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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

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

For the Quarterly Period Ended October 29, 2016 OR

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

For the transition period from to

Commission file number: 0-19714

PERFUMANIA HOLDINGS, INC.
(Exact name of Registrant as specified in its charter)

Florida 65-0977964

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

35 Sawgrass Drive, Suite 2

Bellport, NY 1713

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (631) 866-4100

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90

days. Yes R No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes R No -

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer

or a smaller reporting company. See the definitions of "large accelerated filer”, “accelerated filer" and “smaller reporting
company” in Rule 12b-2 of the Exchange Act (Check one):

Large Accelerated Filer o Accelerated Filer
Non-accelerated Filer o (Do not check if a smaller reporting company) Smaller Reporting Company p

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No R
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

PERFUMANIA HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

ASSETS:

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances of $3,016 and $1,233 as of October 29, 2016 and
January 30, 2016, respectively

Inventories

Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Goodwill

Intangible and other assets, net

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY:
Current liabilities:

Accounts payable

Accounts payable-affiliates

Accrued expenses and other liabilities

Current portion of obligations under capital leases
Total current liabilities

Revolving credit facility

Notes payable-affiliates

Long-term portion of obligations under capital leases
Other long-term liabilities

Total liabilities

Commitments and contingencies

Shareholders’ equity:

Preferred stock, $0.10 par value, 1,000,000 shares authorized; as of October 29, 2016 and
January 30, 2016, none issued

Common stock, $.01 par value, 35,000,000 shares authorized; 16,392,012 shares issued as of

October 29, 2016 and January 30, 2016

Additional paid-in capital

Accumulated deficit

Treasury stock, at cost, 898,249 shares as of October 29, 2016 and January 30, 2016
Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying notes to condensed consolidated financial statements.

October 29, January

2016

30, 2016

(unaudited) (Note 1)

$2,120 $5,640
53,157 29,602
223,198 221,336
11,512 9,862
289,987 266,440
23,468 25,892
38,769 38,769
17,228 19,945
$369,452  $351,046
$41,419  $32,175
160 300
30,816 33,205
1,347 1,248
73,742 66,928
38,290 13,078
125,366 125,366
217 1,223
64,544 60,474
302,159 267,069
164 164
222,014 221,961
(146,308 ) (129,571 )
8,577 ) (8,577 )
67,293 83,977
$369,452  $351,046
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PERFUMANIA HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(in thousands, except share and per share amounts)

Thirteen Weeks Thirteen Weeks Thirty-nine

Ended Ended Weeks Thirty-nine Weeks
Ended Ended
October 29, October 31,
2016 2015 October October 31, 2015
29, 2016
Net sales $ 125,183 $ 141,975 $327,342 $ 379,491
Cost of goods sold 65,915 75,690 171,281 199,672
Gross profit 59,268 66,285 156,061 179,819
Operating expenses:
Selling, general and administrative expenses 54,647 58,612 160,908 180,279

Share-based compensation expense 13 43 53 217

Depreciation and amortization 2,072 2,754 6,608 7,954

Total operating expenses 56,732 61,409 167,569 188,450

Income (loss) from operations 2,536 4,876 (11,508 ) (8,631 )
Interest expense (1,848 ) (1,848 ) (5,229 ) (5,303 )
Income (loss) before income tax provision 688 3,028 (16,737 ) (13,934 )
Income tax provision — — — —

Net income (loss) $ 688 $ 3,028 $(16,737 ) $ (13,934 )
Net income (loss) per common share:

Basic and diluted $0.04 $0.20 $(1.08 ) $ (0.90 )
Weighted average number of common shares

outstanding:

Basic 15,493,763 15,493,763 15,493,763 15,488,702
Diluted 15,493,763 15,494,973 15,493,763 15,488,702

See accompanying notes to condensed consolidated financial statements.
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PERFUMANIA HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
(Unaudited)

(in thousands, except share amounts)

Additional
Common Stock Paid-In  Accumulated Treasury Stock
Shares Amount Capital Deficit Shares Amount Total
Balance at January 30, 2016 16,392,012 $ 164 $221,961 $(129,571 ) 898,249 $(8,577) $83,977
Share-based compensation expense — — 53 — — — 53
Net loss — — — (16,737 ) — — (16,737 )
Balance at October 29, 2016 16,392,012 $ 164 $222,014 $(146,308 ) 898,249 $(8,577) $67,293

See accompanying notes to condensed consolidated financial statements.
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PERFUMANIA HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(in thousands)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Amortization of deferred financing costs
Depreciation and amortization

Provision (recovery) for losses on accounts receivable
Share-based compensation

Changes in operating assets and liabilities:
Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable

Accounts payable-affiliates

Accrued expenses and other liabilities and other long-term liabilities
Net cash used in operating activities

Cash flows from investing activities:

Additions to property and equipment

Net cash used in investing activities

Cash flows from financing activities:

Net borrowings under bank line of credit
Principal payments under capital lease obligations
Proceeds from exercise of stock options

Net cash provided by financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental Information:
Cash paid during the period for:
Interest

Income taxes

See accompanying notes to condensed consolidated financial statements.
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Thirty-nine Thirty-nine

Weeks
Ended
October
29, 2016

Weeks
Ended
October
31, 2015

$(16,737 ) $(13,934 )

257
6,608
1,791
53

(25,346
(1,862
(757
9,244
(140
1,681
(25,208

(2,617
(2,617

25,212
(907
24,305
(3,520
5,640
$2,120

$802
$272

257

7,954

(181 )
217

) (32,315 )
) 3,371 )
) 247
11,823
) 639
6,444
) (22,220 )

) (5,253 )
) (5,253 )

27,966

) (193 )
57
27,230

) (243 )
1,533
$1,290

$1,084
$611
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PERFUMANIA HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1 - BASIS OF PRESENTATION AND OPERATIONS

The condensed consolidated balance sheet of Perfumania Holdings, Inc. and Subsidiaries (the "Company") as of
January 30, 2016, which has been derived from our audited financial statements as of and for the year ended

January 30, 2016, and the accompanying interim unaudited condensed consolidated financial statements have been
prepared in accordance with the rules and regulations of the Securities and Exchange Commission (the “SEC”) for
interim financial reporting. Certain information and note disclosures normally included in annual financial statements,
prepared in accordance with accounting principles generally accepted in the United States of America (“US GAAP”),
have been condensed or omitted pursuant to those rules and regulations. The financial information presented herein,
which is not necessarily indicative of results to be expected for the full current fiscal year, reflects all adjustments
which, in the opinion of management, are necessary for a fair presentation of the interim unaudited condensed
consolidated financial statements. Such adjustments are of a normal, recurring nature. These condensed consolidated
financial statements should be read in conjunction with the consolidated financial statements and the notes thereto
included in our Annual Report on Form 10-K for the fiscal year ended January 30, 2016.

Due to the seasonality of the Company’s business, with the most significant activity occurring from September through
December each year, the results of operations for the thirty-nine weeks ended October 29, 2016 are not necessarily
indicative of results to be expected for the full fiscal year.

The Company is an independent, national, vertically integrated wholesale distributor and specialty retailer of perfumes
and fragrances that conducts business through six wholly-owned operating subsidiaries; Perfumania, Inc.
(“Perfumania”), Quality King Fragrance, Inc. (“QFG”), Scents of Worth, Inc. ("SOW"), Perfumania.com, Inc.
(“Perfumania.com”), Parlux Fragrances, LLC ("Parlux") and Five Star Fragrance Company, Inc. (“Five Star”’). We operate
in two industry segments, wholesale distribution and specialty retail sales of designer fragrances and related products.
Our wholesale businesses include QFG, Parlux and Five Star. QFG distributes designer fragrances to mass market
retailers, drug and other chain stores, retail wholesale clubs, traditional wholesalers, and other distributors throughout
the United States. It sells principally to retailers such as Burlington Coat Factory, CVS, Kohl's, Marshalls, Nordstrom
Rack, Ross Stores, Sears, Target, Wal-Mart and Walgreens. The Company’s manufacturing divisions, Parlux and Five
Star, own and license designer and other fragrance brands that are sold to regional and national department stores,
including Belk, Bon Ton, Boscovs, Dillards, Lord & Taylor, Macy's and Stage Stores, international distributors, on
military bases throughout the United States, by QFG and through the Company's retail business which is discussed
below. Parlux also fulfills a selection of fragrances for several online retailers, shipping directly to their customers and
billing the retailers. Five Star also manufactures, on behalf of Perfumania, the Jerome Privee product line, which
includes bath and body products and which is sold exclusively in Perfumania's retail stores. All manufacturing
operations of Parlux and Five Star are outsourced.

Our retail business is conducted through the following subsidiaries:

*Perfumania, a specialty retailer of fragrances and related products,

*SOW, which sells fragrances in retail stores on a consignment basis, and

ePerfumania.com, an Internet retailer of fragrances and other specialty items.

As of October 29, 2016, Perfumania operated a chain of 294 retail stores specializing in the sale of fragrances and
related products at discounted prices up to 75% below the manufacturers’ suggested retail prices. Management is
focused on closing marginal and under-performing stores, has closed 21 stores during the thirty-nine weeks ended
October 29, 2016 and currently plans to close up to 10 stores during the remainder of fiscal 2016. Perfumania.com,
our Company-owned website, offers a selection of our more popular products for sale online. SOW operates a national
designer fragrance consignment program, with contractual relationships to sell products on a consignment basis in
approximately 1,200 stores, including approximately 700 Kmart locations nationwide. Its other retail customers
include Bealls, K & G and Steinmart.

10
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NOTE 2 - RECENT ACCOUNTING PRONOUNCEMENTS

In February 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
No. 2016-02, Leases, which replaces the existing guidance in Accounting Standard Codification 840, Leases. ASU
2016-02 is effective for fiscal years, and interim periods within those years, beginning after December 15, 2018. ASU
2016-02 requires a dual approach for lessee accounting under which a lessee would account for leases as finance
leases or operating leases. Both finance leases and operating leases will result in the lessee recognizing a right-of-use
asset and corresponding lease liability. For finance leases the lessee would recognize interest expense and
amortization of the right-of-use asset and for operating

7
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leases the lessee would recognize straight-line total lease expense. The Company is currently assessing the new
standard and its impact on its consolidated financial statements.

In November 2015, the FASB issued ASU No. 2015-17, Balance Sheet Classification of Deferred Taxes, which
modifies the presentation of noncurrent and current deferred taxes. ASU 2015-17 requires that all deferred tax assets
and liabilities be classified as noncurrent on the balance sheet instead of separating deferred taxes into current and
noncurrent amounts. The standard is effective for interim and annual reporting periods beginning after December 15,
2016. Early adoption is permitted. The Company adopted ASU No. 2015-17 prospectively effective January 30, 2016.
No prior periods were retrospectively adjusted.

In April 2015, the FASB issued ASU No. 2015-03, Interest - Imputation of Interest (Subtopic 835-30): Simplifying
the Presentation of Debt Issuance Costs, intended to simplify the presentation of debt issuance costs. The guidance
requires that debt issuance costs related to a recognized debt liability be presented on the balance sheet as a direct
deduction from the carrying amount of that debt liability, consistent with the presentation for debt discounts. The
recognition and measurement guidance for debt issuance costs are not affected by the amendments in this ASU. In
August 2015, the FASB issued ASU No. 2015-15, Interest-Imputation of Interest (Subtopic 835-30): Presentation and
Subsequent Measurement of Debt Issuance Costs Associated with Line-of-Credit Arrangements - Amendments to
SEC Paragraphs Pursuant to Staff Announcements at the June 2015 EITF Meeting. ASU 2015-15 amends Subtopic
835-30 to include that the SEC would not object to the deferral and presentation of debt issuance costs as an asset and
subsequent amortization of debt issuance costs over the term of the line-of-credit arrangement, whether or not there
are any outstanding borrowings on the line-of-credit arrangement. This guidance is effective for fiscal years and
interim periods within those years beginning after December 15, 2015, and must be applied on a retrospective basis
with early adoption permitted. This guidance did not have a material impact on the Company's consolidated financial
statements.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers. The update outlines a
single comprehensive model for entities to use in accounting for revenue arising from contracts with customers and
supersedes most current revenue recognition guidance, including industry-specific guidance. ASU 2014-09 requires
entities to recognize revenue in a way that depicts the transfer of promised goods or services to customers in an
amount that reflects the consideration the entity expects to be entitled to in exchange for those goods or services. In
August 2015, the FASB approved a one year deferral of the effective date, to make it effective for annual and interim
reporting periods beginning after December 15, 2017. The standard allows for either a full retrospective or a modified
retrospective transition method. The guidance is not expected to have a material impact on the Company's
consolidated financial statements.

NOTE 3 - ALLOWANCE FOR DOUBTFUL ACCOUNTS

The Company's accounts receivable consist primarily of trade receivables due from wholesale customers. In May
2016, a Panama based customer of Parlux that distributes in certain Latin American countries was placed on the
Specially Designated Nationals list by the Office of Foreign Assets Control of the U.S. Treasury Department. As a
result, the customer's assets have been frozen and any dealings between U.S. companies, including Parlux, and the
customer have been prohibited. Accordingly, during the thirteen weeks ended April 30, 2016, management reserved
the outstanding accounts receivable balance from the customer of approximately $1.7 million due to the uncertainty of
future collection of these receivables.

NOTE 4 - GOODWILL AND INTANGIBLE ASSETS

Goodwill in the amount of $38.8 million at October 29, 2016 and January 30, 2016 resulted from the April 18, 2012
acquisition of Parlux.

The following table provides information related to goodwill and intangible assets (in thousands). Intangible assets are

included in intangible and other assets, net on the accompanying condensed consolidated balance sheets as of
October 29, 2016 and January 30, 2016:

12
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October 29, 2016 January 30, 2016
. . . Net . . Net

Useful Life Original Accumulated Original Accumulated 0ok

(years) Cost Amortization Value Cost Amortization Value
Goodwill N/A $38,769 $ — $38,769 $38,769 $ — $38,769
Tradenames 4-20 9,357 7,988 1,369 9,357 7,696 1,661
Customer relationships 10 5,171 2,370 2,801 5,171 1,982 3,189
Favorable leases 7 886 886 — 886 865 21
License agreements 3-5 16,313 15,509 804 16,313 14,640 1,673
Tradename (non-amortizing) N/A 8,500 — 8,500 8,500 — 8,500

$78,996 $ 26,753 $52,243 $78,996 $ 25,183 $53,813

In accordance with US GAAP, goodwill and intangible assets with indefinite lives are not amortized, but rather tested
for impairment at least annually by comparing the estimated fair values to their carrying values.

Trademarks, including tradenames and owned licenses having finite lives, are amortized over their respective lives to
their estimated residual values and are also reviewed for impairment in accordance with accounting standards when
changes in circumstances indicate the assets’ values may be impaired. Customer relationships are amortized over the
expected period of benefit and license agreements are amortized over the remaining contractual term. Impairment
testing is based on a review of forecasted operating cash flows and the profitability of the related brand to determine
its fair value. There were no triggering events during the thirteen or thirty-nine weeks ended October 29, 2016 that
would indicate potential impairment and the requirement to review the carrying value of goodwill and intangible
assets.

Amortization expense associated with intangible assets subject to amortization is included in depreciation and
amortization on the accompanying condensed consolidated statements of operations. Amortization expense for
intangible assets subject to amortization was $0.4 million and $1.1 million during the thirteen weeks ended

October 29, 2016 and October 31, 2015, respectively, and $1.6 million and $3.3 million for the thirty-nine weeks
ended October 29, 2016 and October 31, 2015, respectively. As of October 29, 2016, estimated future amortization
expense associated with intangible assets subject to amortization is as follows (in thousands):

Fiscal Year Amortization
Expense
Remainder of 2016 $ 362
2017 1,427
2018 877
2019 709
2020 684
2021 682
Thereafter 233
$ 4,974

NOTE 5 - ACCOUNTING FOR SHARE-BASED PAYMENTS

The 2010 Equity Incentive Plan (the “2010 Plan”) provides for equity-based awards to the Company’s employees,
directors and consultants. Under the 2010 Plan, the Company initially reserved 1,000,000 shares of common stock for
issuance. This number automatically increases on the first trading day of each fiscal year beginning with fiscal 2011,
by an amount equal to 1.5% of the shares of common stock outstanding as of the last trading day of the immediately
preceding fiscal year; accordingly, 2,194,305 shares of common stock were reserved for issuance as of October 29,
2016. The Company previously had two stock option plans which expired on October 31, 2010. No further awards

14
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will be granted under these plans, although all options previously granted and outstanding will remain outstanding
until they are either exercised or forfeited. As of October 29, 2016, 1,164,252 stock options have been granted
pursuant to the 2010 Plan.
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The following is a summary of the stock option activity during the thirty-nine weeks ended October 29, 2016:

Weighted Aggregate
Weighted Average  Intrinsic

?E;?;er of Average Remaining Value
Exercise Price Contractual (in
Life thousands)
Outstanding as of January 30, 2016 975916 $ 8.01
Granted 410,000 2.30
Exercised — —
Forfeited (191,913 ) 7.73
Outstanding as of October 29, 2016 1,194,003 $ 6.10 7.1 $ —
Vested and expected to vest as of October 29, 2016 1,194,003 $ 6.10 7.1 $ —
Exercisable as of October 29, 2016 776,499 $ 8.11 5.9 $ —

The following is a summary of stock warrants activity during the thirty-nine weeks ended October 29, 2016:
Weighted Aggregate

Number of Weighted Average Intrinsic

Warrants Average Remaining Value
Exercise Price Contractual (in
Life thousands)

Outstanding as of January 30, 2016 6,299,971 $ 11.80

Granted — —

Exercised — —

Forfeited — —

Outstanding as of October 29, 2016 6,299,971 $ 11.80 1.6 $ —
Vested as of October 29, 2016 6,299971 $ 11.80 1.6 $ —
Exercisable as of October 29, 2016 6,299,971 $ 11.80 1.6 $ —

Share-based compensation expense was less than $0.1 million during each of the thirteen weeks ended October 29,
2016 and October 31, 2015 and $0.1 million and $0.2 million during the thirty-nine weeks ended October 29, 2016
and October 31, 2015, respectively.

NOTE 6 - REVOLVING CREDIT FACILITY AND NOTES PAYABLE TO AFFILIATES
The Company’s revolving credit facility and notes payable to affiliates consist of the following:

October 29anuary 30,
2016 2016

(in thousands)
Revolving cr?dit facility, interest payable monthly, secured by a pledge of substantially all of $38200 $13.078
the Company's assets
Subordinated notes payable-affiliates 125,366 125,366
163,656 138,444
Less current portion

Total long-term debt $163,656 $ 138,444

10
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The Company has a revolving Senior Credit Facility with a syndicate of banks that is used for the Company’s general
corporate purposes including working capital and capital expenditures. The maximum borrowing amount under the
Senior Credit Facility is $175 million and the termination date is April 2019. Under this facility, which does not
require amortization of principal, revolving loans may be drawn, repaid and reborrowed up to the amount available
under a borrowing base calculated with reference to specified percentages of the Company’s credit card and trade
receivables and inventory, which may be reduced by the lender in its reasonable discretion. The Company must
maintain excess availability under the facility of at least $10 million. As of October 29, 2016, the Company had $75.7
million of net availability which includes $25 million for letters of credit.

Interest under the Senior Credit Facility is at variable rates plus specified margins that are determined based upon the
Company’s excess availability from time to time. The Company is also required to pay monthly commitment fees
based on the unused amount of the Senior Credit Facility and a monthly fee with respect to outstanding letters of
credit. As of October 29, 2016, the interest rate on LIBOR Rate borrowings was 2.6% and the interest rate on base rate
borrowings was 4.5%.

All obligations of the Company related to the Senior Credit Facility are secured by first priority perfected security
interests in all personal and real property owned by the Company, including without limitation 100% (or, in the case
of excluded foreign subsidiaries, 66%) of the outstanding equity interests in the subsidiaries. The Company is subject
to customary limitations on its ability to, among other things, pay dividends and make distributions, make investments
and enter into joint ventures, and dispose of assets. The Company was in compliance with all financial and operating
covenants as of October 29, 2016.

In addition, the Company has outstanding unsecured debt obligations to affiliates as follows:

(i)a promissory note in the principal amount of $35 million, (the “QKD Note”) held by Quality King Distributors, Inc.
("Quality King"), which provides for payment of principal in quarterly installments between July 31, 2019 and
October 31, 2022, with a final installment on October 31, 2022 of the remaining balance, and payment of interest in
quarterly installments commencing on January 31, 2011 at the then current senior debt rate, as defined in the Senior
Credit Facility, plus 1% per annum;

(ii)promissory notes in the aggregate principal amount of approximately $85.4 million held by six estate trusts
established by Glenn, Stephen and Arlene Nussdorf (the “Nussdorf Trust Notes™), which provide for payment of the
principal in full on July 31, 2019 and payments of interest in quarterly installments commencing on July 31, 2012 at
the then current senior debt rate plus 2% per annum; and

(iii) a promissory note in the principal amount of $5 million held by Glenn and Stephen Nussdorf (the “2004 Note”),
which provided for payment in January 2009 and is currently in default because of the restrictions on payment
described below, resulting in an increase of 2% in the nominal interest rate, which is the prime rate plus 1%.

These notes are subordinated to the Senior Credit Facility. No principal may be paid on any of them until three months
after the Senior Credit Facility terminates and is paid in full, and payment of interest is subject to satisfaction of
certain conditions, including the Company’s maintaining excess availability under the Senior Credit Facility of the
greater of $17.5 million or 17.5% of the borrowing base certificate after giving effect to the payment, and a fixed
charge coverage ratio, as defined in the credit agreement, of 1.1:1.0. Interest expense on these notes was
approximately $1.5 million and $1.4 million for the thirteen weeks ended October 29, 2016 and October 31, 2015,
respectively, and $4.4 million and $4.0 million for the thirty-nine weeks ended October 29, 2016 and October 31,
2015, respectively, and is included in interest expense on the accompanying condensed consolidated statements of
operations. No payments of principal or interest have been made on the QKD Note or the Nussdorf Trust Notes. On
the 2004 Note, no payments of principal have been made and no interest payments have been made since October
2008. Accrued interest payable due at October 29, 2016 and January 30, 2016 on the Nussdorf Trust Notes, the QKD
Note, and the 2004 Note was approximately $49.2 million and $44.8 million, respectively, and is included in other
long-term liabilities on the accompanying condensed consolidated balance sheets as of October 29, 2016 and

January 30, 2016, respectively.
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NOTE 7 - ACCOUNTING FOR INCOME TAXES

The Company conducts business throughout the United States, Puerto Rico and the United States Virgin Islands and,
as a result, files income tax returns in the U.S. Federal and various state jurisdictions, Puerto Rico and the United
States Virgin Islands. In the normal course of business, the Company is subject to examinations in these jurisdictions.
With few exceptions, the Company is no longer subject to U.S. Federal, state, local or Puerto Rico income tax
examinations for fiscal years prior to 2008. State and foreign income tax returns are generally subject to examination
for a period of three to five years after filing of the respective return. The state impact of any Federal changes remains
subject to examination by various states for a period of up to one year after formal notification to the states.
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The Company continues to provide a full valuation allowance against its net deferred tax assets due to the uncertainty
as to when business conditions will improve sufficiently to enable it to utilize its deferred tax assets. The Company
did not record a Federal or state tax expense on its operating income for the thirteen weeks ended October 29, 2016,
since the Company has a cumulative operating loss for the thirty-nine week period.

During the thirteen and thirty-nine weeks ended October 29, 2016, there were no changes to the liability for income
tax associated with uncertain tax positions. The Company accrues interest related to unrecognized tax benefits as well
as any related penalties in the income tax provision in its condensed consolidated statements of operations, which is
consistent with the recognition of these items in prior reporting periods. The accrual for interest and penalties related
to uncertain tax positions as of October 29, 2016 and January 30, 2016 was not significant.

The Company does not anticipate any material adjustments relating to unrecognized tax benefits within the next
twelve months; however, the ultimate outcome of tax matters is uncertain and unforeseen results can occur.

NOTE 8 - BASIC AND DILUTED NET INCOME (LOSS) PER COMMON SHARE

Basic net income (loss) per common share has been computed by dividing net income (loss) by the weighted average
number of common shares outstanding during the period.

Diluted net income (loss) per common share includes, in periods in which they are dilutive, the effect of those
potentially dilutive securities where the average market price of the common stock exceeds the exercise prices for the
respective periods.

Thirteen Weeks Thirteen Weeks Thirty-nine Thirty-nine
Ended Ended Weeks Ended Weeks Ended
October 29, 2016 October 31, 2015 October 29, 2016 October 31, 2015
Weighted average number of shares - basic 15,493,763 15,493,763 15,493,763 15,488,702
Potentially dilutive securities — 1,210 — —
Weighted average number of shares - diluted 15,493,763 15,494,973 15,493,763 15,488,702

During the thirteen and thirty-nine weeks ended October 29, 2016 there were 7,493,974 potentially dilutive shares of
common stock related to stock options and warrants which were excluded from the diluted income (loss) per share
calculation because the effect of including these potentially dilutive shares was antidilutive. During the thirteen and
thirty-nine weeks ended October 31, 2015 there were 7,262,677 and 7,263,887 potentially dilutiv