the Bank, bear interest at the Default Rate; provided, however, that automatically any
overdue principal of and, to the extent permitted by law, overdue interest on the Loan shall bear interest payable on demand, for each day until paid, at a rate
per annum equal to the Default Rate.

 
(h)     [Intentionally Omitted].

 
SECTION 2.07.     Fees. (a) [Intentionally Omitted].

 
(b)     The Borrower shall pay to the Bank, with respect to each Letter of Credit, a per annum letter of credit fee (the “Letter of Credit Fee”)

equal to the product of: (i) the aggregate average daily Undrawn Amounts, times (ii) a per annum percentage equal to 1.0% (determined in accordance with
Section 2.13 hereof). Such Letter of Credit Fees shall be payable in arrears for each Letter of Credit on each Quarterly Payment Date during the term of each
respective Letter of Credit and on the Termination Date (whether at its stated expiry date or earlier).
 

(c)     The Borrower shall pay to the Bank an unused commitment fee equal to the product of: (i) the aggregate of the daily average amounts
of the Unused Commitment times (ii) a per annum percentage equal to 0.125%. Such unused commitment fee shall accrue from and including December 5,
2015 to and including the Termination Date. Unused commitment fees shall be payable quarterly in arrears on each Quarterly Payment Date and on the
Termination Date; provided, that should the Commitment be terminated at any time prior to the Termination Date for any reason, the entire accrued and
unpaid fee shall be paid on the date of such termination.
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(d)     [Intentionally Omitted].
 

SECTION 2.08.     [Intentionally Omitted].
 

SECTION 2.09.     Termination of Commitment. The Commitment shall terminate on the Termination Date and any Advances and if
demand had not been earlier made Letter of Credit Advances then outstanding (together with accrued interest thereon) shall be due and payable on such date.
 

SECTION 2.10.     Optional Prepayments. The Borrower may prepay the Loan in whole at any time, or from time to time in part in amounts
aggregating at least $10,000.00, or any larger multiple of $1,000.00, by paying the principal amount to be prepaid together with accrued interest thereon to the
date of prepayment. Each such optional prepayment shall be applied to prepay the Advances.
 

SECTION 2.11.     Mandatory Prepayments. (a) On the date on which the Commitment is terminated pursuant to Section 2.09, the Borrower
shall repay or prepay such principal amount of the outstanding Advances (together with interest accrued thereon and any amounts due under Section 8.05(a))
as may be necessary so that after such payment the aggregate unpaid principal amount of the Advances, together with the aggregate principal amount of all
Letter of Credit Advances and Undrawn Amounts does not exceed the aggregate amount of the Commitment as then reduced. Each such payment or
prepayment shall be applied to repay or prepay the Advances.
 

(b)     In the event that the aggregate principal amount of all Advances, together with the aggregate principal amount of the Letter of Credit
Advances and Undrawn Amounts at any one time outstanding shall at any time exceed the aggregate amount of the Commitment at such time, the Borrower
shall immediately repay so much of the Advances as is necessary in order that the aggregate principal amount of the Advances thereafter outstanding,
together with the aggregate principal amount of the Letter of Credit Advances and Undrawn Amounts shall not exceed the aggregate amount of the
Commitment at such time.
 

SECTION 2.12.     General Provisions as to Payments. (a) The Borrower shall make each payment of principal of, and interest on, the Loan
and of fees hereunder, not later than 11:00 A.M. (Winston-Salem, North Carolina time) on the date when due, in Federal or other funds immediately available
in Winston-Salem, North Carolina, to the Bank at its address referred to in Section 9.01.
 

(b)     Whenever any payment of principal of, or interest on, the Advances or of fees shall be due on a day which is not a Domestic Business
Day, the date for payment thereof shall be extended to the next succeeding Domestic Business Day. If the date for any payment of principal is extended by
operation of law or otherwise, interest thereon shall be payable for such extended time.
 

(c)     All payments of principal, interest and fees and all other amounts to be made by the Borrower pursuant to this Agreement with respect
to any Advance or fee relating thereto shall be paid without deduction for, and free from, any tax, imposts, levies, duties, deductions, or withholdings of any
nature now or at anytime hereafter imposed by any governmental authority or by any taxing authority thereof or therein (all such non-excluded taxes, imposts,
levies, duties, deductions or withholdings of any nature being “Taxes”). In the event that the Borrower is required by applicable law to make any such
withholding or deduction of Taxes with respect to any Advance or fee or other amount, the Borrower shall pay such deduction or withholding to the
applicable taxing authority, shall promptly furnish to the Bank in respect of which such deduction or withholding is made all receipts and other documents
evidencing such payment and shall pay to the Bank additional amounts as may be necessary in order that the amount received by the Bank after the required
withholding or other payment shall equal the amount the Bank would have received had no such withholding or other payment been made. If no withholding
or deduction of Taxes are payable in respect of any Advance or fee relating thereto, the Borrower shall furnish the Bank, at the Bank’s request, a certificate
from each applicable taxing authority or an opinion of counsel acceptable to the Bank, in either case stating that such payments are exempt from or not
subject to withholding or deduction of Taxes. If the Borrower fails to provide such original or certified copy of a receipt evidencing payment of Taxes or
certificate(s) or opinion of counsel of exemption, the Borrower hereby agrees to compensate the Bank for, and indemnify them with respect to, the tax
consequences of the Borrower’s failure to provide evidence of tax payments or tax exemption.
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In the event the Bank receives a refund of any Taxes paid by the Borrower pursuant to this Section 2.12, it will pay to the Borrower the
amount of such refund promptly upon receipt thereof; provided, however, if at any time thereafter it is required to return such refund, the Borrower shall
promptly repay to it the amount of such refund.
 

SECTION 2.13.     Computation of Interest and Fees. Interest on the Loans shall be computed on the basis of a year of 360 days and paid
for the actual number of days elapsed (including the first day but excluding the last day). Facility fees, letter of credit fees and any other fees (excluding
Facing Fees) payable hereunder shall be computed on the basis of a year of 360 days and paid for the actual number of days elapsed (including the first day
but excluding the last day).
 

SECTION 2.14.     [Intentionally Omitted].
 

SECTION 2.15.     [Intentionally Omitted].
 

SECTION 2.16.     [Intentionally Omitted]
 

SECTION 2.17.     [Intentionally Omitted]
 

ARTICLE III

CONDITIONS TO BORROWINGS
 

SECTION 3.01.     Effectiveness of Agreement. This Agreement shall become effective on the date (the “Restatement Effective Date”) on
which the Bank receives the following documents and evidence of satisfaction of the following conditions:
 

(a)     receipt by the Bank from each of the parties hereto of a duly executed counterpart of this Agreement signed by such party;
 

(b)     receipt by the Bank of a duly executed Note complying with the provisions of Section 2.04;
 

(c)     receipt by the Bank of an opinion of Jay R. Hervey, Esq., Vice President, Secretary and General Counsel of the Borrower and the
Guarantors, dated as of the Restatement Effective Date, substantially in the form of Exhibit C hereto and covering such additional matters relating to the
transactions contemplated hereby as the Bank may reasonably request;
 

 
-17-



 
 

(d)     [Intentionally Omitted];
 

(e)     receipt by the Bank of a certificate (the “Closing Certificate”), dated the date of the Restatement Effective Date, substantially in the
form of Exhibit G hereto, signed by a principal financial officer of each Loan Party, to the effect that (i) no Default has occurred and is continuing on the date
of such the Restatement Effective Date and (ii) the representations and warranties of the Loan Parties contained in Article IV are true on and as of the date of
the Restatement Effective Date;
 

(f)     receipt by the Bank of all documents which the Bank may reasonably request relating to the existence of each Loan Party, the
authority for and the validity of this Agreement, the Note and the other Loan Documents, and any other matters relevant hereto, all in form and substance
satisfactory to the Bank, including without limitation a certificate of incumbency of each Loan Party (the “Officer’s Certificate”), signed by the Secretary or
an Assistant Secretary of the respective Loan Party, substantially in the form of Exhibit H hereto, certifying as to the names, true signatures and incumbency
of the officer or officers of the respective Loan Party, authorized to execute and deliver the Loan Documents, and certified copies of the following items: (i)
the Loan Party’s Certificate of Incorporation or Articles of Organization, as the case may be, (ii) the Loan Party’s Bylaws or Operating Agreement, as the case
may be, (iii) a certificate of the Secretary of State of such Loan Party’s State of organization as to the good standing of such Loan Party, and (iv) the action
taken by the Board of Directors of the Loan Party authorizing the Loan Party’s execution, delivery and performance of this Agreement, the Note and the other
Loan Documents to which the Loan Party is a party;
 

(g)     [Intentionally Omitted];
 
(h)     receipt and approval by the Bank of the insurance required under this Agreement; and
 
(i)     such other documents or items as the Bank or its counsel may reasonably request.

 
SECTION 3.02.     Conditions to All Borrowings. The obligation of the Bank to make an Advance on the occasion of each Borrowing is

subject to the satisfaction of the following conditions:
 

(a)     receipt by the Bank of Notice of Borrowing as required by Section 2.02;
 

(b)     the fact that, immediately before and after such Borrowing, no Default shall have occurred and be continuing;
 

(c)     the fact that the representations and warranties of the Loan Parties contained in Article IV of this Agreement shall be true, in all
material respects, on and as of the date of such Borrowing, except to the extent explicitly relating to a specified date; and

 
(d)     the fact that, immediately after such Borrowing, the Used Commitment will not exceed the Commitment.

 
Each Borrowing hereunder shall be deemed to be a representation and warranty by the Loan Parties on the date of such Borrowing as to the truth and
accuracy of the facts specified in clauses (b), (c) and (d) of this Section.
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SECTION 3.03.     Conditions to Issuance of Letters of Credit. The issuance of each Letter of Credit shall be subject to satisfaction of the
conditions set forth in the related Letter of Credit Agreement and satisfaction of the following conditions:
 

(a)     the fact that, immediately before and after the issuance of such Letter of Credit, no Default shall have occurred and be continuing;
 

(b)     the fact that the representations and warranties of the Loan Parties contained in Article IV of this Agreement shall be true, in all
material respects, on and as of the date of issuance of such Letter of Credit, except to the extent explicitly relating to a specified date;
 

(c)     the fact that, immediately after the issuance of such Letter of Credit, the Used Commitment will not exceed the Commitment; and
 

(d)     no Letter of Credit shall have an expiry date or termination date on or after the earlier of: (1) the date twelve months after the date of
the issuance of such Letter of Credit; or (2) the date two Domestic Business Days prior to the Termination Date.
  

SECTION 3.04.     Contingent BHF Liabilities. The obligation of the Bank to make an Advance on the occasion of any Borrowing that
would cause the outstanding principal amount of all Advances to exceed $3,000,000 is subject to the condition that: neither the Borrower nor any
Consolidated Subsidiary shall have, directly or indirectly, issued, assumed, created, incurred or suffered to exist any Contingent BHF Liability except for
Contingent BHF Liabilities, the aggregate outstanding principal amount of which shall not at the time of such Advance exceed $100,000,000 in the aggregate.
 

ARTICLE IV

REPRESENTATIONS AND WARRANTIES
 

The Loan Parties represent and warrant that:
SECTION 4.01.     Existence and Power. Each Loan Party is a corporation or limited liability company duly organized, validly existing and

in good standing under the laws of the jurisdiction of its incorporation or organization, as the case may be, is duly qualified to transact business in every
jurisdiction where, by the nature of its business, such qualification is necessary, and has all organizational powers and all governmental licenses,
authorizations, consents and approvals required to carry on its business as now conducted.
 

SECTION 4.02.     Organizational and Governmental Authorization; No Contravention. The execution, delivery and performance by each
Loan Party of this Agreement, the Note and the other Loan Documents (i) are within each Loan Party’s organizational powers, (ii) have been duly authorized
by all necessary organizational action, (iii) require no action by or in respect of, or filing with, any governmental body, agency or official, (iv) do not
contravene, or constitute a default under, any provision of applicable law or regulation or of the certificate of incorporation, articles of organization, operating
agreement or by-laws of each Loan Party or of any agreement, judgment, injunction, order, decree or other instrument binding upon each Loan Party or any of
its Subsidiaries, and (v) do not result in the creation or imposition of any Lien on any asset of the Loan Parties or any of their respective Subsidiaries.
 

SECTION 4.03.     Binding Effect. This Agreement constitutes a valid and binding agreement of the Loan Parties enforceable in accordance
with its terms, and the Note and the other Loan Documents, when executed and delivered in accordance with this Agreement, will constitute valid and binding
obligations of the Loan Parties enforceable in accordance with their respective terms, provided that the enforceability hereof and thereof is subject in each
case to general principles of equity and to bankruptcy, insolvency and similar laws affecting the enforcement of creditors’ rights generally.
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SECTION 4.04.     Financial Information. (a) The consolidated balance sheet of the Borrower and its Consolidated Subsidiaries as of
November 29, 2014 and the related consolidated statements of income, shareholders’ equity and cash flows for the Fiscal Year then ended, reported on by
Ernst & Young, LLP., copies of which have been delivered to the Bank, and the unaudited but reviewed consolidated financial statements of the Borrower for
the interim period ended August 29, 2015, copies of which have been delivered to the Bank, fairly present, in conformity with GAAP, the consolidated
financial position of the Borrower and its Consolidated Subsidiaries as of such dates and their consolidated results of operations and cash flows for such
periods stated.
 

(b)     Since November 29, 2014, there has been no event, act, condition or occurrence having a Material Adverse Effect.
 

SECTION 4.05.     Litigation. There is no action, suit or proceeding pending, or to the knowledge of the Loan Parties threatened, against or
affecting the Loan Parties or any of their respective Subsidiaries before any court or arbitrator or any governmental body, agency or official which could have
a Material Adverse Effect or which in any manner draws into question the validity or enforceability of, or could impair the ability of the Loan Parties to
perform their respective obligations under, this Agreement, the Note or any of the other Loan Documents.
 

SECTION 4.06.     Compliance with ERISA. (a) The Loan Parties and each member of the Controlled Group have fulfilled their obligations
under the minimum funding standards of ERISA and the Code with respect to each Plan and are in compliance in all material respects with the presently
applicable provisions of ERISA and the Code, and have not incurred any liability to the PBGC or a Plan under Title IV of ERISA.
 

(b)     Neither the Loan Parties nor any member of the Controlled Group is or ever has been obligated to contribute to any Multiemployer
Plan.
 

SECTION 4.07.     Taxes. There have been filed on behalf of the Loan Parties and their respective Subsidiaries all Federal, state and local
income, excise, property and other tax returns which are required to be filed by them and all taxes due pursuant to such returns or pursuant to any assessment
received by or on behalf of the Loan Parties or any Subsidiary have been paid. The charges, accruals and reserves on the books of the Loan Parties and their
respective Subsidiaries in respect of taxes or other governmental charges are, in the opinion of the Loan Parties, adequate.
 

SECTION 4.08.     Subsidiaries. Each of the Loan Party’s Subsidiaries is a corporation or limited liability company duly organized, validly
existing and in good standing under the laws of its jurisdiction of incorporation or organization, as the case may be, is duly qualified to transact business in
every jurisdiction where, by the nature of its business, such qualification is necessary, and has all organizational powers and all governmental licenses,
authorizations, consents and approvals required to carry on its business as now conducted. No Loan Party has any Subsidiaries except those Subsidiaries
listed on Schedule 4.08, which accurately sets forth each such Subsidiary’s complete name and jurisdiction of incorporation.
 

SECTION 4.09.     Not an Investment Company. No Loan Party nor any Subsidiary of a Loan Party is an “investment company” within the
meaning of the Investment Company Act of 1940, as amended.
 

SECTION 4.10.     [Intentionally Omitted].
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SECTION 4.11.     Ownership of Property; Liens. Each of the Loan Parties and their respective Subsidiaries has title to its properties
sufficient for the conduct of its business, and none of such property is subject to any Lien except as permitted in Section 5.14.
 

SECTION 4.12.     No Default. No Loan Party nor any of their respective Subsidiaries is in default under or with respect to any agreement,
instrument or undertaking to which it is a party or by which it or any of its property is bound which could have or cause a Material Adverse Effect. No
Default or Event of Default has occurred and is continuing.
 

SECTION 4.13.     Full Disclosure. All information heretofore furnished by any Loan Party to the Bank for purposes of or in connection
with this Agreement or any transaction contemplated hereby is, and all such information hereafter furnished by any Loan Party to the Bank will be, true,
accurate and complete in every material respect or based on reasonable estimates on the date as of which such information is stated or certified. Each Loan
Party has disclosed to the Bank in writing any and all facts which could have or cause a Material Adverse Effect.
 

SECTION 4.14.     Environmental Matters. (a) No Loan Party nor any Subsidiary of a Loan Party is subject to any Environmental Liability
which could have or cause a Material Adverse Effect and no Loan Party nor any Subsidiary of a Loan Party has been designated as a potentially responsible
party under CERCLA or under any state statute similar to CERCLA which could have or cause a Material Adverse Effect. None of the Properties has been
identified on any current or proposed (i) National Priorities List under 40 C.F.R. § 300, (ii) CERCLIS list or (iii) any list arising from a state statute similar to
CERCLA.
 

(b)     No Hazardous Materials have been or are being used, produced, manufactured, processed, treated, recycled, generated, stored,
disposed of, managed or otherwise handled at, or shipped or transported to or from the Properties or are otherwise present at, on, in or under the Properties,
or, to the best of the knowledge of the Loan Parties, at or from any adjacent site or facility, except for Hazardous Materials, such as cleaning solvents,
pesticides, finishing materials, glues and other materials used, produced, manufactured, processed, treated, recycled, generated, stored, disposed of, and
managed or otherwise handled in the ordinary course of business in compliance with all applicable Environmental Requirements.

 
(c)     The Loan Parties, and each of their respective Subsidiaries and Affiliates, has procured all Environmental Authorizations necessary

for the conduct of its business, and is in compliance with all Environmental Requirements in connection with the operation of the Properties and the Loan
Party’s, and each of their respective Subsidiary’s and Affiliate’s, respective businesses.
 

SECTION 4.15.     Compliance with Laws. Each Loan Party and each Subsidiary of a Loan Party is in compliance with all applicable laws,
including, without limitation, all Environmental Laws, except where any failure to comply with any such laws would not, alone or in the aggregate, have a
Material Adverse Effect.
 

SECTION 4.16.     Capital Stock. All Capital Stock, debentures, bonds, notes and all other securities of each Loan Party and their respective
Subsidiaries presently issued and outstanding are validly and properly issued in accordance with all applicable laws, including, but not limited to, the “Blue
Sky” laws of all applicable states and the federal securities laws. The issued shares of Capital Stock of the Loan Party’s respective Wholly Owned
Subsidiaries are owned by the Loan Parties free and clear of any Lien or adverse claim. At least a majority of the issued shares of capital stock of each of the
other Subsidiaries of the Loan Parties (other than Wholly Owned Subsidiaries) is owned by the respective Loan Parties free and clear of any Lien or adverse
claim.
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SECTION 4.17.     Margin Stock. No Loan Party nor any of their respective Subsidiaries is engaged principally, or as one of its important
activities, in the business of purchasing or carrying any Margin Stock, and no part of the proceeds of any Advance will be used to purchase or carry any
Margin Stock or to extend credit to others for the purpose of purchasing or carrying any Margin Stock, or be used for any purpose which violates, or which is
inconsistent with, the provisions of Regulation X.
 

SECTION 4.18.     Insolvency. After giving effect to the execution and delivery of the Loan Documents and the making of the Advances
under this Agreement, no Loan Party will be “insolvent,” within the meaning of such term as defined in § 101 of Title 11 of the United States Code or Section
2 of the Uniform Fraudulent Transfer Act, or any other applicable state law pertaining to fraudulent transfers, as each may be amended from time to time, or
be unable to pay its debts generally as such debts become due, or have an unreasonably small capital to engage in any business or transaction, whether current
or contemplated.
 

SECTION 4.19.     [Intentionally Omitted].
 

SECTION 4.20.     Labor Matters. There are no significant strikes, lockouts, slowdowns or other labor disputes against any Loan Party or
any Subsidiary of any Loan Party pending or, to the knowledge of any Loan Party, threatened, that could reasonably be expected to, individually or in the
aggregate, have a Material Adverse Effect. The hours worked by and payment made to employees of the Loan Parties and each Subsidiary of any Loan Party
have not been in violation of the Fair Labor Standards Act or any other applicable federal, state or foreign law dealing with such matters, where such
violations could reasonably be expected, individually or in the aggregate, to result in a Material Adverse Effect.
 

SECTION 4.21.     Patents, Trademarks, Etc. To the best of their knowledge, the Loan Parties and each Subsidiary of a Loan Party owns, or
is licensed to use, all patents, trademarks, trade names, copyrights, technology, know-how and processes, service marks and rights with respect to the
foregoing that are (a) used in or necessary for the conduct of their respective businesses as currently conducted and (b) material to the businesses, assets,
operations, properties, prospects or condition (financial or otherwise) of the Loan Parties and their respective Subsidiaries taken as a whole. To the best of
their knowledge, the use of such patents, trademarks, trade names, copyrights, technology, know-how, processes and rights with respect to the foregoing by
the Loan Parties and their respective Subsidiaries, does not infringe on the rights of any Person. The Loan Parties have delivered to the Bank a schedule
setting forth all registered patents, trademarks and copyrights owned by, or licensed to, the Loan Parties.
 

ARTICLE V

COVENANTS
 

The Loan Parties agree, jointly and severally, that, so long as the Bank has any Commitment hereunder or any amount payable under any
Note remains unpaid:
 

SECTION 5.01.     Information. The Borrower will deliver to the Bank:
 

(a)     as soon as available and in any event within 90 days after the end of each Fiscal Year, a consolidated balance sheet of the Borrower
and its Consolidated Subsidiaries as of the end of such Fiscal Year and the related consolidated statements of income, shareholders’ equity and cash flows for
such Fiscal Year, setting forth in each case in comparative form the figures for the previous fiscal year, all certified by Ernst & Young, LLP or other
independent public accountants of nationally recognized standing, with such certification to be free of exceptions and qualifications not acceptable to the
Bank;
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(b)     as soon as available and in any event within 45 days after the end of each of the first three Fiscal Quarters of each Fiscal Year, a
consolidated balance sheet of the Borrower and its Consolidated Subsidiaries as of the end of such Fiscal Quarter and the related statement of income and
statement of cash flows for such Fiscal Quarter and for the portion of the Fiscal Year ended at the end of such Fiscal Quarter, setting forth in each case in
comparative form the figures for the corresponding Fiscal Quarter and the corresponding portion of the previous Fiscal Year, all reviewed by the accountants
referenced in (a) above and certified (subject to normal year-end adjustments) as to fairness of presentation, GAAP and consistency by the Chief Financial or
Accounting Officer of the Borrower, any of which may be satisfied by providing copies of Borrower’s filed 10-Qs and 10-Ks together with Section 906
certifications;

 
(c)     [Intentionally Omitted];
 
(d)     during any period in which the principal outstanding amount of all Advances exceeds $3,000,000, simultaneously with the delivery of

each set of financial statements referred to in clauses (a) and (b) above, a certificate, substantially in the form of Exhibit I (a “Compliance Certificate”), of the
Chief Financial or Accounting Officer of the Borrower (i) setting forth in reasonable detail the calculations required to establish whether the Borrower was in
compliance with the requirements of Sections 3.04, 5.35, 5.38 and 5.39 on the date of such financial statements, and (ii) stating whether any Default exists on
the date of such certificate and, if any Default then exists, setting forth the details thereof and the action which the Loan Parties are taking or propose to take
with respect thereto;
 

(e)     [Intentionally Omitted];
 

(f)     within 5 Domestic Business Days after the Borrower becomes aware of the occurrence of any Default, a certificate of the Chief
Financial or Accounting Officer of the Borrower setting forth the details thereof and the action which the Borrower is taking or proposes to take with respect
thereto;
 

(g)     promptly upon the mailing thereof to the shareholders of the Borrower generally, copies of all financial statements, reports and proxy
statements so mailed;
 

(h)     promptly upon the filing thereof, copies of all registration statements (other than the exhibits thereto and any registration statements
on Form S-8 or its equivalent) and annual, quarterly or monthly reports which the Borrower shall have filed with the Securities and Exchange Commission;
 

(i)     if and when the Borrower or any member of the Controlled Group (i) gives or is required to give notice to the PBGC of any
“reportable event” (as defined in Section 4043 of ERISA) with respect to any Plan which might constitute grounds for a termination of such Plan under
Title IV of ERISA, or knows that the plan administrator of any Plan has given or is required to give notice of any such reportable event, a copy of the notice
of such reportable event given or required to be given to the PBGC; (ii) receives notice of complete or partial withdrawal liability under Title IV of ERISA, a
copy of such notice; or (iii) receives notice from the PBGC under Title IV of ERISA of an intent to terminate or appoint a trustee to administer any Plan, a
copy of such notice;
 

(j)     promptly after the Borrower knows of the commencement thereof, notice of any litigation, dispute or proceeding involving a claim
against a Loan Party and/or any Subsidiary of a Loan Party for $1,000,000.00 or more in excess of amounts covered in full by applicable insurance; and

 
(k)     [Intentionally Omitted];
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(l)     [Intentionally Omitted];
 
(m)     [Intentionally Omitted];

 
(n)     [Intentionally Omitted];

 
(o)     [Intentionally Omitted]; and
 
(p)     from time to time such additional information regarding the financial position or business of the Borrower and its Subsidiaries as the

Bank may reasonably request.
 

SECTION 5.02.     Inspection of Property, Books and Records. The Borrower will (i) keep, and will cause each Subsidiary to keep, proper
books of record and account in which full, true and correct entries in conformity with GAAP shall be made of all dealings and transactions in relation to its
business and activities; (ii) permit, and will cause each Subsidiary of the Borrower and Guarantors to permit the Bank, or its designee, at the expense of the
Borrower and Guarantors, to perform periodic field audits and investigations of the Borrower and the Guarantors; and (iii) permit, and will cause each
Subsidiary to permit, with reasonable prior notice which notice shall not be required in the case of an emergency, representatives of the Bank at the Bank’s
expense prior to the occurrence of an Event of Default and at the Borrower’s expense after the occurrence of an Event of Default to visit and inspect any of
their respective properties, to examine and make abstracts from any of their respective books and records and to discuss their respective affairs, finances and
accounts with their respective officers, employees and independent public accountants. The Borrower agrees to cooperate and assist in such visits and
inspections, in each case at such reasonable times and as often as may reasonably be desired.
 

SECTION 5.03.     [Intentionally Omitted].
 

SECTION 5.04.     [Intentionally Omitted].
 

SECTION 5.05.     [Intentionally Omitted].
 

SECTION 5.06.     [Intentionally Omitted].
 

SECTION 5.07.     [Intentionally Omitted]
 

SECTION 5.08.     [Intentionally Omitted].
 

SECTION 5.09.     [Intentionally Omitted].
 

SECTION 5.10.     [Intentionally Omitted].
 

SECTION 5.11.     [Intentionally Omitted].
 

SECTION 5.12.     [Intentionally Omitted];
 

SECTION 5.13.     [Intentionally Omitted].
 

SECTION 5.14.     Negative Pledge. No Loan Party nor any Subsidiary of a Loan Party will voluntarily create or assume any Lien on any of
its accounts (as such term is defined in the Uniform Commercial Code as adopted in Virginia), inventory (as such term is defined in the Uniform Commercial
Code as adopted in Virginia) or the proceeds thereof.
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SECTION 5.15.     Maintenance of Existence. Each Loan Party shall, and shall cause each Subsidiary of a Loan Party to, maintain its
organizational existence and carry on its business in substantially the same manner and in substantially the same fields as such business is now carried on and
maintained; provided that a Subsidiary of a Loan Party may be dissolved with the Bank’s prior written consent if: (1) such Subsidiary is not a Loan Party; and
(2) the total assets of such Subsidiary are less than $50,000.
 

SECTION 5.16.     Dissolution. No Loan Party nor any Subsidiary of a Loan Party shall suffer or permit dissolution or liquidation either in
whole or in part, except through corporate reorganization to the extent permitted by Section 5.17.
 

SECTION 5.17.     Consolidations, Mergers and Sales of Assets. No Loan Party will, nor will it permit any Subsidiary of a Loan Party to,
consolidate or merge with or into, or sell, lease or otherwise transfer all or any substantial part of its assets to, any other Person, or discontinue or eliminate
any business line or segment, provided that (a) a Loan Party may merge with another Person if (i) such Person was organized under the laws of the United
States of America or one of its states, (ii) the Loan Party is the corporation surviving such merger, (iii) immediately after giving effect to such merger, no
Default shall have occurred and be continuing, and (iv) if the Borrower merges with another Loan Party, the Borrower is the corporation surviving such
merger, (b) Subsidiaries of a Loan Party (excluding Loan Parties) may merge with one another, (c) a Loan Party (other than the Borrower or an Eligible
Guarantor) may transfer all or any part of its assets to another Loan Party, (d) a Loan Party may sell Inventory in the ordinary course of business and for fair
value, and (e) the foregoing limitation on the sale, lease or other transfer of assets and on the discontinuation or elimination of a business line or segment shall
not prohibit, during any Fiscal Quarter, a transfer of assets or the discontinuance or elimination of a business line or segment (in a single transaction or in a
series of related transactions) unless the aggregate assets to be so transferred or utilized in a business line or segment to be so discontinued, when combined
with all other assets transferred (excluding assets transferred under Sections 5.17(d)), and all other assets utilized in all other business lines or segments
discontinued, during such Fiscal Quarter and the immediately preceding three Fiscal Quarters have a fair market value or book value whichever is greater
(determined with respect to each such asset transferred or discontinued) of more than $20,000,000.
 

SECTION 5.18.     Use of Proceeds. No portion of the proceeds of the Loan will be used by the Borrower or any Subsidiary (i) in
connection with, either directly or indirectly, any tender offer for, or other acquisition of, stock of any corporation with a view towards obtaining control of
such other corporation, (ii) directly or indirectly, for the purpose, whether immediate, incidental or ultimate, of purchasing or carrying any Margin Stock, or
(iii) for any purpose in violation of any applicable law or regulation. Except as otherwise provided herein, the proceeds of the Loan shall be used for general
corporate purposes and working capital.
 

SECTION 5.19.     Compliance with Laws; Payment of Taxes. Each Loan Party will, and will cause each Subsidiary of a Loan Party and
each member of the Controlled Group to, comply with applicable laws in all material respects (including but not limited to ERISA), regulations and similar
requirements of governmental authorities (including but not limited to PBGC), except where the necessity of such compliance is being contested in good faith
through appropriate proceedings diligently pursued. Each Loan Party will, and will cause each Subsidiary of a Loan Party to, pay promptly when due all
taxes, assessments, governmental charges, claims for labor, supplies, rent and other obligations which, if unpaid, might become a lien against the property of a
Loan Party or any Subsidiary of a Loan Party, except liabilities being contested in good faith by appropriate proceedings diligently pursued and against which,
if requested by the Bank, the Borrower shall have set up reserves in accordance with GAAP.
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SECTION 5.20.     Insurance. Each Loan Party will maintain, and will cause each Subsidiary of a Loan Party to maintain (either in the name
of such Loan Party or in such Subsidiary’s own name), with financially sound and reputable insurance companies, insurance on all its Property in at least such
amounts and against at least such risks as are usually insured against in the same general area by companies of established repute engaged in the same or
similar business.
 

SECTION 5.21.     Change in Fiscal Year. Each Loan Party will not change its Fiscal Year without the consent of the Bank.
 

SECTION 5.22.     Maintenance of Property. Each Loan Party shall, and shall cause each Subsidiary of a Loan Party to, maintain all of its
properties and assets (excluding assets that are obsolete or no longer useful in such Loan Party’s business) in good condition, repair and working order,
ordinary wear and tear excepted.
 

SECTION 5.23.     Environmental Notices. Each Loan Party shall furnish to the Bank prompt written notice of all material Environmental
Liabilities, pending, threatened or anticipated Environmental Proceedings, Environmental Notices, Environmental Judgments and Orders, and Environmental
Releases at, on, in, under or in any way affecting the Properties or any adjacent property, and all facts, events, or conditions that could lead to any of the
foregoing.
 

SECTION 5.24.     Environmental Matters. No Loan Party or any Subsidiary of a Loan Party will, nor will any Loan Party permit any Third
Party to, use, produce, manufacture, process, treat, recycle, generate, store, dispose of, manage at, or otherwise handle or ship or transport to or from the
Properties any Hazardous Materials except for Hazardous Materials such as cleaning solvents, pesticides, finishing materials, glues, petroleum products, and
other similar materials used, produced, manufactured, processed, treated, recycled, generated, stored, disposed, managed or otherwise handled in the ordinary
course of business in compliance with all applicable Environmental Requirements.
 

SECTION 5.25.     Insurance. In addition to and cumulative with any other requirements herein imposed on the Borrower and Guarantors
with respect to insurance, the Borrower, Guarantors and the Subsidiaries of the Borrower and Guarantors shall maintain insurance with insurance companies
satisfactory to the Bank on such of their respective properties and assets, in such amounts and against such risks as is customarily maintained by similar
businesses operating in the same vicinity, but in any event to include public liability, worker’s compensation, business interruption, malicious mischief, errors
and omissions, loss, damage, flood, windstorm, fire, theft, extended coverage and product liability insurance in amounts satisfactory to the Bank, which
insurance shall not be cancellable or altered (or the coverage thereunder reduced or restricted) by the Borrower, Guarantor or any Subsidiary of the Borrower
and Guarantors, unless with the prior written consent of the Bank, or by the insurer of the Borrower and Guarantors, unless with at least 30 days advance
written notice to the Bank thereof. The Borrower and Guarantors shall deliver to the Bank on the Closing Date and at such other times as the Bank may
request, a detailed list of such insurance then in effect stating the names of the insurance companies, the amounts and rates of insurance, the date of expiration
thereof, the properties and risks covered thereby and the insured with respect thereto, and, within 30 days after notice in writing from the Bank, obtain such
additional insurance as the Bank may reasonably request. The Borrower and Guarantors will pay all premiums on the insurance referred to herein as and when
they become due and shall do all things necessary to maintain the insurance in effect. If the Borrower or any Guarantor shall default in its obligation
hereunder to insure their properties and assets in a manner satisfactory to the Bank, then the Bank shall have the right (but not the obligation) to procure such
insurance and to charge the costs of same to the Borrower and Guarantors, which costs shall be added to and become a part of the unpaid principal amount of
the Obligations, shall bear interest at the Default Rate applicable to Euro-Dollar Loans or the highest contract rate permitted by applicable law whichever is
less; such interest shall be payable on demand by the Bank.
 

 
-26-



 
 

SECTION 5.26.     Environmental Release. Each Loan Party agrees that upon the occurrence of an Environmental Release at or on any of
the Properties it will act immediately to investigate the extent of, and to take appropriate remedial action to eliminate, such Environmental Release, whether
or not ordered or otherwise directed to do so by any Environmental Authority.
 

SECTION 5.27.     Additional Covenants, Etc. In the event that at any time this Agreement is in effect or the Note remains unpaid any Loan
Party shall enter into any agreement, guarantee, indenture or other instrument governing, relating to, providing for commitments to advance or guaranteeing
any Financing or to amend any terms and conditions applicable to any Financing, which agreement, guarantee, indenture or other instrument includes
covenants, warranties, representations, defaults or events of default (or any other type of restriction which would have the practical effect of any of the
foregoing, including, without limitation, any “put” or mandatory prepayment of such debt) or other terms or conditions not substantially as, or in addition to
those, provided in this Agreement or any other Loan Document, or more favorable to the lender or other counterparty thereunder than those provided in this
Agreement or any other Loan Document, the Loan Party shall promptly so notify the Bank. Thereupon, if the Bank shall request by written notice to the Loan
Parties, the Loan Parties and the Bank shall enter into an amendment to this Agreement providing for substantially the same such covenants, warranties,
representations, defaults or events of default or other terms or conditions as those provided for in such agreement, guarantee, indenture or other instrument, to
the extent required and as may be selected by the Bank, such amendment to remain in effect, unless otherwise specified in writing by the Bank, for the entire
duration of the stated term to maturity of such Financing (to and including the date to which the same may be extended at the option of the Loan Party),
notwithstanding that such Financing might be earlier terminated by prepayment, refinancing, acceleration or otherwise, provided that if any such agreement,
guarantee, indenture or other instrument shall be modified, supplemented, amended or restated so as to modify, amend or eliminate from such agreement,
guarantee, indenture or other instrument any such covenant, warranty, representation, default or event of default or other term or condition so made a part of
this Agreement, then unless required by the Bank pursuant to this Section, such modification, supplement or amendment shall not operate to modify, amend
or eliminate such covenant, warranty, representation, default or event of default or other term or condition as so made a part of this Agreement.
 

SECTION 5.28.     [Intentionally Omitted].
 

SECTION 5.29.     [Intentionally Omitted].
 

SECTION 5.30.     [Intentionally Omitted].
 

SECTION 5.31.     Subsidiaries, Partnerships and Joint Ventures. No Loan Party shall: (1) create, acquire, form or otherwise permit to exist,
any Subsidiary other than Subsidiaries that are Subsidiaries existing on the date hereof and described on Schedule 4.08; or (2) become a general partner in any
general or limited partnership or joint venture; provided that: (1) so long as Schedule 4.08 is revised within fifteen (15) Domestic Business Days after the date
that a Subsidiary is created, acquired or formed, a Loan Party may create, acquire or form a Subsidiary so long as after, and as a result of, giving pro forma
effect to such creation, acquisition or formation no Default or Event of Default shall occur or exist ; and (2) a Subsidiary of a Loan Party that is a corporation
or limited liability company may become a general partner in a general or limited partnership or joint venture so long as the sole assets of such Subsidiary
consist of its interest in such partnership or joint venture and after giving pro-forma effect to such action, no Default or Event of Default (including, without
limitation, a breach of any limitation set forth in Section 5.13) shall occur or exist.
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SECTION 5.32.     [Intentionally Omitted].
 

SECTION 5.33.     [Intentionally Omitted].
 

SECTION 5.34.     [Intentionally Omitted].
 

SECTION 5.35.     Minimum Consolidated Tangible Net Worth. Consolidated Tangible Net Worth will at no time be less than
$145,000,000.
 

SECTION 5.36.     [Intentionally Omitted].
 

SECTION 5.37.     [Intentionally Omitted].
 

SECTION 5.38.     Consolidated Fixed Charge Coverage Ratio. The Borrower and its Consolidated Subsidiaries shall maintain a
Consolidated Fixed Charge Coverage Ratio of not less than 1.4 to 1 as of the end of each fiscal year of the Borrower and its Consolidated Subsidiaries.
 

SECTION 5.39.     Consolidated Debt to Consolidated Tangible Net Worth Ratio. The Borrower and its Consolidated Subsidiaries shall not
permit the Consolidated Debt to Consolidated Tangible Net Worth Ratio to exceed 1.0 to 1 at any time.
 

SECTION 5.40.     Deposit Accounts. The Borrower shall maintain all of its primary deposit accounts, including without limitation its
primary operating deposit accounts, with the Bank.
 

ARTICLE VI

DEFAULTS
 

SECTION 6.01.     Events of Default. If one or more of the following events (“Events of Default”) shall have occurred and be continuing:
 

(a)     the Borrower shall fail to pay when due any principal of the Loan (including, without limitation, any Advance) or shall fail to pay any
interest on the Loan (including, without limitation, any Advance) within five Domestic Business Days after such interest shall become due, or any Loan Party
shall fail to pay any fee or other amount payable hereunder within five Domestic Business Days after such fee or other amount becomes due; or
 

(b)     any Loan Party shall fail to observe or perform any covenant contained in Sections 5.02(ii), 5.14 to 5.18, inclusive, or Sections 5.21,
5.35, 5.38, 5.39 or 5.40; or
 

(c)     any Loan Party shall fail to observe or perform any covenant or agreement contained or incorporated by reference in this Agreement
(other than those covered by clause (a) or (b) above) for thirty days after the earlier of (i) the first day on which any Loan Party has knowledge of such failure
or (ii) written notice thereof has been given to the Borrower by the Bank; or
 

(d)     any representation, warranty, certification or statement made or deemed made by the Loan Parties in Article IV of this Agreement or
in any financial statement, material certificate or other material document delivered pursuant to this Agreement shall prove to have been incorrect or
misleading in any material respect when made (or deemed made); or
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(e)     any Loan Party or any Subsidiary of a Loan Party shall fail to make any payment in respect of Debt in an aggregate amount
outstanding in excess of $1,000,000 (other than the Note) when due or within any applicable grace period; or
 

(f)     any event or condition shall occur which results in the acceleration of the maturity of Debt outstanding of any Loan Party or any
Subsidiary of a Loan Party in an aggregate amount in excess of $1,000,000 or the mandatory prepayment or purchase of such Debt by any Loan Party (or its
designee) or such Subsidiary of a Loan Party (or its designee) prior to the scheduled maturity thereof, or enables (or, with the giving of notice or lapse of time
or both, would enable) the holders of such Debt or any Person acting on such holders’ behalf to accelerate the maturity thereof or require the mandatory
prepayment or purchase thereof prior to the scheduled maturity thereof, without regard to whether such holders or other Person shall have exercised or waived
their right to do so; or
 

(g)     any Loan Party or any Subsidiary of a Loan Party shall commence a voluntary case or other proceeding seeking liquidation,
reorganization or other relief with respect to itself or its debts under any bankruptcy, insolvency or other similar law now or hereafter in effect or seeking the
appointment of a trustee, receiver, liquidator, custodian or other similar official of it or any substantial part of its property, or shall consent to any such relief
or to the appointment of or taking possession by any such official in an involuntary case or other proceeding commenced against it, or shall make a general
assignment for the benefit of creditors, or shall fail generally, or shall admit in writing its inability, to pay its debts as they become due, or shall take any
corporate action to authorize any of the foregoing; or
 

(h)     an involuntary case or other proceeding shall be commenced against any Loan Party or any Subsidiary of a Loan Party seeking
liquidation, reorganization or other relief with respect to it or its debts under any bankruptcy, insolvency or other similar law now or hereafter in effect or
seeking the appointment of a trustee, receiver, liquidator, custodian or other similar official of it or any substantial part of its property, and such involuntary
case or other proceeding shall remain undismissed and unstayed for a period of 60 days; or an order for relief shall be entered against any Loan Party or any
Subsidiary of a Loan Party under the federal bankruptcy laws as now or hereafter in effect; or
 

(i)     any Loan Party or any member of the Controlled Group shall fail to pay when due any material amount which it shall have become
liable to pay to the PBGC or to a Plan under Title IV of ERISA; or notice of intent to terminate a Plan or Plans shall be filed under Title IV of ERISA by any
Loan Party, any member of the Controlled Group, any plan administrator or any combination of the foregoing; or the PBGC shall institute proceedings under
Title IV of ERISA to terminate or to cause a trustee to be appointed to administer any such Plan or Plans or a proceeding shall be instituted by a fiduciary of
any such Plan or Plans to enforce Section 515 or 4219(c)(5) of ERISA and such proceeding shall not have been dismissed within 30 days thereafter; or a
condition shall exist by reason of which the PBGC would be entitled to obtain a decree adjudicating that any such Plan or Plans must be terminated; or
 

(j)     one or more judgments or orders for the payment of money in an aggregate amount in excess of $1,000,000 shall be rendered against
any Loan Party or any Subsidiary of a Loan Party and such judgment or order shall continue unsatisfied and unstayed for a period of 30 days; or
 

(k)     a federal tax lien shall be filed against any Loan Party or any Subsidiary of a Loan Party under Section 6323 of the Code or a lien of
the PBGC shall be filed against any Loan Party or any Subsidiary of a Loan Party under Section 4068 of ERISA and in either case such lien shall remain
undischarged for a period of 25 days after the date of filing; or
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(l)     (i)     any Person or two or more Persons acting in concert shall have acquired beneficial ownership (within the meaning of Rule 13d-3
of the Securities and Exchange Commission under the Securities Exchange Act of 1934) of 20% or more of the outstanding shares of the voting stock of the
Borrower; or (ii) as of any date a majority of the Board of Directors of the Borrower consists of individuals who were not either (A) directors of the Borrower
as of the corresponding date of the previous year, (B) selected or nominated to become directors by the Board of Directors of the Borrower of which a
majority consisted of individuals described in clause (A), or (C) selected or nominated to become directors by the Board of Directors of the Borrower of
which a majority consisted of individuals described in clause (A) and individuals described in clause (B); or

 
(m)     [Intentionally Omitted]; or
 
(n)     a default or event of default shall occur and be continuing under any of the Letter of Credit Agreements or any Borrower or Guarantor

shall fail to observe or perform any obligation to be observed or performed by it under any Letter of Credit Agreements, and such default, event of default or
failure to perform or observe any obligation continues beyond any applicable cure or grace period provided in such Letter of Credit Agreement; or

 
(o)     [Intentionally Omitted]; or
 
(p)     the occurrence of any event, act or condition which the Bank determines either does or has a reasonable probability of causing a

Material Adverse Effect;
 
then, and in every such event, the Bank shall (i) by notice to the Borrower, terminate the Commitment and it shall thereupon terminate, (ii) declare an Event
of Default under the Letter of Credit Agreements, and (iii) by notice to the Borrower, declare the Note (together with accrued interest thereon) and all other
amounts payable hereunder and under the other Loan Documents to be, and the Note (together with all accrued interest thereon) and all other amounts
payable hereunder and under the other Loan Documents shall thereupon become, immediately due and payable without presentment, demand, protest or other
notice of any kind, all of which are hereby waived by the Loan Parties; provided that if any Event of Default specified in clause (g) or (h) above occurs with
respect to any Loan Party, without any notice to any Loan Party or any other act by the Bank, the Commitment shall thereupon automatically terminate and
the Note (together with accrued interest thereon) and all other amounts payable hereunder and under the other Loan Documents shall automatically become
immediately due and payable without presentment, demand, protest or other notice of any kind, all of which are hereby waived by the Loan Parties.
Notwithstanding the foregoing, the Bank shall have available to it all other remedies at law or equity, and shall exercise any one or all of them in its sole and
absolute discretion. Notwithstanding the foregoing, the Bank shall have available to it all rights and remedies provided under the Loan Documents and in
addition thereto, all other rights and remedies at law or equity, and the Bank shall exercise any one or all of them in its sole and absolute discretion.
 

SECTION 6.02.     Notice of Default. The Bank shall give notice to the Borrower of any Default under Section 6.01(c).
 

SECTION 6.03.     Cash Cover. If any Event of Default shall have occurred and be continuing, the Borrower shall, if requested by the Bank,
pay to the Bank an amount in immediately available funds (which funds shall be held as collateral pursuant to arrangements satisfactory to the Bank) equal to
the aggregate Undrawn Amounts, provided that, if any Event of Default specified in clause (g) or (h) above occurs, the Borrower shall be obligated to pay
such amount to the Bank forthwith without any notice to the Borrower or any other act by the Bank.
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SECTION 6.04.     [Intentionally Omitted].
 

SECTION 6.05.     Allocation of Proceeds. If an Event of Default has occurred and not been waived, and the maturity of the Note has been
accelerated pursuant to Article VI hereof, all payments received by the Bank hereunder, in respect of any principal of or interest on the Obligations or any
other amounts payable by the Borrower or any other Loan Party hereunder, shall be applied by the Bank to the Obligations in such order as the Bank shall
determine in its sole and absolute discretion.
 
 

ARTICLE VII

DAMAGES
 

SECTION 7.01.     CONSEQUENTIAL DAMAGES. THE BANK SHALL NOT BE RESPONSIBLE OR LIABLE TO THE BORROWER
OR ANY OTHER PERSON OR ENTITY FOR ANY PUNITIVE, EXEMPLARY OR CONSEQUENTIAL DAMAGES WHICH MAY BE ALLEGED AS
A RESULT OF THIS AGREEMENT, THE OTHER LOAN DOCUMENTS, OR ANY OF THE TRANSACTIONS CONTEMPLATED HEREBY OR
THEREBY.
 

ARTICLE VIII

CHANGE IN CIRCUMSTANCES; COMPENSATION
 

SECTION 8.01.     Basis for Determining Interest Rate Inadequate or Unfair. If, on or prior to the first day of any Interest Period, (a) the
Bank determines that deposits in Dollars (in the applicable amounts) are not being offered in the relevant market for such Interest Period or (b) the London
Interbank Offered Rate as determined by the Bank will not adequately and fairly reflect the cost to the Bank of funding the Advances for such Interest Period,
then the Bank shall forthwith give notice thereof to the Borrower, whereupon until the Bank notifies the Borrower that the circumstances giving rise to such
suspension no longer exist, the obligations of the Bank to make Euro-Dollar Loans shall be suspended. Unless the Borrower notifies the Bank at least 2
Domestic Business Days before the date of any Borrowing for which a Notice of Borrowing has previously been given that it elects not to borrow on such
date, such Borrowing shall instead be made as a Prime Rate Borrowing.
 

SECTION 8.02.     Illegality. If, after the date hereof, the adoption of any applicable law, rule or regulation, or any change in any existing or
future law, rule or regulation, or any change in the interpretation or administration thereof by any governmental authority, central bank or comparable agency
charged with the interpretation or administration thereof (any such authority, bank or agency being referred to as an “Authority” and any such event being
referred to as a “Change of Law”), or compliance by the Bank with any request or directive (whether or not having the force of law) of any Authority shall
make it unlawful or impossible for the Bank to make, maintain or fund its Euro-Dollar Loan, the Bank shall forthwith give notice thereof to the Borrower,
whereupon until the Bank notifies the Borrower that the circumstances giving rise to such suspension no longer exist, the obligation of the Bank to make the
Euro-Dollar Loan shall be suspended. If the Bank shall determine that it may not lawfully continue to maintain and fund any outstanding Euro-Dollar Loan to
maturity and shall so specify in such notice, the Borrower shall immediately prepay in full the then outstanding principal amount of the Euro-Dollar Loan of
the Bank, together with accrued interest thereon and any amount due the Bank pursuant to Section 8.05(a). Concurrently with prepaying such Euro-Dollar
Loan, the Borrower shall borrow a Prime Rate Loan in an equal principal amount from the Bank, and the Bank shall make such a Prime Rate Loan.
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SECTION 8.03.     Increased Cost and Reduced Return. (a) If after the date hereof, a Change of Law or compliance by the Bank with any
request or directive (whether or not having the force of law) of any Authority:
 

(i)     shall subject the Bank to any tax, duty or other charge with respect to any Euro-Dollar Loan, the Note or its obligation to
make a Euro-Dollar Loan, or shall change the basis of taxation of payments to the Bank of the principal of or interest on any Euro-Dollar
Loan or any other amounts due under this Agreement in respect of any Euro-Dollar Loan or its obligation to make a Euro-Dollar Loan
(except for changes in the rate of tax on the overall net income of the Bank imposed by the jurisdiction in which the Bank’s principal
executive office is located); or

 
(ii)     shall impose, modify or deem applicable any reserve, special deposit or similar requirement (including, without limitation,

any such requirement imposed by the Board of Governors of the Federal Reserve System, but excluding any such requirement included in
an applicable Euro-Dollar Reserve Percentage) against assets of, deposits with or for the account of, or credit extended by, the Bank; or

 
(iii)     shall impose on the Bank or on the United States market for certificates of deposit or the London interbank market any other

condition affecting any Euro-Dollar Loan, the Note or its obligation to make a Euro-Dollar Loan;
 
and the result of any of the foregoing is to increase the cost to the Bank of making or maintaining any Euro-Dollar Loan, or to reduce the amount of any sum
received or receivable by the Bank under this Agreement or under the Note with respect thereto, by an amount deemed by the Bank to be material, then,
within 15 days after demand by the Bank, the Borrower shall pay to the Bank such additional amount or amounts as will compensate the Bank for such
increased cost or reduction.
 

(b)     If the Bank shall have determined that after the date hereof the adoption of any applicable law, rule or regulation regarding capital
adequacy, or any change in any existing or future law, rule or regulation, or any change in the interpretation or administration thereof, or compliance by the
Bank with any request or directive regarding capital adequacy (whether or not having the force of law) of any Authority, has or would have the effect of
reducing the rate of return on the Bank’s capital as a consequence of its obligations hereunder to a level below that which the Bank could have achieved but
for such adoption, change or compliance (taking into consideration the Bank’s policies with respect to capital adequacy) by an amount deemed by the Bank to
be material, then from time to time, within 15 days after demand by the Bank, the Borrower shall pay to the Bank such additional amount or amounts as will
compensate the Bank for such reduction.
 

(c)     The Bank will promptly notify the Borrower of any event of which it has knowledge, occurring after the date hereof, which will
entitle the Bank to compensation pursuant to this Section. A certificate of the Bank claiming compensation under this Section and setting forth the additional
amount or amounts to be paid to it hereunder shall be conclusive in the absence of manifest error. In determining such amount, the Bank may use any
reasonable averaging and attribution methods.
 

(d)     [Intentionally Omitted].
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SECTION 8.04.     Prime Rate Loans Substituted for Affected Euro-Dollar Loans. If (i) the obligation of the Bank to make or maintain a
Euro-Dollar Loan has been suspended pursuant to Section 8.02 or (ii) the Bank has demanded compensation under Section 8.03, and the Borrower shall, by at
least 5 Euro-Dollar Business Days’ prior notice to the Bank, have elected that the provisions of this Section shall apply to the Bank, then, unless and until the
Bank notifies the Borrower that the circumstances giving rise to such suspension or demand for compensation no longer apply:
 

(a)     all Advances which would otherwise be made by the Bank as part of a Euro-Dollar Loan shall be made instead as a Prime Rate Loan,
and
 

(b)     after any Euro-Dollar Loan has been repaid, all payments of principal which would otherwise be applied to repay such Euro-Dollar
Loan shall be applied to repay its Prime Rate Loan instead.
 
In the event that the Borrower shall elect that the provisions of this Section shall apply to the Bank, the Borrower shall remain liable for, and shall pay to the
Bank as provided herein, all amounts due the Bank under Section 8.03 in respect of the period preceding the date of conversion of the Bank’s portion of the
Loan resulting from the Borrower’s election.
 

SECTION 8.05.     Compensation. Upon the request of the Bank, delivered to the Borrower, the Borrower shall pay to the Bank such
amount or amounts as shall compensate the Bank for any loss, cost or expense incurred by the Bank as a result of any of the following: (a) any payment or
prepayment (pursuant to Section 2.09, Section 2.10, Section 8.02 or otherwise) of a Euro-Dollar Loan on a date other than the last day of an Interest Period
for such Euro-Dollar Loan, (b) any failure by the Borrower to prepay a Euro-Dollar Loan on the date for such prepayment specified in the relevant notice of
prepayment hereunder, or (c) any failure by the Borrower to borrow a Euro-Dollar Loan on the date for the Borrowing specified in the applicable Notice of
Borrowing delivered pursuant to Section 2.02, which compensation shall include, without limitation, an amount equal to the excess, if any, of (x) the amount
of interest which would have accrued on the amount so paid or prepaid or not prepaid or borrowed for the period from the date of such payment, prepayment
or failure to prepay or borrow to the last day of the then current Interest Period for such Euro-Dollar Loan (or, in the case of a failure to prepay or borrow, the
Interest Period for such Euro-Dollar Loan which would have commenced on the date of such failure to prepay or borrow) at the applicable rate of interest for
such Euro-Dollar Loan provided for herein over (y) the amount of interest (as reasonably determined by the Bank) the Bank would have paid on deposits in
Dollars of comparable amounts having terms comparable to such period placed with it by leading banks in the London interbank market.
 

ARTICLE IX

MISCELLANEOUS
 

SECTION 9.01.     Notices. All notices, requests and other communications to any party hereunder shall be in writing (including facsimile
transmission or similar writing) and shall be given to such party at its address or telecopy number set forth on the signature pages hereof or such other address
or telecopy number as such party may hereafter specify for the purpose by notice to each other party. Each such notice, request or other communication shall
be effective (i) if given by telecopier, when such telecopy is transmitted to the telecopy number specified in this Section and the telecopy machine used by the
sender provides a written confirmation that such telecopy has been so transmitted or receipt of such telecopy transmission is otherwise confirmed, (ii) if given
by mail, 72 hours after such communication is deposited in the mails with first class postage prepaid, addressed as aforesaid, and (iii) if given by any other
means, when delivered at the address specified in this Section; provided that notices to the Bank under Article II or Article VIII shall not be effective until
received.
 

SECTION 9.02.     No Waivers. No failure or delay by the Bank in exercising any right, power or privilege hereunder or under any Note or
other Loan Document shall operate as a waiver thereof nor shall any single or partial exercise thereof preclude any other or further exercise thereof or the
exercise of any other right, power or privilege. The rights and remedies herein provided shall be cumulative and not exclusive of any rights or remedies
provided by law.
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SECTION 9.03.     Expenses; Documentary Taxes; Indemnification. (a) The Loan Parties shall, jointly and severally, pay (i) all expenses of
the Bank, including fees and disbursements of the Bank in connection with any field audits and investigations and fees and disbursements of special counsel
for the Bank, in connection with the preparation of this Agreement and the other Loan Documents, any waiver or consent hereunder or thereunder or any
amendment hereof or thereof or any Default or alleged Default hereunder or thereunder and (ii) if a Default occurs, all out-of-pocket expenses incurred by the
Bank, including fees and disbursements of counsel, in connection with such Default and collection and other enforcement proceedings resulting therefrom,
including out-of-pocket expenses incurred in enforcing this Agreement and the other Loan Documents.
 

(b)     The Loan Parties shall, jointly and severally, indemnify the Bank against any transfer taxes, documentary taxes, assessments or
charges made by any Authority by reason of the execution and delivery of this Agreement or the other Loan Documents.
 

(c)     The Loan Parties shall, jointly and severally, indemnify the Bank and its Affiliates and their respective directors, officers, employees
and agents from, and hold each of them harmless against, any and all losses, liabilities, claims or damages to which any of them may become subject, insofar
as such losses, liabilities, claims or damages arise out of or result from any actual or proposed use by the Borrower of the proceeds of any extension of credit
by the Bank hereunder or breach by any Loan Party of this Agreement or any other Loan Document or from investigation, litigation (including, without
limitation, any actions taken by the Bank to enforce this Agreement or any of the other Loan Documents) or other proceeding (including, without limitation,
any threatened investigation or proceeding) relating to the foregoing, and the Loan Parties shall reimburse the Bank, and each of its Affiliates and their
respective directors, officers, employees and agents, upon demand for any expenses (including, without limitation, legal fees) incurred in connection with any
such investigation or proceeding; but excluding any such losses, liabilities, claims, damages or expenses incurred by reason of the gross negligence or willful
misconduct of the Person to be indemnified.

 
SECTION 9.04.     Setoffs; Sharing of Set-Offs. Each Loan Party hereby grants to the Bank, as security for the full and punctual payment

and performance of the obligations of each Loan Party under this Agreement, a continuing lien on and security interest in all deposits and other sums credited
by or due from the Bank to such Loan Party or subject to withdrawal by such Loan Party; and regardless of the adequacy of any collateral or other means of
obtaining repayment of such obligations, the Bank may at any time upon or after the occurrence of any Event of Default, and without notice to any Loan
Party, set off the whole or any portion or portions of any or all such deposits and other sums against such obligations, whether or not any other Person or
Persons could also withdraw money therefrom.
 

SECTION 9.05.     Amendments and Waivers. Any provision of this Agreement, the Note or any other Loan Documents may be amended or
waived if, but only if, such amendment or waiver is in writing and is signed by the Borrower and the Bank.
 

SECTION 9.06.     [Intentionally Omitted].
 

SECTION 9.07.     Successors and Assigns. (a) The provisions of this Agreement shall be binding upon and inure to the benefit of the
parties hereto and their respective successors and assigns; provided that no Loan Party may assign or otherwise transfer any of its rights under this
Agreement.
 

(b)     Anything in this Section 9.07 to the contrary notwithstanding, the Bank may assign and pledge all or any portion of the Loan and/or
obligations owing to it to any Federal Reserve Bank or the United States Treasury as collateral security pursuant to Regulation A of the Board of Governors
of the Federal Reserve System and Operating Circular issued by such Federal Reserve Bank, provided that any payment in respect of such assigned Loan
and/or obligations made by the Borrower to the assigning and/or pledging Bank in accordance with the terms of this Agreement shall satisfy the Borrower’s
obligations hereunder in respect of such assigned Loan and/or obligations to the extent of such payment. No such assignment shall release the assigning
and/or pledging Bank from its obligations hereunder.
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SECTION 9.08.     Confidentiality. The Bank agrees to exercise its best efforts to keep any information delivered or made available by the
Loan Parties to it which is clearly indicated to be confidential information, confidential from anyone other than persons employed or retained by the Bank
who are or are expected to become engaged in evaluating, approving, structuring or administering the Loan; provided, however, that nothing herein shall
prevent the Bank from disclosing such information (i) upon the order of any court or administrative agency, (ii) upon the request or demand of any regulatory
agency or authority having jurisdiction over the Bank, (iii) which has been publicly disclosed, (iv) to the extent reasonably required in connection with any
litigation to which the Bank or its Affiliates may be a party, (v) to the extent reasonably required in connection with the exercise of any remedy hereunder,
and (vi) to the Bank’s legal counsel and independent auditors.
 

SECTION 9.09.     [Intentionally Omitted].
 

SECTION 9.10.     [Intentionally Omitted].
 

SECTION 9.11.     Survival of Certain Obligations. Sections 8.03(a), 8.03(b), 8.05 and 9.03, and the obligations of the Loan Parties
thereunder, shall survive, and shall continue to be enforceable notwithstanding, the termination of this Agreement and the Commitment and the payment in
full of the principal of and interest on all Advances.
 

SECTION 9.12.     Virginia Law. This Agreement and each Note shall be construed in accordance with and governed by the law of the
Commonwealth of Virginia.
 

SECTION 9.13.     Severability. In case any one or more of the provisions contained in this Agreement or any of the other Loan Documents
should be invalid, illegal or unenforceable in any respect, the validity, legality and enforceability of the remaining provisions contained herein and therein
shall not in any way be affected or impaired thereby and shall be enforced to the greatest extent permitted by law.
 

SECTION 9.14.     Interest. In no event shall the amount of interest due or payable hereunder or under the Note exceed the maximum rate of
interest allowed by applicable law, and in the event any such payment is inadvertently made to the Bank by the Borrower or inadvertently received by the
Bank, then such excess sum shall be credited as a payment of principal, unless the Borrower shall notify the Bank in writing that it elects to have such excess
sum returned forthwith. It is the express intent hereof that the Borrower not pay and the Bank not receive, directly or indirectly in any manner whatsoever,
interest in excess of that which may legally be paid by the Borrower under applicable law.
 

SECTION 9.15.     Interpretation. No provision of this Agreement or any of the other Loan Documents shall be construed against or
interpreted to the disadvantage of any party hereto by any court or other governmental or judicial authority by reason of such party having or being deemed to
have structured or dictated such provision.
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SECTION 9.16.     Consent to Jurisdiction. The Loan Parties (a) submit to personal jurisdiction in the Commonwealth of Virginia, the
courts thereof and the United States District Courts sitting therein, for the enforcement of this Agreement, the Note and the other Loan Documents, (b) waives
any and all personal rights under the law of any jurisdiction to object on any basis (including, without limitation, inconvenience of forum) to jurisdiction or
venue within the State of North Carolina for the purpose of litigation to enforce this Agreement, the Note or the other Loan Documents, and (c) agrees that
service of process may be made upon it in the manner prescribed in Section 9.01 for the giving of notice to the Borrower. Nothing herein contained, however,
shall prevent the Bank from bringing any action or exercising any rights against any security and against the Loan Parties personally, and against any assets of
the Loan Parties, within any other state or jurisdiction.
 

SECTION 9.17.     Counterparts. This Agreement may be signed in any number of counterparts, each of which shall be an original, with the
same effect as if the signatures thereto and hereto were upon the same instrument.
 

SECTION 9.18.     [Intentionally Omitted].
 

ARTICLE X

GUARANTY
 

SECTION 10.01.     [Intentionally Omitted].
 

SECTION 10.02.     Unconditional Guaranty. Each Guarantor hereby irrevocably, unconditionally and jointly and severally guarantees, each
as a primary obligor and not merely as a surety, to the Bank the due and punctual payment of the principal of and the premium, if any, and interest on the
Guaranteed Obligations and any and all other amounts due under or pursuant to the Loan Documents, when and as the same shall become due and payable
(whether at stated maturity or by optional or mandatory prepayment or by declaration, redemption or otherwise) in accordance with the terms of the Loan
Documents. The Guarantors’ guaranty under this Section is an absolute, present and continuing guarantee of payment and not of collectibility, and is in no
way conditional or contingent upon any attempt to collect from the Borrower, any of the Guarantors or any other guarantor of the Guaranteed Obligations (or
any portion thereof) or upon any other action, occurrence or circumstances whatsoever. In the event that the Borrower or any Guarantor shall fail so to pay
any such principal, premium, interest or other amount to the Bank, the Guarantors will pay the same forthwith, without demand, presentment, protest or notice
of any kind (all of which are waived by the Guarantors to the fullest extent permitted by law), in lawful money of the United States, at the place for payment
specified in Loan Documents or specified by the Bank. The Guarantors further agree, promptly after demand, to pay to the Bank the costs and expenses
incurred by the Bank in connection with enforcing the rights of the Bank against the Borrower and any or all of the Guarantors (whether in a bankruptcy
proceeding or otherwise) following any default in payment of any of the Guarantied Obligations or the obligations of the Guarantors hereunder, including,
without limitation, the fees and expenses of counsel to the Bank.
 

SECTION 10.03.     Obligations Absolute. The obligations of the Guarantors hereunder are and shall be absolute and unconditional,
irrespective of the validity, regularity or enforceability of this Agreement, any of the Guaranteed Obligations or any of the Loan Documents, shall not be
subject to any counterclaim, set-off, deduction or defense based upon any claim any of the Guarantors may have against the Borrower, any other Guarantor or
the Bank hereunder or otherwise, and shall remain in full force and effect without regard to, and shall not be released, discharged or in any way affected by, to
the fullest extent permitted by law, any circumstance or condition whatsoever (whether or not any of the Guarantors shall have any knowledge or notice
thereof), including, without limitation:
 

(a) any amendment or modification of or supplement to any of the Loan Documents or any other instrument referred to herein or therein, or
any assignment or transfer of any thereof or of any interest therein, or any furnishing or acceptance of additional security for any of the Guaranteed
Obligations;
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(b) any waiver, consent or extension under any Loan Document or any such other instrument, or any indulgence or other action or inaction
under or in respect of, or any extensions or renewals of, any Loan Document, any such other instrument or any Guaranteed Obligation;

 
(c) any failure, omission or delay on the part of the Bank to enforce, assert or exercise any right, power or remedy conferred on or available

to the Bank against the Borrower or any Guarantor, any Subsidiary of the Borrower or any other Guarantor;
 
(d) any bankruptcy, insolvency, readjustment, composition, liquidation or similar proceeding with respect to the Borrower, any Subsidiary

of the Borrower or any Guarantor or any property of the Borrower or any such Subsidiary or any unavailability of assets against which the Guaranteed
Obligations, or any of them, may be enforced;

 
(e) any merger or consolidation of the Borrower, any Subsidiary of the Borrower or any Guarantor or any of the Guarantors into or with any

other Person or any sale, lease or transfer of any or all of the assets of any of the Guarantors, the Borrower or any Subsidiary of the Borrower to any Person;
 
(f) any failure on the part of the Borrower or any Subsidiary of the Borrower or any Guarantor for any reason to comply with or perform

any of the terms of any agreement with any of the Guarantors;
 
(g) any exercise or non-exercise by the Bank of any right, remedy, power or privilege under or in respect of any of the Loan Documents or

the Guaranteed Obligations, including, without limitation, under this Section;
 
(h) any default, failure or delay, willful or otherwise, in the performance or payment of any of the Guaranteed Obligations;
 
(i) any furnishing or acceptance of security, or any release, substitution or exchange thereof, for any of the Guaranteed Obligations;
 
(j) any failure to give notice to any of the Guarantors of the occurrence of any breach or violation of, or any event of default or any default

under or with respect to, any of the Loan Documents or the Guaranteed Obligations;
 
(k) any partial prepayment, or any assignment or transfer, of any of the Guaranteed Obligations; or
 
(l) any other circumstance (other than indefeasible payment in full) which might otherwise constitute a legal or equitable discharge or

defense of a guarantor or which might in any manner or to any extent vary the risk of such Guarantor.
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The Guarantors covenant that their respective obligations hereunder will not be discharged except by complete performance of the obligations contained in
the Loan Documents and this Agreement and the final and indefeasible payment in full of the Guaranteed Obligations. The Guarantors unconditionally waive,
to the fullest extent permitted by law (A) notice of any of the matters referred to in this Section, (B) any and all rights which any of the Guarantors may now
or hereafter have arising under, and any right to claim a discharge of the Guarantor’s obligations hereunder by reason of the failure or refusal by the Bank to
take any action pursuant to a notice given under, Sections 49-25 or 49-26 of the Code of Virginia (1950), as amended, or any similar or successor provisions,
(C) all notices which may be required by statute, rule of law or otherwise to preserve any of the rights of the Bank against the Guarantors, including, without
limitation, presentment to or demand of payment from the Borrower, any of the Borrower’s Subsidiaries or any of the other Guarantors with respect to any
Loan Document or this agreement, notice of acceptance of the Guarantors’ guarantee hereunder and/or notice to the Borrower, any of the Borrower’s
Subsidiaries or any Guarantor of default or protest for nonpayment or dishonor, (D) any diligence in collection from or protection of or realization upon all or
any portion of the Guaranteed Obligations or any security therefor, any liability hereunder, or any party primarily or secondarily liable for all or any portion of
the Guaranteed Obligations, and (E) any duty or obligation of the Bank to proceed to collect all or any portion of the Guaranteed Obligations from, or to
commence an action against, the Borrower, any Guarantor or any other Person, or to resort to any security or to any balance of any deposit account or credit
on the books of the Bank in favor of the Borrower, any Guarantor or any other Person, despite any notice or request of any of the Guarantors to do so.
  

SECTION 10.04.     Continuing Obligations; Reinstatement. The obligations of the Guarantors under this Article X are continuing
obligations and shall continue in full force and effect until such time as all of the Guaranteed Obligations (and any renewals and extensions thereof) shall have
been finally and indefeasibly paid and satisfied in full. The obligations of the Guarantors under this Article X shall continue to be effective or be
automatically reinstated, as the case may be, if any payment made by the Borrower, any Guarantor or any Subsidiary of the Borrower or any Guarantor on,
under or in respect of any of the Guaranteed Obligations is rescinded or must otherwise be restored or returned by the recipient upon the insolvency,
bankruptcy, dissolution, liquidation or reorganization of the Borrower, any Guarantor or any such Subsidiary, or upon or as a result of the appointment of a
custodian, receiver, trustee or other officer with similar powers with respect to the Borrower, any Guarantor or any such Subsidiary or any substantial part of
the property of the Borrower, any Guarantor or any such Subsidiary, or otherwise, all as though such payment had not been made. If an event permitting the
acceleration of all or any portion of the Guaranteed Obligations shall at any time have occurred and be continuing, and such acceleration shall at such time be
stayed, enjoined or otherwise prevented for any reason, including without limitation because of the pendency of a case or proceeding relating to the Borrower,
any Guarantor or any Subsidiary of the Borrower or any Guarantor under any bankruptcy or insolvency law, for purposes of this Article X and the obligations
of the Guarantors hereunder, such Guaranteed Obligations shall be deemed to have been accelerated with the same effect as if such Guaranteed Obligations
had been accelerated in accordance with the terms of the applicable Loan Documents or of this Agreement.
 

SECTION 10.05.     Additional Security, Etc. The Guarantors authorize the Bank without notice to or demand on the Guarantors and
without affecting their liability hereunder, from time to time (a) to obtain additional or substitute endorsers or guarantors; (b) to exercise or refrain from
exercising any rights against, and grant indulgences to, the Borrower, any Subsidiary of the Borrower, any other Guarantor or others; and (c) to apply any
sums, by whomsoever paid or however realized, to the payment of the principal of, premium, if any, and interest on, and other obligations consisting of, the
Guaranteed Obligations. The Guarantors waive any right to require the Bank to proceed against any additional or substitute endorsers or guarantors or the
Borrower or any of their Subsidiaries or any other Person or to pursue any other remedy available to the Bank.
 

 
SECTION 10.06.     Information Concerning the Borrowers. The Guarantors assume all responsibility for being and keeping themselves

informed of the financial condition and assets of the Borrower, the other Guarantors and their respective Subsidiaries, and of all other circumstances bearing
upon the risk of nonpayment of the Guaranteed Obligations and the nature, scope and extent of the risks which the Guarantors assume and insure hereunder,
and agree that the Bank shall not have any duty to advise the Guarantors of information known to the Bank regarding or in any manner relevant to any of such
circumstances or risks.
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SECTION 10.07.     Guarantors’ Subordination. The Guarantors hereby absolutely subordinate, both in right of payment and in time of
payment, any present and future indebtedness of the Borrower or any Subsidiary of the Borrower or any Guarantor to any or all of the Guarantors to the
indebtedness of the Borrower or any such Subsidiary to the Bank, provided that the Guarantors may receive scheduled payments of principal, premium (if
any) and interest in respect of such present or future indebtedness so long as there is no Event of Default then in existence.
 

SECTION 10.08.     Waiver of Subrogation. Notwithstanding anything herein to the contrary, the Guarantors hereby waive any right of
subrogation (under contract, Section 509 of the Bankruptcy Code or otherwise) or any other right of indemnity, reimbursement or contribution and hereby
waive any right to enforce any remedy that the Bank now has or may hereafter have against the Borrower, any Guarantor or any endorser or any other
guarantor of all or any part of the Guaranteed Obligations, and the Guarantors hereby waive any benefit of, and any right to participate in, any security or
collateral given to the Bank to secure payment or performance of the Guaranteed Obligations or any other liability of the Borrower to the Bank. The waiver
contained in this Section shall continue and survive the termination of this Agreement and the final and indefeasible payment in full of the Guaranteed
Obligations.
 

SECTION 10.09.     Enforcement. In the event that the Guarantors shall fail forthwith to pay upon demand of the Bank any amounts due
pursuant to this Article X or to perform or comply with or to cause performance or compliance with any other obligation of the Guarantors under this
Agreement, the Bank shall be entitled and empowered to institute any action or proceeding at law or in equity for the collection of the sums so due and unpaid
or for the performance of or compliance with such terms, and may prosecute any such action or proceeding to judgment or final decree and may enforce such
judgment or final decree against the Guarantors and collect in the manner provided by law out of the property of the Guarantors, wherever situated, any
monies adjudged or decreed to be payable. The obligations of the Guarantors under this Agreement are continuing obligations and a fresh cause of action
shall arise in respect of each default hereunder.
 

SECTION 10.10.     Miscellaneous. Except as may otherwise be expressly agreed upon in writing, the liability of the Guarantors under this
Article X shall neither affect nor be affected by any prior or subsequent guaranty by the Guarantors of any other indebtedness to the Bank. Notwithstanding
anything in this Article X to the contrary, the maximum liability of each Guarantor hereunder shall in no event exceed the maximum amount which could be
paid out by such Guarantor without rendering such Guarantor’s obligations under this Article X, in whole or in part, void or voidable under applicable law,
including, without limitation, (i) the Bankruptcy Code of 1978, as amended, and (ii) any applicable state or federal law relative to fraudulent conveyances.
 

SECTION 10.11.     Amended, Restated and Replacement Agreement. This Agreement amends, restates and replaces in its entirety the
Original Credit Agreement, all effective as of the Restatement Effective Date.
 

[The remainder of this page intentionally left blank.]
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed, under seal, by their respective authorized

officers as of the day and year first above written.
 
 BASSETT FURNITURE INDUSTRIES, INCORPORATED
  
  
[Corporate Seal]    By:       /S/ J. Micheal Daniel               (SEAL)

Name:   J. Michael Daniel
Title:     Senior Vice President, Chief Financial Officer

  
  

 
By:       /S/ Jay R. Hervey                       (SEAL)
Name:   Jay R. Hervey
Title:     Vice President, General Counsel and Secretary

  

 

c/o Bassett Furniture Industries, Incorporated
3525 Fairystone Park Highway
P.O. Box 626
Bassett, Virginia 24055
Attention: Jay R. Hervey
Telecopy number: (276) 629-6311
Telephone number: (276) 629-6000

  
  
 BASSETT FURNITURE INDUSTRIES OF NORTH CAROLINA, LLC
  
[Corporate Seal] By:       Bassett Furniture Industries, Incorporated

Its sole Member and Manager
  
  

 
By:       /S/ J. Micheal Daniel               (SEAL)
Name:   J. Michael Daniel
Title:     Senior Vice President, Chief Financial Officer

  
  

 
By:        /S/ Jay R. Hervey                       (SEAL)
Name:   Jay R. Hervey
Title:     Vice President, General Counsel and Secretary

  

 

c/o Bassett Furniture Industries, Incorporated
3525 Fairystone Park Highway
P.O. Box 626
Bassett, Virginia 24055
Attention: Jay R. Hervey
Telecopy number: (276) 629-6311
Telephone number: (276) 629-6000
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 BASSETT DIRECT STORES, LLC
  

 By:        Bassett Direct Stores, LLC
Its sole Member and Manager

  
[Corporate Seal]    By:        Bassett Furniture Industries, Incorporated

Its sole Member and Manager
  
  

 

By:        /S/ J. Micheal Daniel               (SEAL)
Name:   J. Michael Daniel
Title:     Senior Vice President, Chief Financial Officer
 
 
By:        /S/ Jay R. Hervey                       (SEAL)
Name:   Jay R. Hervey
Title:     Vice President, General Counsel and Secretary
 
c/o Bassett Furniture Industries, Incorporated
3525 Fairystone Park Highway
P.O. Box 626
Bassett, Virginia 24055
Attention: Jay R. Hervey
Telecopy number: (276) 629-6311
Telephone number: (276) 629-6000
 
BASSETT DIRECT NC, LLC
 
By:        Bassett Direct Stores, LLC
Its sole Member and Manager

  

[Corporate Seal] 

By:     Bassett Furniture Industries, Incorporated
Its sole Member and Manager
 
 
By:        /S/ J. Micheal Daniel               (SEAL)
Name:   J. Michael Daniel
Title:     Senior Vice President, Chief Financial Officer
 
 
By:        /S/ Jay R. Hervey                       (SEAL)
Name:   Jay R. Hervey
Title:    Vice President, General Counsel and Secretary
 
c/o Bassett Furniture Industries, Incorporated
3525 Fairystone Park Highway
P.O. Box 626
Bassett, Virginia 24055
Attention: Jay R. Hervey
Telecopy number: (276) 629-6311
Telephone number: (276) 629-6000
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BASSETT DIRECT SC, LLC
By: Bassett Direct Stores, LLC
Its sole Member and Manager

  
  

 [Corporate Seal]   

By:        Bassett Furniture Industries, Incorporated
Its sole Member and Manager
 
 
By:       /S/ J. Michael Daniel          (SEAL)
Name:   J. Michael Daniel
Title:     Senior Vice President, Chief Financial Officer
 
 
By:        /S/ Jay R. Hervey          (SEAL)
Name:   Jay R. Hervey
Title:     Vice President, General Counsel and Secretary
 
c/o Bassett Furniture Industries, Incorporated
3525 Fairystone Park Highway
P.O. Box 626
Bassett, Virginia 24055
Attention: Jay R. Hervey
Telecopy number: (276) 629-6311
Telephone number: (276) 629-6000
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BRANCH BANKING AND TRUST COMPANY
 
 
By:        /S/ Ray D. Vaughn               (SEAL)
              Ray D. Vaughan, Senior Vice President
 
Branch Banking and Trust Company
310 First Street
Roanoke, Virginia 24011
Attention: Ray D. Vaughan
Telecopy number: (540) 510-3280
Telephone number: (540 344-6897
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Exhibit 31a
CERTIFICATIONS

 
 

I, Robert H. Spilman, Jr., certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Bassett Furniture Industries, Incorporated;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,

to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

 

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal

quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 
March 31, 2016
 
 
/s/_ROBERT H. SPILMAN, JR._________________
Robert H. Spilman, Jr.
President and Chief Executive Officer
 



Exhibit 31b
CERTIFICATIONS

 
I, J. Michael Daniel, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Bassett Furniture Industries, Incorporated;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,

to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

 

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal

quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

 
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
 

 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 
 
March 31, 2016
 
 
/s/_______J. MICHAEL DANIEL_ _____________
J. Michael Daniel
Senior Vice President and Chief Financial Officer
 



Exhibit 32a
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

 
 

In connection with the Quarterly Report of Bassett Furniture Industries, Incorporated (the “Company”) on Form 10-Q for the period ending February
27, 2016, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I Robert H. Spilman, Jr., Chief Executive Officer
of the Company, certify, pursuant to 18 U.S.C. ss.1350, as adopted pursuant to ss.906 of the Sarbanes-Oxley Act of 2002, that:
 

 1. The Report fully complies with the requirements of Sections 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

 

 2. The information contained in the report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

 
March 31, 2016
 
 
/s/          ROBERT H. SPILMAN, JR .            
Robert H. Spilman, Jr.
President and Chief Executive Officer
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A signed original of this written statement required by Section 906 has been provided to Bassett Furniture Industries, Incorporated and will be
retained by Bassett Furniture Industries, Incorporated and furnished to the Securities and Exchange Commission or its staff upon request.
 



Exhibit 32b
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

 
 

In connection with the Quarterly Report of Bassett Furniture Industries, Incorporated (the “Company”) on Form 10-Q for the period ending February
27, 2016, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I J. Michael Daniel, Chief Accounting Officer of
the Company, certify, pursuant to 18 U.S.C. ss.1350, as adopted pursuant to ss.906 of the Sarbanes-Oxley Act of 2002, that:
 
 1. The Report fully complies with the requirements of Sections 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

 2. The information contained in the report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

 
March 31, 2016
 
 
/s/__ J. MICHAEL DANIEL____________
J. Michael Daniel
Senior Vice President and Chief Financial Officer
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A signed original of this written statement required by Section 906 has been provided to Bassett Furniture Industries, Incorporated and will be
retained by Bassett Furniture Industries, Incorporated and furnished to the Securities and Exchange Commission or its staff upon request.
 


