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PART 1.

FINANCIAL INFORMATION

Item 1. Financial Statements

FREDERICK’S OF HOLLYWOOD GROUP INC.
CONSOLIDATED BALANCE SHEETS
(In Thousands, Except Share Data)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents
Accounts receivable
Income tax receivable
Merchandise inventories
Prepaid expenses and other current assets
Deferred income tax assets
Total current assets

PROPERTY AND EQUIPMENT, Net
INTANGIBLE AND OTHER ASSETS
TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Revolving credit and bridge facilities
Accounts payable and other accrued expenses
Deferred revenue from gift cards
Total current liabilities

DEFERRED RENT AND TENANT ALLOWANCES
LONG TERM DEBT - related party
OTHER
DEFERRED INCOME TAX LIABILITIES
TOTAL LIABILITIES

PREFERRED STOCK, $.01 par value — authorized, 10,000,000 shares at April 24,
2010 and July 25, 2009; issued and outstanding 3,629,325 shares of Series A preferred

stock at April 24, 2010 and July 25, 2009
COMMITMENTS AND CONTINGENCIES (NOTE 8)
SHAREHOLDERS’ EQUITY:

Common stock, $.01 par value — authorized, 200,000,000 shares at April 24, 2010
and July 25, 2009; issued and outstanding 29,336,709 shares at April 24, 2010

and 26,394,158 shares at July 25, 2009

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss
TOTAL SHAREHOLDERS’ EQUITY

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

See notes to consolidated unaudited financial statements.

April 24, July 25,
2010 2009

(Unaudited) (Audited)
$ 1,026 $ 555
6,487 2,643

75 172
18,830 21,836
2,062 2,543
2,292 3,117
30,772 30,866
17,605 20,663
25,461 26,108
$73,838 $77,637
$11,282 $ 9,245
22,328 22,723
1,820 1,692
35,430 33,660
5,106 4,707
13,944 13,336
84 16
11,328 12,153
65,892 63,872
7,500 7,500
293 263
63,695 60,444
(63,472) (54,375)
(70) (67)

446 6,265

$ 73,838 $77,637



FREDERICK’S OF HOLLYWOOD GROUP INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

(In Thousands, Except Per Share Amounts)

Net sales

Cost of goods sold, buying and occupancy

Gross profit

Selling, general and administrative expenses

Goodwill impairment

Operating income (loss)

Interest expense, net

Income (loss) before income tax provision

Income tax provision

Net income (loss)

Less: Preferred stock dividends

Net income (loss) applicable to common
shareholders

Basic net income (loss) per share
Diluted net income (loss) per share

Weighted average shares outstanding — basic

Weighted average shares outstanding — diluted

Three Months Ended

Nine Months Ended

April 24, April 25, April 24, April 25,
2010 2009 2010 2009
$43,391 $46,766 $121,920 $141,847

25,956 28,915 77,848 91,025
17,435 17,851 44,072 50,822
16,615 19,459 51,309 57,646
- - - 19,100

820 (1,608) (7,237) (25,924)

_ 447 _ 337 1,397 1,186
373 (1,945) (8,634) (27,110)

23 24 70 65

350 (1,969) (8,704) (27,175)
132 151 393 432

$ 218 $(2,120) $(9,097) $(27,607)
$0.01 $(0.08) $(0.34) $(1.05)
$0.01 $(0.08) $(0.34) $(1.05)
27,642 26,343 26,820 26,235
27,835 26,343 26,820 26,235

See notes to consolidated unaudited financial statements.



FREDERICK’S OF HOLLYWOOD GROUP INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash provided by (used in)

operating activities
Goodwill impairment
Depreciation and amortization
Provision for sales allowances and doubtful accounts
Issuance of common stock for directors’ fees
Stock-based compensation expense
Amortization of deferred financing costs

Noncash accrued interest on long term debt — related party

Amortization of deferred rent and tenant allowances
Loss on disposal of property and equipment
Changes in operating assets and liabilities:

Accounts receivable

Merchandise inventories

Prepaid expenses and other current assets

Income tax receivable

Other assets

Accounts payable and other accrued expenses

Deferred revenue from gift cards

Tenant improvements allowances

Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Net borrowings under revolving line of credit
Proceeds on bridge facility
Repayment of capital lease obligation
Proceeds from sale of common stock
Cash paid for issuance costs
Payment of deferred financing costs

Net cash provided by financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS:
Beginning of period

End of period

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Cash paid during period for:
Interest
Taxes

Nine Months Ended

April 24, 2010 April 25, 2009
$(8,704) $(27,175)
- 19,100
4,060 4,436
(100) (296)
45 39

493 637
138 34
608 575
292 543
180 59
(3,731) 1,908
3,006 996
481 746

97 (43)

129 13
(914) 458
128 141

94 575
(3,698) 2,746
(505) 3,682
505 3,682
37 893
2,000 -
(31) (49)
3,052 -
(309) -
(75) -
4,674 848
471 (88)
555 791
$1,026 $703
$578 $549
$55 $ 37

See notes to consolidated unaudited financial statements.
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FREDERICK’S OF HOLLYWOOD GROUP INC.
NOTES TO CONSOLIDATED UNAUDITED FINANCIAL STATEMENTS

1. Interim Financial Statements

In the opinion of Frederick’s of Hollywood Group Inc. (the “Company”), the accompanying consolidated unaudited
financial statements contain all adjustments (consisting of normal recurring accruals) necessary to present fairly the
Company’s financial position as of April 24, 2010 and the results of operations and cash flows for the nine months
ended April 24, 2010 and April 25, 2009.

The consolidated unaudited financial statements and notes are presented as required by Form 10-Q and do not
contain certain information included in the Company’s year-end financial statements. The July 25, 2009
consolidated balance sheet is from the Company’s audited financial statements. The results of operations for the
three and nine months ended April 24, 2010 are not necessarily indicative of the results to be expected for the full
year. This Form 10-Q should be read in conjunction with the Company’s audited consolidated financial statements
and accompanying notes for the year ended July 25, 2009 included in the Company’s 2009 Annual Report on Form
10-K filed with the Securities and Exchange Commission (“SEC”) on October 23, 2009.

In September and October 2009, the Company’s senior revolving credit facility (the “Facility”) with Wells Fargo
Retail Finance Il, LLC (“Senior Lender”) was amended to provide for a $2.0 million bridge facility to be repaid
upon the earlier of August 1, 2010 and the consummation of one or more financings in which the Company receives
net proceeds of at least an aggregate of $4.4 million (a “Recapitalization Event”). On March 16, 2010, the Company
sold 2,907,051 shares of common stock in a private placement (“Private Placement”) to accredited investors, raising
net proceeds of approximately $2.7 million (see Note 7). Unless the Company raises the remaining approximately
$1.7 million to complete a Recapitalization Event by August 1, 2010, the Company will be in violation of a covenant
under the Facility. If such violation is not waived by the Senior Lender, it will constitute an event of default under
the Facility whereby the Senior Lender will have the right to terminate the Facility and declare all outstanding
amounts under the Facility immediately due and payable. There can be no assurance that the Company will be able
to consummate a Recapitalization Event and repay the bridge facility as required under the Facility or, if these events
do not occur, that the Senior Lender will continue the Facility. If the Company cannot raise funds on acceptable
terms when needed or if the Senior Lender does not continue the Facility, the Company may be required to curtail
operations significantly and seek alternative financing in order to continue as a going concern. See Note 6.

The Company has evaluated subsequent events through the date the financial statements were issued. The following
events described below and in Note 8 took place which requires disclosure:

On May 18, 2010, the Company completed the transactions contemplated by the Debt Exchange and Preferred Stock
Conversion Agreement, dated as of February 1, 2010 (“Exchange and Conversion Agreement”), with accounts and
funds managed by and/or affiliated with Fursa Alternative Strategies LLC (collectively, “Fursa”), the former holders
of the Company’s long term debt — related party (the “Tranche C Debt”) and Series A Preferred Stock and one of the
Company’s largest shareholders.

At the closing, the Company issued to Fursa an aggregate of 8,664,373 shares of common stock upon exchange of
approximately $14.3 million of outstanding Tranche C Debt and accrued interest, and conversion of approximately
$8.8 million of Series A Preferred Stock, including accrued dividends, at an effective price of approximately $2.66
per share. This transaction will result in annual savings of approximately $1,562,000 of interest and dividends. This
transaction did not constitute a Recapitalization Event under the Facility.

The Company also issued to Fursa three, five and seven-year warrants, each to purchase 500,000 shares of common
stock (for an aggregate of 1,500,000 shares of common stock) at exercise prices of $2.00, $2.33 and $2.66 per share,
respectively. The warrants are exercisable for cash or on a cashless basis, at Fursa’s option. At any time after the
first anniversary of the issuance date, the Company may redeem the warrants, in whole but not in part, upon not less
than 20 business days’ written notice to Fursa, at a redemption price of $0.01 per share, if the last sale price of the
common stock is at least 200% of the exercise price of the warrants for 10 consecutive trading days ending on the
day prior to the date on which notice of redemption is given to Fursa. Following the transaction, Fursa’s aggregate
beneficial ownership of the Company’s common stock increased from approximately 33% to approximately 47%.

As a result of the transaction, the balance sheet effect was an increase to shareholders’ equity of approximately $23.0
million. The following unaudited pro forma balance sheet gives effect to the transactions contemplated by the
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Exchange and Conversion Agreement as if they had occurred on April 24, 2010 and includes accrued interest of
$294,000 on the Tranche C Debt and $1,258,000 of accrued dividends related to the Series A Preferred Stock, which
are included in current liabilities.

April 24, 2010
Unaudited
Pro Forma
Actual Adjustments Pro Forma

Total assets $73,838 $ - $73,838
Current liabilities $35,430 (1,552) 33,878
Long term debt — related party 13,944 (13,944) -
Other long term liabilities 16,518 - 16,518
Preferred stock 7,500 (7,500) -
Shareholders’ equity 446 22,996 23,442
Total liabilities and shareholders’ equity $73,838 $ - $73,838

2. Summary of Significant Accounting Policies

Revenue Recognition — The Company records revenue at the point of sale for retail stores (“Stores™), at the time of
estimated receipt by the customer for catalog and website sales (referred to collectively as “Direct”), and at the time
of shipment to its wholesale customers. Outbound shipping charges billed to customers are included in net sales.
The Company records an allowance for estimated returns from its retail customers in the period of sale based on
prior experience. At April 24, 2010 and July 25, 2009, the allowance for estimated returns from the Company’s
retail customers was $927,000 and $947,000, respectively. If actual returns are greater than expected, additional
sales allowances may be recorded in the future. Retail sales are recorded net of sales taxes collected from customers
at the time of the transaction.

The Company records other revenues for shipping revenues, as well as for commissions earned on direct sell-through
programs, on a net basis as the Company acts as an agent on behalf of the related vendor. For the three months
ended April 24, 2010 and April 25, 2009, total other revenues recorded in net sales in the accompanying
consolidated statements of operations were $2,453,000 and $2,638,000, respectively. For the nine months ended
April 24,2010 and April 25, 2009, total other revenues recorded in net sales in the accompanying consolidated
statements of operations were $6,480,000 and $7,149,000, respectively.

Gift certificates and gift cards sold are carried as a liability and revenue is recognized when the gift certificate or
card is redeemed. Customers may receive a store credit in exchange for returned goods, which is carried as a
liability until redeemed. To date, the Company has not recognized any revenue associated with breakage from gift
certificates, gift cards or store credits because they do not have expiration dates.

Accounts Receivable/Allowance for Doubtful Accounts and Sales Discounts — The Company’s accounts
receivable is comprised primarily of the retail segment’s amounts due from commercial credit card companies and the
wholesale segment’s trade receivables. Credit card receivables of $1,217,000 and $1,156,000 at April 24, 2010 and
July 25, 2009, respectively, represent amounts due from commercial credit card companies, such as Visa, MasterCard
and American Express, which are generally received within a few days of the related transactions. The Company’s
trade accounts receivable is net of allowance for doubtful accounts and sales discounts. An allowance for doubtful
accounts is determined through the analysis of the aging of accounts receivable at the date of the financial statements.
An assessment of the accounts receivable is made based on historical trends and an evaluation of the impact of
economic conditions. This amount is not significant, primarily due to the Company’s history of minimal bad debts.
An allowance for sales discounts is based on discounts relating to open invoices where trade discounts have been
extended to customers, costs associated with potential returns of products, as well as allowable customer markdowns
and operational charge backs, net of expected recoveries. These allowances are included as a reduction to net sales
and are part of the provision for allowances included in accounts receivable. The foregoing results from seasonal
negotiations and historic deduction trends, net of expected recoveries and the evaluation of current market conditions.
As of April 24, 2010 and July 25, 2009, the wholesale accounts receivable was net of allowances of $533,000 and
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$633,000, respectively. The wholesale accounts receivable as of April 24, 2010, net of the $533,000 allowance, was
$5,654,000 and as of July 25, 2009, net of the $633,000 allowance, was $1,263,000. The Company believes its
allowance for doubtful accounts and sales discounts to be appropriate, and actual results should not differ materially
from those determined using necessary estimates. However, if the financial condition of the Company’s customers
were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances may be
required. Also, if market conditions were to worsen, management may take actions to increase customer incentive
offerings, possibly resulting in an incremental allowance at the time the incentive is offered.

Merchandise Inventories — Store inventories are valued at the lower of cost or market using the retail inventory
first-in, first-out (“FIFO”) method, and wholesale and Direct inventories are valued at the lower of cost or market, on
an average cost basis that approximates the FIFO method. Freight costs are included in inventory and vendor
promotional allowances are recorded as a reduction in inventory cost. These inventory methods inherently require
management judgments and estimates, such as the amount and timing of permanent markdowns to clear unproductive
or slow-moving inventory, which may impact the ending inventory valuations and gross margins. Markdowns are
recorded when the sales value of the inventory has diminished. Factors considered in the determination of
permanent markdowns include current and anticipated demand, customer preferences, age of the merchandise and
fashion trends. Additionally, the Company reserves for planned but unexecuted markdowns as well as estimated
amounts equal to the difference between the cost of inventory and the estimated market value based upon
assumptions about future demand, market conditions and the age of the inventory. If actual market conditions are
less favorable than those projected by management, additional inventory reserves may be required. Historically,
management has found its inventory reserves to be appropriate, and actual results generally do not differ materially
from those determined using necessary estimates. Inventory reserves were $757,000 at April 24, 2010 and
$1,557,000 at July 25, 2009.

Deferred Catalog Costs — Deferred catalog costs represent direct-response advertising that is capitalized and
amortized over its expected period of future benefit. Direct-response advertising consists primarily of product
catalogs of FOH Holdings’ mail order subsidiary. The capitalized costs of the advertising are amortized over the
expected revenue stream following the mailing of the respective catalog, which is generally six months. The
realization of the deferred catalog costs are also evaluated as of each balance sheet date by comparing the capitalized
costs for each catalog, on a catalog by catalog basis, to the probable remaining future net revenues. Direct-response
advertising costs of $1,507,000 and $1,751,000 are included in prepaid expenses and other current assets in the
accompanying consolidated balance sheets at April 24, 2010 and July 25, 2009, respectively. The Company believes
that it appropriately determines the expected period of future benefit as of the date of its consolidated financial
statements. However, should actual sales results differ from expected sales, deferred catalog costs may be written off
on an accelerated basis.

Impairment of Long-Lived Assets — The Company reviews long-lived assets, including property and equipment
and its amortizable intangible assets, for impairment whenever events or changes in circumstances indicate that the
carrying value of an asset may not be recoverable based on undiscounted cash flows. The Company reviews its
indefinite lived intangible assets for impairment annually and in between annual tests when circumstances or events
have occurred that may indicate a potential impairment has occurred. If long-lived assets are impaired, an
impairment loss is recognized and is measured as the amount by which the carrying value exceeds the estimated fair
value of the assets. Management believes they have appropriately determined future cash flows and operating
performance; however, should actual results differ from those expected, additional impairments may be required. No
impairment was recorded for the nine months ended April 24, 2010 and April 25, 2009 related to these long lived
assets.

The Company previously had goodwill, which represented the portion of the purchase price that could not be
attributed to specific tangible or identified intangible assets recorded in connection with purchase accounting. At
January 24, 2009, since the Company’s market capitalization was significantly below its book value, the Company
performed an impairment analysis and determined that the goodwill balances on both the retail and wholesale
segments were impaired as a result of its current and future projected financial results due to the poor
macroeconomic outlook and a reduction in wholesale business with Wal-Mart Stores, Inc. (“Walmart™).
Accordingly, the Company recorded a goodwill impairment charge of $19,100,000. After recognizing the
impairment charge, the Company has no remaining goodwill on its consolidated balance sheet as of January 24,
20009.



Accounting for Stock-Based Compensation — The Company measures and recognizes compensation expense for
all share-based payment awards to employees and directors based on estimated fair values on the grant date. The
Company recognizes the expense on a straight-line basis over the requisite vesting period.

The value of each stock option is estimated on the date of grant using the Black-Scholes option-pricing model. The
fair value generated by the Black-Scholes model may not be indicative of the future benefit, if any, that may be received
by the option holder. The following assumptions were used for options granted during the nine months ended April
24, 2010 and April 25, 2009:

Nine Months Ended

April 24, April 25,
2010 2009
Risk-free interest rate 3.00% - 3.04% 1.99% - 3.34%
Expected life (years) 7 5-7
Expected volatility 79% 60 — 72%
Dividend yield 0.0% 0.0%

During the nine months ended April 24, 2010, the Company granted to four of its employees options to purchase an
aggregate of 87,500 shares of common stock under the 2000 Performance Equity Plan. Options to purchase 37,500
shares are exercisable at $1.16 per share and vest 20% each year over five years. Options to purchase 50,000 shares
are exercisable at $1.12 per share and vest 20% each year over five years.

During the nine months ended April 25, 2009, the Company granted to two of its officers and certain other
employees options to purchase an aggregate of 127,500 shares of common stock under the 2000 Performance Equity
Plan and 360,000 shares of common stock under the 1988 Non-Qualified Stock Option Plan. These options are
identified as follows:

Number Exercise
of Options Price Vesting Period

120,000 $0.38 immediately vested
25,000 $0.96 in full after six months
25,000 $0.37 monthly over six months

240,000 $0.38 50% at January 2, 2010 and 50% at January 2, 2011
57,500 $0.87 20% each year over 5 years
20,000 $0.17 20% each year over 5 years

Income Taxes — Income taxes are accounted for under an asset and liability approach that requires the recognition
of deferred income tax assets and liabilities for the expected future consequences of events that have been recognized
in the Company’s financial statements and income tax returns. The Company provides a valuation allowance for
deferred income tax assets when it is considered more likely than not that all or a portion of such deferred income tax
assets will not be realized. Due to the Company’s merger with FOH Holdings, Inc. in January 2008, the Company
underwent a change in control under Section 382 of the Internal Revenue Code and, therefore, certain pre-merger net
operating loss carry-forwards are limited for future utilization.

Fair Value of Financial Instruments — The Company believes the carrying amounts of cash and cash equivalents,
accounts receivable, accounts payable, accrued expenses and the bridge facility approximate fair value due to their
short maturity. The carrying amount of the revolving line of credit approximates fair value, as these borrowings have
variable rates that reflect currently available terms and conditions for similar debt. The Company did not estimate
the fair value of the Tranche C Debt and Series A Preferred Stock owed to Fursa because (i) these related party
instruments were not traded and, therefore, no quoted market prices existed upon which to base an estimate of fair
value and (ii) there were no readily determinable similar instruments on which to base an estimate of fair value. In
addition, the Company believed that the long term relationship it has developed and maintained with Fursa and the
accommodations that the Company has received from Fursa were factors that also contribute to the impracticality in
estimating fair value. See Note 1.



Supplemental Disclosure of Noncash Financing Transactions — During the nine months ended April 24, 2010, the
Company acquired equipment through a capital lease for $167,000. Also, during the nine months ended April 24,
2010 and April 25, 2009, the Company accrued dividends of $393,000 and $432,000, respectively, on its Series A
Preferred Stock.

The Company did not have any outstanding accounts payable and accrued expenses related to purchases of property
and equipment at April 24, 2010 and had outstanding accounts payable and accrued expenses related to purchases of
property and equipment of $20,000, $163,000 and $248,000 at July 25, 2009, April 25, 2009 and July 26, 2008,
respectively.

3. Effect of New Accounting Standards

In June 2009, the Financial Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”)
became the single official source of authoritative U.S. generally accepted accounting principles recognized by the
FASB to be applied by nongovernmental entities. The ASC supersedes all existing non-SEC accounting and
reporting standards. The ASC is effective for financial statements issued for interim and annual periods ending after
September 15, 2009. The Company adopted the ASC effective for its October 24, 2009 financial statements.

In September 2006, the FASB issued new accounting guidance that defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements. In February 2008, the FASB deferred
the effective date of the new accounting guidance for all non-financial assets and non-financial liabilities, except
those that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually)
to fiscal years beginning after November 15, 2008. The Company’s adoption of this new guidance for its non-
financial assets and liabilities, effective July 26, 2009, did not have a material impact on the Company’s consolidated
financial statements.

In December 2007, the FASB issued new accounting and disclosure guidance related to noncontrolling interests in a

subsidiary. This new guidance was effective for fiscal years, and interim periods within those fiscal years, beginning
on or after December 15, 2008. The Company’s adoption of this new guidance, effective July 26, 2009, did not have
a material impact on the Company’s consolidated financial statements.

In June 2009, the FASB amended its guidance on accounting for variable interest entities which replaces the
quantitative-based risks and rewards calculation for determining which enterprise has a controlling financial interest
in a variable interest entity with an approach focused on identifying which enterprise has the power to direct the
activities of a variable interest entity and the obligation to absorb losses of the entity or the right to receive benefits
from the entity. The new guidance becomes effective for annual periods beginning after November 15, 2009 and
interim periods within those fiscal years. The Company does not expect the adoption of this guidance to have a
material impact on its consolidated financial statements.

4, Merchandise Inventories

Merchandise inventories consist of the following (in thousands):

April 24, July 25,

2010 2009

Raw materials $ 849 $ 1,457
Work-in process 356 249
Finished goods 17,625 20,130
$18,830 $ 21,836
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5. Net Income (Loss) Per Share

Basic net income (loss) per share has been computed by dividing the net income (loss) applicable to common
shareholders by the weighted average number of shares outstanding. Diluted net income (loss) per share has been
computed by dividing the net income (loss) applicable to common shareholders by the weighted average number of
shares outstanding and common share equivalents. The Company’s calculation of basic and diluted net income
(loss) per share is as follows (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
April 24, April 25, April 24, April 25,
2010 2009 2010 2009
Net income (loss) $218@  $(2,120)® $(9,097)©  $(27,607)@
BASIC:
Basic weighted average number of shares outstanding 27,642 26,343 26,820 26,235
Basic net income (loss) per share $0.01 $(0.08) $(0.34) $ (1.05)
DILUTED:
Basic weighted average number of shares outstanding 27,642 26,343 26,820 26,235
Shares issuable upon conversion of stock options 193 - - -
Total average number of equivalent shares outstanding 27,835 26,343 26,820 26,235
Diluted net income (loss) per share $0.01 $(0.08) $(0.34) $ (1.05)

(@) Net of Series A preferred stock dividends of $132.
(b) Net of Series A preferred stock dividends of $151.
(c) Net of Series A preferred stock dividends of $393.
(d) Net of Series A preferred stock dividends of $432.

For the nine months ended April 24, 2010, 213,000 potentially dilutive shares ranging in price from $0.17 to $1.56
per share were not included in the computation of diluted net loss per share since their effect would have been anti-
dilutive.

For the three and nine months ended April 25, 2009, 5,000 and 2,000 potentially dilutive shares at a price of $0.17
per share were not included in the computation of diluted net loss per share since their effect would have been anti-
dilutive.

For the nine months ended April 24, 2010, there were 1,658,000 shares of common stock issuable upon exercise of
stock options, 3,179,000 shares of common stock issuable upon the exercise of warrants and 1,623,000 shares of
common stock issuable upon the conversion of the Company’s Series A Preferred Stock that also were not included
in the computation of diluted net loss per share since the respective exercise and conversion prices of these
instruments exceeded the average market price of the common stock during the respective periods.

For the nine months ended April 25, 2009 there were 2,514,000 shares of common stock issuable upon exercise of
stock options, 598,000 shares of common stock issuable upon the exercise of warrants and 1,512,000 shares of
common stock issuable upon the conversion of the Company’s Series A Preferred Stock that also were not included
in the computation of diluted net loss per share since the respective exercise and conversion prices of these
instruments exceeded the average market price of the common stock during the respective periods.

6. Financing
Revolving Credit and Bridge Facilities

The Company’s and its U.S. subsidiaries’ Facility matures on January 28, 2012.
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The Facility is for a maximum amount of $50 million comprised of a $25 million line of credit with a $15 million
sub-limit for letters of credit, and up to an additional $25 million commitment in increments of $5 million at the
option of the Company so long as the Company is in compliance with the terms of the Facility. The actual amount of
credit available under the Facility is determined using measurements based on the Company’s receivables, inventory
and other measures. The Facility is secured by a first priority security interest in the assets of the Company and its
U.S. subsidiaries. Interest is payable monthly, in arrears, at interest rates that were increased effective September 21,
2009 in connection with the second amendment to the Facility described below.

On November 4, 2008, the Company utilized the accordion feature under the Facility to increase the borrowing limit
from $25 million to $30 million. In utilizing the accordion feature, the Company’s minimum availability reserve
increased by $375,000 (7.5% of the $5,000,000 increase) to $2,250,000 (7.5% of the $30,000,000) and the
Company incurred a one-time closing fee of $12,500.

On September 21, 2009, the Facility was amended to provide for a $2.0 million bridge facility at an annual interest
rate of LIBOR plus 10%, to be repaid upon the earlier of December 7, 2009 and the consummation of a financing in
which the Company receives net proceeds of at least $4.9 million. On October 23, 2009, the Facility was further
amended to extend the December 7, 2009 repayment date to August 1, 2010 and to reduce the net proceeds that the
Company is required to receive in the Recapitalization Event to an aggregate of $4.4 million. On March 16, 2010,
the Company sold 2,907,051 shares of common stock in the Private Placement to accredited investors, raising net
proceeds of approximately $2.7 million (see Note 7). Unless the Company raises the remaining approximately $1.7
million to complete a Recapitalization Event by August 1, 2010, the Company will be in violation of a covenant
under the Facility. If such violation is not waived by the Senior Lender, it will constitute an event of default.

In connection with the September and October 2009 amendments, the interest rates on “Base Rate” loans and
“LIBOR Rate” loans under the Facility were increased as follows:

o “Base Rate” loan interest rates were increased from the Wells Fargo prime rate less 25 basis points to the
Wells Fargo prime rate plus 175 basis points; and

o “LIBOR Rate” loan interest rates were increased from LIBOR plus 150 basis points to LIBOR plus 300
basis points.

The fee on any unused portion of the Facility was also increased from 25 basis points to 50 basis points. In addition,
upon a Recapitalization Event, the applicable percentages used in calculating the borrowing base under the Facility
will be reduced. Although the Company’s sale of common stock in the Private Placement described in Note 7 did
not constitute a Recapitalization Event, these percentages were reduced following the closing of the Private
Placement on March 16, 2010.

In connection with the amendments to the Facility, the Company incurred a one-time amendment fee of $150,000,
one half of which has been paid and the remainder will be paid upon the Recapitalization Event. All other material
terms of the Facility remain uncha