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FORWARD-LOOKING INFORMATION

This Report contains statements that may be considered forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Such statements include the use of terms or phrases such as "expects,"
"estimates," "projects,” "believes," "anticipates,” "intends," and similar terms and phrases. Such forward-looking statements relate to, among other matters, our
future financial performance, business prospects, growth strategies or liquidity. The following important factors may affect our future results and could cause
those results to differ materially from our historical results; these factors include, in addition to those "Risk Factors" detailed in ltem 1A of this report, and
described elsewhere in this document, the cost and availability of capital, raw material and transportation costs related to petroleum price levels, the cost and
availability of energy supplies, the loss of a significant customer or group of customers, ability to attract, develop and retain qualified personnel, materially
adverse changes in economic conditions generally in carpet, rug and floorcovering markets we serve and other risks detailed from time to time in our filings
with the Securities and Exchange Commission.
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PART I.
Item 1. BUSINESS
General

Our business consists principally of marketing, manufacturing and selling floorcovering products to high-end residential and commercial customers through
our various sales forces and brands. We focus exclusively on the upper-end of the floorcovering market where we believe we have strong brands and
competitive advantages with our style and design capabilities and customer relationships. Our Fabrica, Masland, and Dixie Home brands have a significant
presence in the high-end residential floorcovering markets. Our Atlas Carpet Mills and Masland Contract brands participate in the upper-end specified
commercial marketplace. Dixie International sells all of our brands outside of the North American market.

Our business is primarily concentrated in areas of the soft floorcovering markets which include broadloom carpet, carpet tiles and rugs. However, over the
past few years, there has been a significant shift in the flooring marketplace as hard surface products have grown at a rate much faster than soft surface
products. We have responded to this accelerated shift to hard surface flooring by launching several initiatives in both our residential and commercial brands.
Our commercial brands offer luxury vinyl flooring (“‘LVF”) products under the Calibré brand in the commercial markets. Our residential brands, Dixie Home
and Masland Residential, offer Stainmaster® PetProtect™ luxury vinyl flooring. Beginning in 2018, our residential brand, Fabrica, will offer a high-end
engineered wood line.

We have one reportable segment, Floorcovering which is comprised of two operating segments, Residential and Commercial. We have aggregated the two
operating segments into one reporting segment because they have similar economic characteristics, and the operating segments are similar in all of the
following areas: (a) the nature of the products and services; (b) the nature of the production processes; (c) the type or class of customer for their products and
services; (d) the methods used to distribute their products or provide their services; and (e) the nature of the regulatory environment.

Our Brands
Our brands are well known, highly regarded and complementary; by being differentiated, we offer meaningful alternatives to the discriminating customer.

Fabrica markets and manufactures luxurious residential carpet and custom rugs, at selling prices that we believe are approximately five times the average for
the residential soft floorcovering industry. Its primary customers are interior decorators and designers, selected retailers and furniture stores, luxury home
builders and manufacturers of luxury motor coaches and yachts. Fabrica is among the leading premium brands in the domestic marketplace and is known for
styling innovation and unique colors and patterns. Fabrica consists of extremely high quality carpets and area rugs in both nylon and wool, with a wide variety
of patterns and textures. Fabrica is viewed by the trade as the premier quality brand for very high-end carpet and enjoys an established reputation as a styling
trendsetter and a market leader in providing both custom and designer products to the very high-end residential sector.

Masland Residential, founded in 1866, markets and manufactures design-driven specialty carpets and rugs for the high-end residential marketplace. In
addition, it offers luxury vinyl flooring products to the marketplace it serves. Its residential and commercial broadloom carpet products are marketed at selling
prices that we believe are over three times the average for the residential soft floorcovering industry. Its products are marketed through the interior design
community, as well as to consumers through specialty floorcovering retailers. Masland Residential has strong brand recognition within the upper-end
residential market. Masland Residential competes through innovative styling, color, product design, quality and service.

Dixie Home provides stylishly designed, differentiated products that offer affordable fashion to residential consumers. Dixie Home markets an array of
residential tufted broadloom and rugs to selected retailers and home centers under the Dixie Home and private label brands. In addition, it offers luxury vinyl
flooring products to the marketplace it serves. Its objective is to make the Dixie Home brand the choice for styling, service and quality in the more moderately
priced sector of the high-end residential market. Its products are marketed at selling prices which we believe average two times the soft floorcovering
industry's average selling price.

Atlas Carpet Mills is our premium commercial brand. Atlas has long been known for superior style and design. Atlas’ focus is the specified design community
including architects and designers who serve the upper-end commercial marketplace. The Atlas brand has unique styling, as evident in both its broadloom
and modular carpet tile product offerings. Atlas’ high quality offerings are manufactured utilizing just in time manufacturing techniques in our California
operations.

Masland Contract markets and manufactures broadloom and modular carpet tile for the specified commercial marketplace. In addition, Masland Contract
offers luxury vinyl flooring to the commercial marketplace. Its commercial products are marketed to the architectural and specified design community and
directly to commercial end users, as well as to consumers through specialty floorcovering retailers. Masland Contract also sells to the hospitality market with
both custom designed and running line products. Utilizing computerized yarn placement technology, as well as offerings utilizing our state of the art Infinity
tufting technology, this brand provides excellent service and design flexibility to the hospitality market serving upper-end hotels, conference centers and
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senior living markets. Its broadloom and rug product offerings are designed for the interior designer in the upper-end of the hospitality market who
appreciates sophisticated texture, color and patterns with excellent service. Masland Contract has strong brand recognition within the upper-end contract
market, and competes through innovative styling, color, patterns, quality and service.

Industry

We are a flooring manufacturer in an industry composed of a wide variety of companies from small privately held firms to large multinationals. In 2016, the
most recent information available, the U.S. floorcovering industry reported $24.5 billion in sales, up approximately 4.4% over 2015's sales of $23.4 billion. In
2016, the primary categories of flooring in the U.S., based on sales, were carpet and rug (47%), wood (15%), resilient (includes vinyl and luxury vinyl flooring)
and rubber (15%), ceramic tile (13%), stone (6%) and laminate (4%). In 2016, the primary categories of flooring in the U.S., based on square feet, were carpet
and rug (53%), resilient (includes vinyl and luxury vinyl flooring) and rubber (19%), ceramic tile (14%), wood (8%), laminate (5%) and stone (1%). Each of
these categories is influenced by the residential construction, commercial construction, and residential remodeling markets. These markets are influenced by
many factors including consumer confidence, spending for durable goods, turnover in housing and the overall strength of the economy.

The carpet and rug category has two primary markets, residential and commercial, with the residential market making up the largest portion of the industry's
sales. A substantial portion of industry shipments is made in response to replacement demand. Residential products consist of broadloom carpets and rugs in
a broad range of styles, colors and textures. Commercial products consist primarily of broadloom carpet and modular carpet tile for a variety of institutional
applications such as office buildings, restaurant chains, schools and other commercial establishments. The carpet industry also manufactures carpet for the
automotive, recreational vehicle, small boat and other industries.

The Carpet and Rug Institute (the "CRI") is the national trade association representing carpet and rug manufacturers. Information compiled by the CRI
suggests that the domestic carpet and rug industry is comprised of fewer than 100 manufacturers, with a significant majority of the industry's production
concentrated in a limited number of manufacturers focused on the lower end of the price curve. We believe that this industry focus provides us with
opportunities to capitalize on our competitive strengths in selected markets where innovative styling, design, product differentiation, focused service and
limited distribution add value.

Competition

The floorcovering industry is highly competitive. We compete with other carpet and rug manufacturers and other types of floorcoverings. In addition, the
industry provides multiple floorcovering surfaces such as luxury vinyl tile and wood. Though soft floorcovering is still the dominant floorcovering surface, it has
gradually lost market share to hard floorcovering surfaces over the last 25 years. We believe our products are among the leaders in styling and design in the
high-end residential and high-end commercial carpet markets. However, a number of manufacturers produce competitive products and some of these
manufacturers have greater financial resources than we do.

We believe the principal competitive factors in our primary floorcovering markets are styling, color, product design, quality and service. In the high-end
residential and commercial markets, we compete with various other floorcovering suppliers. Nevertheless, we believe we have competitive advantages in
several areas. We have an attractive portfolio of brands that we believe are well known, highly regarded by customers and complementary; by being
differentiated, we offer meaningful alternatives to the discriminating customer. We believe our investment in new yarns, such as Stainmaster's® LiveWell™
and PetProtect™, and innovative tufting and dyeing technologies, strengthens our ability to offer product differentiation to our customers. In addition, we have
established longstanding relationships with key suppliers, such as the providers of Stainmaster® for which we utilize both branded yarns and luxury vinyl
flooring, and significant customers in most of our markets. Finally, our reputation for innovative design excellence and our experienced management team
enhance our competitive position. See "Risk Factors" in Item 1A of this report.

Backlog

Sales order backlog is not material to understanding our business, due to relatively short lead times for order fulfillment in the markets for the vast majority of
our products.

Trademarks
Our floorcovering businesses own a variety of trademarks under which our products are marketed. Among such trademarks, the names "Fabrica", "Masland",

"Dixie Home", “Atlas Carpet Mills”, “Masland Contract” and "Masland Hospitality" are of greatest importance to our business. We believe that we have taken
adequate steps to protect our interest in all significant trademarks.
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Customer and Product Concentration

As a percentage of our net sales, one customer, Lowe's, a mass merchant, accounted for approximately 14% in 2017, 10% in 2016, and 9% in 2015 and as a
percentage of our customer's trade accounts receivable, accounted for approximately 31% in 2017 and 28% in 2016. No other customer was more than 10
percent of our sales during the periods presented. During 2017, sales to our top ten customers accounted for 18% percent of our sales and our top 20
customers accounted for 21% percent of our sales. We do not make a material amount of sales in foreign countries.

We do not have any single class of products that accounts for more than 10 percent of our sales. However, sales of our floorcovering products may be
classified by significant end-user markets into which we sell, and such information for the past three years is summarized as follows:

2017 2016 2015
Residential floorcovering products 68% 66% 64%
Commercial floorcovering products 32% 34% 36%

Seasonality

Our sales historically have normally reached their lowest level in the first quarter (approximately 23% of our annual sales), with the remaining sales being
distributed relatively equally among the second, third and fourth quarters. Working capital requirements have normally reached their highest levels in the third
and fourth quarters of the year.

Environmental

Our operations are subject to federal, state and local laws and regulations relating to the generation, storage, handling, emission, transportation and
discharge of materials into the environment. The costs of complying with environmental protection laws and regulations have not had a material adverse
impact on our financial condition or results of operations in the past. See "Risk Factors” in ltem 1A of this report.

Raw Materials

Our primary raw material is bulk continuous filament for yarn. Nylon is the primary yarn we utilize and, to a lesser extent, wool and polyester yarn is used.
Additionally, we utilize polypropylene carpet backing, latex, dyes and chemicals, and man-made topical applications in the construction of our products. Our
synthetic yarns are purchased primarily from domestic fiber suppliers and wool is purchased from a number of international sources. Our other raw materials
are purchased primarily from domestic suppliers, although the majority of our luxury vinyl tile is sourced outside the United States. Where possible, we pass
raw material price increases through to our customers; however, there can be no assurance that price increases can be passed through to customers and
that increases in raw material prices will not have an adverse effect on our profitability. See "Risk Factors” in Item 1A of this report. We purchase a significant
portion of our primary raw material (nylon yarn) from one supplier. We believe there are other sources of nylon yarn; however, an unanticipated termination or
interruption of our supply arrangements could adversely affect our supplies of raw materials and could have a material effect on our operations. See "Risk
Factors” in ltem 1A of this report.

Utilities

We use electricity as our principal energy source, with oil or natural gas used in some facilities for dyeing and finishing operations as well as heating. We
have not experienced any material problem in obtaining adequate supplies of electricity, natural gas or oil. Energy shortages of extended duration could
have an adverse effect on our operations, and price volatility could negatively impact future earnings. See "Risk Factors” in Item 1A of this report.

Working Capital

We are required to maintain significant levels of inventory in order to provide the enhanced service levels demanded by the nature of our business and our
customers, and to ensure timely delivery of our products. Consistent and dependable sources of liquidity are required to maintain such inventory levels.
Failure to maintain appropriate levels of inventory could materially adversely affect our relationships with our customers and adversely affect our business.
See "Risk Factors” in Item 1A of this report.

Employment Level

At December 30, 2017, we employed 1,930 associates in our operations.
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Available Information

Our internet address is www.thedixiegroup.com. We make the following reports filed by us with the Securities and Exchange Commission available, free of

"

charge, on our website under the heading "Investor Relations":

annual reports on Form 10-K;
quarterly reports on Form 10-Q;
current reports on Form 8-K; and
amendments to the foregoing reports.

PoON=

The contents of our website are not a part of this report.
Item 1A. RISK FACTORS

In addition to the other information provided in this Report, the following risk factors should be considered when evaluating the results of our
operations, future prospects and an investment in shares of our Common Stock. Any of these factors could cause our actual financial results to differ
materially from our historical results, and could give rise to events that might have a material adverse effect on our business, financial condition and
results of operations.

The floorcovering industry is sensitive to changes in general economic conditions and a decline in residential or commercial construction activity or
corporate remodeling and refurbishment could have a material adverse effect on our business.

The floorcovering industry, in which we participate, is highly dependent on general economic conditions, such as consumer confidence and income,
corporate and government spending, interest rate levels, availability of credit and demand for housing. We derive a majority of our sales from the replacement
segment of the market. Therefore, economic changes that result in a significant or prolonged decline in spending for remodeling and replacement activities
could have a material adverse effect on our business and results of operations.

The floorcovering industry is highly dependent on construction activity, including new construction, which is cyclical in nature. The U.S. and global
economies, along with the residential and commercial markets in such economies, can negatively impact the floorcovering industry and our business.
Although the impact of a decline in new construction activity is typically accompanied by an increase in remodeling and replacement activity, these activities
typically lag during a cyclical downturn. Although the difficult economic conditions have improved since the last cyclical downturn in 2008, there may be
additional downturns that could cause the industry to deteriorate in the foreseeable future. A significant or prolonged decline in residential or commercial
construction activity could have a material adverse effect on our business and results of operations.

We have significant levels of sales in certain channels of distribution and reduction in sales through these channels could adversely affect our
business.

A significant amount of our sales are generated through certain retail and mass merchant channels of distribution. A significant reduction of sales through
such channels could adversely affect our business.

We have significant levels of indebtedness that could result in negative consequences to us.

We have a significant amount of indebtedness relative to our equity. Insufficient cash flow, profitability or the value of our assets securing our loans could
materially adversely affect our ability to generate sufficient funds to satisfy the terms of our senior loan agreements and other debt obligations. Additionally,
the inability to access debt or equity markets at competitive rates in sufficient amounts to satisfy our obligations could adversely impact our business.

Uncertainty in the credit market or downturns in the economy and our business could affect our overall availability and cost of credit.

Uncertainty in the credit markets could affect the availability and cost of credit. Despite recent improvement in overall economic conditions, market conditions
could impact our ability to obtain financing in the future, including any financing necessary to refinance existing indebtedness. The cost and terms of such
financing is uncertain. Continued operating losses could affect our ability to continue to access the credit markets under our current terms and conditions.
These and other economic factors could have a material adverse effect on demand for our products and on our financial condition and operating results.

We face intense competition in our industry, which could decrease demand for our products and could have a material adverse effect on our
profitability.

The floorcovering industry is highly competitive. We face competition from a number of domestic manufacturers and independent distributors of floorcovering
products and, in certain product areas, foreign manufacturers. Significant consolidation within the floorcovering industry has caused a number of our existing
and potential competitors to grow significantly larger and have greater
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access to resources and capital than we do. Maintaining our competitive position may require us to make substantial additional investments in our product
development efforts, manufacturing facilities, distribution network and sales and marketing activities. These additional investments may be limited by our
access to capital, as well as restrictions set forth in our credit facilities. Competitive pressures and the accelerated growth of hard surface alternatives, have
resulted in decreased demand for our soft floorcovering products and in the loss of market share to hard surface products. As a result, competition from
providers of other soft surfaces has intensified and may result in decreased demand for our products. In addition, we face, and will continue to face,
competitive pressures on our sales price and cost of our products. As a result of any of these factors, there could be a material adverse effect on our sales and
profitability.

If we are unable to anticipate consumer preferences and successfully develop and introduce new, innovative and updated products, we may not be
able to maintain or increase our net revenues and profitability.

Our success depends on our ability to identify and originate product trends as well as to anticipate and react to changing consumer demands in a timely
manner. All of our products are subject to changing consumer preferences that cannot be predicted with certainty. In addition, long lead times for certain of
our products may make it hard for us to quickly respond to changes in consumer demands. Our new products may not receive consumer acceptance as
consumer preferences could shift rapidly to different types of flooring products or away from these types of products altogether, and our future success
depends in part on our ability to anticipate and respond to these changes. Failure to anticipate and respond in a timely manner to changing consumer
preferences could lead to, among other things, lower sales and excess inventory levels, which could have a material adverse effect on our financial condition.

Raw material prices may vary and the inability to either offset or pass on such cost increases or avoid passing on decreases larger than the cost
decrease to our customers could materially adversely affect our business, results of operations and financial condition.

We require substantial amounts of raw materials to produce our products, including nylon and polyester yarn, as well as wool yarns, synthetic backing, latex,
and dyes. Substantially all of the raw materials we require are purchased from outside sources. The prices of raw materials and fuel-related costs vary
significantly with market conditions. The fact that we source a significant amount of raw materials means that several months of raw materials and work in
process are moving through our supply chain at any pointin time. We are sourcing the majority of our new luxury vinyl flooring and wood product lines from
overseas. We are not able to predict whether commodity costs will significantly increase or decrease in the future. If commodity costs increase in the future
and we are not able to reduce or eliminate the effect of the cost increases by reducing production costs or implementing price increases, our profit margins
could decrease. If commodity costs decline, we may experience pressures from customers to reduce our selling prices. The timing of any price reductions and
decreases in commodity costs may not align. As a result, our margins could be affected.

Unanticipated termination or interruption of our arrangements with third-party suppliers of nylon yarn could have a material adverse effect on us.

Nylon yarn is the principal raw material used in our floorcovering products. A significant portion of such yarn is purchased from one supplier. Our yarn
supplier is one of the leading fiber suppliers within the industry and is the exclusive supplier of certain innovative branded fiber technology upon which we
rely. We believe our offerings of this innovative fiber technology contribute materially to the competitiveness of our products. While we believe there are other
sources of nylon yarns, an unanticipated termination or interruption of our current supply of branded nylon yarn could have a material adverse effect on our
ability to supply our product to our customers and have a material adverse impact on our competitiveness if we are unable to replace our nylon supplier with
another supplier that can offer similar innovative and branded fiber products. An interruption in the supply of these or other raw materials or sourced products
used in our business or in the supply of suitable substitute materials or products would disrupt our operations, which could have a material adverse effect on
our business.

We rely on information systems in managing our operations and any system failure or deficiencies of such systems may have an adverse effect on
our business.

Our businesses rely on sophisticated systems to obtain, rapidly process, analyze and manage data. We rely on these systems to, among other things facilitate
the purchase, manufacture and distribution of our products; receive, process and ship orders on a timely basis; and to maintain accurate and up-to-date
operating and financial data for the compilation of management information. We rely on our computer hardware, software and network for the storage,
delivery and transmission of data to our sales and distribution systems, and certain of our production processes are managed and conducted by computer.
Any damage by unforeseen events or system failure which causes interruptions to the input, retrieval and transmission of data or increase in the service time,
whether caused by human error, natural disasters, power loss, computer viruses, intentional acts of vandalism, various forms of cybercrimes including and
not limited to hacking, intrusions and malware or otherwise, could disrupt our normal operations. There can be no assurance that we can effectively carry out
our disaster recovery plan to handle the failure of our information systems, or that we will be able to restore our operational capacity within sufficient time to
avoid material disruption to our business. The occurrence of any of these events could cause unanticipated disruptions in service, decreased customer
service and customer satisfaction and harm to our reputation, which could resultin loss of customers, increased operating expenses and financial losses. Any
such events could in turn have a material adverse effect on our business, financial condition, results of operations, and prospects.
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The long-term performance of our business relies on our ability to attract, develop and retain qualified personnel.

To be successful, we must attract, develop and retain qualified and talented personnel in management, sales, marketing, product design and operations. We
compete with other floorcovering companies for these employees and invest resources in recruiting, developing, motivating and retaining them. The failure to
attract, develop, motivate and retain key employees could negatively affect our business, financial condition and results of operations.

We may experience certain risks associated with internal expansion, acquisitions, joint ventures and strategic investments.

We have recently embarked on several strategic and tactical initiatives, including aggressive internal expansion, acquisitions and investment in new
products, to strengthen our future and to enable us to return to sustained growth and profitability. Growth through expansion and acquisition involves risks,
many of which may continue to affect us after the acquisition or expansion. An acquired company, operation or internal expansion may not achieve the levels
of revenue, profitability and production that we expect. The combination of an acquired company’s business with ours involves risks. Further, internally
generated growth that involves expansion involves risks as well. Such risks include the integration of computer systems, alignment of human resource
policies and the retention of valued talent. Reported earnings may not meet expectations because of goodwill and intangible asset impairment, other asset
impairments, increased interest costs and issuance of additional securities or debt as a result of these acquisitions. We may also face challenges in
consolidating functions and integrating our organizations, procedures, operations and product lines in a timely and efficient manner.

The diversion of management attention and any difficulties encountered in the transition and integration process could have a material adverse effect on our
revenues, level of expenses and operating results. Failure to successfully manage and integrate an acquisition with our existing operations or expansion of
our existing operations could lead to the potential loss of customers of the acquired or existing business, the potential loss of employees who may be vital to
the new or existing operations, the potential loss of business opportunities or other adverse consequences that could have a material adverse effect on our
business, financial condition and results of operations. Even if integration occurs successfully, failure of the expansion or acquisition to achieve levels of
anticipated sales growth, profitability or productivity, or otherwise perform as expected, may have a material adverse effect on our business, financial
condition and results of operations.

We are subject to various environmental, safety and health regulations that may subject us to costs, liabilities and other obligations, which could have
a material adverse effect on our business, results of operations and financial condition.

We are subject to various environmental, safety and health and other regulations that may subject us to costs, liabilities and other obligations which could
have a material adverse effect on our business. The applicable requirements under these laws are subject to amendment, to the imposition of new or
additional requirements and to changing interpretations of agencies or courts. We could incur material expenditures to comply with new or existing
regulations, including fines and penalties and increased costs of our operations. Additionally, future laws, ordinances, regulations or regulatory guidelines
could give rise to additional compliance or remediation costs that could have a material adverse effect on our business, results of operations and financial
condition. For example, producer responsibility regulations regarding end-of-life disposal could impose additional cost and complexity to our business.

Various federal, state and local environmental laws govern the use of our current and former facilities. These laws govern such matters as:

. Discharge to air and water;
* Handling and disposal of solid and hazardous substances and waste, and
* Remediation of contamination from releases of hazardous substances in our facilities and off-site disposal locations.

Our operations also are governed by laws relating to workplace safety and worker health, which, among other things, establish noise standards and regulate
the use of hazardous materials and chemicals in the workplace. We have taken, and will continue to take, steps to comply with these laws. If we fail to comply
with present or future environmental or safety regulations, we could be subject to future liabilities. However, we cannot ensure that complying with these
environmental or health and safety laws and requirements will not adversely affect our business, results of operations and financial condition.

We may be exposed to litigation, claims and other legal proceedings in the ordinary course of business relating to our products or business, which
could have a material adverse effect on our business, results of operations and financial condition.

In the ordinary course of business, we are subject to a variety of work-related and product-related claims, lawsuits and legal proceedings, including those
relating to product liability, product warranty, product recall, personal injury, and other matters that are inherently subject to many uncertainties regarding the
possibility of a loss to our business. Such matters could have a material adverse effect on our business, results of operations and financial condition if we are
unable to successfully defend against or resolve these matters or if our insurance coverage is insufficient to satisfy any judgments against us or settlements
relating to these matters. Although we have product liability insurance, the policies may not provide coverage for certain claims against us or may
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not be sufficient to cover all possible liabilities. Further, we may not be able to maintain insurance at commercially acceptable premium levels. Additionally,
adverse publicity arising from claims made against us, even if the claims are not successful, could adversely affect our reputation or the reputation and sales
of our products.

Our business operations could suffer significant losses from natural disasters, catastrophes, fire or other unexpected events.

Many of our business activities involve substantial investments in manufacturing facilities and many products are produced at a limited number of locations.
These facilities could be materially damaged by natural disasters, such as floods, tornadoes, hurricanes and earthquakes, or by fire or other unexpected
events such as adverse weather conditions or other disruptions to our facilities, supply chain or our customer's facilities. We could incur uninsured losses and
liabilities arising from such events, including damage to our reputation, and/or suffer material losses in operational capacity, which could have a material
adverse impact on our business, financial condition and results of operations.

Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

The following table lists our facilities according to location, type of operation and approximate total floor space as of February 23, 2018:

Location

Type of Operation

Approximate Square Feet

Administrative:

Saraland, AL Administrative 29,000
Commerce, CA* Administrative 21,800
Santa Ana, CA Administrative 4,000
Calhoun, GA Administrative 10,600
Dalton, GA* Administrative 47,900
Chattanooga, TN* Administrative 3,500
Total Administrative 116,800
Manufacturing and Distribution:
Atmore, AL Carpet Manufacturing, Distribution 610,000
Roanoke, AL Carpet Yarn Processing 204,000
Saraland, AL Carpet, Rug and Tile Manufacturing, Distribution 384,000
Commerce, CA* Carpet Manufacturing, Distribution 232,800
Porterville, CA* Carpet Yarn Processing 249,000
Santa Ana, CA Carpet and Rug Manufacturing, Distribution 200,000
Adairsville, GA Samples and Rug Manufacturing, Distribution 292,000
Calhoun, GA * Distribution 99,000
Calhoun, GA Carpet Dyeing & Processing 193,300
Chickamauga, GA* Carpet Manufacturing 107,000
Eton, GA Carpet Manufacturing, Distribution 408,000
Total Manufacturing and Distribution 2,979,100
* Leased properties TOTAL 3,095,900

In addition to the facilities listed above, we lease a small amount of office space in various locations.
In our opinion, our manufacturing facilities are well maintained and our machinery is efficient and competitive. Operations of our facilities generally vary

between 120 and 168 hours per week. Substantially all of our owned properties are subject to mortgages, which secure the outstanding borrowings under
our senior credit facilities.
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Item 3. LEGAL PROCEEDINGS

We have been sued, together with the 3M Company and approximately 30 other carpet manufacturers, by the Gadsden (Alabama) Water Works in the circuit
court of Etowah County Alabama [The Water Works and Sewer Board of the City of Gadsden v. 3M Company, et al, civil action No. 31-CV-2016-900676.00]
and by the Town of Centre (Alabama) Water Works in the circuit court of Cherokee County Alabama [The Water Works and Sewer Board of the Town of
Centre v. 3M Company, et al, civil action No. 13-CV-2017-900049.00]. Both cases seek monetary damages and injunctive relief related to the use of certain
chemical compounds in the manufacture and finishing of carpet products “in and around Dalton Georgia.” On motion of the defendants, the cases were
removed to the U.S. District Court for the Northern District of Alabama (Middle Division) Case No. 4:16-CV-01755-SGC and Case No. 4:17-CV-01026-KOB.
Subsequently, the Gadsden Water Works filed a motion to have the case remanded back to the state court and such motion has been granted. The lawsuits
allege that perflourinated compounds (“PFC”), perflourinated acid (“PFOA”) and perfluorooctane sulfonate (“PFOS”) manufactured by 3M were used in certain
finishing and treatment processes by the defendants and, as a consequence of such use, were subsequently either discharged into or leached into the water
systems around Dalton, Georgia. The Complaints seeks damages that exceed $10,000, but are otherwise unspecified in amount in addition to injunctive
relief and punitive damages. We intend to defend the matters vigorously and are unable to estimate our potential exposure to loss, if any, at this time.

We have received a class action complaint filed by Carlos Garcia, a current employee, individually and on behalf of others similarly situated against Fabrica
[Carlos Garcia et al. vs. Fabrica International, Inc., et al., in the Superior Court of Orange County, California, Case No. 30-2017-00949461 CU-OE-CXC]. The
complaint alleges causes of actions on behalf of classes of Fabrica’s current and former employees during the four-year period immediately preceding the
filing of the complaint for failure to pay proper overtime wages, failure to compensate for all meal periods and rest periods, failure to pay all proper overtime
and double time, and for the provision and maintaining of inaccurate wage statements. Finally, the complaint asserts a cause of action for unfair competition
by means of the above actions and seeks restitution of monies supposedly unlawfully withheld and demands attorneys’ fees and costs. We have denied
liability, are defending the matters vigorously and are unable to estimate our potential exposure to loss, if any, at this time.

We are one of multiple parties to three current lawsuits filed in Madison County lllinois, styled Brenda Bridgeman, Individually and as Special Administrator of
the Estate of Robert Bridgeman, Deceased, vs. American Honda Motor Co., Inc., flk/a Metropolitan Life Insurance Co., et al No. 15-L-374, styled Charles
Anderson, PIif., vs. 3M Company, et al, No. 17-L-525 and styled Danny Atkins and Pamela Atkins, Plifs., vs. Aurora Pump Company, et al. No. 18-L-2. All three
lawsuits entail a claim for damages to be determined in excess of $50,000 filed on behalf of either a former employee or the estate of an individual which
alleges that the deceased contracted mesothelioma as a result of exposure to asbestos while employed by us. Discovery in each matter is ongoing, and a
tentative trial date has been set for one of the cases. We have denied liability, are defending the matters vigorously and are unable to estimate our potential
exposure to loss, if any, at this time. In August of 2017, the lawsuit styled Sandra D. Watts, Individually and as Special Administrator of the Estate of Dianne
Averett, Deceased vs. 4520 Corp., Inc. flk/a Benjamin F. Shaw Company, et al No. 12-L-2032 was placed in the category of "special closed with settlements
and bankruptcy claims pending" to all remaining defendants.

Item 4. MINE SAFETY DISCLOSURES

Not applicable
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Pursuant to instruction G of Form 10-K the following is included as an unnumbered item to PART I.

EXECUTIVE OFFICERS OF THE REGISTRANT

The names, ages, positions and offices held by the executive officers of the registrant as of February 23, 2018, are listed below along with their business

experience during the past five years.

Name, Age and Position

Daniel K. Frierson, 76
Chairman of the Board, and Chief
Executive Officer, Director

D. Kennedy Frierson, Jr., 50
Vice Presidentand Chief Operating
Officer, Director

Jon A. Faulkner, 57
Vice President and Chief Financial Officer

Thomas M. Nuckols, 50
Vice President and President, Dixie
Residential

E. David Hobbs, 66
Vice President and President, Dixie
Commercial

W. Derek Davis, 67
Vice President, Human Resources and
Corporate Secretary

Business Experience During Past Five Years

Director since 1973, Chairman of the Board since 1987 and Chief Executive Officer since 1980. He is the
Chairman of the Company's Executive Committee. He is past Chairman of The Carpet and Rug Institute. He
serves as Director of Astec Industries, Inc. headquartered in Chattanooga, Tennessee; and Louisiana-Pacific
Corporation headquartered in Nashville, Tennessee.

Director since 2012 and Vice President and Chief Operating Officer since August 2009. Vice President and
President Masland Residential from February 2006 to July 2009. President Masland Residential from December
2005 to January 2006. Executive Vice President and General Manager, Dixie Home, 2003 to 2005. Business
Unit Manager, Bretlin, 2002 to 2003.

Vice President and Chief Financial Officer since October 2009. Vice President of Planning and Development
from February 2002 to September 2009. Executive Vice President of Sales and Marketing for Steward, Inc. from
1997 to 2002.

Vice President and President of Dixie Residential since November 2017. Executive Vice President, Dixie
Residential from February 2017 to November 2017. Dupont/Invista, from 1989 to 2017, Senior Director of Mill
Sales and Product Strategy from 2015 to 2017.

Vice President and President of Dixie Commercial since October 2017. President, Masland Contract from
September 2016 to October 2017. Executive President of Operations, Masland Contract from 2012 to September
2016. Vice President of Planning, Mohawk Industries from 2010 to 2011, Interface Americas from 1984 to 2010,
President, Interface Americas from 2005 to 2009.

Vice President of Human Resources since January 1991 and Corporate Secretary since January 2016.
Corporate Employee Relations Director, 1988 to 1991.

The executive officers of the registrant are generally elected annually by the Board of Directors at its first meeting held after each annual meeting of our

shareholders.
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PART II.

Item 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES

Our Common Stock trades on the NASDAQ Global Market under the symbol DXYN. No market exists for our Class B Common Stock.

As of February 23, 2018, the total number of holders of our Common Stock was approximately 2,800 including an estimated 2,400 shareholders who hold our
Common Stock in nominee names. The total number of holders of our Class B Common Stock was 10.

Recent Sales of Unregistered Securities
None.

Issuer Purchases of Equity Securities

Maximum Number (or

Total Number of approximate dollar
Shares Purchased  value) of Shares That
Total Number of as Part of Publicly May Yet Be
Shares Average Price Paid  Announced Plans Purchased Under
Fiscal Month Ending Purchased Per Share or Programs Plans or Programs
November 4, 2017 — 3 —_ —_
December 2, 2017 — — —
December 30, 2017 — — —
Three Fiscal Months Ended December 30, 2017 — 3 — — 3 2,228,266

Quarterly Financial Data, Dividends and Price Range of Common Stock

Following are quarterly financial data, dividends and price range of Common Stock for the four quarterly periods in the years ended December 30,2017 and
December 31, 2016. Due to rounding, the totals of the quarterly information for each of the years reflected below may not necessarily equal the annual
totals. There is a restriction on the payment of dividends under our revolving credit facility.
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THE DIXIE GROUP, INC.
QUARTERLY FINANCIAL DATA, DIVIDENDS AND PRICE RANGE OF COMMON STOCK
(unaudited) (dollars in thousands, except per share data)

2017 1ST 2ND 3RD 4TH
Net sales $ 97,541  § 107,187 § 102,650 $ 105,084
Gross profit 25,161 28,426 24,857 22,769
Operating income (loss) 628 3,179 767 (608)
Income (loss) from continuing operations (575) 1,226 (547) (9,427)
Loss from discontinued operations (29) (123) 11) (69)
Net income (loss) $ (604) $ 1,103 $ (558) $ (9,496)
Basic earnings (loss) per share:
Continuing operations $ (0.04) $ 008 §$ (0.03) $ (0.60)
Discontinued operations (0.00) (0.01) (0.00) (0.00)
Net income (loss) $ (0.04) $ 007 $ (0.03) $ (0.60)
Diluted earnings (loss) per share:
Continuing operations $ (0.04) $ 008 §$ (0.03) $ (0.60)
Discontinued operations (0.00) (0.01) (0.00) (0.00)
Net income (loss) $ (0.04) $ 007 $ (0.03) $ (0.60)

Common Stock Prices:

High $ 395 § 521 § 475 § 4.30
Low 3.35 3.30 3.75 3.40
2016 18T 2ND 3RD 4TH (1)
Net sales $ 89,234 § 105,316 $ 100,297 $ 102,606
Gross profit 19,506 28,242 25,831 21,846
Operating income (loss) (5,840) 3,403 1,916 (2,894)
Income (loss) from continuing operations (4,757) 1,615 573 (2,638)
Loss from discontinued operations (10) (3) (39) (79)
Income (loss) on disposal of discontinued operations — 65 — (5)
Net income (loss) $ (4,767) $ 1,677 $ 534 $ (2,722)
Basic earnings (loss) per share:
Continuing operations $ (0.30) $ 010 $ 004 $ (0.17)
Discontinued operations (0.00) (0.00) (0.00) (0.01)
Disposal of discontinued operations — 0.00 — (0.00)
Net income (loss) $ (0.30) $ 010 $ 004 $ (0.18)
Diluted earnings (loss) per share:
Continuing operations $ (0.30) $ 010 $ 004 $ (0.17)
Discontinued operations (0.00) (0.00) (0.00) (0.01)
Disposal of discontinued operations — 0.00 — (0.00)
Net income (loss) $ (0.30) $ 010 $ 004 $ (0.18)

Common Stock Prices:
High $ 566 $ 489 § 515 §$ 5.56
Low 3.25 3.00 3.15 3.20

(1) The fourth quarter of 2016 contains 14 weeks, all other quarters presented in 2017 and 2016 contain 13 weeks.
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Shareholder Return Performance Presentation

We compare our performance to two different industry indices published by Dow Jones, Inc. The first of these is the Dow Jones US Furnishings Index, which
is composed of publicly traded companies classified by Dow Jones in the furnishings industry. The second is the Dow Jones US Building Materials & Fixtures
Index, which is composed of publicly traded companies classified by Dow Jones in the building materials and fixtures industry.

In accordance with SEC rules, set forth below is a line graph comparing the yearly change in the cumulative total shareholder return on our Common Stock
against the total return of the Standard & Poor's Small Cap 600 Stock Index, plus both the Dow Jones US Furnishings Index and the Dow Jones US Building
Materials & Fixtures Index, in each case for the five year period ended December 31, 2017. The comparison assumes that $100.00 was invested on
December 31,2012, in our Common Stock, the S&P Small Cap 600 Index, and each of the two Peer Groups, and assumes the reinvestment of dividends.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100
December 2017
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350.00 /\
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250.00 / \(\
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2012 2013 2014 2015 2016 2017

———"The Dixie Group, Inc. =~ —O—S&P Smallcap 600 Index ~—&—Dow Jones US Building Materials & Fixtures Index ~—O—Dow Jones US Furnishings Index

The foregoing shareholder performance presentation shall not be deemed "soliciting material" or to be "filed" with the Commission subject to Regulation 14A,
or subject to the liabilities of Section 18 of the Exchange Act.
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ltem 6. SELECTED FINANCIAL DATA

The Dixie Group, Inc.
Historical Summary
(dollars in thousands, except share and per share data)

FISCAL YEARS 2017 (1) 2016 (2) 2015 (3) 2014 (4)(5) 2013 (6)
OPERATIONS
Net sales $ 412,462 $ 397453 § 422483 $ 406,588 $ 344,374
Gross profit 101,213 95,425 106,230 95,497 85,570
Operating income (loss) 3,965 (3,415) 1,990 (5,236) 8,855
Income (loss) from continuing operations before taxes (1,813) (8,829) (2,992) 1,726 4,979
Income tax provision (benefit) 7,509 (3,622) (714) 1,053 (577)
Income (loss) from continuing operations (9,322) (5,207) (2,278) 673 5,556
Depreciation and amortization 12,947 13,515 14,119 12,850 10,230
Dividends — — — — —
Capital expenditures 12,724 4,904 6,826 9,492 11,438
Assets purchased under capital leases & notes, including
deposits utilized and accrued purchases 859 427 5,403 23,333 1,865
FINANCIAL POSITION
Total assets $ 282,838 $ 268,987 $ 298,218 $ 290,447 $ 243,557
Working capital 105,113 81,727 98,632 100,602 89,057
Long-term debt 123,446 98,256 115,907 117,153 100,521
Stockholders' equity 79,263 87,122 90,804 92,977 70,771
PER SHARE
Income (loss) from continuing operations:
Basic $ (0.59) $ (0.33) $ (0.15) $ 003 $ 042
Diluted (0.59) (0.33) (0.15) 0.03 042
Dividends:

Common Stock — — — _ —
Class B Common Stock — — — — _

Book value 4.91 5.40 5.67 5.90 5.32
GENERAL
Weighted-average common shares outstanding:
Basic 15,698,915 15,638,112 15,535,980 14,381,601 12,736,835
Diluted 15,698,915 15,638,112 15,535,980 14,544,073 12,851,917
Number of shareholders (7) 2,800 3,000 3,000 3,000 2,350
Number of associates 1,930 1,746 1,822 1,740 1,423

1) Includes expenses of $636, or $404 net of tax, for facility consolidation and severance expenses in 2017.

2) Includes expenses of $1,456, or $859 net of tax, for facility consolidation expenses in 2016.

3) Includes expenses of $2,946, or $1,915 net of tax, for facility consolidation expenses in 2015.

4) Includes the results of operations of Atlas Carpet Mills, Inc. and Burtco Enterprises, Inc. subsequent to their acquisitions on March 19, 2014 and September 22, 2014,
respectively.

(5) Includes expenses of $5,514, or $3,364 net of tax, for facility consolidation expenses, $1,133, or $691 net of tax, for impairment of assets and income of $11,110, or $6,777
net of tax, for bargain purchases on the acquisitions of Atlas Carpet Mills and Burtco Enterprises.

(6) Includes the results of operations of Robertex, Inc subsequent to its acquisition on June 30, 2013.

(7) The approximate number of record holders of our Common Stock for 2013 through 2017 includes Management's estimate of shareholders who held our Common Stock in

nominee names as follows: 2013 - 1,900 shareholders; 2014 - 2,550 shareholders; 2015 - 2,550 shareholders; 2016 - 2,600 shareholders; 2017 - 2,400 shareholders.
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ltem 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with our consolidated financial statements and related notes appearing elsewhere in
this report.

OVERVIEW

Our business consists principally of marketing, manufacturing and selling floorcovering products to high-end residential and commercial customers through
our various sales forces and brands. We focus exclusively on the upper-end of the floorcovering market where we believe we have strong brands and
competitive advantages with our style and design capabilities and customer relationships. Our Fabrica, Masland, and Dixie Home brands have a significant
presence in the high-end residential floorcovering markets. Our Atlas Carpet Mills and Masland Contract brands, participate in the upper-end specified
commercial marketplace. Dixie International sells all of our brands outside of the North American market.

Our business is primarily concentrated in areas of the soft floorcovering markets which include broadloom carpet, carpet tiles and rugs. However, over the
past few years, there has been a significant shift in the flooring marketplace as hard surface products have grown at a rate much faster than soft surface
products. We have responded to this accelerated shift to hard surface flooring by launching several initiatives in both our residential and commercial brands.
Our commercial brands offer luxury vinyl flooring (“‘LVF”) products under the Calibré brand in the commercial markets. Our residential brands, Dixie Home
and Masland Residential, offer Stainmaster® PetProtect™ luxury vinyl flooring. Beginning in 2018, our residential brand, Fabrica, will offer a high-end
engineered wood line.

During 2017, our net sales increased 3.8%, or 5.2% on a “net sales as adjusted” for the difference in the number of weeks in the period, compared with 2016.
Sales of residential products increased 8.0%, or 9.3% on a “net sales as adjusted” basis, in 2017 versus 2016, while, we estimate, the industry was up in low
single digits. We anticipate the residential housing market will have steady but moderate growth over next several years. Commercial product sales
decreased 0.8%, or increased 0.9% on a “net sales as adjusted” basis, during 2017, while, we believe, the industry was down in the low single digits. We
anticipate the commercial market to have moderate growth for next year. (See Reconciliation of Net Sales to Net Sales as Adjusted below.)

In 2017, we had operating income of $4.0 million compared with an operating loss of $3.4 million in 2016. Despite the improved sales volumes in 2017, our
gross profit was adversely affected by rising costs in raw materials and increased operating costs. Additionally, we incurred startup costs related to several
manufacturing initiatives including (1) adding yarn processing at our Atmore, Alabama facility, (2) installing a pre-coat line for our modular tile products, (3)
completing our Colormaster beck dye and skein dye consolidation, and (4) starting up our Porterville yarn operation in California. With the completion of
these initiatives, we have in place a foundation that will allow us to operate more efficiently and reduce waste costs. In addition, as set forth below, we
incurred expenses related to our Profit Improvement Plan during the year as we consolidated our two commercial brands.

During the fourth quarter of 2017, we announced a Profit Improvement Plan to improve profitability through lower cost and streamlined decision making and
aligning processes to maximize efficiency. The plan includes consolidating the management of Dixie's two commercial brands, Atlas Carpet Mills and
Masland Contract, under one management team, sharing operations in sales, marketing, product development and manufacturing. Specific to this plan
includes focusing nearly all commercial solution dyed make-to-order production in our Atmore, Alabama operations where we have developed such make-to-
order capabilities over the last 5 years. Further, we are aligning our west coast production facilities, better utilizing our west coast real estate by moving
production to our Porterville, California and Atmore, Alabama operations and preparing for more efficient distribution of our west coast products. In addition,
we had reductions in related support functions such as accounting and information services. As a result of this plan, we took a charge of approximately $636
thousand in the fourth quarter of 2017. We estimate additional charges of approximately $746 in fiscal 2018. We estimate annualized reductions in cost in
excess of $3 million per year once the Plan is fully implemented in 2018.
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RESULTS OF OPERATIONS

Fiscal Year Ended December 30, 2017 Compared with Fiscal Year Ended December 31,2016

Fiscal Year Ended (amounts in thousands)

December 30, % of Net December 31, % of Net Increase
2017 Sales 2016 Sales (Decrease) % Change
Net sales $ 412,462 100.0% $ 397,453 1000% $ 15,009 3.8 %
Costof sales 311,249 755 % 302,028 76.0 % 9,221 3.1%
Gross profit 101,213 245 % 95,425 24.0 % 5,788 6.1 %
Selling and administrative expenses 96,171 23.3% 96,983 244 % (812) (0.8)%
Other operating expense, net 441 0.1 % 401 0.1% 40 10.0 %
Facility consolidation and severance expenses, net 636 0.2 % 1,456 04 % (820) (56.3)%
Operating income (loss) 3,965 0.9 % (3,415) (0.9)% 7,380 (216.1)%
Interest expense 5,739 1.4 % 5,392 1.4 % 347 6.4 %
Other expense, net 39 — % 22 — % 17 77.3 %
Loss before taxes (1,813) (0.5)% (8,829) (2.3)% 7,016 (79.5)%
Income tax provision (benefit) 7,509 1.8 % (3,622) (0.9)% 11,131 (307.3)%
Loss from continuing operations (9,322) (2.3)% (5,207) (1.4)% (4,115) 79.0 %
Loss from discontinued operations (233) (0.1)% (131) — % (102) 77.9 %
Income on disposal of discontinued operations — —% 60 —% (60) —%
Netloss $ (9,555) 24)% $ (5,278) 14)% $ (4,277) 81.0 %

Our fiscal year ended December 30, 2017 had 52 weeks and fiscal year ended December 31, 2016 had 53 weeks. Discussions below related to percentage
changes in net sales for the annual periods have been adjusted to reflect the comparable number of weeks and are qualified with the term “net sales as
adjusted”. For comparative purposes, we define "net sales as adjusted” as net sales less the last week of sales in a 53 week fiscal year. We believe “net sales
as adjusted” will assist our financial statement users in obtaining comparable data between the reporting periods. (See reconciliation of net sales to net sales
as adjusted in the table below.)

Reconciliation of Net Sales to Net Sales as Adjusted

Fiscal Year Ended (amounts in thousands)

Net Sales as
Net Sales Net Sales Adjusted Net Sales as
December 30, December 31, December 31, Increase Adjusted %
2017 2016 Week 53 2016 (Decrease) Change
Net sales as adjusted $ 412,462 $ 397,453 § (5,380) $ 392,073 $ 20,389 5.2%

Net Sales. Net sales for the year ended December 30, 2017 were $412.5 million compared with $397.5 million in the year-earlier period, an increase of
3.8%, or 5.2% on a “net sales as adjusted” basis, for the year-over-year comparison. Sales for the industry were flat for 2017 compared with the prior year.
Our 2017 year-over-year floorcovering sales comparison reflected an increase of 5.0%, or 6.5% on a “net sales as adjusted” basis, in net sales. Sales of
residential floorcovering products were up 8.0%, or 9.3% on a “net sales as adjusted” basis, and sales of commercial floorcovering products decreased 0.8%,
or increased 0.9% on a “net sales as adjusted” basis. The increase in net sales was due to strong demand for our residential products through our mass
merchant distribution channels. We gained market space on the west coast vacated by Royalty Carpet Mills when they ceased operations during June of
2017.

Gross Profit. Gross profit, as a percentage of net sales, increased 0.5 percentage points in 2017 compared with 2016. Despite the improved sales volumes
in 2017, our gross profit was adversely affected by rising costs in raw materials and increased operating costs. We incurred startup costs related to several
manufacturing initiatives including (1) adding yarn processing at our Atmore, Alabama facility, (2) installing a pre-coat line for our modular tile products, (3)
completing our Colormaster beck dye and skein dye consolidation, and (4) starting up our Porterville yarn operation in California. With the completion of
these initiatives, we have in place a foundation that will allow us to operate more efficiently and reduce waste costs.
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Selling and Administrative Expenses. Selling and administrative expenses were $96.2 million in 2017 compared with $97.0 million in 2016, or a decrease
of 1.1% as a percentage of sales. Selling and administrative expenses decreased as a percentage of sales primarily as a result of the higher sales volumes
during 2017. In addition, selling and administrative expenses decreased as a result of lower sampling expenses in 2017 compared with 2016.

Other Operating Expense, Net. Net other operating expense was an expense of $441 thousand in 2017 compared with expense of $401 thousand in 2016.

Facility Consolidation and Severance Expenses, Net. Facility consolidation expenses were $636 thousand in 2017 compared with $1.5 million in the year-
earlier period. Facility consolidation expenses decreased in 2017 as we completed our Warehousing, Distribution & Manufacturing Consolidation Plan
during 2016. During 2017, we announced a Profit Improvement Plan which included the consolidation of our two commercial brands. This plan will
consolidate the brands into one management team, sharing operations in sales, marketing, product development and manufacturing. As a result of this plan,
we incurred expenses of $636 thousand during 2017 primarily related to severance costs.

Operating Income (Loss). Operations reflected operating income of $4.0 million in 2017 compared with an operating loss of $3.4 million in 2016. Despite the
improved sales volumes in 2017, our gross profit was adversely affected by rising costs in raw materials and increased operating costs. We incurred startup
costs related to several manufacturing initiatives including (1) adding yarn processing at our Atmore, Alabama facility, (2) installing a pre-coat line for our
modular tile products, (3) completing our Colormaster beck dye and skein dye consolidation, and (4) starting up our Porterville yarn operation in California.
With the completion of these initiatives, we have in place a foundation that will allow us to operate more efficiently and reduce waste costs. In addition, we
incurred expenses related to our Profit Improvement Plan during the year as we consolidated our two commercial brands.

Interest Expense. Interest expense increased $347 thousand in 2017 principally due to higher levels of debt and higher rates than a year ago.

Income Tax Provision (Benefit). On December 22, 2017, the President signed the Tax Cuts and Jobs Act (the “Tax Act’). The Tax Act, among other things,
lowered the U.S. corporate income tax rate from 35% to 21% effective January 1, 2018. Consequently, we wrote down our net deferred tax assets as of
December 30, 2017 by $8.2 million to reflect the estimated impact of the Tax Act. This amountincluded a charge of $1.8 million related to the re-measurement
of certain net deferred tax assets using the lower U.S. corporate income tax rate and a charge of $6.4 million to increase our valuation allowance related to
our net deferred tax asset. The majority of the increase in the valuation allowance is related to the revised treatment of net operating losses under the Tax Act.
Absent the impact of the Tax Act, our effective income tax benefit rate for 2017 would have been 36.4%.

While we have substantially completed our provisional analysis of the income tax effects of the Tax Act and recorded a reasonable estimate of such effects,
the charge related to the Tax Act may differ, possibly materially, due to, among other things, further refinement of our calculations, changes in interpretations
and assumptions that we have made or additional guidance that may be issued related to the Tax Act. We will complete our analysis over a one-year
measurement period from the enactment date, and any adjustments during this measurement period will be included in income from continuing operations as
an adjustment to income tax expense in the reporting period when such adjustments are determined.

Our effective income tax rate was a benefit of 41.0% in 2016. In 2016, we increased our valuation allowances by $106 thousand related to state income tax
loss carryforwards and state income tax credit carryforwards. Additionally, 2016 included approximately $395 thousand of federal tax credits.

Net Loss. Continuing operations reflected a loss of $9.3 million, or $0.59 per diluted share in 2017, compared with a loss from continuing operations of $5.2
million, or $0.33 per diluted share in 2016. Our discontinued operations reflected a loss of $233 thousand, or $0.01 per diluted share in 2017 compared with
a loss of $131 thousand, or $0.01 per diluted share and income on disposal of discontinued operations of $60 thousand, or $0.00 per diluted share in 2016.
Including discontinued operations, we had a net loss of $9.6 million, or $0.60 per diluted share, in 2017 compared with a net loss of $5.3 million, or $0.34 per
diluted share, in 2016.
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Fiscal Year Ended December 31,2016 Compared with Fiscal Year Ended December 26, 2015

Fiscal Year Ended (amounts in thousands)

December 31, % of Net December 26, % of Net Increase
2016 Sales 2015 Sales (Decrease) % Change
Net sales $ 397,453 1000% $ 422,483 1000% $ (25,030) (5.9)%
Costof sales 302,028 76.0 % 316,253 74.9 % (14,225) (4.5)%
Gross profit 95,425 24.0 % 106,230 251 % (10,805) (10.2)%
Selling and administrative expenses 96,983 24.4 % 100,422 23.8% (3,439) 3.4)%
Other operating expense, net 401 0.1% 872 0.2 % 471) (54.0)%
Facility consolidation and severance expenses, net 1,456 0.4 % 2,946 0.7 % (1,490) (50.6)%
Operating income (loss) (3,415) (0.9)% 1,990 0.4 % (5,405) (271.6)%
Interest expense 5,392 14 % 4,935 12% 457 93 %
Other expense, net 22 — % 47 — % (25) (53.2)%
Loss before taxes (8,829) (2.3)% (2,992) (0.8)% (5,837) 195.1 %
Income tax benefit (3,622) (0.9)% (714) (0.2)% (2,908) 407.3 %
Loss from continuing operations (5,207) (1.4)% (2,278) (0.6)% (2,929) 128.6 %
Loss from discontinued operations (131) — % (148) — % 17 (11.5)%
Income on disposal of discontinued operations 60 —% — —% 60 —%
Netloss $ (5,278) 14)% $ (2,426) 06)% $ (2,852) 117.6 %

Our fiscal year ended December 31, 2016 had 53 weeks and fiscal year ended December 26, 2015 had 52 weeks. Discussions below related to percentage
changes in net sales for the annual periods have been adjusted to reflect the comparable number of weeks and are qualified with the term “net sales as
adjusted”. For comparative purposes, we define "net sales as adjusted” as net sales less the last week of sales in a 53 week fiscal year. We believe “net sales
as adjusted” will assist our financial statement users in obtaining comparable data between the reporting periods. (See reconciliation of net sales to net sales
as adjusted in the table below.)

Reconciliation of Net Sales to Net Sales as Adjusted

Fiscal Year Ended (amounts in thousands)

Net Sales as
Net Sales Adjusted Net Sales Net Sales as
December 31, December 31, December 26, Increase Adjusted %
2016 Week 53 2016 2015 (Decrease) Change
Net sales as adjusted $ 397,453 § (5,380) $ 392,073 $ 422,483 $ (30,410) (7.2)%

Net Sales. Net sales for the year ended December 31, 2016 were $397.5 million compared with $422.5 million in the year-earlier period, a decrease of 5.9%,
or 7.2% on a “net sales as adjusted” basis, for the year-over-year comparison. Sales for the carpet industry were down slightly for 2016 compared with the
prior year. Our 2016 year-over-year carpet sales comparison reflected a decrease of 4.7%, or 6.0% on a “net sales as adjusted” basis, in net sales. Sales of
residential carpet were down 1.8%, or 3.0% on a “net sales as adjusted” basis, and sales of commercial carpet decreased 10.0%, or 11.5% on a “net sales as
adjusted” basis. Revenue from carpet yarn processing and carpet dyeing and finishing services decreased 45.4%, or 45.7% on a “net sales as adjusted”
basis, in 2016 compared with 2015. We experienced weaker demand across all brands during 2016 compared with 2015.

Cost of Sales. Cost of sales, as a percentage of net sales, increased 1.1 percentage points, as a percentage of net sales in 2016 compared with 2015.
During 2015, we were challenged with high quality-related costs as we consolidated several of our facilities. In addition, we experienced high associate
medical expenses. During 2016, we reduced our quality-related costs through several quality improvement initiatives and lowered our associate medical
expenses with a new plan design. These improvements were substantially offset by unabsorbed fixed cost due to the lower sales volumes experienced in
2016. In addition, operations were impacted by the reduction of inventories as we under produced our sales volume, thus negatively affecting our cost
structure during the year.

Table of Contents 20



Gross Profit. Gross profit, as a percentage of net sales, decreased 1.1 percentage points in 2016 compared with 2015. The decrease in gross profit as a
percentage of net sales was attributable to the factors discussed above.

Selling and Administrative Expenses. Selling and administrative expenses were $97.0 million in 2016 compared with $100.4 million in 2015, or an increase
of 0.6% as a percentage of sales. Selling and administrative expenses increased as a percentage of sales primarily as a result of the lower sales volumes
offsetin part to lower sample expenses during 2016.

Other Operating Expense, Net. Net other operating (income) expense was an expense of $401 thousand in 2016 compared with expense of $872 thousand
in 2015. We recognized a gain of $841 thousand from a settlement related to the 2010 BP oil spill offset by a $460 thousand expense related to the disposal
of certain machinery and equipment.

Facility Consolidation and Severance Expenses, Net. Facility consolidation expenses were $1.5 million in 2016 compared with $2.9 million in the year-
earlier period. Facility consolidation expenses decreased in 2016 as we completed our consolidation plans during the year. During 2016, we initially accrued
$690 thousand to finalize the cleanup of the site of our former waste water treatment plant that was disposed of in 2014. During the fourth quarter of 2016, we
lowered the accrual by $359 thousand as we were able to refine the plan. Accordingly, if the actual costs are higher or lower, we would record an additional
charge or benefit, respectively, as appropriate.

Operating Income (Loss). Operations reflected an operating loss of $3.4 million in 2016 compared with operating income of $2.0 million in 2015. The
increase in operating loss was attributable to the factors above.

Interest Expense. Interest expense increased $457 thousand in 2016 principally due to long-term fixed interest rate swap contracts that are at higher rates
than a year ago offset by lower levels of debt during 2016.

Other Expense, Net. Other expense, net was an expense of $22 thousand compared with expense of $47 thousand in 2015.

Income Tax Benefit. Our effective income tax rate was a benefit of 41.0% in 2016. In 2016, we increased our valuation allowances by $106 thousand related
to state income tax loss carryforwards and state income tax credit carryforwards. Additionally, 2016 included approximately $395 thousand of federal tax
credits. Our effective income tax rate was a benefit of 23.9% in 2015. In 2015, we increased our valuation allowances by $977 thousand related to state
income tax loss carryforwards and state income tax credit carryforwards. Additionally, 2015 included approximately $441 thousand of federal tax credits.

Net Loss. Continuing operations reflected a loss of $5.2 million, or $0.33 per diluted share in 2016, compared with a loss from continuing operations of $2.3
million, or $0.15 per diluted share in 2015. Our discontinued operations reflected a loss of $131 thousand, or $0.01 per diluted share and income on disposal
of discontinued operations of $60 thousand, or $0.00 per diluted share in 2016 compared with a loss of $148 thousand, or $0.01 per diluted share in 2015.
Including discontinued operations, we had a net loss of $5.3 million, or $0.34 per diluted share, in 2016 compared with a net loss of $2.4 million, or $0.16 per
diluted share, in 2015.

LIQUIDITY AND CAPITAL RESOURCES

During the year ended December 30, 2017, cash used in operations was $9.6 million. Inventories increased $16.4 million, receivables increased $2.9 million
and accounts payable and accrued expenses decreased $3.2 million. In order to better service our customers, we increased inventory levels. Receivables
increased on higher sales volume.

Capital asset acquisitions for the year ended December 30, 2017 were $13.6 million; $12.7 million of cash used in investing activities, $680 thousand of
equipment acquired under capital leases and notes payable and $179 thousand for accrued purchases. Depreciation and amortization for the year ended
December 30, 2017 were $12.9 million. We expect capital expenditures to be approximately $6.0 million in 2018 while depreciation and amortization is
expected to be approximately $13.0 million. Planned capital expenditures in 2018 are primarily for new equipment.

During the year ended December 30, 2017, cash provided by financing activities was $22.2 million. We had borrowings of $27.1 million on the revolving
credit facility and $7.6 million on notes payables and payments of $10.7 million on notes payable and lease obligations.

We believe our operating cash flows, credit availability under our revolving credit facility and other sources of financing are adequate to finance our
anticipated liquidity requirements under current operating conditions. As of December 30, 2017, the unused borrowing availability under our revolving credit
facility was $32.9 million. Our revolving credit facility requires us to maintain a fixed charge coverage ratio of 1.1 to 1.0 during any period that borrowing
availability is less than $16.5 million. As of the date hereof, our fixed coverage ratio was less than 1.1 to 1.0, accordingly the unused availability accessible by
us was $16.4 million (the amount above $16.5 million) at December 30, 2017. Significant additional cash expenditures above our normal liquidity
requirements, significant deterioration in economic conditions or continued operating losses could affect our business and require supplemental financing or
other funding sources. There can be no assurance that such supplemental financing or other sources of funding can be obtained or will be obtained on terms
favorable to us.
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Debt Facilities

Revolving Credit Facility. The revolving credit facility provides for a maximum of $150.0 million of revolving credit, subject to borrowing base availability. The
borrowing base is currently equal to specified percentages of our eligible accounts receivable, inventories, fixed assets and real property less reserves
established, from time to time, by the administrative agent under the facility. The revolving credit facility matures on September 23, 2021. The revolving credit
facility is secured by a first priority lien on substantially all of our assets.

At our election, advances of the revolving credit facility bear interest at annual rates equal to either (a) LIBOR for 1, 2 or 3 month periods, as selected by us,
plus an applicable margin ranging between 1.50% and 2.00%, or (b) the higher of the prime rate, the Federal Funds rate plus 0.5%, or a daily LIBOR rate
plus 1.00%, plus an applicable margin ranging between 0.50% and 1.00%. The applicable margin is determined based on availability under the revolving
credit facility with margins increasing as availability decreases. As of December 30, 2017, the applicable margin on our revolving credit facility was 1.75%.
We pay an unused line fee on the average amount by which the aggregate commitments exceed utilization of the revolving credit facility equal to 0.375% per
annum. The weighted-average interest rate on borrowings outstanding under the revolving credit facility was 4.12% at December 30, 2017 and 4.40% at
December 31, 2016.

The revolving credit facility includes certain affirmative and negative covenants that impose restrictions on our financial and business operations. The
revolving credit facility restricts our borrowing availability if our fixed charge coverage ratio is less than 1.1 to 1.0. During any period that our fixed charge
coverage ratio is less than 1.1 to 1.0, our borrowing availability is reduced by $16.5 million. As of December 30, 2017, the unused borrowing availability
under the revolving credit facility was $32.9 million; however, since our fixed charge coverage ratio was less than 1.1 to 1.0, the unused availability
accessible by us was $16.4 million (the amount above $16.5 million) at December 30, 2017.

Notes Payable - Buildings. On November 7, 2014, we entered into a ten-year $8.3 million note payable to purchase a previously leased distribution center in
Adairsville, Georgia. The note payable is scheduled to mature on November 7, 2024 and is secured by the distribution center. The note payable bears
interest at a variable rate equal to one month LIBOR plus 2.0% and is payable in equal monthly installments of principal of $35 thousand, plus interest
calculated on the declining balance of the note, with a final payment of $4.2 million due on maturity. In addition, we entered into an interest swap with an
amortizing notional amount effective November 7, 2014 which effectively fixes the interest rate at 4.50%.

On January 23, 2015, we entered into a ten-year $6.3 million note payable to finance an owned facility in Saraland, Alabama. The note payable is scheduled
to mature on January 7, 2025 and is secured by the facility. The note payable bears interest at a variable rate equal to one month LIBOR plus 2.0% and is
payable in equal monthly installments of principal of $26 thousand, plus interest calculated on the declining balance of the note, with a final payment of $3.1
million due on maturity. In addition, we entered into a forward interest rate swap with an amortizing $5.7 million notional amount effective January 7, 2017
which effectively fixes the interest rate at 4.30%.

Acquisition Note Payable - Development Authority of Gordon County. On November 2, 2012, we signed a 6% seller-financed note of $5.5 million with
Lineage PCR, Inc. (“Lineage”) related to the acquisition of the continuous carpet dyeing facility in Calhoun, Georgia. Effective December 28, 2012 through a
series of agreements between us, the Development Authority of Gordon County, Georgia (the “Authority”) and Lineage, obligations with identical payment
terms as the original note to Lineage were now payment obligations to the Authority. These transactions were consummated in order to provide us with a tax
abatement to the related real estate and equipment at this facility. The tax abatement plan provided for abatement for certain components of the real and
personal property taxes for up to ten years. At any time, we had the option to pay off the obligation, plus a nominal amount. The debt to the Authority bore
interest at 6% and was payable in equal monthly installments of principal and interest of $106 thousand over 57 months. The note matured on November 2,
2017 and the final installment was paid at that time.

Acquisition Note Payable - Robertex. On July 1, 2013, we signed a 4.5% seller-financed note of $4.0 million, which was recorded at a fair value of $3.7
million with Robert P. Rothman related to the acquisition of Robertex Associates, LLC ("Robertex") in Calhoun, Georgia. The note is payable in five annual
installments of principal of $800 thousand plus interest. The note matures June 30, 2018.

Notes Payable - Equipment and Other. Our equipment financing notes have terms ranging from one to seven years, bear interest ranging from 1.00% to
7.68% and are due in monthly or quarterly instaliments through their maturity dates. The notes are secured by the specific equipment financed and do not
contain financial covenants. (See Note 9 to our Consolidated Financial Statements).

Capital Lease Obligations. Our capital lease obligations have terms ranging from three to seven years, bear interest ranging from 3.55% to 7.37% and are

due in monthly or quarterly installments through their maturity dates. The capital lease obligations are secured by the specific equipment leased. (See Note 9
to our Consolidated Financial Statements).
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Contractual Obligations
The following table summarizes our future minimum payments under contractual obligations as of December 30, 2017

Payments Due By Period
(dollars in millions)

2018 2019 2020 2021 2022 Thereafter Total
Debt $ 55 $ 28 % 19 $ 994 § 10 $ 8.8 119.4
Interest - debt (1) 5.0 4.8 4.8 3.6 04 0.7 19.3
Capital leases 4.3 3.4 3.2 25 0.9 0.2 145
Interest - capital leases 0.7 0.5 0.3 0.2 0.1 — 1.8
Operating leases 3.7 29 24 1.9 14 3.5 15.8
Purchase commitments 11 — — — — — 11
Totals 20.3 14.4 12.6 107.6 3.8 13.2 171.9

(1) Interest rates used for variable rate debt were those in effect at December 30, 2017.
Stock-Based Awards

We recognize compensation expense related to share-based stock awards based on the fair value of the equity instrument over the period of vesting for the
individual stock awards that were granted. At December 30, 2017, the total unrecognized compensation expense related to unvested restricted stock awards
was $1.4 million with a weighted-average vesting period of 7.3 years. At December 30, 2017, the total unrecognized compensation expense related to
Directors' Stock Performance Units was $34 thousand with a weighted-average vesting period of 0.3 years. At December 30, 2017, the total unrecognized
compensation expense related to unvested stock options was $211 thousand with a weighted-average vesting period of 1.4 years.

Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements at December 30, 2017 or December 31, 2016.
Income Tax Considerations

On December 22, 2017, the President signed the Tax Cuts and Jobs Act (the “Tax Act’). The Tax Act, among other things, lowered the U.S. corporate income
tax rate from 35% to 21% effective January 1, 2018. Consequently, we wrote down our net deferred tax assets as of December 30, 2017 by $8.2 million to
reflect the estimated impact of the Tax Act. This amount included a charge of $1.8 million related to the re-measurement of certain net deferred tax assets
using the lower U.S. corporate income tax rate and a charge of $6.4 million to increase our valuation allowance related to our net deferred tax asset. The
majority of the increase in the valuation allowance is related to the revised treatment of net operating losses under the Tax Act.

While we have substantially completed our provisional analysis of the income tax effects of the Tax Act and recorded a reasonable estimate of such effects,
the charge related to the Tax Act may differ, possibly materially, due to, among other things, further refinement of our calculations, changes in interpretations
and assumptions that we have made or additional guidance that may be issued related to the Tax Act. We will complete our analysis over a one-year
measurement period from the enactment date, and any adjustments during this measurement period will be included in income from continuing operations as
an adjustment to income tax expense in the reporting period when such adjustments are determined.

During 2018 and 2019, we do not anticipate any cash outlays for income taxes. This is due to tax loss carryforwards and tax credit carryforwards that will be
used to offset taxable income. At December 30, 2017, we were in a net deferred tax liability position of $1.1 million.

Discontinued Operations - Environmental Contingencies

We have reserves for environmental obligations established at five previously owned sites that were associated with our discontinued textile businesses. We
have a reserve of $1.7 million for environmental liabilities at these sites as of December 30, 2017. The liability established represents our best estimate of
loss and is the reasonable amount to which there is any meaningful degree of certainty given the periods of estimated remediation and the dollars applicable
to such remediation for those periods. The actual timeline to remediate, and thus, the ultimate cost to complete such remediation through these remediation
efforts, may differ significantly from our estimates. Pre-tax cost for environmental remediation obligations classified as discontinued operations were primarily
a result of specific events requiring action and additional expense in each period.
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Fair Value of Financial Instruments

At December 30, 2017, we had $25 thousand of liabilities measured at fair value that fall under a level 3 classification in the hierarchy (those subject to
significant management judgment or estimation).

Certain Related Party Transactions

During 2017, we purchased a portion of our product needs in the form of fiber, yarn and carpet from Engineered Floors, an entity substantially controlled by
Robert E. Shaw, a shareholder of our company. An affiliate of Mr. Shaw reported holding approximately 7.4% of our Common Stock, which as of year-end
represented approximately 3.5% of the total vote of all classes of our Common Stock. Engineered Floors is one of several suppliers of such materials. Total
purchases from Engineered Floors for 2017, 2016 and 2015 were approximately $7.2 million, $7.3 million and $8.8 million, respectively; or approximately
2.3%,2.4% and 2.8% of our consolidated costs of sales in 2017, 2016 and 2015, respectively. Purchases from Engineered Floors are based on market value,
negotiated prices. We have no contractual commitments with Mr. Shaw associated with our business relationship with Engineered Floors. Transactions with
Engineered Floors are reviewed annually by our board of directors.

We are party to a 5-year lease with the seller of Atlas Carpet Mills, Inc. to lease three manufacturing facilities as part of the acquisition in 2014. The lessor is
controlled by an associate of our company. Rent paid to the lessor during 2017, 2016 and 2015 was $978 thousand, $793 thousand and $458 thousand,
respectively. The lease was based on current market values for similar facilities.

We are party to a 10-year lease with the Rothman Family Partnership to lease a manufacturing facility as part of the Robertex acquisition in 2013. The lessor
is controlled by an associate of our company. Rent paid to the lessor during 2017, 2016 and 2015 was $273 thousand, $267 thousand and $262 thousand,
respectively. The lease was based on current market values for similar facilities. In addition, we have a note payable to Robert P. Rothman related to the
acquisition of Robertex, Inc. (See Note 9 to our Consolidated Financial Statements).

Recent Accounting Pronouncements

See Note 2 in the Notes to the Consolidated Financial Statements of this Form 10-K for a discussion of new accounting pronouncements which is
incorporated herein by reference.

Critical Accounting Policies

Certain estimates and assumptions are made when preparing our financial statements. Estimates involve judgments with respect to, among other things,
future economic factors that are difficult to predict. As a result, actual amounts could differ from estimates made when our financial statements are prepared.

The Securities and Exchange Commission requires management to identify its most critical accounting policies, defined as those that are both mostimportant
to the portrayal of our financial condition and operating results and the application of which requires our most difficult, subjective, and complex judgments.
Although our estimates have not differed materially from our experience, such estimates pertain to inherently uncertain matters that could result in material
differences in subsequent periods.

We believe application of the following accounting policies require significant judgments and estimates and represent our critical accounting policies. Other
significant accounting policies are discussed in Note 1 to our Consolidated Financial Statements.

* Revenue recognition. Revenues, including shipping and handling amounts, are recognized when the following criteria are met: there is persuasive
evidence that a sales agreement exists, delivery has occurred or services have been rendered, the price to the buyer is fixed or determinable, and
collection is reasonably assured. Delivery is considered to have occurred when the customer takes title to products, which is generally on the date of
shipment. At the time revenue is recognized, we record a provision for the estimated amount of future returns including product warranties and
customer claims based primarily on historical experience and any known trends or conditions.

¢ Customer claims and product warranties. We provide product warranties related to manufacturing defects and specific performance standards for
our products. We record reserves for the estimated costs of defective products and failure to meet applicable performance standards. The levels of
reserves are established based primarily upon historical experience and our evaluation of pending claims. Because our evaluations are based on
historical experience and conditions at the time our financial statements are prepared, actual results could differ from the reserves in our
Consolidated Financial Statements.

*« Accounts receivable allowances. We provide allowances for expected cash discounts and doubtful accounts based upon historical experience
and periodic evaluations of the financial condition of our customers. If the financial conditions of our customers were to significantly deteriorate, or
other factors impair their ability to pay their debts, credit losses could differ from allowances recorded in our Consolidated Financial Statements.
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Inventories. Inventories are stated at the lower of cost or market. Cost is determined using the last-in, first-out method (LIFO), which generally
matches current costs of inventory sold with current revenues, for substantially all inventories. Reserves are also established to adjust inventories
that are off-quality, aged or obsolete to their estimated net realizable value. Additionally, rates of recoverability per unit of off-quality, aged or
obsolete inventory are estimated based on historical rates of recoverability and other known conditions or circumstances that may affect future
recoverability. Actual results could differ from assumptions used to value our inventory.

Goodwill. Goodwill is tested annually for impairment during the fourth quarter or earlier if significant events or substantive changes in circumstances
occur that may indicate that goodwill may not be recoverable. The goodwill impairment tests are based on determining the fair value of the specified
reporting units based on management judgments and assumptions using the discounted cash flows and comparable company market valuation
approaches. We have identified our reporting unit as our floorcovering business for the purposes of allocating goodwill and assessing impairments.
The valuation approaches are subject to key judgments and assumptions that are sensitive to change such as judgments and assumptions about
sales growth rates, operating margins, the weighted average cost of capital (“WACC?”), synergies from the viewpoint of a market participant and
comparable company market multiples. When developing these key judgments and assumptions, we consider economic, operational and market
conditions that could impact the fair value of the reporting unit. However, estimates are inherently uncertain and represent only management’s
reasonable expectations regarding future developments. These estimates and the judgments and assumptions upon which the estimates are based
will, in all likelihood, differ in some respects from actual future results. If we were unable to maintain cash flow at current levels for a prolonged period
of time, we could fail to meet our goodwill tests. We are concentrated in the soft floorcovering part of the market and this area of the market has been
shrinking. If we are unable to develop products that allow us to maintain or enhance our position in the upper end of the soft floorcovering portion of
the market or are unable to generate growth through the offering of hard surface products we could lose the ability to generate sufficient cash flows
to justify our calculations. Should a significant or prolonged deterioration in economic conditions occur, a substantial increase in our cost of capital
occur or a decline in comparable company market multiples, then key judgments and assumptions could be impacted. We performed our annual
assessment of goodwill in the fourth quarters of 2017, 2016 and 2015 and no impairment was indicated. In addition, at December 30, 2017, our
reporting segment was not at risk of failing the goodwill impairment test. The estimated fair value exceeded the carrying amount at the date of testing
in excess of 30%.

Self-insured accruals. We estimate costs required to settle claims related to our self-insured medical, dental and workers' compensation plans.
These estimates include costs to settle known claims, as well as incurred and unreported claims. The estimated costs of known and unreported
claims are based on historical experience. Actual results could differ from assumptions used to estimate these accruals.

Income taxes. Our effective tax rate is based on income, statutory tax rates and tax planning opportunities available in the jurisdictions in which we
operate. Tax laws are complex and subject to different interpretations by the taxpayer and respective governmental taxing authorities. Deferred tax
assets represent amounts available to reduce income taxes payable on taxable income in a future period. We evaluate the recoverability of these
future tax benefits by assessing the adequacy of future expected taxable income from all sources, including reversal of taxable temporary
differences, forecasted operating earnings and available tax planning strategies. These sources of income inherently rely on estimates, including
business forecasts and other projections of financial results over an extended period of time. In the event that we are not able to realize all or a
portion of our deferred tax assets in the future, a valuation allowance is provided. We recognize such amounts through a charge to income in the
period in which that determination is made or when tax law changes are enacted. We had valuation allowances of $13.0 million at December 30,
2017 and $5.4 million at December 31, 2016. On December 22, 2017, the President signed the Tax Cuts and Jobs Act (the “Tax Act’). The Tax Act,
among other things, lowered the U.S. corporate income tax rate from 35% to 21% effective January 1, 2018. Consequently, we wrote down our net
deferred tax assets as of December 30, 2017 by $8.2 million to reflect the estimated impact of the Tax Act. This amount included a charge of $1.8
million related to the re-measurement of certain net deferred tax assets using the lower U.S. corporate income tax rate and a charge of $6.4 million to
increase our valuation allowance related to our net deferred tax asset. The majority of the increase in the valuation allowance is related to the
revised treatment of net operating losses under the Tax Act. While we have substantially completed our provisional analysis of the income tax effects
of the Tax Act and recorded a reasonable estimate of such effects, the charge related to the Tax Act may differ, possibly materially, due to, among
other things, further refinement of our calculations, changes in interpretations and assumptions that we have made or additional guidance that may
be issued related to the Tax Act. We will complete our analysis over a one-year measurement period from the enactment date, and any adjustments
during this measurement period will be included in income from continuing operations as an adjustment to income tax expense in the reporting
period when such adjustments are determined. At December 30, 2017, we were in a net deferred tax liability position of $1.1 million. For further
information regarding our valuation allowances, see Note 13 to the consolidated financial statements and for information regarding our assumption
of future taxable income see Income Tax Considerations included in this report.

Loss contingencies. We routinely assess our exposure related to legal matters, environmental matters, product liabilities or any other claims against
our assets that may arise in the normal course of business. If we determine that it is probable a loss has been incurred, the amount of the loss, or an
amount within the range of loss, that can be reasonably estimated will be recorded.
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ltem 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK (Dollars in thousands)

Our earnings, cash flows and financial position are exposed to market risks relating to interest rates, among other factors. It is our policy to minimize our
exposure to adverse changes in interest rates and manage interest rate risks inherent in funding our Company with debt. We address this financial exposure
through a risk management program that includes maintaining a mix of fixed and floating rate debt and the use of interest rate swap agreements (See Note
11 to the Consolidated Financial Statements).

At December 30, 2017, $47,708, or approximately 36% of our total debt, was subject to floating interest rates. A one-hundred basis point fluctuation in the
variable interest rates applicable to this floating rate debt would have an annual pre-tax impact of approximately $477.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The supplementary financial information required by ITEM 302 of Regulation S-K is included in PART I, ITEM 5 of this report and the Financial Statements
are included in a separate section of this report.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
Item 9A. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures. We maintain disclosure controls and procedures to ensure that information required to be disclosed
in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
Commission’s rules and forms and is accumulated and communicated to management, including our principal executive officer and principal financial officer,
or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosure. Our management, under the supervision and
with the participation of our Chief Executive Officer (“CEQ”) and Chief Financial Officer (“CFQO”), evaluated the effectiveness of the design and operation of our
disclosure controls and procedures (as such terms are defined in Rules 13(a)-15(e) and 15(d)-15(e)) under the Securities Exchange Act of 1934, as
amended (the “Exchange Act’) as of December 30, 2017, the date of the financial statements included in this Form 10-K (the “Evaluation Date”). Based on
that evaluation, our CEO and CFO concluded that our disclosure controls and procedures were effective as of the Evaluation Date.

(b) Changes in Internal Control over Financial Reporting. No changes in our internal control over financial reporting occurred during the quarter covered by
this report that materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting objectives because of its inherent limitations.
Internal control over financial reporting is a process that involves human diligence and compliance and is subject to lapses in judgment and breakdowns
resulting from human failures, as well as diverse interpretation of U. S. generally accepted accounting principles by accounting professionals. It is also
possible that internal control over financial reporting can be circumvented by collusion or improper management override. Because of such limitations, there
is a risk that material misstatements may not be prevented or detected on a timely basis by internal control over financial reporting. Furthermore, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate. These inherent limitations are known features of the financial reporting process;
therefore, while itis possible to design into the process safeguards to reduce such risk, it is not possible to eliminate all risk.

Our management report on internal control over financial reporting is contained in ltem 15(a)(1) of this report.
Iltem 9B. OTHER INFORMATION

None.
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PART Ill.
Iltem 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
The sections entitled "Information about Nominees for Director" and "Section 16(a) Beneficial Ownership Reporting Compliance" in the Proxy Statement of
the registrant for the annual meeting of shareholders to be held May 2, 2018 are incorporated herein by reference. Information regarding the executive
officers of the registrant is presented in PART | of this report.
We adopted a Code of Business Conduct and Ethics (the "Code of Ethics") which applies to our principal executive officer, principal financial officer and
principal accounting officer or controller, and any persons performing similar functions. A copy of the Code of Ethics is incorporated by reference herein as
Exhibit 14 to this report.
Audit Committee Financial Expert
The Board has determined that Michael L. Owens is an audit committee financial expert as defined by ltem 407 (e)(5) of Regulation S-K of the Securities
Exchange Act of 1934, as amended, and is independent within the meaning of the applicable Securities and Exchange Commission rules and NASDAQ
standards. For a brieflisting of Mr. Owens' relevant experience, please refer to the "Election of Directors" section of the Company's Proxy Statement.

Audit Committee

We have a standing audit committee. At December 30, 2017, members of our audit committee are Michael L. Owens, Chairman, William F. Blue, Jr., Charles
E. Brock, Walter W. Hubbard, Lowry F. Kline, Hilda W. Murray and John W. Murrey, lII.

ltem 11. EXECUTIVE COMPENSATION

The sections entitled "Compensation Discussion and Analysis", "Executive Compensation Information" and "Director Compensation” in the Proxy Statement
of the registrant for the annual meeting of shareholders to be held May 2, 2018 are incorporated herein by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The section entitied "Principal Shareholders", as well as the beneficial ownership table (and accompanying notes), in the Proxy Statement of the registrant for
the annual meeting of shareholders to be held May 2, 2018 are incorporated herein by reference.

Equity Compensation Plan Information as of December 30,2017
The following table sets forth information as to our equity compensation plans as of the end of the 2017 fiscal year:

(a) (b) (c)

Number of securities to Number of securities remaining
be issued upon Weighted-average available for future issuance
exercise of the exercise price of under equity compensation plans

outstanding options, outstanding options, (excluding securities reflected in
Plan Category warrants and rights warrants and rights column (a)
Equity Compensation Plans approved by security holders 447932 (1) $ 5.02 (2) 486,600

(1) Includes the options to purchase 103,500 shares and 203,000 shares of Common Stock under our 2006 Stock Awards Plan and 2016 Stock Awards Plan, respectively,
and 141,432 Performance Units issued under the 2016 Stock Awards Plan, each unit being equivalent to one share of Common Stock. Does not include shares of
Common Stock issued but not vested pursuant to outstanding restricted stock awards.

(2) Includes the aggregate weighted-average of (i) the exercise price per share for outstanding options to purchase 103,500 shares and 203,000 shares of Common Stock
under our 2006 Stock Awards Plan and 2016 Stock Awards Plan, respectively, and (ii) the price per share of the Common Stock on the grant date for each of 141,432
Performance Units issued under the 2016 Stock Awards Plan (each unit equivalent to one share of Common Stock).

ltem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The section entitled "Certain Transactions Between the Company and Directors and Officers" in the Proxy Statement of the registrant for the annual meeting
of shareholders to be held May 2, 2018 is incorporated herein by reference.

ltem 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The section entitled "Audit Fees Discussion" in the Proxy Statement of the Registrant for the Annual Meeting of Shareholders to be held May 2, 2018 is
incorporated herein by reference.
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PART IV.

Iltem 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) (1) Financial Statements - The response to this portion of Item 15 is submitted as a separate section of this report.
(2) Financial Statement Schedules - The response to this portion of ltem 15 is submitted as a separate section of this report.
(3) Exhibits - Please refer to the Exhibit Index which is attached hereto.
(b) Exhibits - The response to this portion of ltem 15 is submitted as a separate section of this report. See ltem 15(a)(3) above.

(c) Financial Statement Schedules - The response to this portion of ltem 15 is submitted as a separate section of this report. See ltem 15(a)(2).

Item 16. FORM 10-K SUMMARY

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.

Date: March 13,2018 The Dixie Group, Inc.

/s/ DANIEL K. FRIERSON
By: Daniel K. Frierson

Chairman of the Board and Chief Executive
Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant
and in the capacities and on the dates indicated.

Signature Capacity Date

/s/ DANIEL K. FRIERSON Chairman of the Board, Director and Chief Executive Officer March 13,2018
Daniel K. Frierson

/s/ JON A. FAULKNER Vice President, Chief Financial Officer March 13,2018
Jon A. Faulkner

/s/ D. KENNEDY FRIERSON, JR. Vice President, Chief Operating Officer and Director March 13,2018
D. Kennedy Frierson, Jr.

/s/ WILLIAM F. BLUE, JR. Director March 13,2018
William F. Blue, Jr.

/s CHARLES E. BROCK Director March 13,2018
Charles E. Brock

/sl WALTER W. HUBBARD Director March 13,2018
Walter W. Hubbard

/s LOWRY F. KLINE Director March 13,2018
Lowry F. Kline
/s/ HILDA S. MURRAY Director March 13,2018

Hilda S. Murray

/s/ JOHN W. MURREY, llI Director March 13,2018
John W. Murrey, llI

/sl MICHAEL L. OWENS Director March 13,2018
Michael L. Owens
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ANNUAL REPORT ON FORM 10-K
ITEM 8 AND ITEM 15(a)(1) AND ITEM 15(a)(2)
LIST OF FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES
FINANCIAL STATEMENTS
FINANCIAL STATEMENT SCHEDULES
YEAR ENDED DECEMBER 30, 2017
THE DIXIE GROUP, INC.

DALTON, GEORGIA
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FORM 10-K - ITEM 8 and ITEM 15(a)(1) and (2)
THE DIXIE GROUP, INC. AND SUBSIDIARIES

LIST OF FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULES

The following consolidated financial statements and financial statement schedules of The Dixie Group, Inc. and subsidiaries are included in ltem 8 and Item 15(a)(1) and 15(c):

Table of Contents Page
Management's report on internal control over financial reporting 32
Report of independent registered public accounting firm 33
Consolidated balance sheets - December 30, 2017 and December 31, 2016 34
Consolidated statements of operations - Years ended December 30, 2017, December 31, 2016, and December 26, 2015 35

Consolidated statements of comprehensive income (loss) - Years ended December 30, 2017, December 31, 2016, and December 26,

2015 36
Consolidated statements of cash flows - Years ended December 30, 2017, December 31, 2016, and December 26, 2015 37
Consolidated statements of stockholders' equity - Years ended December 30, 2017, December 31, 2016, and December 26, 2015 38
Notes to consolidated financial statements 39
Schedule Il - Valuation and Qualifying Accounts 66

All other schedules for which provision is made in the applicable accounting regulation of the Securities and Exchange Commission are not required under
the related instructions, or are inapplicable, or the information is otherwise shown in the financial statements or notes thereto, and therefore such schedules
have been omitted.
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Management's Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is defined in Rule 13a-15(f)
under the Securities Exchange Act of 1934, as amended.

Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting objectives because of its inherent limitations.
Internal control over financial reporting is a process that involves human diligence and compliance and is subject to lapses in judgment and breakdowns
resulting from human failures, as well as diverse interpretation of U. S. generally accepted accounting principles by accounting professionals. It is also
possible that internal control over financial reporting can be circumvented by collusion or improper management override. Because of such limitations, there
is a risk that material misstatements may not be prevented or detected on a timely basis by internal control over financial reporting. Furthermore, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate. These inherent limitations are known features of the financial reporting process;
therefore, while itis possible to design into the process safeguards to reduce such risk, it is not possible to eliminate all risk.

Management, including our principal executive officer and principal financial officer, has used the criteria set forth in the report entitled “Internal Control -
Integrated Framework”published by the Committee of Sponsoring Organizations of the Treadway Commission (2013 framework) to evaluate the
effectiveness of its internal control over financial reporting. Management has concluded that its internal control over financial reporting was effective as of
December 30, 2017, based on those criteria.

/s/ Daniel K. Frierson
Chairman of the Board and
Chief Executive Officer

/s/ Jon A. Faulkner
Chief Financial Officer
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Report of Independent Registered Public Accounting Firm

The Shareholders and the Board of Directors of The Dixie Group, Inc.

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of The Dixie Group, Inc. (the "Company") as of December 30, 2017 and
December 31, 2016, the related consolidated statements of operations, comprehensive income (loss), stockholders’ equity and cash flows for each of the
three years in the period ended December 30, 2017, and the related notes and schedule listed in the Index at ltem 15(a)(2) (collectively referred to as the
"financial statements”). In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of
December 30, 2017 and December 31, 2016, and the results of its operations and its cash flows for each of the three years in the period ended
December 30, 2017, in conformity with U.S. generally accepted accounting principles.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the Company's financial
statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) ("PCAOB")
and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations
of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement, whether due to error or fraud. The Company is not required to have, nor
were we engaged to perform, an audit of its internal control over financial reporting. As part of our audits we are required to obtain an understanding of
internal control over financial reporting but not for the purpose of expressing an opinion on the effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud, and
performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for our opinion.

/sl Dixon Hughes Goodman LLP
We have served as the Company's auditor since 2013.

Atlanta, Georgia
March 13,2018
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THE DIXIE GROUP, INC.
CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share data)

December 30,

December 31,

2017 2016
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 19 $ 140
Receivables, net 46,480 43,605
Inventories, net 113,657 97,237
Prepaid expenses 3,600 4,376
TOTAL CURRENT ASSETS 163,756 145,358
PROPERTY, PLANT AND EQUIPMENT, NET 93,785 92,807
GOODWILL AND OTHER INTANGIBLES 5,850 6,156
OTHER ASSETS 19,447 24,666
TOTAL ASSETS $ 282,838 $ 268,987
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts payable $ 18,541 $ 20,683
Accrued expenses 30,291 32,826
Current portion of long-term debt 9,811 10,122
TOTAL CURRENT LIABILITIES 58,643 63,631
LONG-TERM DEBT 123,446 98,256
OTHER LONG-TERM LIABILITIES 21,486 19,978
TOTAL LIABILITIES 203,575 181,865
COMMITMENTS AND CONTINGENCIES (See Note 17)
STOCKHOLDERS' EQUITY
Common Stock ($3 par value per share): Authorized 80,000,000 shares, issued and outstanding -
15,279,812 shares for 2017 and 15,248,338 shares for 2016 45,839 45,745
Class B Common Stock ($3 par value per share): Authorized 16,000,000 shares, issued and
outstanding - 861,499 shares for 2017 and 870,714 shares for 2016 2,584 2,612
Additional paid-in capital 157,139 156,381
Accumulated deficit (125,000) (115,656)
Accumulated other comprehensive income (loss) (1,299) (1,960)
TOTAL STOCKHOLDERS' EQUITY 79,263 87,122
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 282,838 $ 268,987

See accompanying notes to the consolidated financial statements.

Table of Contents 34



THE DIXIE GROUP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except per share data)

NET SALES
Cost of sales
GROSS PROFIT

Selling and administrative expenses

Other operating expense, net

Facility consolidation and severance expenses, net
OPERATING INCOME (LOSS)

Interest expense

Other expense, net

LOSS FROM CONTINUING OPERATIONS BEFORE TAXES
Income tax provision (benefit)

LOSS FROM CONTINUING OPERATIONS

Loss from discontinued operations, net of tax

Income on disposal of discontinued operations, net of tax
NET LOSS

BASIC EARNINGS (LOSS) PER SHARE:
Continuing operations
Discontinued operations
Disposal of discontinued operations
Netloss

BASIC SHARES OUTSTANDING

DILUTED EARNINGS (LOSS) PER SHARE:
Continuing operations
Discontinued operations
Disposal of discontinued operations
Netloss

DILUTED SHARES OUTSTANDING

DIVIDENDS PER SHARE:
Common Stock
Class B Common Stock

See accompanying notes to the consolidated financial statements.

Year Ended
December 30, December 31, December 26,
2017 2016 2015
412,462 397,453 $ 422,483
311,249 302,028 316,253
101,213 95,425 106,230
96,171 96,983 100,422
441 401 872
636 1,456 2,946
3,965 (3,415) 1,990
5,739 5,392 4,935
39 22 47
(1,813) (8,829) (2,992)
7,509 (3,622) (714)
(9,322) (5,207) (2,278)
(233) (131) (148)
— 60 _
(9,555) (5,278) $ (2,426)
(0.59) (0.33) $ (0.15)
(0.01) (0.01) (0.01)
— 0.00 —
(0.60) (0.34) $ (0.16)
15,699 15,638 15,536
(0.59) $ (0.33) $ (0.15)
(0.01) (0.01) (0.01)
— 0.00 —
(0.60) $ (0.34) $ (0.16)
15,699 15,638 15,536
— 3 - 3 _
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THE DIXIE GROUP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(amounts in thousands)

Year Ended
December 30, December 31, December 26,
2017 2016 2015
NET LOSS $ (9,555) $ (5,278) $ (2,426)
OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAX:
Unrealized gain (loss) on interest rate swaps 180 (263) (2,410)
Income taxes 68 (100) (916)
Unrealized gain (loss) on interest rate swaps, net 112 (163) (1,494)
Reclassification of loss into earnings from interest rate swaps (1) 1,250 1,291 777
Income taxes 475 491 295
Reclassification of loss into earnings from interest rate swaps, net 775 800 482
Unrecognized net actuarial gain (loss) on postretirement benefit plans 1 3) 48
Income taxes 4 1) 18
Unrecognized net actuarial gain (loss) on postretirement benefit plans, net 7 (2) 30
Reclassification of net actuarial gain into earnings from postretirement benefit plans
(2) (30) (33) (40)
Income taxes (11) (13) (15)
Reclassification of net actuarial gain into earnings from postretirement benefit plans,
net (19) (20) (25)
Reclassification of prior service credits into earnings from postretirement benefit
plans (2) (4) (4) (86)
Income taxes (1) (2) (33)
Reclassification of prior service credits into earnings from postretirement benefit
plans, net (3) (2) (53)
TOTAL OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAX 872 613 (1,060)
COMPREHENSIVE LOSS $ (8,683) $ (4,665) $ (3,486)

(1) Amounts for cash flow hedges reclassified from accumulated other comprehensive income (loss) to net loss were included in interest expense in the Company's
Consolidated Statement of Operations.

(2) Amounts for postretirement plans reclassified from accumulated other comprehensive income (loss) to net loss were included in selling and administrative expenses in the
Company's Consolidated Statement of Operations.

See accompanying notes to the consolidated financial statements.

Table of Contents 36



THE DIXIE GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)

Year Ended
December 30, December 31, December 26,
2017 2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES
Loss from continuing operations (9,322) $ (5,207) $ (2,278)
Loss from discontinued operations (233) (131) (148)
Income on disposal of discontinued operations — 60 —
Net loss (9,555) (5,278) (2,426)
Adjustments to reconcile net loss to net cash (used in) provided by operating activities:
Depreciation and amortization 12,947 13,515 14,119
Provision (benefit) for deferred income taxes 8,181 (3,260) (730)
Netloss (gain) on property, plant and equipment disposals 170 725 (114)
Stock-based compensation expense 940 1,324 1,406
Excess tax benefits from stock-based compensation — 3) (318)
Bad debt expense 70 38 146
Changes in operating assets and liabilities:
Receivables (2,945) 7,163 (335)
Inventories (16,420) 17,909 (10,939)
Other current assets 776 (1,014) 751
Accounts payable and accrued expenses (3,161) (6,827) 7,606
Other operating assets and liabilities (609) (371) (557)
NET CASH (USED IN) PROVIDED BY OPERATING ACTIVITIES (9,606) 23,921 8,609
CASH FLOWS FROM INVESTING ACTIVITIES
Net proceeds from sales of property, plant and equipment — 1 68
Purchase of property, plant and equipment (12,724) (4,904) (6,826)
NET CASH USED IN INVESTING ACTIVITIES (12,724) (4,903) (6,758)
CASH FLOWS FROM FINANCING ACTIVITIES
Net borrowings (payments) on revolving credit facility 27,125 (9,986) (2,328)
Borrowings on notes payable - buildings — — 6,290
Payments on notes payable - buildings (731) (731) (705)
Payments on notes payable related to acquisitions (1,920) (1,924) (1,840)
Borrowings on notes payable - equipment and other 7,612 2,674 1,923
Payments on notes payable - equipment and other (4,145) (4,653) (4,387)
Payments on capital leases (3,921) (3,171) (2,742)
Change in outstanding checks in excess of cash (1,695) (932) 1,816
Proceeds from exercise of stock options — — 275
Repurchases of Common Stock (116) (152) (584)
Excess tax benefits from stock-based compensation — 3 318
Payments for debt issuance costs — (287) —
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 22,209 (19,159) (1,964)
DECREASE IN CASH AND CASH EQUIVALENTS (121) (141) (113)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 140 281 394
CASH AND CASH EQUIVALENTS AT END OF PERIOD 19 $ 140 $ 281
SUPPLEMENTAL CASH FLOW INFORMATION:
Equipment purchased under capital leases 621 169 496
Equipment purchased under notes payable 59 — 2,850
Deposits utilized on purchased equipment, net — — 1,857
Accrued purchases of equipment 179 258 200
Shortfall of tax benefits from stock-based compensation — (192) (102)
Note receivable on sale of equipment — — 93



See accompanying notes to the consolidated financial statements.

Table of Contents 37




THE DIXIE GROUP, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(amounts in thousands, except share data)

Class B Accumulated Other Total
Common Common Additional Accumulated Comprehensive Stockholders'
Stock Stock Paid-In Capital Deficit Income (Loss) Equity
Balance at December 27,2014 $ 45022 $ 2293 $ 155127 $ (107,952) $ (1,513) $ 92,977
Common Stock issued - 53,372 shares 161 — 114 — — 275
Common Stock issued under Directors' Stock Plan -
30,738 92 — (92) — — —
Repurchases of Common Stock - 64,304 shares (193) — (391) — — (584)
Restricted stock grants issued - 224,625 shares 326 347 (673) — — —
Restricted stock grants forfeited - 9,078 shares (27) — 27 — — —
Class B converted into Common Stock - 28,459
shares 85 (85) — — — —
Stock-based compensation expense — — 1,406 — — 1,406
Excess tax benefits from stock-based compensation — — 216 — — 216
Netloss — — — (2,426) — (2,426)
Other comprehensive loss — — — — (1,060) (1,060)
Balance at December 26, 2015 45,466 2,555 155,734 (110,378) (2,573) 90,804
Repurchases of Common Stock - 35,815 shares (107) = (45) = = (152)
Restricted stock grants issued - 149,215 shares 354 93 (447) — — —
Restricted stock grants forfeited - 1,314 shares (4) — 4 — — —
Class B converted into Common Stock - 12,144
shares 36 (36) — — — —
Stock-based compensation expense — — 1,324 — — 1,324
Excess tax benefits from stock-based compensation — — (189) — — (189)
Net loss — — — (5,278) — (5,278)
Other comprehensive income — — — — 613 613
Balance at December 31,2016 45,745 2,612 156,381 (115,656) (1,960) 87,122
Repurchases of Common Stock - 33,112 shares (100) — (16) — — (116)
Restricted stock grants issued - 60,000 shares 180 — (180) — — —
Restricted stock grants forfeited - 4,629 shares (14) — 12 — — (2)
Class B converted into Common Stock - 9,215
shares 28 (28) — — — —
Stock-based compensation expense — — 942 — — 942
Net loss — — — (9,555) — (9,555)
Other comprehensive income — — — — 872 872
Reclassification of stranded tax effects — — — 21 (211) —
Balance at December 30,2017 $ 45839 $ 2584 $ 157139 $ (125,000) $ (1,299) $ 79,263

See accompanying notes to the consolidated financial statements.
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THE DIXIE GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(amounts in thousands, except per share data)
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Business
The Company's businesses consist principally of marketing, manufacturing and selling finished carpet, rugs and luxury vinyl flooring in the domestic

floorcovering market. The Company sells floorcovering products in both residential and commercial applications. Additionally, the Company provides
manufacturing support to its carpet businesses through its separate processing operations.

Based on applicable accounting standards, the Company has determined that it has one reportable segment, Floorcovering comprising of two operating
segments, Residential and Commercial. Pursuant to accounting standards, the Company has aggregated the two operating segments into one reporting
segment because they have similar economic characteristics, and the operating segments are similar in all of the following areas: (a) the nature of the
products and services; (b) the nature of the production processes; (c) the type or class of customer for their products and services; (d) the methods used to
distribute their products or provide their services; and (e) the nature of the regulatory environment.

Principles of Consolidation

The Consolidated Financial Statements include the accounts of The Dixie Group, Inc. and its wholly-owned subsidiaries (the "Company"). Significant
intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with U.S. generally accepted accounting principles ("U.S. GAAP") requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those
estimates and these differences could be material.

Fiscal Year

The Company ends its fiscal year on the last Saturday of December. All references herein to "2017," "2016," and "2015," mean the fiscal years ended
December 30, 2017, December 31, 2016, and December 26, 2015, respectively. The year 2016 contained 53 weeks, all other years presented contained 52
weeks.

Reclassifications

The Company reclassified certain amounts in 2016 and 2015 to conform to the 2017 presentation.

Discontinued Operations

The financial statements separately report discontinued operations and the results of continuing operations (See Note 20).

Cash and Cash Equivalents

Highly liquid investments with original maturities of three months or less when purchased are reported as cash equivalents.

Market Risk

The Company sells carpet to floorcovering retailers, the interior design, architectural and specifier communities and supplies carpet yarn and carpet dyeing
and finishing services to certain manufacturers. The Company's customers are located principally throughout the United States. As a percentage of net
sales, one customer accounted for approximately 14% in 2017, 10% in 2016 and 9% in 2015. No other customer accounted for more than 10% of net sales in
2017,2016, or 2015, nor did the Company make a significant amount of sales to foreign countries during 2017, 2016, or 2015.

Credit Risk

The Company grants credit to its customers with defined payment terms, performs ongoing evaluations of the credit worthiness of its customers and generally
does not require collateral. Accounts receivable are carried at their outstanding principal amounts, less an anticipated amount for discounts and an
allowance for doubtful accounts, which management believes is sufficient to cover potential credit losses based on historical experience and periodic
evaluation of the financial condition of the Company's customers. As a percentage of customer's trade accounts receivable, one customer accounted for

approximately 31% in 2017 and 28% in
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THE DIXIE GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(amounts in thousands, except per share data)
(Continued)

2016. Notes receivable are carried at their outstanding principal amounts, less an allowance for doubtful accounts to cover potential credit losses based on
the financial condition of borrowers and collateral held by the Company.

Inventories

Inventories are stated at the lower of cost or market. Cost is determined using the last-in, first-out ("LIFO") method, which generally matches current costs of
inventory sold with current revenues, for substantially all inventories.

Property, Plant and Equipment

Property, plant and equipment are stated at the lower of cost or impaired value. Provisions for depreciation and amortization of property, plant and equipment
have been computed for financial reporting purposes using the straight-line method over the estimated useful lives of the related assets, ranging from 10 to
40 years for buildings and improvements, and 3 to 10 years for machinery and equipment. Costs to repair and maintain the Company's equipment and
facilities are expensed as incurred. Such costs typically include expenditures to maintain equipment and facilities in good repair and proper working
condition.

Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment when circumstances indicate that the carrying value of an asset may not be fully recoverable. When the
carrying value of the asset exceeds the value of its estimated undiscounted future cash flows, an impairment charge is recognized equal to the difference
between the asset's carrying value and its fair value. Fair value is estimated using discounted cash flows, prices for similar assets or other valuation
techniques.

Goodwill and Other Intangible Assets

Goodwill represents the excess of purchase price over the fair value of identified net assets acquired in business combinations. In accordance with the
provisions of the Financial Accounting Standards Board ("FASB") Accounting Standards Codification Topic ("ASC") 350, “Intangibles-Goodwill and Other,” the
Company tests goodwill for impairment annually in the fourth quarter of each year or more frequently if events or circumstances indicate that the carrying
value of goodwill associated with a reporting unit may not be fully recoverable. The goodwill impairment tests are based on determining the fair value of the
specified reporting units based on management judgments and assumptions using the discounted cash flows and comparable company market valuation
approaches. The Company has identified its reporting unit as its floorcovering business for the purposes of allocating goodwill and assessing impairments.
The valuation approaches are subject to key judgments and assumptions that are sensitive to change such as judgments and assumptions about sales
growth rates, operating margins, the weighted average cost of capital (“WACC”) and comparable company market multiples. When developing these key
judgments and assumptions, the Company considers economic, operational and market conditions that could impact the fair value of the reporting unit.
However, estimates are inherently uncertain and represent only management's reasonable expectations regarding future developments. These estimates
and the judgments and assumptions upon which the estimates are based will, in all likelihood, differ in some respects from actual future results. Should a
significant or prolonged deterioration in economic conditions occur or a decline in comparable company market multiples, then key judgments and
assumptions could be impacted.

In the goodwill assessment process, the Company compares the carrying value of a reporting unit, including goodwill, to the fair value of the reporting unit to
identify potential goodwill impairments. The Company estimates the fair value of the reporting unit by using both a discounted cash flow and comparable
company market valuation approach. If an impairment is indicated in the assessment, the impairment would be measured as the amount by which the
reporting unit's carrying value exceeds its fair value, not to exceed the carrying value of goodwill. (See Note 6).

Identifiable intangible assets with finite lives are generally amortized on a straight-line basis over their respective lives, which range from 10 to 20 years (See
Note 6).

Customer Claims and Product Warranties

The Company generally provides product warranties related to manufacturing defects and specific performance standards for its products. At the time sales
are recorded, the Company records reserves for the estimated costs of defective products and failure of its products to meet applicable performance
standards. The level of reserves the Company establishes is based primarily upon historical experience, including the level of sales and evaluation of
pending claims.

Self-Insured Benefit Programs

The Company records liabilities to reflect an estimate of the ultimate cost of claims related to its self-insured medical and dental benefits and workers'
compensation. The amounts of such liabilities are based on an analysis of the Company's historical experience for each type of claim.
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Income Taxes

The Company recognizes deferred income tax assets and liabilities for the future tax consequences of the differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. The Company evaluates the recoverability of these future tax benefits by
assessing the adequacy of future expected taxable income from all sources. In the event that the Company is not able to realize all or a portion of the deferred
tax assets in the future, a valuation allowance is provided. The Company recognizes such amounts through a charge to income in the period in which that
determination is made or when tax law changes are enacted. The Company accounts for uncertainty in income tax positions according to FASB guidance
relating to uncertain tax positions. The Company recognizes interest and penalties related to uncertain tax positions, if any, in income tax expense.

Derivative Financial Instruments

The Company does not hold speculative financial instruments, nor does it hold or issue financial instruments for trading purposes. The Company uses
derivative instruments, currently interest rate swaps, to minimize the effects of interest rate volatility.

The Company recognizes all derivatives at fair value. Derivatives that are designated as cash flow hedges are linked to specific liabilities on the Company's
balance sheet. The Company assesses, both atinception and on an ongoing basis, whether the derivatives that are used in hedging transactions are highly
effective in offsetting changes in cash flows of the hedged items. When itis determined that a derivative is not highly effective or the derivative expires, is sold,
terminated, or exercised, the Company discontinues hedge accounting for that specific hedge instrument. Changes in the fair value of effective cash flow
hedges are deferred in accumulated other comprehensive income (loss) ("AOCIL") and reclassified to earnings in the same periods during which the hedge
transaction affects earnings. Changes in the fair value of derivatives that are not effective cash flow hedges are recognized in results of operations.

Treasury Stock

The Company classifies treasury stock as a reduction to Common Stock for the par value of such shares acquired and the difference between the par value
and the price paid for each share recorded either entirely to retained earnings or to additional paid-in-capital for periods in which the Company does not have
retained earnings. This presentation reflects the repurchased shares as authorized but unissued as prescribed by state statute.

Revenue Recognition

Revenues, including shipping and handling amounts, are recognized when the following criteria are met: there is persuasive evidence that a sales
agreement exists, delivery has occurred or services have been rendered, the price to the buyer is fixed or determinable, and collectability is reasonably
assured. Delivery is not considered to have occurred until the customer takes title to the goods and assumes the risks and rewards of ownership, which is
generally on the date of shipment. At the time revenue is recognized, the Company records a provision for the estimated amount of future returns including
product warranties and customer claims based primarily on historical experience and any known trends or conditions that exist at the time revenue is
recognized. Revenues are recorded net of taxes collected from customers.

Advertising Costs and Vendor Consideration

The Company engages in promotional and advertising programs that include rebates, discounts, points and cooperative advertising programs. Expenses
relating to these programs are charged to results of operations during the period of the related benefits. These arrangements do not require significant
estimates of costs. Substantially all such expenses are recorded as a deduction from sales. The cost of cooperative advertising programs is recorded as
selling and administrative expenses when the Company can identify a tangible benefit associated with the program, and can reasonably estimate that the fair
value of the benefit is equal to or greater than its cost. The amount of advertising and promotion expenses included in selling and administrative expenses
was not significant for the years 2017, 2016, or 2015.

Cost of Sales

Cost of sales includes all costs related to manufacturing the Company's products, including purchasing and receiving costs, inspection costs, warehousing
costs, freight costs, internal transfer costs or other costs of the Company's distribution network.

Selling and Administrative Expenses

Selling and administrative expenses include all costs, not included in cost of sales, related to the sale and marketing of the Company's products and general
administration of the Company's business.
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Operating Leases

Rent is expensed over the lease period, including the effect of any rent holiday and rent escalation provisions, which effectively amortizes the rent holidays
and rent escalations on a straight-line basis over the lease period. Leasehold improvements are amortized over the shorter of their economic lives or the
lease term, excluding renewal options. Any leasehold improvement made by the Company and funded by the lessor is treated as a leasehold improvement
and amortized over the shorter of its economic life or the lease term. Any funding provided by the lessor for such improvements is treated as deferred costs
and amortized over the lease period.

Stock-Based Compensation

The Company recognizes compensation expense relating to stock-based payments based on the fair value of the equity or liability instrument issued.
Restricted stock grants with pro-rata vesting are expensed using the straight-line method. (Terms of the Company's awards are specified in Note 15). The
Company accounts for forfeitures when they actually occur.

NOTE 2 - RECENT ACCOUNTING PRONOUNCEMENTS
Accounting Standards Adopted in Fiscal 2017

In July 2015, the FASB issued Accounting Standards Update ("ASU") No. 2015-11, " Inventory (Topic 330): Simplifying the Measurement of Inventory." Topic
330 currently requires an entity to measure inventory at the lower of cost or market. Market could be replacement cost, net realizable value, or net realizable
value less an approximately normal profit margin. This ASU does not apply to inventory that is measured using the LIFO or the retail inventory method. This
ASU was effective for the Company's fiscal year beginning January 1, 2017. The Company measures substantially all inventories using the LIFO method;
therefore, the adoption of this ASU did not have an impact on its financial statements.

In March 2016, the FASB issued ASU No. 2016-09, " Compensation - Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment
Accounting,” which is intended to simplify several aspects of the accounting for share-based payment transactions, including the income tax consequences,
classification of awards as either equity or liabilities, and classification on the statement of cash flows. This ASU was effective for the Company's fiscal year
beginning January 1, 2017. The adoption of this ASU did not have a significant impact on the financial statements. The Company applied the ASU
prospectively for the Consolidated Statements of Cash Flows. The Company made an accounting policy election to account for forfeitures when they actually
occur.

In January 2017, the FASB issued ASU No. 2017-01, “Business Combinations (Topic 805): Clarifying the Definition of a Business,” which narrows the existing
definition of a business and provides a framework for evaluating whether a transaction should be accounted for as an acquisition (or disposal) of assets or a
business. The definition of a business affects areas of accounting such as acquisitions, disposals and goodwill. Under this ASU, fewer acquired sets are
expected to be considered businesses. For public entities, ASU 2017-01 is effective for annual periods beginning after December 15, 2017, including interim
periods within those fiscal years with early adoption permitted under certain circumstances. The Company has elected to early adopt this ASU beginning with
its fiscal year beginning January 1, 2017. The adoption of this ASU did not have any impact on the financial statements.

In January 2017, the FASB issued ASU No. 2017-04, “Intangibles - Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment.” Under the
new standard, goodwill impairment would be measured as the amount by which a reporting unit's carrying value exceeds its fair value, not to exceed the
carrying value of goodwill. This ASU eliminates existing guidance that requires an entity to determine goodwill impairment by calculating the implied fair
value of goodwill by hypothetically assigning the fair value of a reporting unit to all of its assets and liabilities as if that reporting unit had been acquired in a
business combination. For public entities, ASU 2017-04 is effective for annual or any interim goodwill impairment tests in annual periods beginning after
December 15, 2019, with early adoption permitted. The Company has elected to early adopt this ASU beginning with its fiscal year beginning January 1,
2017. The adoption of this ASU did not have any impact on the financial statements.

On December 22, 2017, the Securities and Exchange Commission ("SEC") staff issued Staff Accounting Bulletin No. 118 ("SAB 118") to address the
application of U.S. GAAP related to the enactment of the Tax Cut and Jobs Act of 2017. This guidance was adopted in the fourth quarter of 2017. Additional
information regarding this guidance is contained in Note 13.

In February 2018, the FASB issued ASU No. 2018-02, “Income Statement - Reporting Comprehensive Income (Topic 220): Reclassification of Certain Tax
Effects from Accumulated Other Comprehensive Income.” This ASU was released in response to a financial reporting issue that arose as a consequence of
the Tax Cuts and Jobs Act enacted by the federal government on December 22, 2017. Previous U.S. GAAP required deferred tax liabilities and assets to be
adjusted for the effect of a change in tax laws or rates with the effect being included in income from continuing operations in the reporting period that included
the enactment date, even in situations where the related income tax effects of items in accumulated other comprehensive income were originally recognized
in other comprehensive income rather than in income from continuing operations. By not also being able to adjustitems
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within accumulated other comprehensive income for the reduction of the historical corporate income tax rate, companies would have items in accumulated
other comprehensive income that do not reflect the appropriate tax rate, referred to as a stranded tax effect. The amendments in this ASU allow the
reclassification from accumulated other comprehensive income to retained earnings for any stranded tax effects that are a result of the Tax Cuts and Jobs Act.
ASU 2018-02 is effective for all entities for fiscal years beginning after December 15,2018 and for interim periods within those fiscal years with early adoption
permitted for financial statements that have not yet been issued or have not yet been made available for issuance. The Company has elected to early adopt
this ASU beginning with its fiscal year ending December 30, 2017. This will allow the Company to align the timing of the reclassification of the stranded tax
effects with the effect of the Tax Cuts and Jobs Act. The total amount reclassed from accumulated other comprehensive income to retained earnings was
$211. The Company's policy is to release tax effects remaining in accumulated other comprehensive income as individual units of account are sold,
terminated or extinguished.

Accounting Standards Yet to Be Adopted

In May 2014, the FASB issued ASU No. 2014-09, " Revenue from Contracts with Customers (Topic 606)". The ASU requires an entity to recognize the amount
of revenue to which it expects to be entitled for the transfer of promised goods or services to customers. The ASU and all subsequently issued clarifying ASUs
will replace most existing revenue recognition guidance in U.S. GAAP. The ASU is effective for annual reporting periods beginning after December 15, 2017,
including interim reporting periods within that reporting period. The standard permits the use of either the retrospective or cumulative effect transition method.
The ASU also requires expanded disclosures relating to the nature, amount, timing, and uncertainty of revenue and cash flows arising from contracts with
customers. Additionally, qualitative and quantitative disclosures are required for customer contracts, significant judgments and changes in judgments. The
Company has completed the process of evaluating the effect of the adoption and determined there will be no changes required to its reported revenues as a
result of the adoption. The majority of the Company's revenue arrangements generally consist of a single performance obligation to transfer promised goods
or services. Based on the Company's evaluation process and review of its confracts with customers, the timing (point in time) and amount of revenue
recognized previously is consistent with the how revenue will be recognized. The Company will adopt this new standard effective January 2018, using the
retrospective method approach and will expand our financial statement disclosures in order to comply with the ASU. The Company has determined that the
adoption of this ASU is not anticipated to have a significantimpact on its financial statements.

In January 2016, the FASB issued ASU No. 2016-01, "Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets
and Financial Liabilities," which addresses the recognition, measurement, presentation and disclosure of financial assets and liabilities. The ASU primarily
affects the accounting for equity investments, financial liabilities under the fair value option and the presentation and disclosure requirements for financial
instruments. In addition, the ASU clarifies the valuation allowance assessment when recognizing deferred tax assets resulting from unrealized losses on
available-for-sale debt securities. The ASU is effective for public companies for fiscal years beginning after December 15, 2017, including interim periods
within those fiscal years. The Company does not believe the adoption of this ASU will have a significant impact on its financial statements.

In February 2016, the FASB issued ASU No. 2016-02, "Leases (Topic 842)," which requires lessees to recognize on the balance sheet a right-of use asset,
representing the right to use the underlying asset for the lease term, and a lease liability for all leases with terms greater than 12 months. The guidance also
requires qualitative and quantitative disclosures designed to assess the amount, timing, and uncertainty of cash flows arising from leases. The standard
requires the use of a modified retrospective transition approach, which includes a number of optional practical expedients that entities may elect to apply.
ASU 2016-02 is effective for annual periods beginning after December 15, 2018, including interim periods within those fiscal years. Early application is
permitted. The Company is continuing to evaluate the impact of the adoption of this ASU on its financial statements. The Company has developed a project
team relative to the process of adopting this ASU and is currently completing a detailed review of the Company’s leasing arrangements, which consist
primarily of building and equipment leases, to determine the impact.

In June 2016, the FASB issued ASU No. 2016-13, "Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments,” which amends the impairment model to utilize an expected loss methodology in place of the currentincurred loss methodology, which will result
in the more timely recognition of losses. For public entities, ASU 2016-13 is effective for annual periods beginning after December 15, 2019, including interim
periods within those fiscal years. Early application will be permitted for all organizations for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2018. The Company does not believe the adoption of this ASU will have a significant impact on its financial statements due to
the nature of the Company's customers and the limited amount of write-offs in past years.

In August 2016, the FASB issued ASU No. 2016-15, "Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments,"
which provides clarification guidance on certain cash flow presentation issues that have developed due to diversity in practice. These issues include certain
cash receipts and payments for debt prepayment or extinguishment costs, the maturing of a zero coupon bond, the settlement of contingent liabilities arising
from a business combination, proceeds from insurance settlements, distributions from certain equity method investees and beneficial interests obtained in a
financial asset securitization. ASU 2016-15 clarifies that when cash receipts and cash payments have aspects of more than one class of cash flows and
cannot be separated, classification will depend on the predominant source or use. For public entities, ASU 2016-15 is effective for annual
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periods beginning after December 15, 2017, including interim periods within those fiscal years, with early adoption permitted. The Company does not believe
the adoption of this ASU will have a significantimpact on its financial statements.

In November 2016, the FASB issued ASU No. 2016-18, “Statement of Cash Flows (Topic 230): Restricted Cash,” which clarifies guidance on the classification
and presentation of restricted cash in the statement of cash flows. Under the ASU, changes in restricted cash and restricted cash equivalents would be
included along with those of cash and cash equivalents in the statement of cash flows. In addition, a reconciliation between the balance sheet and the
statement of cash flows would be disclosed when the balance sheet includes more than one line item for cash and cash equivalents and restricted cash and
cash equivalents. For public entities, ASU 2016-18 is effective for annual periods beginning after December 15, 2017, including interim periods within those
fiscal years with early adoption permitted. Entities are required to apply the standard’s provisions on a retrospective basis. Since the Company has no
restricted cash, it does not believe the adoption of this ASU will have a significant impact on its financial statements.

In February 2017, the FASB issued ASU No. 2017-05, "Other Income-Gains and Losses from the Derecognition of Nonfinancial Assets (Subtopic 610-20):
Clarifying the Scope of Asset Derecognition Guidance and Accounting for Partial Sales of Nonfinancial Assets." This ASU clarifies the scope and application
of ASC 610-20 on the sale or transfer of nonfinancial assets and in substance nonfinancial assets to noncustomers, including partial sales. The amendments
are effective at the same time as the new revenue standard. For public entities, the amendments are effective for fiscal years beginning after December 15,
2017, including interim reporting periods within those fiscal years. The Company is currently assessing if there will be any impact on its financial statements.

In March 2017, the FASB issued ASU No. 2017-07, "Compensation - Retirement Benefits (Topic 715): Improving the Presentation of Net Periodic Pension
Cost and Net Periodic Postretirement Benefit Cost," which will change the presentation of net periodic benefit cost related to employer sponsored defined
benefit plans and other postretirement benefits. Service cost will be included within the same income statement line item as other compensation costs arising
from services rendered during the period, while other components of net periodic benefit pension cost will be presented separately outside of operating
income. Additionally, only service costs may be capitalized in assets. ASU 2017-07 is effective for fiscal years beginning after December 15, 2017, including
interim periods within those fiscal years. The Company does not believe the adoption of this ASU will have a significant impact on its financial statements.

In May 2017, the FASB issued ASU No. 2017-09, "Compensation - Stock Compensation (Topic 718): Scope of Modification Accounting." This ASU provides
amendments to the current guidance on determining which changes to the terms and conditions of share-based payment awards require the application of
modification accounting. The effects of a modification should be accounted for unless there are no changes between the fair value, vesting conditions, and
classification of the modified award and the original award immediately before the original award is modified. ASU 2017-09 is effective for fiscal years
beginning after December 15, 2017, including interim periods within those fiscal years, with early adoption permitted. The Company does not believe the
adoption of this ASU will have a significantimpact on its financial statements.

In August 2017, the FASB issued ASU No. 2017-12, "Derivatives and Hedging (Topic 815): Targeted Improvements to Accounting for Hedging Activities." The
amendments in this ASU update current guidance by more closely aligning the results of cash flow and fair value hedge accounting with risk management
activities through changes to both the designation and measurement guidance for qualifying hedging relationships and the presentation of hedge results.
ASU 2017-12 is effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years, with early adoption permitted.
The Company does not believe the adoption of this ASU will have a significantimpact on its financial statements.

NOTE 3 - RECEIVABLES, NET

Receivables are summarized as follows:

2017 2016
Customers, trade $ 43,683 $ 39,749
Other receivables 2,930 3,963
Gross receivables 46,613 43,712
Less: allowance for doubtful accounts (133) (107)
Receivables, net $ 46,480 $ 43,605

Bad debt expense was $70 in 2017, $38 in 2016, and $146 in 2015.
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NOTE 4 - INVENTORIES, NET
Inventories are summarized as follows:
2017 2016
Raw materials $ 39,264 $ 34,261
Work-in-process 24,454 16,739
Finished goods 65,172 57,053
Supplies and other 143 120
LIFO reserve (15,376) (10,936)
Inventories, net $ 113657 $ 97,237
NOTE 5 - PROPERTY, PLANT AND EQUIPMENT, NET
Property, plant and equipment consists of the following:
2017 2016

Land and improvements $ 7886 $ 7,781
Buildings and improvements 62,852 62,055
Machinery and equipment 188,971 177,745
Assets under construction 2,443 2,386

262,152 249,967
Accumulated depreciation (168,367) (157,160)
Property, plant and equipment, net $ 93,785 $ 92,807

Depreciation of property, plant and equipment, including amounts for capital leases, totaled $12,436 in 2017, $12,944 in 2016 and $13,525 in 2015.
NOTE 6 - GOODWILL AND OTHER INTANGIBLE ASSETS
The carrying amount of goodwill is $3,389 as of December 30, 2017 and December 31, 2016. The Company performed its annual assessment of goodwill in

the fourth quarters of 2017, 2016, and 2015 and no impairment was indicated. The following table represents the details of the Company's intangible assets
subject to amortization:

2017 2016
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net
Customer relationships $ 208 $ (80) $ 128 $ 208 $ 64) $ 144
Rug design coding 144 (72) 72 144 (57) 87
Trade names 3,300 (1,039) 2,261 3,300 (764) 2,536
Total $ 3652 $ (1,191) $ 2,461 $ 3,652 $ (885) % 2,767
Amortization expense for intangible assets is summarized as follows:
2017 2016 2015
Customer relationships $ 16 $ 16 $ 16
Rug design coding 15 14 14
Trade names 275 275 275
Amortization expense
$ 306 $ 305 $ 305
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The estimated future amortization expense during each of the next five fiscal years is as follows:

Year Amount

2018 $ 305
2019 305
2020 305
2021 305
2022 305

NOTE 7 - ACCRUED EXPENSES

Accrued expenses are summarized as follows:

2017 2016
Compensation and benefits (1) $ 9,276 $ 7,492
Provision for customer rebates, claims and allowances 8,751 8,882
Advanced customer deposits 5,717 8,212
Outstanding checks in excess of cash 379 2,074
Other 6,168 6,166
Accrued expenses $ 30,291  $ 32,826

(1) Includes a liability related to the Company's self-insured Workers' Compensation program. This program is collateralized by letters of credit in the aggregate amount of
$2,171.

NOTE 8 - PRODUCT WARRANTY RESERVES
The Company generally provides product warranties related to manufacturing defects and specific performance standards for its products. Product warranty

reserves are included in accrued expenses in the Company's Consolidated Financial Statements. The following is a summary of the Company's product
warranty activity.

2017 2016
Product warranty reserve at beginning of period $ 2,307 $ 2,159
Warranty liabilities accrued 6,049 6,406
Warranty liabilities settled (6,160) (6,687)
Changes for pre-existing warranty liabilities (321) 429
Product warranty reserve at end of period $ 1875 §$ 2,307
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NOTE 9 - LONG-TERM DEBT AND CREDIT ARRANGEMENTS
Long-term debt consists of the following:
2017 2016

Revolving credit facility $ 97,708 $ 70,583
Notes payable - buildings 12,419 13,150
Acquisition note payable - Development Authority of Gordon County — 1,147
Acquisition note payable - Robertex 791 1,564
Notes payable - equipment and other 8,474 11,633
Capital lease obligations 14,530 11,145
Deferred financing costs, net (665) (844)
Total long-term debt 133,257 108,378
Less: current portion of long-term debt 9,811 10,122
Long-term debt $ 123446 $ 98,256

Revolving Credit Facility

The revolving credit facility provides for a maximum of $150,000 of revolving credit, subject to borrowing base availability. The borrowing base is currently
equal to specified percentages of the Company's eligible accounts receivable, inventories, fixed assets and real property less reserves established, from time
to time, by the administrative agent under the facility. The revolving credit facility matures on September 23, 2021. The revolving credit facility is secured by a
first priority lien on substantially all of the Company's assets.

At the Company's election, advances of the revolving credit facility bear interest at annual rates equal to either (a) LIBOR for 1, 2 or 3 month periods, as
selected by the Company, plus an applicable margin ranging between 1.50% and 2.00%, or (b) the higher of the prime rate, the Federal Funds rate plus
0.5%, or a daily LIBOR rate plus 1.00%, plus an applicable margin ranging between 0.50% and 1.00%. The applicable margin is determined based on
availability under the revolving credit facility with margins increasing as availability decreases. As of December 30, 2017, the applicable margin on our
revolving credit facility was 1.75%. The Company pays an unused line fee on the average amount by which the aggregate commitments exceed utilization of
the revolving credit facility equal to 0.375% per annum. The weighted-average interest rate on borrowings outstanding under the revolving credit facility was
4.12% at December 30, 2017 and 4.40% at December 31, 2016.

The revolving credit facility includes certain affirmative and negative covenants that impose restrictions on the Company's financial and business operations.
The revolving credit facility restricts the Company's borrowing availability if its fixed charge coverage ratio is less than 1.1 to 1.0. During any period that the
fixed charge coverage ratio is less than 1.1 to 1.0, the Company's borrowing availability is reduced by $16,500. As of December 30, 2017, the unused
borrowing availability under the revolving credit facility was $32,928; however, since the Company's fixed charge coverage ratio was less than 1.1 to 1.0, the
unused availability accessible by the Company was $16,428 (the amount above $16,500) at December 30, 2017.

Notes Payable - Buildings

On November 7, 2014, the Company entered into a ten-year $8,330 note payable to purchase a previously leased distribution center in Adairsville, Georgia.
The note payable is scheduled to mature on November 7, 2024 and is secured by the distribution center. The note payable bears interest at a variable rate
equal to one-month LIBOR plus 2.0% and is payable in equal monthly installments of principal of $35, plus interest calculated on the declining balance of the
note, with a final payment of $4,165 due on maturity. In addition, the Company entered into an interest rate swap with an amortizing notional amount effective
November 7, 2014 which effectively fixes the interest rate at 4.50%.

On January 23, 2015, the Company entered into a ten-year $6,290 note payable to finance an owned facility in Saraland, Alabama. The note payable is
scheduled to mature on January 7, 2025 and is secured by the facility. The note payable bears interest at a variable rate equal to one-month LIBOR plus
2.0% and is payable in equal monthly installments of principal of $26, plus interest calculated on the declining balance of the note, with a final payment of
$3,145 due on maturity. In addition, the Company entered into a forward interest rate swap with an amortizing notional amount effective January 7, 2017
which effectively fixes the interest rate at 4.30%.
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Acquisition Note Payable - Development Authority of Gordon County

On November 2, 2012, the Company signed a 6.00% seller-financed note of $5,500 with Lineage PCR, Inc. (“Lineage”) related to the acquisition of the
continuous carpet dyeing facility in Calhoun, Georgia. Effective December 28, 2012, through a series of agreements between the Company, the Development
Authority of Gordon County, Georgia (the “Authority”) and Lineage, obligations with identical payment terms as the original note to Lineage were now
payment obligations to the Authority. These transactions were consummated in order to provide a tax abatement to the Company related to the real estate
and equipment at this facility. The tax abatement plan provided for abatement for certain components of the real and personal property taxes for up to ten
years. At any time, the Company had the option to pay off the obligation, plus a nominal amount. The debt to the Authority bore interest at 6.00% and was
payable in equal monthly installments of principal and interest of $106 over 57 months. The note matured on November 2, 2017 and the final installment was
paid at that time.

Acquisition Note Payable - Robertex

On July 1, 2013, the Company signed a 4.50% seller-financed note of $4,000, which was recorded at a fair value of $3,749, with Robert P. Rothman related
to the acquisition of Robertex Associates, LLC ("Robertex") in Calhoun, Georgia. The note is payable in five annual installments of principal of $800 plus
interest. The note matures June 30, 2018.

Notes Payable - Equipment and Other

The Company's equipment financing notes have terms ranging from 1 to 7 years, bear interest ranging from 1.00% to 7.68% and are due in monthly
installments through their maturity dates. The Company's equipment financing notes are secured by the specific equipment financed and do not contain any
financial covenants.

Capital Lease Obligations

The Company's capitalized lease obligations have terms ranging from 3 to 7 years, bear interest ranging from 3.55% to 7.37% and are due in monthly or
quarterly installments through their maturity dates. The Company's capital lease obligations are secured by the specific equipment leased.

Interest Payments and Debt Maturities

Interest payments for continuing operations were $5,373 in 2017, $5,088 in 2016, and $4,449 in 2015. Maturities of long-term debt for periods following
December 30, 2017 are as follows:

Long-Term Capital Leases (See
Debt Note 17) Total

2018 $ 5527 § 4284 $ 9,811

2019 2,782 3,382 6,164

2020 1,873 3,180 5,053

2021 99,446 2,534 101,980

2022 1,001 913 1,914
Thereafter 8,763 237 9,000
Total maturities of long-term debt $ 119,392 $ 14530 $ 133,922
Deferred financing costs, net (665) — (665)
Total long-term debt $ 118,727 $ 14530 $ 133,257

NOTE 10 - FAIR VALUE MEASUREMENTS

Fair value is defined as the exchange value of an asset or a liability in an orderly transaction between market participants. The fair value guidance outlines a
valuation framework and establishes a fair value hierarchy in order to increase the consistency and comparability of fair value measurements and
disclosures. The hierarchy consists of three levels as follows:

Level 1 - Quoted market prices in active markets for identical assets or liabilities as of the reported date;

Level 2 - Other than quoted market prices in active markets for identical assets or liabilities, quoted prices for similar assets and liabilities in active markets,
quoted prices for identical or similar assets or liabilities in markets that are not active, and other than quoted prices for assets or liabilities and prices that are

derived principally from or corroborated by market data by correlation or other means; and
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Level 3 - Measurements using management's best estimate of fair value, where the determination of fair value requires significant management judgment or
estimation.

The following table reflects the fair values of assets and liabilities measured and recognized at fair value on a recurring basis on the Company's Consolidated
Balance Sheets as of December 30,2017 and December 31, 2016:

Fair Value Hierarchy

2017 2016 Level
Liabilities:
Interest rate swaps (1) $ 2229 §$ 3,695 Level 2
Contingent consideration (2) 25 200 Level 3

(1) The Company uses certain external sources in deriving the fair value of the interest rate swaps. The interest rate swaps were valued using observable inputs (e.g., LIBOR
yield curves, credit spreads). Valuations of interest rate swaps may fluctuate considerably from period-to-period due to volatility in underlying interest rates, which are
driven by market conditions and the duration of the instrument. Credit adjustments could have a significant impact on the valuations due to changes in credit ratings of the
Company or its counterparties.

(2) As a result of the Robertex acquisition in 2013, the Company recorded a contingent consideration liability at fair value. This fair value measurement was based on
calculations that utilize significant inputs not observable in the market including forecasted revenues, gross margins and discount rates and thus represent Level 3
measurements. This fair value measurement is directly impacted by the Company's estimates. Accordingly, if the estimates within the fair value measurement are higher or
lower, the Company would record additional charges or benefits, respectively, as appropriate.

Changes in the fair value measurements using significant unobservable inputs (Level 3) during the years ending December 30, 2017 and December 31,
2016 were as follows:

2017 2016
Beginning balance $ 200 $ 584
Fair value adjustments (163) (230)
Settlements (12) (154)
Ending balance $ 25 § 200

There were no transfers of assets or liabilities between Level 1, Level 2 and Level 3 during 2017 or 2016. If any, the Company recognizes the transfers in or
transfers out at the end of the reporting period.

The carrying amounts and estimated fair values of the Company's financial instruments are summarized as follows:

2017 2016
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets:
Cash and cash equivalents $ 19 $ 19 $ 140 $ 140
Notes receivable, including current portion 282 282 282 282
Financial liabilities:
Long-term debt and capital leases, including current portion 133,257 131,203 108,378 105,270
Interest rate swaps 2,229 2,229 3,695 3,695

The fair values of the Company's long-term debt and capital leases were estimated using market rates the Company believes would be available for similar
types of financial instruments and represent level 2 measurements. The fair values of cash and cash equivalents and notes receivable approximate their
carrying amounts due to the short-term nature of the financial instruments.

NOTE 11 - DERIVATIVES
The Company's earnings, cash flows and financial position are exposed to market risks relating to interest rates. It is the Company's policy to minimize its

exposure to adverse changes in interest rates and manage interest rate risks inherent in funding the Company with debt. The Company addresses this risk by
maintaining a mix of fixed and floating rate debt and entering into interest rate swaps for a portion of its variable rate debt to minimize interest rate volatility.
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The following is a summary of the Company's interest rate swaps as of December 30, 2017:

Notional
Type Amount Effective Date Fixed Rate Variable Rate
Interest rate swap $ 25,000 September 1, 2016 through September 1, 2021 3.105% 1 Month LIBOR
Interest rate swap $ 25,000 September 1, 2015 through September 1, 2021 3.304% 1 Month LIBOR
Interest rate swap $ 7,046 (1) November7,2014 through November 7, 2024 4.500% 1 Month LIBOR
Interest rate swap $ 5,373 (2) January7,2017 through January 7, 2025 4.300% 1 Month LIBOR

(1) Interest rate swap notional amount amortizes by $35 monthly to maturity.
(2) Interest rate swap notional amount amortizes by $26 monthly to maturity.

The following table summarizes the fair values of derivative instruments included in the Company's Consolidated Balance Sheets:

Location on Consolidated Fair Value
Balance Sheets 2017 2016
Liability Derivatives:
Derivatives designated as hedging instruments:
Interest rate swaps, current portion Accrued Expenses $ 842 § 1,342
Interest rate swaps, long-term portion Other Long-Term Liabilities 1,387 2,353
Total Liability Derivatives $ 2229 § 3,695

The following tables summarize the pre-tax impact of derivative instruments on the Company's financial statements:

Amount of Gain or (Loss) Recognized in AOCIL on the effective
portion of the Derivative

2017 2016 2015

Derivatives designated as hedging instruments:
Cash flow hedges - interest rate swaps $ 180 $ (263) $ (2,410)

Amount of Gain or (Loss) Reclassified from AOCIL on the effective
portion into Income (1)(2)

2017 2016 2015

Derivatives designated as hedging instruments:
Cash flow hedges - interest rate swaps $ (1,250) $ (1,291) $ (777)

(1) The amount of gain (loss) reclassified from AOCIL is included in interest expense on the Company's Consolidated Statements of Operations.
(2) The amount of loss expected to be reclassified from AOCIL into earnings during the next 12 months subsequent to fiscal 2017 is $842.

The amount of gain (loss) recognized in income on the ineffective portion of interest rate swaps, if any, is included in other (income) expense, net on the
Company's Consolidated Statements of Operations. There was no ineffective portion for the periods presented.

NOTE 12 - EMPLOYEE BENEFIT PLANS
Defined Contribution Plans

The Company sponsors a 401(k) defined contribution plan that covers a significant portion, or approximately 86% of the Company's associates. This plan
includes a mandatory Company match on the first 1% of participants' contributions. The Company matches the next 2% of participants' contributions if the
Company meets prescribed earnings levels. The plan also provides for additional Company contributions above the 3% level if the Company attains certain
additional performance targets. Matching contribution expense for this 401 (k) plan was $484 in 2017, $425 in 2016 and $454 in 2015.

Additionally, the Company sponsors a 401(k) defined contribution plan that covers those associates at one facility who are under a collective-bargaining
agreement, or approximately 14% of the Company's associates. Under this plan, the Company generally matches participants' contributions, on a sliding
scale, up to a maximum of 2.75% of the participant's earnings. Matching contribution expense for the collective-bargaining 401(k) plan was $125in 2017, $71
in 2016 and $82 in 2015.
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Non-Qualified Retirement Savings Plan

The Company sponsors a non-qualified retirement savings plan that allows eligible associates to defer a specified percentage of their compensation. The
obligations owed to participants under this plan were $17,010 at December 30, 2017 and $14,992 at December 31, 2016 and are included in other long-term
liabilities in the Company's Consolidated Balance Sheets. The obligations are unsecured general obligations of the Company and the participants have no
right, interest or claim in the assets of the Company, except as unsecured general creditors. The Company utilizes a Rabbi Trust to hold, invest and reinvest
deferrals and contributions under the plan. Amounts are invested in Company-owned life insurance in the Rabbi Trust and the cash surrender value of the
policies was $18,232 at December 30, 2017 and $15,679 at December 31, 2016 and is included in other assets in the Company's Consolidated Balance
Sheets.

Multi-Employer Pension Plan

The Company contributes to a multi-employer pension plan under the terms of a collective-bargaining agreement that covers its union-represented
employees. These union-represented employees represented approximately 14% of the Company's total employees. The risks of participating in multi-
employer plans are different from single-employer plans. If a participating employer stops contributing to the plan, the unfunded obligations of the plan may
be borne by the remaining participating employers. If the Company chooses to stop participating in the multi-employer plan, the Company may be required to
pay the plan an amount based on the underfunded status of the plan, referred to as a withdrawal liability.

The Company's participation in the multi-employer pension plan for 2017 is provided in the table below. The "EIN/Pension Plan Number" column provides the
Employee Identification Number (EIN) and the three digit plan number. The most recent Pension Protection Act (PPA) zone status available in 2017 and 2016
is for the plan's year-end at 2016 and 2015, respectively. The zone status is based on information that the Company received from the plan and is certified by
the plan's actuary. Among other factors, plans in the red zone are generally less than 65% funded, plans in the yellow zone are less than 80% funded and
plans in the green zone are at least 80% funded. The "FIP/RP Status Pending/Implemented" column indicates a plan for which a financial improvement plan
(FIP) or a rehabilitation plan (RP) is either pending or has been implemented. The last column lists the expiration date of the collective-bargaining agreement
to which the plan is subject.

Pension Expiration
Protection Act Date of
Zone Status FIP/RP Status Contributions (2) Collective-
EIN/PensionPlan —  Pending/Implemented Surcharge Bargaining
Pension Fund Number 2017 2016 (1) 2017 2016 2015 Imposed (1) Agreement
The Pension Plan of the National
Retirement Fund 13-6130178 - 001 Red Red Implemented $ 313 $§ 274 $ 268 Yes 6/3/2018

(1) The collective-bargaining agreement requires the Company to contribute to the plan at the rate of $0.47 per compensated hour for each covered employee. The Company
will make additional contributions, as mandated by law, in accordance with the fund's 2010 Rehabilitation Plan which required a surcharge equal to $0.03 per hour (from
$0.47 to $0.50) effective June 1, 2014 to May 31, 2015, a surcharge equal to $0.03 per hour (from $0.50 to $0.53) effective June 1, 2015 to May 31, 2016, a surcharge
equal to $0.02 per hour (from $0.53 to $0.55) effective June 1, 2016 to May 31, 2017, and a surcharge equal to $0.03 per hour (from $0.55 to $0.58) effective June 1, 2017
to May 31, 2018, respectively. Based upon current employment and benefit levels, the Company's contributions to the multi-employer pension plan are expected to be
approximately $328 for 2018.

(2) The Company's contributions to the plan do not represent more than 5% of the total contributions to the plan for the most recent plan year available.

Postretirement Plans
The Company sponsors a postretirement benefit plan that provides life insurance to a limited number of associates upon retirement as part of a collective

bargaining agreement.
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Information about the benefit obligation and funded status of the Company's postretirement benefit plan is summarized as follows:

2017 2016
Change in benefit obligation:
Benefit obligation at beginning of year $ 314 § 290
Service cost 7 7
Interest cost 16 15
Actuarial (gain) loss (11) 3
Benefits paid (1) (1)
Benefit obligation at end of year 325 314
Change in plan assets:
Fair value of plan assets at beginning of year — —_
Employer contributions 1 1
Benefits paid (1) (1)
Fair value of plan assets at end of year — —
Unfunded amount $ (325) $ (314)

The balance sheet classification of the Company's liability for the postretirement benefit plan is summarized as follows:

2017 2016
Accrued expenses $ 14 3 13
Other long-term liabilities 31 301
Total liability $ 325 §$ 314

Benefits expected to be paid on behalf of associates for the postretirement benefit plan during the period 2018 through 2027 are summarized as follows:

Postretirement

Years Plan
2018 $ 14
2019 14
2020 13
2021 13
2022 14
2023 - 2027 72

Assumptions used to determine the benefit obligation of the Company's postretirement benefit plan are summarized as follows:

2017 2016

Weighted-average assumptions as of year-end:
Discount rate (benefit obligation) 4.00% 4.00%
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Components of net periodic benefit cost (credit) for the postretirement plan are summarized as follows:

2017 2016 2015
Service cost $ 7 9 7 % 7
Interest cost 16 15 18
Amortization of prior service credits (4) (4) (86)
Recognized net actuarial gains (30) (33) (40)
Net periodic benefit cost (credit) $ 1) $ (15) $ (101)
Pre-tax amounts included in AOCIL for the Company's postretirement benefit plan at 2017 are summarized as follows:
Postretirement Benefit Plan
2018 Expected
Balance at 2017 Amortization
Prior service credits $ 8) $ (4)
Unrecognized actuarial gains (381) (30)
Totals $ (389) § (34)
NOTE 13 - INCOME TAXES
The provision (benefit) for income taxes on income (loss) from continuing operations consists of the following:
2017 2016 2015

Current

Federal $ 278 § (396) $ 277

State (950) 34 (261)
Total current (672) (362) 16
Deferred

Federal 7,535 (3,003) (641)

State 646 (257) (89)
Total deferred 8,181 (3,260) (730)
Income tax provision (benefit) $ 7,509 $ (3,622) $ (714)
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Differences between the provision (benefit) forincome taxes and the amount computed by applying the statutory federal income tax rate to income (loss) from
continuing operations before taxes are summarized as follows:

2017 2016 2015
Federal statutory rate 35% 35% 35%
Statutory rate applied to income (loss) from continuing operations before
taxes $ (635) $ (3,090) $ (1,047)
Plus state income taxes, net of federal tax effect (198) (145) (227)
Total statutory provision (benefit) (833) (3,235) (1,274)
Effect of differences:
Nondeductible meals and entertainment 161 148 147
Federal tax credits (200) (395) (441)
Reserve for uncertain tax positions 8 31 35
Goodwill — (13) (124)
Change in valuation allowance 6,470 106 977
Tax reform 1,749 — —
Stock-based compensation 146 — —
Other items 8 (264) (34)
Income tax provision (benefit) $ 7509 § (3622) % (714)

On December 22, 2017, the President signed the Tax Cuts and Jobs Act (the “Tax Act’). The Tax Act, among other things, lowered the U.S. corporate income
tax rate from 35% to 21% effective January 1, 2018. Consequently, the Company wrote down its net deferred tax assets as of December 30, 2017 by $8,169
to reflect the estimated impact of the Tax Act. This amountincluded a charge of $1,749 related to the re-measurement of certain net deferred tax assets using
the lower U.S. corporate income tax rate and a charge of $6,420 to increase the valuation allowance related to the net deferred tax asset. The majority of the
increase in the valuation allowance is related to the revised treatment of net operating losses under the Tax Act.

While the Company has substantially completed its provisional analysis of the income tax effects of the Tax Act and recorded a reasonable estimate of such
effects, the charge related to the Tax Act may differ, possibly materially, due to, among other things, further refinement of its calculations, changes in
interpretations and assumptions that the Company has made or additional guidance that may be issued related to the Tax Act. The Company will complete its
analysis over a one-year measurement period from the enactment date, and any adjustments during this measurement period will be included in income from
continuing operations as an adjustment to income tax expense in the reporting period when such adjustments are determined.

In 2016, the Company increased valuation allowances by $106 related to state income tax loss carryforwards and state income tax credit carryforwards to
reflect the estimated amount of deferred tax assets that may not be realized during the carryforward periods.

In 2015, the Company increased valuation allowances by $977 related to state income tax loss carryforwards and state income tax credit carryforwards to
reflect the estimated amount of deferred tax assets that may not be realized during the carryforward periods.

Income tax payments, net of (income tax refunds) received for continuing and discontinued operations were $44 in 2017, $(190) in 2016 and $48 in 2015.

Table of Contents 54



THE DIXIE GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(amounts in thousands, except per share data)
(Continued)

Significant components of the Company's deferred tax assets and liabilities are as follows:

2017 2016
Deferred tax assets:
Inventories $ 3146 $ 4,057
Retirement benefits 2,200 3,387
State net operating losses 4,196 3,672
Federal net operating losses 3,204 5,930
State tax credit carryforwards 1,963 1,728
Federal tax credit carryforwards 3,365 3,361
Allowances for bad debts, claims and discounts 2,373 3,442
Other 3,649 5,001
Total deferred tax assets 24,096 30,578
Valuation allowance (12,994) (5,400)
Net deferred tax assets 11,102 25,178
Deferred tax liabilities:
Property, plant and equipment 12,207 17,568
Total deferred tax liabilities 12,207 17,568
Net deferred tax asset (liability) $ (1,105) $ 7,610

At December 30, 2017, $3,204 of deferred tax assets related to approximately $15,328 of federal net operating loss carryforwards and $4,196 of deferred tax
assets related to approximately $78,399 of state net operating loss carryforwards. In addition, $3,365 of federal tax credit carryforwards and $1,963 of state
tax credit carryforwards were available to the Company. The federal net operating loss carryforwards and the federal tax credit carryforwards will expire
between 2029 and 2036. The state net operating loss carryforwards and the state tax credit carryforwards will expire between 2018 and 2037. A valuation
allowance of $12,994 is recorded to reflect the estimated amount of deferred tax assets that may not be realized during the carryforward periods. At
December 30, 2017, the Company is in a net deferred tax liability position of $1,105 which is included in other liabilities in the Company's Consolidated

Balance Sheets. The net deferred tax assetin 2016 was included in other assets in the Company's Consolidated Balance Sheets.

Tax Uncertainties

The Company accounts for uncertainty in income tax positions according to FASB guidance relating to uncertain tax positions. Unrecognized tax benefits
were $414 and $406 at December 30, 2017 and December 31, 2016, respectively. Such benefits, if recognized, would affect the Company's effective tax rate.

There were no significant interest or penalties accrued as of December 30,2017 and December 31, 2016.

The following is a summary of the change in the Company's unrecognized tax benefits:

2017 2016 2015
Balance at beginning of year $ 406 $ 375 § 400
Additions based on tax positions taken during a current period 8 31 35
Reductions related to settlement of tax matters — — (60)
Balance at end of year $ 414 406 $ 375

The Company and its subsidiaries are subject to United States federal income taxes, as well as income taxes in a number of state jurisdictions. The tax years
subsequent to 2013 remain open to examination for federal income taxes. The majority of state jurisdictions remain open for tax years subsequent to 2013. A

few state jurisdictions remain open to examination for tax years subsequent to 2012.
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NOTE 14 - COMMON STOCK AND EARNINGS (LOSS) PER SHARE
Common & Preferred Stock

The Company's charter authorizes 80,000,000 shares of Common Stock with a $3 par value per share and 16,000,000 shares of Class B Common Stock with
a $3 par value per share. Holders of Class B Common Stock have the right to twenty votes per share on matters that are submitted to Shareholders for
approval and to dividends in an amount not greater than dividends declared and paid on Common Stock. Class B Common Stock is restricted as to
transferability and may be converted into Common Stock on a one share for one share basis. The Company's charter also authorizes 200,000,000 shares of
Class C Common Stock, $3 par value per share, and 16,000,000 shares of Preferred Stock. No shares of Class C Common Stock or Preferred Stock have

been issued.
Earnings (Loss) Per Share

The Company's unvested stock awards that contain non-forfeitable rights to dividends or dividend equivalents, whether paid or unpaid, are considered
participating securities and are included in the computation of earnings per share. The accounting guidance requires additional disclosure of EPS for
common stock and unvested share-based payment awards, separately disclosing distributed and undistributed earnings. Undistributed earnings represent
earnings that were available for distribution but were not distributed. Common stock and unvested share-based payment awards earn dividends equally. All
earnings were undistributed in all periods presented.

The following table sets forth the computation of basic and diluted earnings (loss) per share from continuing operations:

2017 2016 2015

Basic earnings (loss) per share:
Income (loss) from continuing operations $ (9,322) $ (5,207) $ (2,278)
Less: Allocation of earnings to participating securities — — —
Income (loss) from continuing operations available to common shareholders - basic $ (9,322) $ (5,207) $ (2,278)
Basic weighted-average shares outstanding (1) 15,699 15,638 15,536
Basic earnings (loss) per share - continuing operations $ (0.59) $ (0.33) $ (0.15)
Diluted earnings (loss) per share:
Income (loss) from continuing operations available to common shareholders - basic $ (9,322) $ (5,207) $ (2,278)
Add: Undistributed earnings reallocated to unvested shareholders — — —
Income (loss) from continuing operations available to common shareholders - basic $ (9,322) $ (5,207) $ (2,278)
Basic weighted-average shares outstanding (1) 15,699 15,638 15,536
Effect of dilutive securities:

Stock options (2) — — —

Directors' stock performance units (2) — — —
Diluted weighted-average shares outstanding (1)(2) 15,699 15,638 15,536
Diluted earnings (loss) per share - continuing operations $ (0.59) $ (0.33) $ (0.15)

(1) Includes Common and Class B Common shares, excluding 434 unvested participating securities, in thousands.
(2) Shares issuable under stock option plans where the exercise price is greater than the average market price of the Company's Common Stock during the relevant period
and directors' stock performance units have been excluded to the extent they are anti-dilutive. Aggregate shares excluded were 448 in 2017, 220 in 2016 and 333 in 2015.

NOTE 15 - STOCK PLANS AND STOCK COMPENSATION EXPENSE
The Company recognizes compensation expense relating to share-based payments based on the fair value of the equity instrument issued and records such
expense in selling and administrative expenses in the Company's Consolidated Financial Statements. The number of shares to be issued is determined by

dividing the specified dollar value of the award by the market value per share on the grant date. The Company's stock compensation expense was $940 in
2017,%$1,324in 2016 and $1,406 in 2015.
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2016 Incentive Compensation Plan

On May 3, 2016, the Company's shareholders' approved and adopted the Company's 2016 Incentive Compensation Plan (the "2016 Incentive Compensation
Plan") which provides for the issuance of a maximum of 800,000 shares of Common Stock and/or Class B Common Stock for the grant of options, and/or
other stock-based or stock-denominated awards to employees, officers, directors, and agents of the Company and its participating subsidiaries. The 2016
Incentive Compensation Plan and the allocation of shares thereunder superseded and replaced The Dixie Group, Inc. Stock Awards Plan, as amended (the
"2006 Plan") and the allocation of shares thereunder. The 2006 Plan was terminated with respect to new awards. Awards previously granted under the 2006
Plan continue to be governed by the terms of that plan and are not affected by its termination.

2006 Stock Awards Plan

The Company had a Stock Awards Plan, ("2006 Plan"), as amended, which provided for the issuance of up to 1,800,000 shares of Common Stock and/or
Class B Common Stock as stock-based or stock-denominated awards to directors of the Company and to salaried employees of the Company and its
participating subsidiaries.

Restricted Stock Awards

Each executive officer has the opportunity to earn a Primary Long-Term Incentive Award of restricted stock and separately receive an award of restricted stock
denominated as “Career Shares.” The number of shares issued, if any, is based on the market price of the Company’s Common Stock at the time of grant of
the award, subject to a $5.00 per share minimum value. Primary Long-Term Incentive Awards vest over three years. For participants over age 60, Career
Share Awards fully vest when the participant becomes (i) qualified to retire from the Company and (ii) has retained such shares two years following the grant
date. For the participants under age 60, Career Shares vest ratably over five years beginning on the participant's 61st birthday.

On March 10, 2017, the Company granted 40,000 shares of restricted stock to certain key employees of the Company. The grant-date fair value of the awards
was $140, or $3.50 per share, and will be recognized as stock compensation expense over a three-year vesting period from the date the awards were
granted. Each award is subject to a continued service condition. The fair value of each share of restricted stock awarded was equal to the market value of a
share of the Company's Common Stock on the grant date.

On September 1, 2017, the Company granted 10,000 shares of restricted stock to a key employee. The grant-date fair value of the award was $42, or $4.15
per share, and will be recognized as stock compensation expense over a three-year vesting period from the date the award was granted. The award is
subject to a continued service condition. The fair value of each share of restricted stock awarded was equal to the market value of a share of the Company's
Common Stock on the grant date.

On September 18, 2017, the Company granted 10,000 shares of restricted stock to a key employee. The grant-date fair value of the award was $41, or $4.05
per share, and will be recognized as stock compensation expense over a three-year vesting period from the date the award was granted. The award is
subject to a continued service condition. The fair value of each share of restricted stock awarded was equal to the market value of a share of the Company's
Common Stock on the grant date.

On March 11, 2016, the Company issued 149,215 shares of restricted stock to officers and other key employees. The grant-date

fair value of the awards was $651, or $4.360 per share, and is expected to be recognized as stock compensation expense over a weighted-average period of
8.7 years from the date the awards were granted. Each award is subject to a continued service condition. The fair value of each share of restricted stock
awarded was equal to the market value of a share of the Company's Common Stock on the grant date.

On March 12,2015, the Company issued 114,625 shares of restricted stock to officers and other key employees. The grant-date fair value of the awards was
$1,021, or $8.910 per share, and is expected to be recognized as stock compensation expense over a weighted-average period of 7.4 years from the date
the awards were granted. Each award is subject to a continued service condition. The fair value of each share of restricted stock awarded was equal to the
market value of a share of the Company's Common Stock on the grant date.

On April 29, 2015, the Company granted 100,000 shares of restricted stock to the Company's Chief Executive Officer. The grant-date fair value of the award
was $982, or $9.815 per share and will be recognized as stock compensation expense over a four year vesting period from the date the award was granted.
Vesting of the award is subject to both a service condition and performance condition. The fair value of each share of restricted stock awarded was equal to
the market value of a share of the Company's Common Stock on the grant date.

On August 1, 2015, the Company granted 10,000 shares of restricted stock to an employee. The grant-date fair value of the award was $100, or $9.980 per
share and will be recognized as stock compensation over a three year vesting period from the date the
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award was granted. The award is subject to a continued service condition. The fair value of each share of restricted stock awarded was equal to the market
value of a share of the Company's Common Stock on the grant date.
Restricted stock activity for the three years ended December 30, 2017 is summarized as follows:

Weighted-Average

Number of Shares Grant-Date Fair Value

Outstanding at December 27, 2014 357,239 $ 7.92
Granted 224,625 9.36
Vested (155,991) 718
Forfeited (9,078) 10.97
Outstanding at December 26, 2015 416,795 8.90
Granted 149,215 4.36
Vested (107,318) 8.88
Forfeited (1,314) 15.68
Outstanding at December 31, 2016 457,378 7.41
Granted 60,000 3.70
Vested (78,908) 8.79
Forfeited (4,629) 5.96
Outstanding at December 30, 2017 433,841 $ 6.66

As of December 30, 2017, unrecognized compensation cost related to unvested restricted stock was $1,368. That cost is expected to be recognized over a
weighted-average period of 7.3 years. The total fair value of shares vested was approximately $276, $456 and $1,410 during 2017, 2016 and 2015,
respectively.

Stock Performance Units

The Company's non-employee directors receive an annual retainer of $18 in cash and $18 in value of Stock Performance Units (subject to a $5.00 minimum
per unit). If market value at the date of the grants is above $5.00 per share; there is no reduction in the number of units issued. However, if the market value at
the date of the grants is below $5.00, units will be reduced to reflect the $5.00 per share minimum. Upon retirement, the Company issues the number of
shares of Common Stock equivalent to the number of Stock Performance Units held by non-employee directors at that time. As of December 30, 2017,
141,432 Stock Performance Units were outstanding under this plan. As of December 30, 2017, unrecognized compensation cost related to Stock
Performance Units was $34. That cost is expected to be recognized over a weighted-average period of 0.3 years.

Stock Options

Options granted under the Company's 2006 Plan and the 2016 Plan were exercisable for periods determined at the time the awards are granted. Effective
2009, the Company established a $5.00 minimum exercise price on all options granted.

On May 30, 2017, the Company granted 203,000 options with a market condition to certain key employees of the Company at a weighted-average exercise
price of $4.30. The grant-date fair value of these options was $306. These options vest over a two-year period and require the Company's stock to trade at or
above $7.00 for five consecutive trading days after the two-year period and within five years of issuance to meet the market condition.

The fair value of each option was estimated on the date of grant using a lattice model. Expected volatility was based on historical volatility of the Company's
stock, using the most recent period equal to the expected life of the options. The risk-free interest rate was based on the U.S. Treasury yield for a term equal to
the expected life of the option at the time of grant. The Company uses historical exercise behavior data of similar employee groups to determine the expected
life of options.
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The following weighted-average assumptions were used to estimate the fair value of stock options granted during the year ended December 30, 2017:

2017 2016 (1) 2015 (1)
Expected Volatility 47.80% —% —%
Risk-free interest rate 1.79% —% —%
Dividend yield —% —% —%
Expected life of options (yrs) 5 0 0

(1) No options were granted during the years ended December 31, 2016 and December 26, 2015.

Option activity for the three years ended December 30, 2017 is summarized as follows:

Weighted-Average Weighted-Average Fair

Weighted-Average Remaining Contractual Value of Options Granted
Number of Shares Exercise Price Life (in years) During the Year
Outstanding at December 27, 2014 439235 $ 10.31 $ —
Exercised (89,435) 6.78 —
Forfeited (246,300) 13.82 —
Outstanding at December 26, 2015 103,500 5.00 —
Exercised = = =
Forfeited — — —
Outstanding at December 31, 2016 103,500 5.00 —
Granted 203,000 4.30 1.51
Exercised — — —
Forfeited — — —
Outstanding at December 30, 2017 306,500 $ 4.54 3.5 $ —_
Options exercisable at:
December 26, 2015 103,500 $ 5.00 —
December 31,2016 103,500 5.00 =
December 30, 2017 103,500 5.00 1.8 —

At December 30, 2017, there was no intrinsic value of outstanding stock options and no intrinsic value of exercisable stock options. The intrinsic value of
stock options exercised during 2017, 2016 and 2015 was $0, $0 and $221, respectively. At December 30, 2017, unrecognized compensation expense
related to unvested stock options was $211 and is expected to be recognized over a weighted-average period of 1.4 years.
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NOTE 16 - ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Components of accumulated other comprehensive income (loss), net of tax, are as follows:

Interest Rate Post-Retirement
Swaps Liabilities Total

Balance at December 27,2014 (1,841) 328 (1,513)

Unrealized loss on interest rate swaps, net of tax of $916 (1,494) — (1,494)

Reclassification of loss into earnings from interest rate swaps, net of tax of $295 482 — 482

Unrecognized net actuarial gain on postretirement benefit plans, net of tax of $18 — 30 30

Reclassification of net actuarial gain into earnings from postretirement benefit plans, net of tax of

$15 — (25) (25)

Reclassification of prior service credits into earnings from postretirement benefit plans, net of tax of

$33 — (53) (53)
Balance at December 26, 2015 (2,853) 280 (2,573)

Unrealized loss on interest rate swaps, net of tax of $100 (163) — (163)

Reclassification of loss into earnings from interest rate swaps, net of tax of $491 800 — 800

Unrecognized net actuarial loss on postretirement benefit plans, net of tax of $1 — (2) (2)

Reclassification of net actuarial gain into earnings from postretirement benefit plans, net of tax of

$13 — (20) (20)

Reclassification of prior service credits into earnings from postretirement benefit plans, net of tax of

$2 — (2) (2)
Balance at December 31,2016 (2,216) 256 (1,960)

Unrealized gain on interest rate swaps, net of tax of $68 112 — 112

Reclassification of loss into earnings from interest rate swaps, net of tax of $475 775 — 775

Unrecognized net actuarial gain on postretirement benefit plans, net of tax of $4 — 7 7

Reclassification of net actuarial gain into earnings from postretirement benefit plans, net of tax of

$11 — (19) (19)

Reclassification of prior service credits into earnings from postretirement benefit plans, net of tax of

$1 — (3) 3)

Reclassification of stranded tax effects (258) 47 (211)
Balance at December 30,2017 $ (1,587) $ 288 $ (1,299)

NOTE 17 - COMMITMENTS AND CONTINGENCIES

Commitments
The Company had purchase commitments of $697 at December 30, 2017, primarily related to machinery and equipment. The Company enters into fixed-

price contracts with suppliers to purchase natural gas to support certain manufacturing processes. The Company had contract purchases of $640 in 2017,
$855in 2016 and $1,151 in 2015. At December 30, 2017, the Company has commitments to purchase natural gas of $428 for 2018.
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The Company leases certain equipment under capital leases and certain buildings, machinery and equipment under operating leases. Commitments for
minimum rentals under non-cancelable leases, including any applicable rent escalation clauses, are as follows:

Capital Operating

Leases Leases
2018 $ 5006 $ 3,709
2019 3,898 2,854
2020 3,506 2,364
2021 2,684 1,882
2022 956 1,451
Thereafter 244 3,525
Total commitments 16,294 15,785
Less amounts representing interest (1,764) —
Total $ 14,530 § 15,785

Rental expense was approximately $3,687, $3,575 and $3,593 during 2017, 2016 and 2015, respectively.

Property, plant and equipment includes machinery and equipment under capital leases which have asset cost and accumulated depreciation of $25,250 and
$8,300, respectively, at December 30, 2017, and $17,987 and $5,881, respectively, at December 31, 2016.

Contingencies

The Company assesses its exposure related to legal matters, including those pertaining to product liability, safety and health matters and other items that
arise in the regular course of its business. If the Company determines that it is probable a loss has been incurred, the amount of the loss, or an amount within
the range of loss, that can be reasonably estimated will be recorded.

Environmental Remediation

The Company accrues for losses associated with environmental remediation obligations when such losses are probable and estimable. Remediation
obligations are accrued based on the latest available information and are recorded at undiscounted amounts. The Company regularly monitors the progress
of environmental remediation. If studies indicate that the cost of remediation has changed from the previous estimate, an adjustment to the liability would be
recorded in the period in which such determination is made. (See Note 20).

Legal Proceedings

The Company has been sued, together with the 3M Company and approximately 30 other carpet manufacturers, by the Gadsden (Alabama) Water Works in
the circuit court of Etowah County Alabama [The Water Works and Sewer Board of the City of Gadsden v. 3M Company, et al, civil action No. 31-CV-2016-
900676.00] and by the Town of Centre (Alabama) Water Works in the circuit court of Cherokee County Alabama [The Water Works and Sewer Board of the
Town of Centre v. 3M Company, et al, civil action No. 13-CV-2017-900049.00]. Both cases seek monetary damages and injunctive relief related to the use of
certain chemical compounds in the manufacture and finishing of carpet products “in and around Dalton Georgia.” On motion of the defendants, the cases
were removed to the U.S. District Court for the Northern District of Alabama (Middle Division) Case No. 4:16-CV-01755-SGC and Case No. 4:17-CV-01026-
KOB. Subsequently, the Gadsden Water Works filed a motion to have the case remanded back to the state court and such motion has been granted. The
lawsuits allege that perflourinated compounds (“PFC”), perflourinated acid (“PFOA”) and perfluorooctane sulfonate (“PFOS”) manufactured by 3M were used
in certain finishing and treatment processes by the defendants and, as a consequence of such use, were subsequently either discharged into or leached into
the water systems around Dalton, Georgia. The Complaints seeks damages that exceed $10, but are otherwise unspecified in amount in addition to injunctive
relief and punitive damages. The Company intends to defend the matters vigorously and is unable to estimate the potential exposure to loss, if any, at this
time.

The Company has received a class action complaint filed by Carlos Garcia, a current employee, individually and on behalf of others similarly situated against
Fabrica [Carlos Garcia et al. vs. Fabrica International, Inc., et al., in the Superior Court of Orange County, California, Case No. 30-2017-00949461 CU-OE-
CXC]. The complaint alleges causes of actions on behalf of classes of Fabrica’s current and former employees during the four-year period immediately
preceding the filing of the complaint for failure to pay proper overtime wages, failure to compensate for all meal periods and rest periods, failure to pay all
proper overtime and double time, and for the provision and maintaining of inaccurate wage statements. Finally, the complaint asserts a cause of action for
unfair competition by means of the above actions and seeks restitution of monies supposedly unlawfully withheld and demands attorneys’ fees and
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costs. The Company has denied liability, is defending the matters vigorously and is unable to estimate the potential exposure to loss, if any, at this time.

The Company is one of multiple parties to three current lawsuits filed in Madison County lllinois, styled Brenda Bridgeman, Individually and as Special
Administrator of the Estate of Robert Bridgeman, Deceased, vs. American Honda Motor Co., Inc., f/k/a Metropolitan Life Insurance Co., et al No. 15-L-374,
styled Charles Anderson, PIff., vs. 3M Company, et al, No. 17-L-525 and styled Danny Atkins and Pamela Atkins, Pltfs., vs. Aurora Pump Company, et al. No.
18-L-2. All three lawsuits entail a claim for damages to be determined in excess of $50 filed on behalf of either a former employee or the estate of an
individual which alleges that the deceased contracted mesothelioma as a result of exposure to asbestos while employed by the Company. Discovery in each
matter is ongoing, and a tentative trial date has been set for one of the cases. The Company has denied liability, is defending the matters vigorously and is
unable to estimate its potential exposure to loss, if any, at this time. In August of 2017, the lawsuit styled Sandra D. Watts, Individually and as Special
Administrator of the Estate of Dianne Averett, Deceased vs. 4520 Corp., Inc. f/k/a Benjamin F. Shaw Company, et al No. 12-L-2032 was placed in the category
of "special closed with settlements and bankruptcy claims pending" to all remaining defendants.

NOTE 18 - OTHER OPERATING EXPENSE, NET

Other operating (income) expense, netis summarized as follows:

2017 2016 2015
Other operating expense, net:
(Gain) loss on property, plant and equipment disposals $ 170 $ 725 $ (114)
(Gain) loss on currency exchanges (72) 167 602
Amortization of intangibles 306 305 305
Retirement expenses 155 154 212
BP settlement gain (1) — (841) —
Miscellaneous (income) expense (118) (109) (133)
Other operating expense, net $ 441 3 401 $ 872

(1) On November 21, 2016, the Company entered into a full and final release agreement with BP Exploration and Production, Inc. and various related entities pursuant to which
the Company released any and all claims related to the Deepwater Horizon oil spill which occurred on April 20, 2010. In exchange for this release, the Company received a
net amount of $841 from the settlement.

Other (income) expense, netis summarized as follows:

2017 2016 2015
Other expense, net:
Earnings from equity investments — = 14
Miscellaneous (income) expense 39 22 33
Other expense, net $ 39 $ 22 % 47

NOTE 19 - FACILITY CONSOLIDATION AND SEVERANCE EXPENSES, NET
2014 Warehousing, Distribution & Manufacturing Consolidation Plan

The Company developed a plan to align its warehousing, distribution and manufacturing to support its growth and manufacturing strategy resulting in
improved distribution capabilities and customer service. The key element and first major step of this plan was the acquisition of a facility to serve as a finished
goods warehouse and a cut-order and distribution center in Adairsville, Georgia. Costs related to the consolidation included moving and relocation
expenses, information technology expenses and expenses relating to conversion and realignment of equipment. In addition, this plan included the
elimination of both carpet dyeing and yarn dyeing in the Company's Atmore, Alabama facility designed to more fully accommodate the distribution and
manufacturing realignment. As a result, the dyeing operations in Atmore were moved to the Company's continuous dyeing facility, skein dyeing operation and
other outside dyeing processors.

To complete the Warehousing, Distribution & Manufacturing Consolidation Plan, the Company moved its Saraland rug operation from an expiring leased
building to an owned facility in March 2016. The Company completed this consolidation plan during 2016. As a result of eliminating its dyeing operations in
Atmore, Alabama, the Company disposed of its waste water treatment plant in 2014. Subsequently, after extensive testing, it was determined that the
Company still had some contaminants above background
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levels and that it would need to install a soil cap. The Company recognized expenses of $331 during 2016 to finalize the cleanup of the site of the Company's
former waste water treatment plant.

2015 Corporate Office Consolidation Plan

In April 2015, the Company's Board of Directors approved the Corporate Office Consolidation Plan, to cover the costs of consolidating three of the Company's
existing leased divisional and corporate offices to a single leased facility located in Dalton, Georgia. The Company paid a fee to terminate one of the leased
facilities, did not renew a second facility and vacated the third facility. Related to the vacated facility, the Company recorded the estimated costs related to the
fulfillment of its contractual lease obligation and on-going facility maintenance, net of an estimate of sub-lease expectations. Accordingly, if the estimates
differ, the Company would record an additional charge or benefit, as appropriate. Costs related to the consolidation included the lease termination fee,
contractual lease obligations and moving costs.

2017 Profit Improvement Plan

During the fourth quarter of 2017, the Company announced a Profit Improvement Plan to improve profitability through lower cost and streamlined decision
making and aligning processes to maximize efficiency. The plan includes consolidating the management of the Company's two commercial brands, Atlas
Carpet Mills and Masland Contract, under one management team, sharing operations in sales, marketing, product development and manufacturing. Specific
to this plan includes focusing nearly all commercial solution dyed make-to-order production in our Atmore, Alabama operations where the Company has
developed such make-to-order capabilities over the last 5 years. Further, the Company is aligning its west coast production facilities, better utilizing its west
coast real estate by moving production to its Porterville, California and Atmore, Alabama operations and preparing for more efficient distribution of its west
coast products. In addition, the Company had reductions in related support functions such as accounting and information services.

Costs related to the facility consolidation plans are summarized as follows:

As of December 30, 2017

Total Costs

Accrued Balance at 2017 2017 Cash Accrued Balance at Incurred to Total Expected

December 31,2016  Expenses (1) Payments December 30, 2017 Date Costs
Warehousing, Distribution and
Manufacturing Consolidation Plan $ 266 $ 4) $ 262 $ — 3 7440 $ 7,440
Corporate Office Consolidation Plan 248 4 81 171 807 807
Profit Improvement Plan — 636 302 334 636 1,382
Total All Plans $ 514 $ 636 $ 645 § 505 $ 8883 § 9,629

Accrued Balance at 2016 2016 Cash Accrued Balance at
December 26,2015 Expenses (1) Payments December 31,2016

Warehousing, Distribution and

Manufacturing Consolidation Plan $ — % 1,381  § 1,115  § 266
Corporate Office Consolidation Plan 341 75 168 248
Total All Plans $ 341§ 1456 $ 1,283 $ 514

(1) Costs incurred under these plans are classified as "facility consolidation and severance expenses, net" in the Company's Consolidated Statements of Operations.
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NOTE 20 - DISCONTINUED OPERATIONS

The Company has either sold or discontinued certain operations that are accounted for as "Discontinued Operations" under applicable accounting guidance.
Discontinued operations are summarized as follows:

2017 2016 2015

Net sales - Carousel operations $ — 3 — 3 417
Loss from discontinued operations:

Loss from Carousel operations $ — 3 — 3 (116)

Workers' compensation costs from former textile operations (155) (2) (53)

Environmental remediation costs from former textile operations (225) (216) (68)
Loss from discontinued operations, before taxes $ (380) $ (218) $ (237)

Income tax benefit (147) (87) (89)
Loss from discontinued operations, net of tax $ (233) $ (131) $ (148)
Income on disposal of Carousel discontinued operations before income taxes $ — 3 100 $ —

Income tax provision — 40 —
Income on disposal of discontinued operations, net of tax $ —  $ 60 $ —

Undiscounted reserves are maintained for the self-insured workers' compensation obligations related to the Company's former textile operations. These
reserves are administered by a third-party workers' compensation service provider under the supervision of Company personnel. Such reserves are
reassessed on a quarterly basis. Pre-tax cost incurred for workers' compensation as a component of discontinued operations primarily represents a change
in estimate for each period from unanticipated medical costs associated with the Company's obligations.

Reserves for environmental remediation obligations are established on an undiscounted basis. The Company has an accrual for environmental remediation
obligations related to discontinued operations of $1,746 as of December 30, 2017 and $1,686 as of December 31, 2016. The liability established represents
the Company's best estimate of possible loss and is the reasonable amount to which there is any meaningful degree of certainty given the periods of
estimated remediation and the dollars applicable to such remediation for those periods. The actual timeline to remediate, and thus, the ultimate cost to
complete such remediation through these remediation efforts, may differ significantly from our estimates. Pre-tax cost for environmental remediation
obligations classified as discontinued operations were primarily a result of specific events requiring action and additional expense in each period.

NOTE 21 - RELATED PARTY TRANSACTIONS

The Company is a party to a 5-year lease with the seller of Atlas Carpet Mills, Inc. to lease three manufacturing facilities as part of the acquisition in 2014. The
lessor is controlled by an associate of the Company. Rent paid to the lessor during 2017, 2016, and 2015 was $978, $793, and $458. The lease was based
on current market values for similar facilities.

The Company purchases a portion of its product needs in the form of fiber, yarn and carpet from Engineered Floors, an entity substantially controlled by
Robert E. Shaw, a shareholder of the Company. An affiliate of Mr. Shaw holds approximately 7.4% of the Company's Common Stock, which represents
approximately 3.5% of the total vote of all classes of the Company's Common Stock. Engineered Floors is one of several suppliers of such materials to the
Company. Total purchases from Engineered Floors for 2017, 2016 and 2015 were approximately $7,200, $7,300 and $8,800, respectively; or approximately
2.3%,2.4%, and 2.8% of the Company's cost of goods sold in 2017, 2016, and 2015, respectively. Purchases from Engineered Floors are based on market
value, negotiated prices. The Company has no contractual commitments with Mr. Shaw associated with its business relationship with Engineered Floors.
Transactions with Engineered Floors are reviewed annually by the Company's board of directors.

The Company is a party to a 10-year lease with the Rothman Family Partnership to lease a manufacturing facility as part of the Robertex acquisition in 2013.
The lessor is controlled by an associate of the Company. Rent paid to the lessor during 2017, 2016, and 2015 was $273, $267, and $262, respectively. The
lease was based on current market values for similar facilities. In addition, the Company has a note payable to Robert P. Rothman related to the acquisition of
Robertex Inc. (See Note 9).
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NOTE 22 - SUBSEQUENT EVENT

On March 12, 2018, the Company granted 297,292 shares of restricted stock to certain key employees of the Company. The grant-date fair value of the
awards was $832, or $2.800 per share, and will be recognized as stock compensation expense over a weighted-average period of 6.1 years from the date
the awards were granted. Each award is subject to a continued service condition. The fair value of each share of restricted stock awarded was equal to the
market value of a share of the Company's Common Stock on the grant date.
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Additions - Additions -
Balance at Charged to Charged to
Beginning of Costs and Other Account - Deductions - Balance at

Description Year Expenses Describe Describe End of Year
Year ended December 30, 2017:
Reserves deducted from asset accounts:

Allowance for doubtful accounts $ 107 $ 70 $ — $ 44 (1) 133
Reserves classified as liabilities:

Provision for claims, allowances and

warranties 6,020 8,291 — 9,020 (2) 5,291
Year ended December 31, 2016:
Reserves deducted from asset accounts:

Allowance for doubtful accounts $ 470 $ 38 $ — $ 401 (1) 107
Reserves classified as liabilities:

Provision for claims, allowances and

warranties 5,684 10,362 — 10,026 (2) 6,020
Year ended December 26, 2015:
Reserves deducted from asset accounts:

Allowance for doubtful accounts $ 450 $ 146 $ — $ 126 (1) 470
Reserves classified as liabilities:

Provision for claims, allowances and

warranties 4,647 14,254 — 13,217  (2) 5,684

(1) Uncollectible accounts written off, net of recoveries.
(2) Reserve reductions for claims, allowances and warranties settled.
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ANNUAL REPORT ON FORM 10-K
ITEM 15(b)
EXHIBITS

YEAR ENDED DECEMBER 30,2017
THE DIXIE GROUP, INC.
DALTON, GEORGIA

Exhibit Index

DESCRIPTION

Underwriting Agreement for 2,500,000 Shares of The Dixie Group, Inc. (Incorporated by reference to Exhibit (1.1) to Dixie's Current Report
on Form 8-K dated May 20, 2014.)

Securities Purchase Agreement between Masland Carpets, LLC and Robert P. Rothman dated as of June 30, 2013. (Incorporated by
reference to Exhibit (2.1) to Dixie's Current Report on Form 8-K dated June 30, 2013.)

Text of Restated Charter of The Dixie Group. Inc. as Amended - Blackline Version. (Incorporated by reference to Exhibit (3.4) to Dixie's
Annual Report on Form 10-K for the year ended December 27, 2003.)

Amended By-Laws of The Dixie Group, Inc. as of February 22, 2007. (Incorporated by reference to Exhibit 3.1 to Dixie's Current Report on
Form 8-K dated February 26, 2007.)

Shelf Registration Statement on Form S-3. (Incorporated by reference to Exhibit (5.1) to Dixie's Current Report on Form 8-K dated May 20
2014.)

The Dixie Group, Inc. New Non-qualified Retirement Savings Plan effective August 1, 1999. (Incorporated by reference to Exhibit (10.1) to
Dixie's Quarterly Report on Form 10-Q for the quarter ended June 26, 1999.)**

The Dixie Group, Inc. 2006 Stock Awards Plan. (Incorporated by reference to Annex A to the Company's Proxy Statement for its 2006
Annual Meeting of Shareholders, filed March 20, 2006.)**

Summary Description of the 2006 Incentive Compensation Plan, approved February 23, 2006. (Incorporated by reference to Current
Report on Form 8-K dated March 1, 2006.)**

Summary Description of The Dixie Group, Inc., 2006 Incentive Compensation Plan/Range of Incentives. (Incorporated by reference to
Exhibit (10.62) to Dixie's Annual Report on Form 10-K for the year ended December 28, 2013.)**

Material terms of the performance goals for the period 2007-2011, pursuant to which incentive compensation awards may be made to
certain key executives of the Company based on the results achieved by the Company during such years, approved March 14, 2006.
(Incorporated by reference to Current Report on Form 8-K dated March 20, 2006.)**

Form of Award of Career Shares under the 2006 Incentive Compensation Plan for Participants holding only shares of the Company's
Common Stock. (Incorporated by reference to Exhibit (10.1) to Dixie's Current Report on Form 8-K dated June 6. 2006.)**

Form of Award of Career Shares under the 2006 Incentive Compensation Plan for Participants holding shares of the Company's Class B
Common Stock. (Incorporated by reference to Exhibit (10.2) to Dixie's Current Report on Form 8-K dated June 6, 2006.)**

Form of Award of Long Term Incentive Plan Shares under the 2006 Incentive Compensation Plan for Participants holding only shares of
the Company's Common Stock. (Incorporated by reference to Exhibit (10.3) to Dixie's Current Report on Form 8-K dated June 6, 2006.)**

Form of Award of Long Term Incentive Plan Shares under the 2006 Incentive Compensation Plan for Participants holding shares of the
Company's Class B Common Stock. (Incorporated by reference to Exhibit (10.4) to Dixie's Current Report on Form 8-K dated June 6

2006.)**

Master Lease Agreement, Corporate Guaranty and Schedule to the Master Lease Agreement by and between General Electric Capital
Corporation and Masland Carpets, LLC dated August 21, 2009. (Incorporated by reference to Exhibit (10.1, 10.2, 10.3) to Dixie's Current
Report on Form 8-K dated August 25, 2009.)

Amended and Modified Financing Agreement, by and between The Dixie Group. Inc. and certain of its subsidiaries named therein. and
General Electric Credit Corporation, as lender, dated June 26, 2012. (Incorporated by reference to Exhibit (10.1) to Dixie's Current Report

on Form 8-K dated June 26,2012.)
Agreement to Reduce Security Deposit Amount and Amendment to Security Deposit Pledge Agreement, by and between The Dixie

Group. Inc. and certain of its subsidiaries named therein, and General Electric Credit Corporation, as lender, dated June 26, 2012.
(Incorporated by reference to Exhibit (10.2) to Dixie's Current Report on Form 8-K dated June 26, 2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Purchase and Sale Agreement dated
December 28, 2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29,

2012.)
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Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Bill of Sale, dated December 28, 2012.
(Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29, 2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Lease Agreement, dated December 28,
2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29, 2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Short Form Lease Agreement, dated
December 28, 2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29,
2012))

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Option Agreement. dated December
28.2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29, 2012.
Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Pilot Agreement, dated December 28,
2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29, 2012.)

Obligation to the Development Authority of Gordon County: by and among Masland Carpets. LLC, Loan Agreement, dated December 28
2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29, 2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Loan and Security Agreement, dated
December 28, 2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended December 29

2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Deed to Secure Debt and Security
Adreement, dated December 28, 2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year
ended December 29, 2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Notice and Consent to Assignment,
dated December 28, 2012. (Incorporated by reference to Exhibit (4.12) to Dixie's Annual Report on Form 10-K for the year ended

December 29, 2012.)

Obligation to the Development Authority of Gordon County; by and among Masland Carpets, LLC, Absolute Assignment of Deed to
Secure Debt and Security Agreement and Other Loan Documents, dated December 28, 2012. (Incorporated by reference to Exhibit (4.12

to Dixie's Annual Report on Form 10-K for the year ended December 29, 2012.)
Obligation to the Development Authority of Murray County; by and among TDG Operations, LLC, Series 2014 Bond, dated October 17,
2014. (Incorporated by reference to Exhibit (10.48) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)

Obligation to the Development Authority of Murray County; by and among TDG Operations, LLC, PILOT Agreement, dated October 1
2014. (Incorporated by reference to Exhibit (10.49) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.

Obligation to the Development Authority of Murray County; by and among TDG Operations, LLC, Bond Purchase Loan Agreement, dated
October 1, 2014. (Incorporated by reference to Exhibit (10.50) to Dixie's Annual Report on Form 10-K for the year ended December 27,
2014.)

Obligation to the Development Authority of Murray County; by and among TDG Operations, LLC, Option Agreement, dated October 1,
2014.(Incorporated by reference to Exhibit (10.51) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)

Obligation to the Development Authority of Murray County; by and among TDG Operations, LLC, Bill of Sale, dated October 1, 2014.
(Incorporated by reference to Exhibit (10.52) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)
Obligation to the Development Authority of Murray County; by and among TDG Operations, LLC, Assignment of Rents and Leases and
Security Agreement dated October 1, 2014. (Incorporated by reference to Exhibit (10.53) to Dixie's Annual Report on Form 10-K for the
year ended December 27, 2014.)

Project Development Agreement, by and between TDG Operations, LLC, a Georgia Limited Liability Company doing business as
Masland Carpets and the City of Atmore, Alabama, dated December 11, 2014. (Incorporated by reference to Exhibit (10.54) to Dixie's
Annual Report on Form 10-K for the year ended December 27, 2014.)

Credit Agreement, by and among The Dixie Group, Inc. and certain of its subsidiaries, as Borrowers, cert of its subsidiaries, as Guarantor,
the Lendors from time to time party thereto, Wells Fargo Bank Capital Finance LLC, as Administrative Agent, and co-lender and Bank of
America and the Other parties thereto, dated September 13, 2011. (Incorporated by reference to Exhibit (10.10) to Dixie's Current Report
on Form 8-K dated September 14, 2011.)

Security Agreement, by and among The Dixie Group, Inc. and certain of its subsidiaries, as Borrowers, certain of its subsidiaries, as
Guarantor, the Lenders from time to time party thereto, Wells Fargo Bank Capital Finance LLC, as Administrative Agent, and co-lender
and Bank of America and the Other parties thereto, dated September 13, 2011. (Incorporated by reference to Exhibit (10.11) to Dixie's
Current Report on Form 8-K dated September 14, 2011.)

Form of Mortgages, by and among The Dixie Group, Inc. and certain of its subsidiaries, as Borrowers, certain of its subsidiaries, as
Guarantor, the Lenders from time to time party thereto, Wells Fargo Bank Capital Finance LLC, as Administrative Agent, and co-lender
and Bank of America and the Other parties thereto, dated September 13, 2011. (Incorporated by reference to Exhibit (10.12) to Dixie's
Current Report on Form 8-K dated September 14,2011.)
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(10.43)*

(10.44)*

(10.45)*

(10.46)*

(10.47)*

(10.48)*

(10.49)*

(10.50)*

(10.51)*

(10.52)*

Credit Agreement, by and between The Dixie Group, Inc. and certain of its subsidiaries named therein, and Wells Fargo Bank, N.A. as
lender, dated September 13, 2011. (Incorporated by reference to Exhibit (10.20) to Dixie's Current Report on Form 8-K dated September

14.2011.)

Security Agreement, by and between The Dixie Group, Inc. and certain of its subsidiaries named therein, and Wells Fargo Bank, N.A. as
lender, dated September 13, 2011. (Incorporated by reference to Exhibit (10.21) to Dixie's Current Report on Form 8-K dated September
14,2011.)

First Mortgage, by and between The Dixie Group, Inc. and certain of its subsidiaries named therein, and Wells Fargo Bank, N.A. as lender,
dated September 13, 2011. (Incorporated by reference to Exhibit (10.22) to Dixie's Current Report on Form 8-K dated September 14,
2011.)

First Amendment to Credit Agreement dated as of November 2, 2012, by and among The Dixie Group. Inc., certain of its subsidiaries, and
Wells Fargo Bank. N.A. as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.1) to Dixie's
Current Report on Form 8-K dated November 5, 2012.)

First Amendment to Credit Agreement dated as of November 2, 2012, by and among The Dixie Group, Inc., certain of it subsidiaries, and
Wells Fargo Capital Finance, LLC as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.2) to
Dixie's Current Report on Form 8-K dated November 5, 2012.)

Intercreditor Agreement dated as of November 2, 2012, by and among Wells Fargo Capital Finance, LLC and Wells Fargo Bank, N.A. as
Agents and The Dixie Group, Inc. and certain of its subsidiaries. (Incorporated by reference to Exhibit (10.3) to Dixie's Current Report on
Form 8-K dated November 5, 2012.)

Second Amendment to Credit Agreement dated as of April 1, 2013, by and among The Dixie Group. Inc. certain of its subsidiaries and
Wells Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.01) to
Dixie's Current Report on Form 8-K dated April 3, 2013.)

Third Amendment to Credit Agreement dated as of May 22, 2013, by and among The Dixie Group, Inc. certain of its subsidiaries and Wells

Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.57) to
Dixie's Annual Report on Form 10-K for the year ended December 28, 2013.)

Fourth Amendment to Credit Agreement dated as of July 1, 2013, by and among The Dixie Group, Inc. certain of its subsidiaries and Wells
Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.58) to
Dixie's Annual Report on Form 10-K for the year ended December 28, 2013.)

Fifth Amendment to Credit Agreement dated as of July 30, 2013, by and among The Dixie Group. Inc. certain of its subsidiaries and Wells
Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.1) to Dixie's

Current Report on Form 10-Q dated August 7, 2013.)

Sixth Amendment to Credit Agreement dated as of August 30, 2013, by and among The Dixie Group, Inc. certain of its subsidiaries and
Wells Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.1) to
Dixie's Current Report on Form 10-Q dated November 6, 2013.)

Seventh Amendment to Credit Agreement dated as of January 20, 2014, by and among The Dixie Group, Inc. certain of its subsidiaries
and Wells Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit
(10.1) to Dixie's Current Report on Form 8-K dated January 21, 2014.)

Eighth Amendment to Credit Agreement dated as of March 14, 2014, by and among The Dixie Group, Inc. certain of its subsidiaries and
Wells Fargo Capital Finance, LLC, as Agent and the persons identified as Lenders therein. (Incorporated by reference to Exhibit (10.2) to
Dixie's Current Report on Form 8-K dated March 20, 2014.)

Term Note 1 dated November 7, 2014, by TDG Operations, LLC, a Georgia limited liability company and First Tennessee Bank National
Association. (Incorporated by reference to Exhibit (10.71) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)
Deed to Secure Debt, Assignment of Rents and Leases, Security Agreement and Fixture Filing by TDG Operations. LLC, a Georgia limited

liability company and First Tennessee Bank National Association, dated November 7, 2014. (Incorporated by reference to Exhibit (10.72)
to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)

Term Note 2 dated November 7, 2014, by TDG Operations. LLC, a Georgia limited liability company and First Tennessee Bank National
Association. (Incorporated by reference to Exhibit (10.73) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.
Amendment to Term Loan Agreement, Note 2, dated November 7, 2014, by TDG Operations, LLC, a Georgia limited liability company and
First Tennessee Bank National Association. (Incorporated by reference to Exhibit (10.74) to Dixie's Annual Report on Form 10-K for the
year ended December 27, 2014.)

Term Note 3 dated January 23, 2015, by TDG Operations. LLC. a Georgia limited liability company and First Tennessee Bank National
Association. (Incorporated by reference to Exhibit (10.75) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.

Mortgage. Assignment of Rents and Leases, Security Agreement and Fixture Filing by TDG Operations, LLC, a Georgia limited liability
company and First Tennessee Bank National Association, dated January 23, 2015. (Incorporated by reference to Exhibit (10.76) to Dixie's
Annual Reporton Form 10-K for the year ended December 27, 2014.)
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(10.78)
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Mortgagee's Subordination and Consent, dated January 23, 2015, by and between Wells Fargo Capital Finance, LLC, as Agent, and The
Dixie Group, Inc. and it subsidiaries, as Borrower, and First Tennessee Bank National Association, as Mortgagee. (Incorporated b

reference to Exhibit (10.77) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)

Amended and Restated Mortgagee's Subordination and Consent, dated January 23, 2015, by and between Wells Fargo Capital Finance,
LLC. as Agent, and The Dixie Group, Inc. and it subsidiaries, as Borrower, and First Tennessee Bank National Association, as Mortgagee.
(Incorporated by reference to Exhibit (10.78) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)
Amendment to Deed to Secure Debt, Assignment of Rents and Leases, Security Agreement and Fixture Filing, dated January 23, 2015,
between TDG Operations, LLC, a Georgia limited liability company, and First Tennessee Bank National Association. (Incorporated by
reference to Exhibit (10.79) to Dixie's Annual Report on Form 10-K for the year ended December 27, 2014.)

Stock Purchase Agreement between TDG Operations, LLC, a wholly owned subsidiary of The Dixie Group. Inc. and James Horwich
Trustee under the Horwich Trust of 1973, to purchase all outstanding capital stock of Atlas Carpet Mills, Inc. (Incorporated by reference to
Exhibit (10.2) to Dixie's Current Report on Form 8-K dated March 20, 2014.)

Summary of Annual Incentive Compensation Plan Applicable to 2015. (Incorporated by reference to Exhibit (10.1) to Dixie's Current
Report on Form 8-K dated March 13, 2015.)**

Form of LTIP award (B shareholder). (Incorporated by reference to Exhibit (10.2) to Dixie's Current Report on Form 8-K dated March 13,
2015.)**

Form of LTIP award (common only). (Incorporated by reference to Exhibit (10.3) to Dixie's Current Report on Form 8-K dated March 13
2015.)**

Form of Career Share award (B shareholder). (Incorporated by reference to Exhibit (10.4) to Dixie's Current Report on Form 8-K dated
March 13, 2015.)**

Form of Career Share award (common only). (Incorporated by reference to Exhibit (10.5) to Dixie's Current Report on Form 8-K dated

March 13, 2015.)**

Form of Retention Grant (Service Condition only). (Incorporated by reference to Exhibit (10.6) to Dixie's Current Report on Form 8-K dated
March 13, 2015.)**

Form of Retention Grant (Performance Condition and Service Condition). (Incorporated by reference to Exhibit (10.7) to Dixie's Current
Report on Form 8-K dated March 13, 2015.)**

Form of Award of 100,000 share of Restricted Stock under the 2006 Stock Awards Plan to Daniel K. Frierson. (Incorporated by Reference
to Exhibit (10.1) to Dixie's Current Report on Form 8-K dated April 30, 2015.)**

Thornton Edge LLC Lease for Reed Road Facility. (Incorporated by reference to Exhibit (10.1) to Dixie's Current Report on Form 10-Q
dated November 4, 2015.)

Thornton Edge LLC First Lease Amendment for Reed Road Facility. (Incorporated by reference to Exhibit (10.2) to Dixie's Current Report
on Form 10-Q dated November 4, 2015.)

Thornton Edge LLC Second Lease Amendment for Reed Road Facility. (Incorporated by reference to Exhibit (10.3) to Dixie's Current
Report on Form 10-Q dated November 4, 2015.)

2016 Incentive Compensation Plan. (Incorporate by reference to Appendix A to Dixie's Proxy Statement for the Registrant's Annual
Meeting of Shareholders held May 3, 2016.)**

Summary of Incentive Plan for 2016. (Incorporated by Reference to Exhibit (10.1) to Dixie's Current Report on Form 8-K dated March 11,
2016.)**

Long Term Incentive Plan Award B Shareholder. (Incorporated by Reference to Exhibit (10.2) to Dixie's Current Report on Form 8-K dated
March 11, 2016.)**

Long Term Incentive Plan Award Common. (Incorporated by Reference to Exhibit (10.3) to Dixie's Current Report on Form 8-K dated
March 11, 2016.)**

Career Shares B Shareholder. (Incorporated by Reference to Exhibit (10.4) to Dixie's Current Report on Form 8-K dated March 11,
2016.)**

Career Shares Common. (Incorporated by Reference to Exhibit (10.5) to Dixie's Current Report on Form 8-K dated March 11, 2016.)**
Tenth Amendment to Credit Agreement, First Amendment to Security Agreement, and First Amendment to Guaranty. (Incorporated by
Reference to Exhibit (10.1) to Dixie's Current Report on Form 8-K dated September 26, 2016.)

Summary of Incentive Plan for 2017. (Incorporated by Reference to Exhibit (10.1) to Dixie's Current Report on Form 8-K dated March 10

2017.)*

Form of Stock Option Agreement - Common Stock - 2016 Stock Plan. (Incorporated by Reference to Exhibit (10.1) to Dixie's Current
Report on Form 8-K dated May 31, 2017.)**

Form of Stock Option Agreement - Class B Holder - 2016 Stock Plan. (Incorporated by Reference to Exhibit (10.2) to Dixie's Current
Report on Form 8-K dated May 31, 2017.)**

Royalty Carpet Mills Lease for Porterville, California Facility. (Filed herewith.)

Code of Ethics, as amended and restated, February 15, 2010. (Incorporated by reference to Exhibit 14 to Dixie's Annual Report on Form
10-K for year ended December 26, 2009.)
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(16)* Letter from Ernst & Young LLP regarding change in certifying accountant. (Incorporated by reference to Exhibit 16 to Dixie's Form 8-K

dated November 15, 2013.)

(21) Subsidiaries of the Registrant. (Filed herewith.)
(23) Consent of Dixon Hughes Goodman LLP Independent Registered Public Accounting Firm.(Filed herewith.)
(31.1) CEO Cetrtification pursuant to Securities Exchange Act Rule 13a-14(a). (Filed herewith.
(31.2) CFOQ Certification pursuant to Securities Exchange Act Rule 13a-14(a). (Filed herewith.)
(32.1) CEO Cettification pursuant to Securities Exchange Act Rule 13a-14(b). (Filed herewith.)
(32.2) CFO Certification pursuant to Securities Exchange Act Rule 13a-14(b). (Filed herewith.)

(101.INS) XBRL Instance Document. (Filed herewith.)

(101.SCH) XBRL Taxonomy Extension Schema Document. (Filed herewith.)

(101.CAL) XBRL Taxaonomy Extension Calculation Linkbase Document. (Filed herewith.)
(101.DEF) XBRL Taxonomy Extension Definition Linkbase Document. (Filed herewith.)
(101.LAB) XBRL Taxonomy Extension Label Linkbase Document. (Filed herewith.)
(101.PRE) XBRL Taxonomy Extension Presentation Linkbase Document. (Filed herewith.)

* Commission File No. 0-2585.

** Indicates a management contract or compensatory plan or arrangement.

Table of Contents 71


http://www.sec.gov/Archives/edgar/data/29332/000002933213000127/ex16_letter-01.htm

AR |

STANDARD INDUSTRIAL/COMMERCIAL SINGLE-TENANT LEASE - NET
(DO NOT USE THIS FORM FOR MULTI-TENANT BUILDINGS)

1. BasleProvisions ["Basic Provisions®),

1.1 Partes. This Lease ("Lease™), dated for reference purposesonly _July 12, 2017 ,ismade by and between _Rovalty Carpet
Millas, Ine., a Califernia corporation ("Lessor”}and _TDG Operations LLC, a Georgia limited
liability company ("Lesses"), {collectively the "Parties,” or individually a "Party”].

1.2 Premises: That certain real property, including all improvements therein or to be provided by Lessor under the terms of this Lease, commanly known as
{etent addrass, cliy state2lph- _ 600 South E Street, Porterville, CA 93257 (APM: 260-300-020)  ["Premises”).
The Premises are located inthe County of _Tulare ,and are generally described as{describo briofly thonatua-ofihs.prapasty-and-iLapplicablo, tha.
“Projoct, iLtha propariy-iclocated withinadvojosty _an approximately 248,853 square foot
industrial/manufacturing building situated on approximately 13.12 acres of land . (Seecalso
Paragraph 2)

13 Yerm: _5  vyearsand _0 months ("Orlginal Term™) commencing _8/1 /17  ("Commencement Date") and ending

T/31/22  ("Expiration Date”). [See also Paragraph 3]
14 Early Pmmlnm Iftha Premlses are available Lessee may have non-exclushve pussnsslnn ef the Premises commencing _immediately upon
3 e A x covisd 5 i ("Early Possesslon Date”). (Seealso Paragraphs 3.2 and

L5 BaseRent: _$50,000 per month["Base Rent"), payableon the 1st day of each month commencing _August 1, 2017
{Sew also Paragraph 4}
o i this box is cheched, there are provisions in this Lease for the Base Rentto be adjusted. See Paragraph 52 i
1.6 Base Rentand Other Monies Pald Upon Execution:
(a) BaseRent _ 550,000 for theperiod _8/1/17-8/31/17 .
(b} Security Deposit: _ $54 ,121  {"Security Deposit”]. (See also Paragraph 5)
(e} Assoclation Fees: N,E?! for the peried
{d) Other: N/A for
{e) Total Due Upon Execution of this Lease: _ 8104 ,121
LT Agreed Use: Mmm:ﬂmmmmﬂwm. (5o also Paragraph 6)
18 Insuring Party. Lessor s the "Insuring Party™ unless otherwlse stated hereln. (See also Paragraph 8)
1.9 Real Estate Brokaers. (See also Paragraph 15 and 25)
[a) Representation: The lollowing real estate brokers {the "Brokers”] ond brokerage relationships exist in this transaction (check applicable boxes):

N/ A represants Lossor exclusively [“Lessor's Broker");
3 N represents Lessee exclusively ("Lessee's Broker®); or

_H/A  represents both Lessor and Lessee ("Dual Agency™).
(b} Paymentto Brokers: Upon execution and delivery of this Lease by both Parties, Lessor shall pay te the Brokers the brokerage fee agreed toln a
separate written agreement (or Ifthere Is no such agreement, the sum of oF % of the total Base Rent} for the brokerage services rendered
by the Brakers.

1.10 Guarantor. The obligations of the Lessee under this Lease are to be guaranteed by _H/A ["Guarantor”). (Secalse Paragraph 37)

1.11 Mtachments. Attached hereto are the following, all of which constitute a parl of this Lease;

[

an Addendum consisting of Paragraphs 51 through _ 60 H

[ a plot plan depicting the Premises;
- a current set of the Rules and Regulations;

l_ e aWork Leiler;
[ other (specify): _Bill

Option to Extend

Addendum (Par. 61) .

2. Premises.

21 Letting. Lessor herebyleases to Lesses, and Lessea hereby feases from Lessor, the Premlses, for the term, atthe rental, and upon all of the terms,
covenants and canditions set forth in this Lease. While the approximate square feotage of the Premdses may have been used inthe marketing of the Premises for
purposes of comparison, the Base Rent stated heredn Is NOT tied to square footage and iz not subject to adjustment should the actual size be determined 1o be
different, NOTE: Lessee is advised to werify the actual size prior to executing this Lease,

2.2 Conditfon. Lessor shall deliver the Premises to Lesses broom clean and free of debris on the Commencement Date or the Early Possession Dale, whichever
first osceurs ("Start Date"), and, so long as the required service contracts described In Paragraph 7.1{b) below are oblained by Lessee and in effect within thirty days
following the Start Dute, warrants thal the existing elecirical, plumbing, fire sprinkler, lighting, heating, ventilating and alr conditioning systems ("HVAC"],
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doors, sump pumgs, if any, and all other such elements in the Pramises, other than those constructed by Lessee, shall be In good aperating condition on sald date,
that the structural el its of the rood, bearing walls and foundation of any buildings on the Premises (the "Bullding") shall be free of materal defects, and that U
PFremises do not contain hazardous levels of any mald or f|J|||gJ dhlinved 35 loxic under applicalde slate or lediral love, Ifa uun-uampll.ulﬂc il sadd W.II[JI]LI,I{_“;(E}Lb as
of the Start Date, or if one of such systems er elements should malfunction or fall within the approprlate warranty perlod, Lassor shall, as Lessor's sale obligation with
respact to such matter, except as otherwise provided in this Lease, promptly after recelpt of written notice from Lessee setting forth with specilicity the nature and
extent of such non-compliance, malfunction or fallure, rectify same at Lessor's expense. The warranty periods shall be as follows: (1) 6 months as to the HVAC systems,
and (1) 30 days a5 to the remaining systems and other clements of the Building, If Lessee does not give Lessor the requined notice within the appropriate warranty
period, correclion of ay such non-compliance, malfunction or failure shall be the obligation of Lessee at Lessee's sole cost and expense. Lessar also warrants, that
unbass otherwise specified In writing, Lessor is unaware of (i) any recorded Notices of Default affecting the Pramise; (i) any delinguent amounts due under any loan
secured by the Premises; and (ili) any bankrupicy proceeding affecting the Premises,

2.3 Compliance. Lessor warrants that to the best of its knowledge the improvements on Lhe Premises comply with the bullding codes, applicable laws,
covanants or restrictions of record, regulations, and ordinances {"Applicable Requirements”) that were In effect at the time that each Improvement, or porticn
thereof, was constructed, Sald warranty does not apgly to the use towhich Lessee will put the Premises, madifications which may be required by the Americans with
Disabilities Act orany similar laws a5 a result of Lessee's use (see Paragraph 49), or 1o any Alterations or Utlity Installations (as defined in Paragraph 7.3(0)) made or to
be made by Lessee, NOTE: Lessea |5 responsible for datermining whether or not the Applicable Requirements, and espechally the zoning, ars appropriate for
Lessea's | ded use, and acknewledges that past uses of the Premises may no longer be allowed. If the Premises do not comply with sald warranty, Lessor shall,
except as otherwise provided, promptly after recelpt of written notice from Lessee setting forth with specilicity the nature and extent of such non-compliance, rectify
the same at Lessor's expente. I Lesses does not give Lessor written notice of a non-compliance with thls warranty within & months following the Start Date,
correction of that nen-compliance shall be the obligation of Lessee at Lessee's cole cost and expensa. [fthe Applicable Requirements are herealter changed so as to
requine during the tern of this Lease the construction of an addition to or an alteration of the Premises and/for Bullding, the remediation of any Hazardous Substance,
or the relnforcement or other physical modification of the Unlt, Premises and/or Building ["Capital Expendlture"), Lessor and Lessee shall allocate the cost of such
wark as follows:

{a) Subject to Pacagraph 2.3(c) below, If such Capital Expenditures are required as a result of the speeific and unique use of the Premises by Lessee a3
compared with uses by tenants in general, Lessee shall be fully responsitle fior the cost thereof, provided, howevey, that if such Capital Expenditure Is required during
the last 2 years of this Lease and the cost thereof exceeds 6 months' Base Rent, Lessee may Instead torminate this Lease unless Lessor notifies Lessee, in writing,
within 10 days after recelpt of Lessee's termination notice that Lessor has elected to pay the difference between the actuzl cost thereof and an amount equal to 6
manths' Base Reat. If Lessee elects termination, Lessee shall immediately cease the use of the Premises which requires sueh Capital Expenditure and deliver to Lessor
writhen notice speciflng a termination date at least 90 days thereafter. Suchtermination date shall, however, in no event be earfier than the last day that Lessee
could begally utilize the Premises witheut cemmencing such Capital Expenditure,

{B) i such Capltal Expenditure s not the result of the specific and unique use of the Premises by Lessee [such as, governmentally mandated seismic
madificatbons), then Lessor shall pay for such Capital Expenditure and Lessee shall only be obligated to pay, each month during the remalnder of the term of this Lease
orany extension thereof, on the date that en which the Base Rent is due, an amount equal to 1/144th of the portion of such costs reasonably altributable to the
Premises. Lessee shall pay Interest on the balance but may prepay its obligation at any time. 1§, however, such Capital Expenditure is required during the last 2 years
of this Lease or if Lessor reasonably determinas that 1t Is not economically feaskble to pay I1s share thereof, Lessar shall have the option to terminate this Lease upon
90 days prior written notice to Lessee unless Lessee notifies Losser, in writing, within 10 days after recelpt of Lessor's termination natice that Lesses will pay for such
Capital Expenditure. If Lessor does not elect to terminate, and fails to tender its share of any such Capltal Expenditure, Lessee may advance such funds and deduct
same, with Interest, from Rent until Lessor's share of such costs have been fully pald. IfLessee s unable to finance Lessor's share, or If the balance of the Rent due
and payable for the remainder of this Lease is not sufficlent to fully relmburse Lessee on an offsel basls, Lessee shall have the rght to terminate this Lease upon 30
days written notice to Lessor,

{c) HWotwithstanding the above, the provislons concernlng Capital Expenditures are Intended to apply only to non-voluntary, unexpected, and new
Applicable Requirements. I the Capital Expenditures are Instead triggered by Lessee as a result of an actual or proposed change In use, change In intensity of use, or
modification to the Premiges then, and in that event, Lessea shall either: () immediately cease such changed use or Intensity of use and/or take such other steps as
may be necessary to eliminate the requirement for such Capital Expenditure, or (il] complete such Capital Expenditure at its own expense, Lessee shall not, however,
hawve any right to terminate this Lease.

24  Acknowledgements. Lessee acknowledges that: (a) it has been ghven an opportunity to inspect and measure the Premises, (b) it has been advised by
Lassor andfor Brokers to satisfy itself with respect to the skze and condition of the Fremises (Including but not limited to the electrlcal, HVAC and fire sprinkler
systems, sacurity, environmental aspects, and compliance with Applicable Requirements and the Amerieans with Disabilities Act], and their suitability for Lessee's
intended wse, {¢) Lessee has made such Investigation as it deems necessary with reference Lo such matters and assumes all responsibility therefor 25 the same relate
to fts eccupancy of the Premises, (d] it Is not relying on any representation as to the slze of the Premises madie by Brokers or Lessor, (e} the square lootage of the
Pramisos was not material to Lestee’s decision to lease the Pramises and pay the Rant stated hereln, and (f) nelther Lessor, Lassor's agents, nor Brokars have made
any oral orwritten representations or warranties with respect to sald matters other than as set forth In this Lease. (n addition, Lessor acknowledges that: (1) Brokers
have made no representations, pramises or warranties concerning Lessee's ability to henor the Lease or suitability to occupy the Premises, and (i) it is Lessor's sole
responsibility to investigate the financial capability and/or sultabllity of all proposed tenants.

25 Lessee as Prior Owner/Cccupant. The warranties made by Lessor in Paragraph 2 shall be of no force or effect if immediately pricr to the Start Date Lessee
was the owner or occupant of the Premises. Insuch event, Lessee shall be respansible for any necessary corrective work,

3, Term.

3.4 Term, The Commencement Date, Expiration Date and Original Term of this Lease are a3 spedified in Paragraph 1.3,

3.2 Early Possession. Any provislon hereln granting Lessee Early Possesslon of the Premises I subject to and conditioned upon the Premises being avallable
for such possession priar to the Commaencement Date, Any grant of Early Possesslan only conveys a non-exclusive right to ocoupy the Premises, If Lessee totally or
partially cceuples the Premises prior ta the Commencement Date, the obligation to pay Base Rent shall be abated fer the period of such Early Possession. All other
terms of this Lease (Including but not limited to the obligations to pay Real Property Taxes and insurance premiums and to maintain the Premises) shall be In effect
during such perlod. Any such Early Possession shall not affect the Explration Date,

33 Delay In Possesslon, Lessor agrees towse its best commerclally reasenable efforts to deliver possession of the Premises to Lesses by the Commancement
Date. If, dosplte sald efforts, Lessor Is unable to dellver possession by such date, Lessor shall not ba subject Lo any llability therefor, nor shall such failure affect the
validity of this Lease or change the Explration Date. Lessee shall not, however, be oblignted ta pay Rent or perform its other abligations until Lessor delive
possession of the Premises and any period of rent abatement that Lessee would otherwise have enjoyed shall run from the date of defivery of possession phd
continue for a perfod cqual to what Lessee would otherwise have enjoyed under the terms hereof, but minus any days of delay caused by the acts or emigsions of
Lessee. IF possession s not delivered within 60 days after the Commancement Date, 33 the same may be extended under the terms of any Work Letter exy
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Parties, Lesses nvay, at its aption, by natice in writing within 10 days after the end of such 60 day period, cancel this Lease, in which event the Parties shall be
dizcharged from all obligations hereunder, If such wrinien notice k= not receved by Lessorwithin sald 10 day perlod, Lessee®s rght to canoel shall werminate. |
possession of the Premises is not delivered within 120 days alter the Commencement Date, this Lease shall terminate unless other agreaments are reached between
Lessor ond Lesses, in writing.

34 Lessee Compliance. Lessor shall nol be required o tender possession of the Premises to Lessee until Lessee complies with its obligation to provide
evidence of insurance (Paragraph 8.5). Pending delivery of such evidence, Lessee chall be required to perform all of its obligations under this Lease from and after the
Start Date, including the payment of Rent, notwithstanding Lessor's election to withhold possession pending recelpt of such evidence of Insurance. Further, if Lesses
Is required to perform any other conditions prior o or concurrent with the Start Date, the Start Date shall oceur but Lessor may elect to withhold possession until such
conditions are satisfied,

d. Rent.

4.1 Rent Defined. All monetary abligations of Lessee to Lessor under the terms of this Lease (except for the Security Deposit) are deemed to be rent (“Rent”).

4.2 Payment. Lessee shall cause payment of Hent to be recelved by Lessor in lawful money of the Unlted States, without offset or deduction (except as
specifically permitted in this Lease), on or before the day on which itis due, All monetary amounts shall be rounded to the nearest whole dellae in the event that any
Invalior propared by Lessor is Inaccurate such Inaccuracy shall not constitute a waiver and Lessee shall be obligated to pay the amount st forth in this Lease, Rent for
any period during the term hereof which ks for l2ss than one full calendar menth shall be prorated based upan the actual number of days of said month. Payrent of
Rent shall be made to Lessor at its address stated herein or 1o such other persens or place as Lessor may from time to Hme deslgnate Inwriting. Acceptance of a
paymant which Is less than the amount then dua shall not be 3 waiver of Lassor's rights to thie balance of such Rent, regardless of Lessor's endorsement of any check
sa stating. In the event that anycheck, draft, or other Instrument of payment given by Lessee to Lessor Is dishonored for any reason, Lessee agrees to pay to Lessor
e sum of $25 in addition to any Late Charge and Lessor, at its option, may require all futune Rent be pald by cashler's check, Payments will be applied first (o accrued
late charges and attorney's fees, second to accrued interest, then to Base Rent, Insurance and Real Property Taxes, and any remaining amount to any other
outstanding charges or costs.

4.3 Assoclation Fees. In addition to the Base Rent, Lessee shall pay to Lesser each month an amount equal to any owner's assedation or condominium fees
lewled or assessed agalnst the Premlses. Sakd monbes shall be paid at the same time and in the same manner a3 the Base Rent.

5. Security Deposit. Lessee shall deposit with Lessor upon execution hereol the Security Depesit as security for Lessee's falthiul performance of its ebligations
under this Lease. IF Lesses fails to pay Rent, or otherwise Dafaults under this Lease, Lessor may use, apply or retaln all or any portion of sakd Security Deposit for the
payment of any amount already due Lessor, for Rents which will be due in the future, andf or to relmburse or compensate Lessor for any liability, expense, 1033 or
damage which Lassor may subfer or Incur by reason thereof, W Lessor uses or applies all orany pertion of the Security Deposit, Lessee shall within 10 days after
wrllten request therefor deposit monles with Lessor sufficient to restore sabd Seeurity Depositto the full amount required by this Lease. If the Base Rent increases

during the: Gpﬁﬂll pe l'Ideme.'-aluif.u-aw. Lessee shall, upsn written request from Lessor, deposit additional monies with Lessor so that the total amount o
the Security Deposit shall at all times bear the same propertion to the Increased Base Rent as the Initial Security Deposit bore to the initial Base Rent. Should the
Agreed Use be amended to accommodate a material change in the business of Lessee or to accommedate a sublessee or assignee, Lessor shall have the right to
Increase the Security Deposit to the extent necessary, in Lessor’s reasenable judgment, to account for any Increased wear and tear that the Premises may sufferas a
result thereof. If a change In control of Lessee cocurs during this Lease and following such change the financial condition of Lessee 15, in Lessor®s reasonable judgment,
significantly reduced, Lessee shall deposit such additional monles with Lessor as shall be sufficient to cause the Security Deposit to be at a commercially reasonable

lewel based on such change In finandal condition. Lessor shall not be required to keep the Securlty Deposit separate from its general accounts, Within <} 560 days
after the explration er termination of this Lease, Lessor shall return that portion of the Security Deposit not used or applied by Lessor, Lessor shall upon written
request provide Lessee with an accounting showing how that pertion of the Security Deposit that was not returned was applied. Mo part of the Security Depasit shall
be considercd 1o be held in trust, to bear Interest or to be prepayment for any monies to be pald by Lessee under this Lease, THE SECURITY DEPOSIT SHALL NOT BE
USED BY LESSEE IN LIEW OF FAYMENT OF THE LAST MONTH'S RENT,

6. Use.

61 Use. Lesseo shall use and occupy the Premises enly for the Agreed Use, or any other legal use which is reasonably comparable thereto, and for no other
purpose, Lesses shall not use or permit the use of the Premises in @ manner that Is unlawful, creates damage, waste or a nuisance, or that disturbs sccupants of or
causes damage Lo nelghboring prembses or properties, Other than guide, signal and seeing eye dogs, Lessee shall not keap or allow in the Premises any paets, animals,
birds, fish, or reptiles. Lessor shall not unreasenally withhold or delay its cansent o any written request for a modification of the Agreed Use, so long as the same will
not impalr the structural integrity of the Improvements on the premises or the mechanical or electrical systems therein, andfer is not significantly mare burdensome
to the Premises, if Lessor elecks to withheld consent, Lessor shall within 7 days after such request give written notification of same, which notice shall inchide an
explanation of Lessor's ebjections to the change In the Agreed Use.

6.2 Hazardous Substances.

(3) Reportable Uses Require Consent. The term "Hazardous Substance™ as used in this Lease shall mean any product, substance, or waste whose
presence, use, manufacture, disposal, transportation, or release, elther by itselfor In combination with ather materials expecied to be on the Premises, Is either: (i)
potentially Injurious to the public health, safely or welfare, the ernvironment of the Premises, (/i) regulated or monitored by any governmental authority, or (isi] 3 basis
for potential liability of Lessor to any governmental agency or thind party under any applicable statute or cormon law theory, Hazardous Substances shall inclede, but
not be limited to, hydracarbons, petroleum, gasoling, and/or crude ofl or any products, by-products or fractions thereol, Lessee shall not engage in any activity In or
on the Premises which constitutes a Reportable Use of Hazardous Substances without the cxpress prior written consent of Lessor and timely comgliance [al Lessee's
expense) with all Applicable Requirements, "Reportable Use® shall mean (1) the installation or use of anyabove or below ground starage tank, (1l] the generation,
possesslon, storage, use, transportation, or disposal of a Hazardous Substance that requires a permit frem, or with respect to which a report, notice, reglstration or
husiness plan Is required to be filed with, any governmental autherity, and/or (i) the presence at the Premises of a Hazardous Substance with respect to which any
Applicable Requirements requires that a notice be given to persons entering or occupying the Premises or neighboring properties, Netwithstanding the feregoing,
Lessee may use any ordinary and customary materfals reasonably required to be used In the normal course of the Agreed Use, ordinary office supplies (copier toner,
liquid paper, glue, ete.) and commaon househeld cleaning materlals, so long as such use Isin compliance with all Applicable Requirements, ks not a Reportable Use, and
does not expose the Premises or nelghboring property to any meaningful risk of contamination or damage er expese Lessor to any llablity therefor, Inaddition,
Lessor may condition its consent to any Reportable Use upon recelving such additional assurances as Lessor reasonably deems necessary to protect itself, the public,
the Fremises andfor the environment against damage, centamination, Injury and/or Nability, including, but not limited to, the Installation (and removal on or before
Lease expiration or termination) of protective modifications (such as concrete encasements] and/for increasing the Securlty Deposit,
(b}  Dutyta inform Lessor. If Lessee knows, or has reasonable cause to believe, that 3 Hazardous Substance has come to be located in, o

about the Premises, other than as previously consented to by Lessor, Lessee shall Immediately give written notice of such fact to Lessor, and provide
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eopy of any report, notice, claim or ather documentation which it haz concerning the presence of such Harardous Substance,

{c) Lessem Remediation. Lessee shall not cause or permit any Hazardous Substance 1o be spilled or released in, on, under, or about the Premises
[inchuding through the plumblng or sanitary sewer system] and shall prompily, at Lessee's expense, comply with all Applicable Requirernents and take all investigatory
and/or remedial action reasonably recormmended, whether or not farmally ordered or required, for the cleanup of any contamination of, and for the maintenance,
security andfor monitoring of the Premises or nelghboring properties, that was caused or materially contribuled to by Lesses, or pertaining lo or invelving any
Hazardous Substance brought onto the Premises during the term of this Lease, by or for Lesses, of any third party.

{d) Lessee ndemnification. Lessee shall indemnify, defend and hold Lessor, its agents, emplovaes, lenders and ground lessor, If any, harmless from and
agatnst any and all loss of rents andfor damages, labllites, judgments, clalms, expenses, penalties, and attorneys' and consultants' fees arising out of or involving avy
Hazardeus Substance brought nte the Prermises by or for Lessee, or any third party (provided, however, that Lessee shall have no liakdlivy under this Lease with
respect ko underground migration of any Hazardows Substance under the Premises from adjacent properties not caused or contributed to by Lessee). Lessee’s
obligations shall include, but not be limited to, the effects of any contamination or injury to persan, property or the environment created or suffered by Lessee, and
the cost of Investigation, remaval, remediztion, restoration znd‘fﬂ! abatement, and shall survive the expiration ortermination of this Lease. Mo termination,
cancellation or release agreement entered Into by Lessor and Lessee shall release Lessee from Its obligations under this Lease with respect 1o Hazardous
Substances, unless specifically so agreed by Lessor in writing at the time of such agreement.

{e) Lesser Indemnification. Except as otherwise provided in paragraph 8.7, Lessor and 1ts suceessors and assigns shall indemnily, defend, reimburse and
hold Lessee, Its employees and lenders, harmless from and agalnst any and all environmental damagas, Including the cost of remediation, wihich result from
Hazardous Substances which existed on the Premises prior to Lessee's occupancy or which are caused by the gross negligence or willful misconduct of Lessar, its
agents of employecs. Lessor's abligations, as and when required by the Applicable Requirements, shall Include, but not be limited to, the cost of investigation,
removal, remediation, restoration and/for abatement, and shall survive the expiration or termination of this Lease.

{(f)  Investigations and Remediations. Lessor shall retain the respansibility and pay for any investigations or remediation measures required by
governmental entities having jurisdiction with respect to the existence of Hazardous Substances on the Premises prior to Lesses’s occupancy, unless such remediation
measure ks required as a resull of Lessea's use (incheding "Alterations", as defined In paragraph 7.3(a) below) of the Premises, in which event Lessee shall be
responsible for such paymant. Lessee shall cooperate fully in amy such activities at the request of Lessor, including allowing Lessor and Lesser’s agents to have
reasonable access to the Premises at reasonable times In orderto carry out Lessor's investigative and remedial responsibilities.

{(g) Lesser Termination Optlon, If a Hazardous Substance Condition (see Paragraph 9.1(g)) occurs during the term of this Lease, unless Lesses Is legally I
responsible therefor (in which case Lessee shall make the Investigation and remediation thereof required by the Applicable Requirements and this Lease shall continue |
i full force and effect, but subject to Lessor's rights under Paragraph 6.2{d) and Paragraph 13), Lessor may, at Lessor's option, either (i) imvestigate and remediate such
Harardous Substance Condition, If required, as soon as reasonably possible at Lessor®s expense, in which event this Lease shall continue in full force and effect, or (1] if |
the estimated cost to remediate such condition exceeds 12 times the then monthly Base Rent or 100,000, whichever Is greater, give wrltten notice to Lessee, within |
30 doys after recalpt by Lesser of knowledge of the oecurrence of such Hazardous Substance Conditlon, of Lessor's desire to terminate this Lease as of the date 60 |
days following the date of such nofice. In the event Lessor elects to give a termination notice, Lessea may, within 10 days thareafter, give written notice to Lessor ol
Lessee's commitment to pay the amount by which the cost of the remediation of such Hazardous Substance Condition exceeds an amount equal to 12 times the then
monthly Base Rent o $100,000, whichever is greater, Lessee shall provide Lessor with sald funds or satisfactory assurance thereofwithin 30 days following such
commitment. In such event, this Lease shall comtinue in full force and effect, and Lessor shall proceed Lo make such remediation as soon asreasonably possible after
the required funds are avallable. If Lessee does net give such notice and provide the required funds or assurance thereof within the time provided, this Lease shall
terminate as of the date specified in Lessor's notice of termination.

63 Lessee's Compliance with Applicable Requirements. Exceptas otherwise provided in this Lease, Lessee ;hall, at Lessee's sole expense, I'ulr\!, diligently and {
ina imely manner, materially comply with all Applicable Requirements, the reguirements of any applicable fire Insurance underwriter or rating bureaw, and the
recommendations of Lessor's engineers and/or consultants which relate in any manner to the Premises, without regard to whether said Applicable Requirements are
new in effeck or become effective after the Start Date. Lesses shall, within 10 days after receipt of Lessor's written request, provide Lessor with coples of all permils |
and other documents, and other information evidencing Lessee's compliance with any Applicable Reguirements specified by Lessor, and shall immediately upon
recelpt, notify Lessor In writing (with copies of any documents invelved) of any threatened or actual clakm, notice, citation, warning, complaint or report pertalning to
or Invelving the failure of Lessee or the Fremises to comply with any Applicable Requiements, Likewise, Lessee shall immediately give written notice to Lessor of: (i}
any water damage to the Premises and any suspected seepage, pooling, dampness or oiher condition conducive to the production of mokd; or (i) any mustiness or
other odors that might indicate the presence of mold Inthe Premises. In addition, Lessee shall provide coples of all relevant material safety data sheets (MSDS] to
Lessor within 10 days of the raceipt of a written request thesefor. In addition, Lessee shall provide Lesser with coples of its buslness llcense, certificate of occupancy
(if applicable) andfor any similar decument within 10 days of the receipt of a written request therefor.

G4 Inspection; Compliance. Lessorand Lessor's "Lender” (as defined in Paragraph 30) and consultants authorized by Lessor shall have the right to enterinte
Premises at any time, in the case of an emergency, and otherwise at reasonable times after reasonable notice, for tha purpase of inspecting andfor testing the

condition of the Premises and/or for verifying compliance by Lessee with s Lease, Lessor will use reasonable efforts not to interfere
with Lessee's business operalions. The costof any such inspections shall be pald by Lessor, unless a violation of Applicable Requirements, or a
Hazardous Substance Condition {see paragraph 9.1) is found to exdst or be Imminent, or the inspection is requested or ordered by a governmental autharity, In such

case, Lessee shall upan request relmburse Lessor for the cost of such inspection, so longas such Inspection s reasonably related to the viclation or contamination. Ji-
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7. Malntenance; Repairs; Utility Installations; Trade Fintures and Alterations.
7.1  Lessee's Obligations,
[a) In General, Subject to the provisions of Paragraph 2.2 (Condition), 2.3 {Compliance), 6.3 (Lessea's Compllance with Applicable Bequirements), 7.2
{Lessor's Obligations), 9 (Damage or Destruction), and 14 (Condemnation), Lessee shall, at Lessee's sole expense, keep the Premises, Utility Installations (intended for
Lessee's exclusive use, no matter where located), and Alterations In good arnder, condition and repaic [whether or not the portion of the Premises requirin
the means of repairing the same, are reasonably or readily accessible to Lessee, and whether or not the need for such repairs occurs a5 a result of Lesseels 4
prior use, the elements o the age of such portion of the Premises), including, but not limited to, all equipment ar facilities, such as plumbing, HVAC equig
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electrical, ighting facilities, bollars, pressura vassels, fire protaction system, fixtures, walls (interior and exterior), foundations, ceilings, rools, roof dralnage systems,
fleors, windows, doors, plate glass, skylights, landscaping, driveways, parking lots, fences, retainkng vwalls, signs, sldewalks and parkweays located in, on, or adjacent to
et Premises. Lessee, In keeplng the Premises in good order, condition and repair shall exercise and perform good maintenance praclices, specilically Including the
procurement and maintenance of the service contiacts required by Paragraph 7.1(b) belew. Lessen's obligations shall include restorations, replacements or renowals
when necessary to keap the Premises and all improvements thereon er a part thereof In good order, condition and state of repair. Lessee shall, during the term of this
Lease, keep the exterlor appearance of the Bullding In a first-class condition [including, e.g. graifitl removal) consistent with the exterior appearance of other similar
facilities of eomparable age and sire in the vicinlly, Including, when necessary, the exterior repainting of the Building,

(b}  Servlce Contracts, Lessee shall, at Lesses's sole expense, procure and malmain contracts, with copbis W Lessor, in customary form and substance for,
and with contractors spacializing and experienced in the malntenance of the following equipment and Improvements, If any, if and when installed on the Premises: (i)
HVAC equipment, (i) boiler, and pressura vassals, (1) fire extinguishing systems, Including fire alarm and/or smoke detection, (i) landscaping and Imigation systems,
(v} roof covering and dralns, and (vi] clarlfiers, However, Lessor resarves the right, upon notice to Lessee, to procure and malntain any or all of such service contracts,
and Lessee shall reimburse Lessor, upen demand, for the cost thereof,

(e}  Fallure to Parform. If Lessee fails to perform Lesses's obligations under this Paragraph 7.1, Lessor may enter upon the Premises after 10 days® prior
wrltten notice to Lessee (except In the case of an emergency, inwhich case no notice shall be required), perform such obligations on Lessee’s behalf, and put the
Premises in good arder, condition and repalr, and Lessee shall promptly pay to Lessor a sum equal to 115% of the cost thereof,

{d) Replacement. Subjectto Lessee's indemnification of Lessor as set forth in Paragraph 8.7 below, and without relieving Lessee of Rabiity resulting from
Lessea's fallure toexerclse and perform good maintenance practices, if an item described in Paragraph 7.1[b) cannot be repaired other than ala cost which |5 In excess
of 509 of the cost of replacing such Item, then such item shall be replaced by Lessor, and the cost thereof shall be prorated between the Parties and Lessee shall only
be cbllgated to pay, each month durlng the remainder of the term of this Lease, on the date on which Base Rent 15 dua, anamsunt equal to the product of multiplying
the cost of such replacement by a fraction, the numerator of which Is one, and the denominator of which is 144 (ie. 1/144th of the cost per month), Lessee shall pay
Interast on the unamortized balance but may prepay its obligation at any time,

7.2 Lessor's Obligations, Subject to the provisions of Paragraphs 2.2 (Condition), 2.3 [Compliance), 9 (Damage or Destruction) and 14 {Condemnation], Itis
intended by the Parties hereto that Lessor have no obligation, In any manner whatsoever, to repair and malntain the Premises, or the equipment therein, all of which
obligations are Imended to be that of tha Lessee, It is the intention of the Parties that the terms of this Lease govern the respective obligations of the Parties as to
malntenance and repalr of the Premises.

7.3 Utility Installations; Trade Fixtures; Alterations,

{a) Definltions. The term "Utility Installations” refers to all floor and window coverings, air and/or vacuum lines, power panels, electrical distribution,
security and fire protection systems, communication cabling, lighting fixtures, HVAC equipment, plumbing, and fencing in or onthe Premises, The term “Trade
Fixteres” shall mean Lessea's machinery and equipment that can be removed without doing material damage to the Premises. The term "Alterations” shall mean amy
modification of the Improvements, other than Utility Installations or Trade Fixtures, whether by addition or debetion. “Lessee Ownad Alterations andfor Utility
Installations™ are defined as Alterations and/or Utility Instaliaifens made by Lessee that are not yet owned by Lessor pursuant to Paragraph 7.4(a),

(b) Consent. Lessee shall not make any Alterations or Utility Installations to the Pramises without Lesser's priorwritten consent, Lessee may, however,
make non-structural Alterations or Utility Installations to the interior of the Pramises [axcluding the roof) without swch consent but upon notice to Lassor, as long as
they are not visible from the outside, do not involve puncturing, relocating or removing the roof or any exlsting walls, will net affect the electrical, plumbing, HVAC,
and/or life safety systems, do not trigger the requirement for additional madifications and/er Impravements to the Premises resulting from Applicable Requiremants,
such as compliance with Title 24, and the cumulative cast thereof during this Lease as extended does not exceed a sum enqual to 3 month's Base Rent in the aggregate
ora sum equal to one month's Base Rent in any one year. Notwithstanding the foregoing, Lessee shall not make or permit any roof penetrations and/or nstall
anything on the roof without the prior writien approval of Lessor. Lessor may, asa precondition to granting such appraval, require Lassee to utilize a contractor
chosen andfor approved by Lessor, Any Alterations or Utility Installatiens that Lessee shall desire to make and which require the consent of the Lessor shall be
presented to Lessor in written form with detailed plans. Consent shall be deamed conditioned upan Lessee's: {[) acqulring all applicable governmental permits, (i)
furnishing Lessor with coples of both the permits and the plans and specifications prior to commencarment of the wark, and (i) compliance with all conditions of sakd
permits and other Applicable Requirementsina prompt and expeditious mannes, Any Alterations or Utility Installations shall be performed in 3 werkmanlile manner
with good and sulficient materials, Lesses shall promptly upon completion furnish Lessor with as-built plans and specifications. Forwork which costs an amount in
excess of one month's Base Rent, Lessor may condition 115 consent upon Lessee providing a lizn and completion bond in an amount equal to 150% of the estimated
cost of such Alteration ar Utility Installation andjfor upon Lessee's posting an additional Security Deposit with Lessor,

{¢) Uens; Bonds. Lessee shall pay, when due, all claims for labor er materlals furnished or alleged to have been furnished to er for Lessee at or for use on
the Pramises, which claims are or may be secured by any mechanle’s or materialmen's lien against the Fremises or any interest therein. Lessee shall give Lessar not
lass than 10 days notice prior to the commeneement of 2ny work in, on or about the Premises, and Lessor shall have the right te post notices of non-responsibllivy. IF
Lossea shall contest the validity of any such lien, clalm or demand, then Lessee shall, at Its sole expense defend and protact itself, Lessor and the Premises against the
same and shall pay and satisfy any such adverse judgment that may be rendered thereon before the enforcement thereof If Lessor shall require, Lessee shall furnish
a surety bond In an amount equal to 150% of the ameunt of such contested lien, claim or demand, Indamnifying Lesser against liability fer the same., I Lessor elects
to participate In any such action, Lessee shall pay Lessor's allorneys’ fees and costs,

7.4 Ownership; Removal; Surrender; and Restoration.

{a) Ownarship. Subject to Lessor's right to require remeval of elect ewnership as hereinafter provided, all Alt 15 and Utility Installations made by
Lessee shall be the property of Lessee, but considered a part of the Premises. Lessor may, st any time, elect In writing to be the owner of all or any spectiied part of
the Lesses Owned Alterations and Utility Installations. Unless otherwise Instructed per paragraph 7.4|b) hereof, all Lessee Owned Alterations and Utility Installations
shall, at the explration or termination of this Lease, become the property of Lesser and be surrendered by Lessee with the Premises,

(b) Removal. By delivery to Lessee of written notice from Lessor not earller than 90 and not later than 30 days prior to the nd af the term of this Lease,
Lessor may requlre that any or all Lessee Owned Alterations or Uity Installations be remeved by the expiration or termination of this Lease. Lessor may require the
removal at any time of all ar any part of any Lessee Owned Alterations or Utility Installations made without the required consent.

{e) Surrender; Restoration. Lessee shall surrender the Premises by the Explration Date or any earfier termination date, with all of the Improvements,
parts and surfaces thereof Broom clean and free of debrs, and In good operating order, condition and state of repalr, ordinary wear and tear excepted. "Ordinary
waarand tear” shall not Indude any damage or deterioration that would have been prevented by good malntenance practice, Motwithstanding the foregoing, if the
Lessee occuples the Premises for 12 months o less, then Lessee shall surrender the Premises In the same condltion as delivered to Lessee on the Start Date with NO
allowance for ordinary wear and tear. Lessee shall repair any damage occasioned by the installation, maintenance of ramoval of Trade Fixtures, Lessea owned
Alterations and/for Utility Installations, furnishings, and equipment a5 well as the removal of any storage tank installod by or for Lesser, Lessee shall also re
the Pramisas any and all Hazardous Substances brought anto the Premises by or for Lessee, of any third party (except Hazardous Substances which were dig
undergreund migration from areas outside of the Premises) to the level specified in Applicable Requirements, Trade Fixtures shall remain the property of U
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Page 5 of 16 .T

INITIALS Last Edited: 7/12/2017 11:48 AN
© 2017 AIR CRE. All Rights Reserved. STN-27.00, Revised 01-0




shall be removed by Lesse. Any personal property of Lessee not removed on of before the Explration Date or any earlier termination date shall be deemed to have
been abandoned by Lessee and may be disposed of or retalned by Lessor as Lessor may desive, The fallure by Lessee to timely vacate the Prembses pursuant to this
Paragraph 7.d{c) without the express wrilten consent of Lessar shall constitute a holdover under the provisions of Paragraph 26 below.

B.  Insurance; Indemnity.

81 Paymant Forinsurance, Lesses shall pay for all insurance required under Paragraph 8 except to the extent of the cost attributable to llability insurance
carried by Lessor under Paragraph B.2(b) in excess of $2,000,000 per occurrence. Premiums for policy perlods commancing prior to or extending beyond the Lease
term shall be prorated to correspond to the Lease term, Payment shall be made by Lessee to Lessar within 10 days follawing receipt of an involen.

&2  Liability Insurance,

(a) Carrled by Lessee, Lessee shall obtain and keep in force 2 Cormmerclal General Liabllity policy of Insurance protecting Lessee and Lessor as an
additional insured against claims for bodily injury, personal injury and property damage based upon or arising out of the ewnership, use, occupancy of malntenance of
the Premisas and all areas appurtenant therate, Such Insurance shall ba on an occurrence basis providing single limit coverage in an amowunt not bess than 51,000,000
per occurrence with an annual aggregate of not less than 52,000,000, Lessee shall add Lesser as an additional Insured by means of an endorsement at least as broad
a5 tha Insurance Service Organkzation's "Additfonal Insured-Managers or Lessors of Premises” Endorsement. The policy shall not contaln any Intra-Insured exchesions
95 between insured parsons or arganizations, but shall include cowerage for lability assumed under this Lease as an "Insured contract” for the parformance of Lossee™s
Indemnity obligations under this Lease. The limits of said Insurance shall not, however, imit the Hability of Lessee nor relieve Lessee of any obligation hereunder.
Lessee shall provide an endorsement on its llability palicy(les) which provides that its insurance shall be primary to and not contributory with any similar insurance
carried by Lessor, whose insurance shall be considered excess Insurance only,

(b} Carrled by Lessor. Lessor shall maintain liability insurance as described in Paragraph 8.2[a), in addition to, and net In liew of, the insurance required 1o
be maintained by Lessee, Lessee shall not be named a5 an additional inswred therein.

83 Property Insurance - Bullding, Improvements and Rental Value.

{a) Bullding and Improvements, The Insuring Party shall obtaln and keep In foree a policy or policies [n the name of Lessor, with boss payable to Lessor,
any ground-lesser, and to any Lender insuring loss or damage to the Premises. The amount of such insurance shall be equal te the fullinsurable replacement cost of
the Premises, asthe same shall exist from time to time, or the amount required by any Lender, but In no event more than the commercially reasonable and available
insurable value thereof, Lessee Owned Alterations and Utility Installations, Trade Fixtures, and Lessee's personal property shall be insured by Lessee not by Lessor. If
the coverage is avaltable and commercially appropriate, such policy or pelicles shall insura against all risks of diract physical loss or damage (except the perils of flood
andfor earthguake unless required by a Lender), Including eoverage for debris removal and the enfarcement of any Applicable Requirements requiring the upgrading,
demelition, reconstruction or replacement of any portion of the Premises as the result of a covered loss, Said policy er policies shall also contaln an agreed valuation
provislon In llew of any colnsurance clause, waiver of subrogation, and Inflaticn guard protection causing an increase in the anneal property Insurance coverage
amount by a facter of not less than the adjusted LS. Department of Labor Consumer Price Index for All Urban Consumers for the city nearest to where the Premises
ara located, If such insurance coverage has a deductible dause, the deductible amount shall not exceed 55,000 par occurrence, and Lassee shall be llabla for such
deductible amount in the event of an Insured Loss,

(b) Rental Value. The Insuring Party shall obtainand keepin force a policy or policies In the name of Lassor with loss payable to Lessor and any Lender,
insuring the Joss of the full Rent for one year with an extended perlod of indemnity for an additional 180 days ("Rental Value insurance®). Sald insurance shall contain
an agreed valuation provision in lieu of any colnsurance clause, and the amount of coverage shall be adjusted annually to reflect the projected Rent otherwise payable
by Lessee, for the next 12 month period. Lessee shall be lable for any deductible amount in the event of such loss.

{e) Adjacent Premises. If the Fremises are part of a larger bullding, o of 3 group of buildings owned by Lessor which are adjacent to the Premisos, the
Lessee shall pay for any increase in the premiums for the property Insurance of such bullding or bwlldings if sald increase is caused by Lessee's acts, omissions, use o
occupancy of the Premises.

B4  Lessea's Property; Business interruption Insurance; Worker's Compensation Insurance,

(a) Property Damage. Lesses shall obtaln and malntain insurance coverage on all of Lessea's personal property, Trade Fixtures, and Lessee Owned
Alterations and Utlity insiallations. Such insurance shall be full replacement cost coverage with a deductible of not to exceed 51,000 per occurrence. The proceeds
from any such Insurance shall be used by Lassee for the replacement of persenal property, Trade Fixtures and Lessee Owned Alterations and Utility Installations.

(b) Business Interruption, Lessee shall obtaln and maintain loss ofincame and cxra expense insurance in amounts as will relmburse Lessee for direct or
Indirect loss of earnings attributable to all perils commonly Insured against by prudent lessees Inthe business of Lessee or attributable to prevention of accessto the
Premises as a result of such perils.

(c) Werker's Compensation Insurance. Lessee shall obtain and malntaln Worker's Compensation Insurance In such amount as may be required by
Applicalile Requirements. Such policy shall Include a 'Walver of Subrogation” endorsament, Lessee shall provide Lessor with a copy of such endarsement along with
tha certificate of insurance or copy of the pelicy required by paragraph 8.5,

[d) Mo Representation of Adequata Coverage. Lessor makes no representation that the limits or forms of coverage of insurance specified herein are
adequate to cover Lessee's property, business op s ar obligations under this Lease,

85 Insurance Policies. Insurance required herein shall be by companles malntalning during the pelicy term a "Ganaral Policyholders Rating” of at least A-, VI,
as set forth In the most current Issue of "Best's Insurance Guide", or such other rating as may be required by 2 Lender. Lessae shall not do or permit to be done
anything which invalidates the required insurance policies. Lessee shall, prior to the Start Date, deliver to Lessor certified copies of policles of such Insurance or
cartificates with coples of the required endorsements evidencing the existence and amounts of the required Insurance, No such pelicy shall be cancelable or subject
to modifcation except after 30 days prier written notice to Lessor. Lessee shall, at least 10 days prior to the explration of such policies, furnish Lessor with evidence of
renewals or “Insurance binders”® evidencing renewal thereal, or Lessor may Increase his liability insurance caverage and charge the cost thereof to Lessee, which
amount shall be payable by Lessee ta Lessor upon demand. Sueh policles shall be for a term of at least one year, or the length of the remaining term of this Lease,
whichever is less, if either Party shall fall to procure and makataln the Insurance required to be carrded by it, the other Party may, but shall net be required to, procure
and malntaln the same,

£6 WWalver of Subrogation. Without affecting any other rights or remadies, Lessee and Lessor each hereby release and relbeve the other, and walve thelr entire
right to recover damages against the other, for loss of or damage tolts property arising out of or indident to the perils required to be Insured against hereln, The
effect of such releases and walvers Is not limited by the amount of insurance carried or required, or by any deductibles applicable hereto, The Parties agree to have
their respective property damage Insurance cardiers waive any right to subrogation that such eompanles may have against Lessor or Lessea, as the case may ba, so
|ong as the Insurance Is not Invalidated thereby,

8.7 Indemnity, Except for Lassor's gross negligence or willful miscenduct, Lessee shall indemnify, protect, defend and hold harmless the Premises, rand
s agents, Lessor's master o ground lessor, partners and Lenders, from and agalnst any and all claims, loss of rents and/for damages, liens, judgments, penglties,
atterneys' and consultants' feos, expenses andfor labllities arising out of, Invokving, er In connection with, the use and/er occupancy of the Premises by Lefree. If any
action or proceeding 1s brought against Lessor by reason of any of the foregoing matters, Lessee shall upon notice defand the same at Lessee's expense unsel
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reasonably satisfactory to Lessar and Lessor shall cooperate with Lesseo in such defense, Lessor need not have first pabd any such elalm in order to be defended of
Invdemin|fled

88 Exemption of Lesser and its Agants from Uabllity. Notwithstanding the negligence or breach of this Lease by Lessor or its agents, nelther Lessor nor ils
agents shall be liable under any circumstances for: (I} Injury or damage to the person or goods, wares, merchandise or other property of Lessee, Lesses's emplayees,
cantractars, invitees, customers, or any other person in o about the Premises, whather such damage or injury Is caused by or results from fire, stearn, electricity, gas,
water o raln, indoor dir quality, the presence of mold or from the breakage, leakage, obstruction or other defects of pipes, fire sprinklers, wires, appliances, plumbing,
HVAC or lighting fixtures, or frem any other cause, whether the sald injury or damage results from conditions arising upon the Premises or upon other portions af the
building of which the Premises are a part, or lrom other sources of places, (H) any damages arising from any act or neglect of any other tenant of Lessor or fram the
failure of Lessor or its agents to enforoe Uhe provisions of amy other lease in the Project, or (1] Infury to Lessee's business er for any loss of income or prafit therefrom.
Instead, It Is intended that Lossoe's sole recoursein the event of such damages or injury be to file a clalm on the insurance paliey{ies) that Lessea s required to
maintain pursuant to the provisions of paragraph 8.
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9. Damage or Destruction,

9.1 Definitions.

[a) “Premises Partial Damage® shall mean damage or destruction to the Improvements on the Premises, other than Lessee Owned Alterations and Utility
Installations, which can reasanably be repaired In & months arless from the date of the damage or destruction. Lessor shall notify Lessee in writing within 30 days
from the date of the damage or destruction as to whether or not the damage Is Partial or Total.

(b} "Premises Total Destruction™ shall mean damage or destruction to the Premises, other than Lesses Owned Alterations and Utility Installations and |
Trade Fixtures, which cannot reasonably be repaired in 6 months or less from the date of the damage or destruction. Lessor shall netify Lesses in writing within 30
days from the date of the damage or destruction as to whather or not the damage ks Partial or Total,

feb  "Insured Loss" shall mean damage or destruction 1o impravements on the Premises, other than Lessee Owned Alterations and Utility Installations and
Trade Fixtures, which was caused by an evet required to be covered by Lhe insurance described in Paragraph B,3(a), irrespective of any deductible amounts ar
coverage limits Involved.

{d}) "Replacement Cost™ shall mean the cost to repalr or rebulld the improvements owned by Lesser at the time of the eccurrence to their condition
existing Immediately prior thereto, including demolition, debris remeval and upgrading required by the cperation of Applicable Requirements, and without doduction
for depreciation.

{e) “Hazardous Substance Condltion” shall mean the occurrance or discovery of a condition involving the presence of, o a contamination by, a
Hazardous Substance, In, on, or under the Premises which requires restoration.,

5.2 Partial Damage - Insured Loss. Ifa Premises Partial Damage that is an Insured Loss occurs, then Lessor shall, at Lessor's expense, repair such damage (but
not Lessee’s Trace Fixtures or Lessee Owned Allerations and Utlity Installations) as soon as reasonably possible and this Lease shall continue In full force and effact;
provided, however, that Lessee shall, at Lessor's election, make the repair of any damage or destruction the total cost to repair of which ks $10,000 or less, and, In such
event, Lessor shall make any applicable insurance proceeds avallable to Lessee on a reasonable basis for that purpose. Notwithstanding the foregoing, If the requined
Insurance was not in force or the insurance procerds are not sufficlent to effect such repalr, the Insuring Party shall promptly contribute the shortage In proceads
(except as to the deductible which Is Lessen’s responsibllity] as and when required to complete sald repalrs. in the event, however, such shortage was due to the fact
that, by reason of the unlque nature of the improvements, full replacement cost insurance coverage was not commerclally reasonable and available, Lessor shall have
no abligation to pay for the shortage in insurance procoeds or to fully restore the unlgue aspects of the Fremises unbess Lessee provides Lessor with the funds to cover
same, or adaquate assurance thereof, within 10 doays following recelpt of written notice of such shortage and request therefor, If Lessor recelves sald funds or
adeguate assurance thereof within said 10 day period, the party responsible for making the repairs shall complete tham as soon as reasonably possible and this Lease
shall remain in full force and effect. |f such funds or assurance are not recelved, Lessor may nevertheless elecl by written notice to Lessee within 10 days thereafter
ta: (i) make such restoration and repair as is commarcially reasonable with Lessor paying any shortage in proceeds, inwhich case this Lease shall remain in full force
and effect, or (Il) have this Lease terminate 30 days thereafler. Lessee shall not be entitled Lo reimbursement of any funds contributed by Lessee to repalr any such
damage or destruction. Premises Partial Damage due to flood or earthquake shall be subject to Paragraph 9.3, notwlithstanding that there may be some insurance
coverage, but the net proceeds of amy such Insurance shall be made available for the repalrs if made by either Party.

2.3 Fartial Damage - Uninsured Loss. If o Premises Partial Damage that is not an Ingured Loss occurs, unless caused by & negligeat or willful act of Lessee (in
which event Lessee shall make the repalrs at Lessea's expense), Lessor may efther: (i) repair such damage as soon as reasonably possible at Lessor's expense, inwhich
event this Lease shall eontinue in full force and effect, or (ii] terminate this Lease by ghving written notice to Lesser within 30 days after receipt by Lessor of knowledge |
of the occurrence of such damage. Such termination shall be eFfe:cheE]lday‘s following the date of such notice. In the event Lessor elects to terminate this Leaze, |
Lessew shall have the right within 10 days after receipt of the termination nolice to ghve writlen notice to Lessor of Lessee's commitment to pay Tor the repair of such |
damage without reimbursement from Lessor. Lessee shall provide Lassor with sakd funds or satisfactory assurance thereof within 30 days after making such |
cammitrment, Insuch event thls Lease shall continua In full force and effect, and Lassor shall proceed to make such repalrs as soon a3 reasonably possible after the }
required funds are avallable. If Lessee does not make the required commitment, this Lease shall terminate as of the date speciied In the termination notice.

9.4 Total Dastruction. Notwilhstanding any ether pravision hereof, if o Premises Total Destruction oceurs, this Lease shall lerminate 60 days following such
Destruction, 1fthe damage or destruction was caused by the gross negligence or willful misconduct of Lessee, Lessor shall have the right to recover Lessor’s damages

fromLessee, and if the damage or destruction was caused by the gross negligence or willful misconduct of

Lessor, Lessee shall have the right to recover Lessee's damages from Lessor, exceptas provided in Paragraph 8.5.
9.5 Damage Near End of Term. Ifat any time during the last 6 months of this Lease thera is damage for which the cost to repair exceeds one month's Dase
Rent, whether or not an Insured Loss, Lessor may terminate this Lease effective 80 days following the date of cccurrence of such damage by glving a wrilten
termination notice to Lessen within 30 days after the date of occurrence of such damage. Motwithstanding the foregoing, if Lessee at that time has an
option to extend this Lease or to purchase the Promises, then Lessee may preserve this Lease by, (a exerclsing such option and {b) providing Lessor with
inlnsurance proceeds [or adequate assurance thereof) needed o make the repalrs on or before the earier of (i) the date which is 10 days after Lessea's
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Lessor's written notice purporting to terminate this Lease, or {il) the day prior to the date upon which such option expires. I Lessee duly exenciees sueh option during
such perind and provides Lessor with funds {or adequate assurance hereol) (o cover any shortage in Insurance proceeds, Lessor shall, at Les cormmercially
reasonable sxpense, repair such damage as soon as reasonably possible and this Lease shall continue in full force and effect. If Lessee fails to exercise such option amd
provide such funds or assurance during such perlod, then this Lease shall terminate on the date spacified In the termination notice and Lessee's option shall be
extingulshed.

9.6 Abatement of Rent; Lessee’s Remedies.

{a) Abatement. In the event of Premises Partial Damage or Premises Total Destruction or a Hazardous Substance Condition for which Lessoe is not
responsible under this Lease, the Rent payable by Lessees for the period required for the repair, remediation or restoration of such damage shall be abated in
proportion to the degree to which Lesses's use of the Premises isimpaired, but not to exceed the proceeds received from the Rental Value Insurance, All other
cbligations of Lessee hereunder shall be performed by Lesses, and Lessor shall have no Habllity for any such damage, destruction, remediation, repair or restoration
exeapl as provided herein,

(b) Remedies. If Lessor 1§ obligated to rapair or restore the Premises and does not commence, in a substantial and meaningful way, such repalr or
restoration within 90 days after such obligation shall accrue, Lessee may, at any time prior to the commencement of such repalr or restoration, give written notice 1o
Lessor and to any Lenders of which Lessee has actual notice, of Lessee’s election to terminate this Lease on a date not less than B0 days following the giving of such
notice. If Lessee ghies such notice and such repair or restoration is not commenced within 30 days thereafter, this Lease shall terminate as of the dale specified In sald
notice, Ifthe repair or restoration is commenced within such 30 days, this Lease shall continue in full force and effect, "Commence” shall mean cither the
unconditional authorization of the preparation of the required plans, or the beginning of the actual work on the Premises, whichever first ocours,

9.7 Termination; Advance Payments. Upon termination of this Lease pursuant to Paragraph 6.2{g) or Paragraph 8, an equitable adjustment shall be made
concerning advance Base Rent and any other advance payments made by Lessee to Lessor. Lessor shall, In addition, return to Lessee so much of Lessee's Securily
Daposit as has not been, or is not then requined to be, used by Lessor.

10. Real Property Taxes.

10.1 Definition. Asused herein, the term "Real Property Taxes" shall Include any form of assessment; real estate, general, speclal, erdinary or extraordinary, or
rental levy or tax {other than Inheritance, personal income or estate taxes); improvement bond; and/for Bicense fee Imposed upen or levied against any legal or
equitable Interest of Lessar In the Premises or the Project, Lessor's right to other income therefrom, and/or Lessor's business of leasing, by any authority having the
direct or indirect power to tax and where the funds are generated with reference to the Building address. Real Property Taxes shall also include any tax, fee, levy,
assessment or charge, or any increase therein: (i) imposed by reasen of events sccurring during the term of this Lease, inchieding but nel limited 1o, a change in the

cwnership of the Premises, and (Il] levied or assessed on machinery or equipment provided by Lessor to Lessee pursuant to this Lease, R.Ei'll Fl‘Upl’.‘.l‘t}'
Taxes does not include any income or franchise taxes of Lessor, any documentary transfer taxes or
any taxes assessed on any mortgage or deed of trust which may now or hereafter encumber the

Premises.

10,2 Payment of Taxes, Inaddition to Base Rent, Lessee shall pay to Lessor an amount equal to the Real Property Tax instaliment due at least 20 days prior to
the applicable delinquency date, Ifany such installment shall cover any period of time prior to or after the expiration or termvination of this Lease, Lessee's share of
such installment shall be prorated, In the event Lesses incurs alate charge on any Rent payment, Lessor may estimate the current Real Property Taxes, and require
that such taxes be pald in advance to Lessor by Lessee monthly in advance with the payment of the Baze Rent. Such monthly payments shall be an amount equal to
the amount of the estimated Installment of taxes divided by the number of months remaining before the month in which said instaliment beeomes delinguent. When
the actual amount of the applicable tax bill Is knowm, the amount of such equal monthly advance payments shall be adjusted as required to provide the funds needed
to pay the applicable taxes, If the amount collected by Lesser Is insufficlent to pay such Real Property Taxes when due, Lessee shall pay Lessor, upon demand, such
additional sum asis necessary. Advance payments may be intermingled with other moneys of Lessor and shall not bear Interest. In the event of a Breach by Lessee in
the performance of its obllgations undar this Lease, then any such advance payments may be treated by Lessor ag an additional Security Deposit.

10.3 Joint Assessment. If the Premises are not separately assessed, Lessee's liability shall be an equitable proportion of the Real Property Taxes for all of the
tand and Improvements included within the tax parcel assessed, such prapartion to be concluslualy-determined by Lessor from the respective valuations assigned in

the assessor's work sheets or such other Information as may be reasonably available, DUT sUbject to revision in the event of manifest
error by Lessor.

10,4 Personal Property Taxes. Lessee shall pay, prior te delinguency, all taxes assessed against and levied upon Lessee Owned Alterations, Utility Installations,
Trade Flxtures, furnishings, equipment and all personal property of Lessee. When possibile, Lesses shall cause its Lessee Owned Alterations and Litility Installations,
Trade Fixtures, furnishings, equipment and all other persenal property to be assessed and billed separately from the real property of Lesser Il any of Lessee's sald
proparty shall be assessed with Lessor's real property, Lessee shall pay Lessor the taxes attributable to Lessee's property within 10 days after recelpt of a written
staterent setting forth the taxes applicable to Lessec's property.

11, Utilitles and Services, Lessea shall pay for all water, gas, heat, light, power, telephone, trash disposal and other utilities and services supplied to the Premises,
tagether with any taxes thereon. If any such services are not separately metered er billed to Lessee, Lassee shall pay a reasonable proportion, to be determined by
Lessor, of all charges jolntly metered or billed. There shall be no abatement of rent and Lessor shall not be liable in any respect whatsoever for the inadequacy,
stoppage, interruption or discontinuance of any utifity er service due to riat, strike, labor dispute, breakdown, accident, repair or other cause beyond Lessor's
reasonable contral or in cooperation with governmental request or directions.

12.  Asslgnment and Subletting.
12.1 Lessor's Consant Required.

(a} Lessee shall not veluntarily or by operation of law assign, transfer, morigage or encumber (collectively, "assign or assignment”) or sublet all or any
part of Lessee"s interest In this Lease or In the Premises without Lesser's prior written consent,

(b} Unless Lessee (5a corporation and its stock Is publicly traded on a national staek exchange, a change in the control of Lessee shall constitute an
assignment requiring consent. The transfer, on 8 cumulative basls, of 25% or more of the voling control of Lessee shall constitute 3 change In control for this purpose.

¢} The lnvalvament of Lassee or its assets inany transaction, or serles of transactions (byway of menger, sale, acquisition, financing, transfer, loveraged
buy-out ¢r atherwise), whether or nol a formal assignment or hypothecation of this Lease or Lesser's assets occurs, which results or will result In a reduction of the
Ner Worth of Lessee by an amount greater than 25% of such Net Worth as it was reprosented at (he time of the execution of this Lease or at the time of the El:sl
recont assignment to which Lessor has consented, or s it exists Immediately prior to said transaction or transactions constituting such reduction, whichevedwag or
greater, shall be considered an assignment of this Lease to which Lessar may withheld its consent. "Mat Worth of Lessee” shall mean tha net worlh of Loss
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{eccluding any puarantors) established under generally accepted accounting principles,
(d} Anassignment or subletting without consent shall, at Lessor's option, be a Defaull curabde after notice per Paragraph 13.1(d), or a noncurable Breach
wilthout the necessity of any nobice and grace m.—m,d Bl g lacictot euch-upapproved acdgnmont subloiiingasas wrablei i i fi}

Wmﬂmmmmnmu#mm

{2} Lessee's rermedy for any breach of Paragraph 12,1 by Lessor shal| be limited to compensatory damages andfer injunctive rellel.

{f)  Lessor may reasonably withhold consent ta a proposed assignment er subletting if Lesse ks in Default at the time consent is requested.

(g) Motwithstanding the foregoing, allowing a de minimis portion of the Premises, be. 20 square feet or less, to Be used by a third party vendor in
connection with the installation of a vending machine or payphone shall not constitute a subletting.

(h) Lessor's consent to an assignment or subletting is not required if the assignee/subtenant is
an entity which is owned and controlled by or under common control with Lessee, provided that
Lessee gives advance notice of such assignment or subletting and the provisions of Section 12.2 shall
apply. Lessor acknowledges that Lessee's assets ave collaterally assigned to Wells Fargo Bank and
Lessor will execute any commercially reasonable document required by the Bank to allow the Banlk

aceess to the Premises to enforce its rights in the collateral.
12.2 Terms and Conditions Appllcable to Asslgnment and Subletting,

{a) Megardless ef Lessor's consent, no assignment or subletting shall : (i) be effective without the express wriiten assumption by such assignee or
sublessee of the obligations of Lessee under this Lease, (iT) release Lessee of any obligations hereunder, or (i) alter the primary liabllity of Lessee for the payrment of
Rent or for the performance of any other obligations to be performed by Lessee.

(1) Lessar may accept Rent or parformance of Lessea's obligations from any person other than Lessee pending approval or disapproval of an assignment.
Neither o delay in the approval or disapproval of such assignment nor the acceptance of Rent or performance shall constitute a wahser or estoppel of Lessar's right to
exercise Ibs remedies for Lessee's Default or Breach,

{e)  Lessor's consent to any assignment or subletting shall nok constitule a consent to any subsequent assignment or subletting,

{d) Inthe event of any Default or Breach by Lesses, Lessor may praceed directly against Lessee, any Guarantors or anyone élse responsible for the
performance of Lessee's cbligations under this Lease, including any assignee or sublessee, without first exhausting Lessor's remedles against any other person or
entity responsible therefor to Lessor, or any security held by Lessor,

{e] Each request for consent to an assignment or subletting shall be In writing, accompanied by infarmation relevant (o Lessor's determination as to the
finenclal and aperational responsibllity and appropriateness of the proposed assignee or sublessee, including but not limited to the intended wse andfor required
maodification of the Premises, iF any, together with a fee of $500 as consideration for Lessor's considering and processing said request. Lessee agrees to provide Lessor
with such other or additional infermation and/or documentation as may be reasonably requested, (See also Paragraph 36)

(f]  Any assignee of, or sublessee under, this Lease shall, by reason of accapting such assignment, entering Inta such sublease, or entering into possessian
ofthe Premises or any porticn thereof, be deemed to have assumaed and agresd to conform and comply with each and every term, covenant, condition and abligatfen
herein to be observed or performed by Lessee durlng the term of s2id assignment or sublease, other than such obligations as are contrary to or inconsistent with
provisions of an assignment or sublease to which Lessar has speeifically consented to In writing.

(g} Lessor's consent to any assignment or subletting shall not transfer to the assignee or sublessee any Option granted to the orlginal Lessee by this Lease
unless such transfer is specifically consented to by Lessor in writing.. (See Paragraph 39,2)

12,3 Additonal Terms and Conditions Applicable to Subletting. The following terms and conditions shall apply to any subletting by Lessee of all or any part of
the Pramises and shall be deemed included in all subleasss under this Lease whether ornot expressly incorporated therain:

[a) Lessee hereby assigns and transfers (o Lessor all of Lessee's interest in all Rent payable on any sublease, and Lessor may collect such fent and apply
same toward Lessee's obllgations under this Lease; provided, however, that until a Breach shall oecur in the performance of Lessee's obligations, Lessee may collect
said Fent, In the event that the ameunt collectad by Lessor excaeds Lessea's then outstanding obligations any such excess shall b refunded 1o Lessee, Lessor shall
not, by reason of the going or any assig t af such subl nor by reason of the collection of Rent, be deemed liable to the sublessee for any fallure of Lessea
to perform and comply with any of Lessee's obligations te such su Lessee hareby irrevocably autherizes and directs any such sublessee, upon recelpt of a
written notice from Lessor stating that a Breach exsts In the performance of Lessee's obligations under this Lease, to pay to Lessor all Rent due and to become due
under the sublease. Sublessee shall rely upon any such notice from Lessor and shall pay all Rents to Lessor without any obligation or right to inguire as to whether
such Breach exbsts, notwithstanding any claim from Lessae to the contrary,

[b) Inthe event of @ Breach by Lessee, Lessor may, at its option, requine sublessee to attorm to Lessar, inwhich event Lessar shall undertake the
obligations of the sublossor under such sublease from the tHme of the exercise of sald option to the expiration of such sublease; provided, however, Lessor shall not be
lialsle for amy prepald rents o security depodit pald by such sublesses to such sublessor or for any prior Defaults or Breaches of such sublessar,

[e)  Arymatter requiring the consent of the sublessor under 3 sublease shall also require the consent of Lesser.

(d) Mo sublessee shall further assign or sublet all or any part of the Premises without Lessor's prior wiitten consent.

(e} Lessor shall deliver a copy of any notice of Default or Breach by Lessee to the sublessee, who shall have the right 1o cure the Defaull of Lessee within
the grace perlod, If any, specified in such notice, The sublessee shall have a rght of relmbursement and offset from and against Lessee for any such Defaults cured by
the sublessee,

13, Defavlt; Breach; Remedles,

13.1 Default; Breach, A "Default™ Is defined as a failuro by the Lesses to comply with ar parform any of the terms, covenants, conditions or Rules and
Regulations under this Lease., A"Breach” is defined as the occurrence of one or mere of the following Defaults, and the fallure of Lessee to cure such Befault within
any applicable grace period:

[a) The abandonment of the Premises; or the vacating of the Fremises without providing a commercially reasonable level of security, or whare the
coverage of the property insurance described In Paragraph 8.3 is jecpardized as a result thercef, or without providing reasenable assurances te minimize patential
vandalism.

(b}  The fallure of Lessee to make any payment of Rent or any Security Deposit required to be made by Lessee hereunder, whether to Lessor oy to a third
party, when due, to provide reasonable evidence of insurance or surety bond, or to fulfill any obligation under this Lease which endangers or threatens lifgor
praperty, where such fallure continues for a period of 3 business days fellowing written notice to Lessee. THE ACCEPTANCE BY LESSOR OF A PARTIAL PAYISENT @Y
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RENT O SECURITY DEPOSIT SHALL NOT CONSTITUTE A WAIVER OF ANY OF LESSDR'S RIGHTS, INCLUDING LESSOR'S RIGHT TO RECOVER POSSESSION OF THE
PREMISES.

(e} The lailure of Lessee 1o allow Lessor andfor its agents access to the Fremises or the commission of waste, acl or acts constituting public or private
nulsance, and/for an illegal activity on the Premises by Lessee, where such actions continue for a period of 3 business days Tollowing written notice to Lessee. In the
event that Lossee commits waste, a nuisance or an llegal activity a second time then, the Lessor may elect e treat such conduct 25 a non-curable Breach rather than a
Default,

(d)  The failure by Lesses to provide (1) reasonable written evidence of compliance with Applicable Requirements, (i) the service contracts, (i) the
rescission of anunauthorized assignment or subletting, (iv) an Estoppel Certificate or financial statements, [v) a requested subordination, (vi) evidence cencerning anvy
guaranty andfor Guarantor, (vl) any document requested under Paragraph 42, (vill) material safety data sheets {MSDS), or (ix) any other documentation or
Iinformation which Lessor may reasonably require of Lessee under the terms of this Lease, where any such fallure continues for a pericd of 10 days following written
notice to Lessee.

[2) A Default by Lessee asto the terms, covenants, conditions or provisions of this Lease, or of the rules adopted under Paragraph 40 hereof, other than
those described In subparagraphs 13.1(a), {b), (c) or [d], above, where such Dafault continues for a period of 30 days after written notice; provided, howewver, that if
the nature of Lesses's Default is such that more than 30 days are reasonably required for its cure, then it shall not be deemed to be a Breach if Lessee commences
such cure within said 30 day pericd and thereafter diligently pr such cure to completion.

[f] The occurrence of any of the fellowing events: (i} the making of any general arrangement or assignment for the benekit of ereditors; (8] breaming a
“debter as defined ln 11 U.5.C, § 101 ar any successor stalute thereto {unbess, in the case of a petition filed against Lessee, the same ks dismissed within 60 days); (if)
the appolntment of a trustee or recelver to take possession of substantially all of Lessee's assets bocated at the Premises or of Lessee's Interest In this Lease, where
possession is not restored 1o Lessee within 30 days; or (] the aitachment, execution or ather Judiclal seizure of substantially all of Lessee’s assets located at the
Premises or of Lessee's Interest in this Lease, where such selzure Is not discharged within 30 days; provided, however, in the event that any prowision of this
subparagraph Is contrary to any applicable law, such provision shall be of no force or effect, and not atfect the validity of the remaining provisions.

(g} The discovery that any financial statement of Lessea orof any Guarantor given to Lessor wﬂsu\ammllﬂalse.

[R)  Wthe pecfarmance of Lessae's obligations under this Lease is guaranteed: (1) the death of a Guarantor, (i) the termination of a Guarantor's liability
wilh respect to this Lease other than in accordance with the terms of such guaranty, (i) » Guarantor's becoming insolvent or the subjec: of a bankruptey filing, (W) a
Guarantor's refusal to honor the guaranty, or (v) a Guarantor’s breach of its guaranty obligation on an anticipatory basis, and Lessee's fallure, within 60 days following
written notice of any such event, to provide written alternative assurance or security, which, when coupled with the then existing resources of Lesses, equals or
exceeds the combined financial resources of Lessae and the Guarantors that existed at the time of execution of this Lease.

13.2 Remedies, If Lessee fails o perform any of its affirmative duties or ¢bligations, within 10 days alter written notice (or In case of an emergency, without
natice), Lessor may, at its option, perform such duty or obligation on Lessee's behalf, including but not limited to the obtaining of reasonably required bonds,
msurance pollcles, or governmental licenses, permits or appeovals. Lessee shall pay Lo Lessor an amaunt equal te 115% of the costs and expenses incurred by Lessor
Insuch performance upon receipt of an involce therefor, In the event of a Breach, Lessor may, with or without further notice or demand, and without limiting Lessor
inthe exercise of any right or remedy which Lessar may have by reason of such Breach:

{a) Terminate Lessee's right to possession of the Premises by any law ul means, in which case this Lease shall terminate and Lessee shall immediately
surrender possession to Lessen In such event Lessor shall be entitled to recover from Lessee: (1) the unpaid Rent which had been earned at the time of termination;
{if) the worth at the time of award of the amount by which the unpald rent which would have been earned after tarmination until the time of award exceeds the
amount of such rental loss that the Lessee proves could have been reasonably avelded; (1] the worth at the time of award of the amount by which tha unpaid rent for
the balance of the term after the time of award exceeds the amount of such rental loss that the Lessee proves could be reasonably avolded; and (Iv) any other amount
necessary lo compensate Lessor for all the detriment proximately caused by the Lessee's fallure to perform its obligations under this Lease or which in the ordinary
course of things would be likely to result therefrom, including but not limited to the cast of recovering possestion of the Premises, expenses of relatting, including
necessary renovation and akteration of the Fremises, reasonable attorneys' fees, and that portion of any leasing commission pakd by Lessor in connection with this
Lease applicable to the unexplred term of this Lease, The worth atthe tme of award of the amount referred to in provision (ill] of the Immediately preceding
sentence shall be computed by discounting such amount at the discaunt rate of the Foderal Reservie Bank of the District within which the Premises are located at the
time of award plus one pereent. Eiforts by Lessor to mitigate damages caused by Lessee's Breach of this Lease shall not waive Lessor's right to recover any damages to
which Lessor is otherwise entitled. If termination of this Lease is obtalned through the provislonal remedy of unlawful detalner, Lessor shall have the right to recover
in sueh proceeding any unpald Rent and damages as are recoverabile thenein, or Lessor may resenve the right to recover all or any part thereof in a separate sult. If a
notice and grace period required under Paragraph 13.1was not previously given, a notice to pay rent or quit, or to perform or quit given to Lessee under the unlawful
detalner statute shall alse constitute the notice required by Paragraph 13.1. In such case, the applicable grace perlod required by Paragraph 13.1 and Uve unlawful
datalner statute shall run concurrently, and the failure of Lessee 1o cure the Default within the greater of the two such grace perlods shall constitute both an unlawful
detainer and a Breach of this Lease entitling Lessor to the remedies provided fer in this Lease and/or by soid statute.

{b)  Continue the Lease and Lessee’s right to passession and recover the Rent as it becames due A5 set forth in Calif. Civil Code
Section 1951.4 (which provides that Landlord may continue this Lease in effect after Tenant's breach
and abandonment and recover rent as it becomes due, if Tenant has the right to sublet or assign,

subjecl‘ {}nl}f to reasonable llmltalmns], Inwhich event Lessee may sublet or assign, subject anly to reasonable limitations. Acts of
maintenance, efferts W relet, and/or the appoiniment ofa recelver to protect the Lessor's interests, shall not constitute a termination of the Lessee's right to
passession.

e} Pursue any othes remedy now or herealter avallable under the laws or judiclal decislons of the state whenein the Premises are located. The expiration
or termination af this Lease and/or the termination of Lessee's right to pessession shall not relleve Lessee from Hability under any Indemnity grovislons of this Lease
as to matters occurring of accrulng during the term hereof or by reason of Lessec’s occupancy of the Premises,

13.3 Inducament Recapture, Any agreement for free or abated rent or ather charges, the cost of tenant Improvements for Lesses pold for or performed by
Lessor, or for the ghing or paying by Lessor ta or for Lessee of any cash or other bonus, Inducement or consideration for Lessee's entering into this Lease, all of which
concessigns are herelnafter referred 1o as "Inducernent Provislons,” shall be deemed conditioned upon Lessee's full and faithful performance of all of the terms,
covenants and conditions of this Lease. Upon Breach of this Lease by Lessee, any such Inducement Provision shall automatically be deemed deleted from this Lease
and of no further force or effact, and any rent, other charge, bonus, Inducement or consideration theretofere abated, ghwen or pald by Lessor under suchan
Inducement Provision shall be immediately due and payable by Lessee to Lessor, notwithstanding any subsequent cure of said Breach by Lessee. Thea nce by
Lessor of rent of the cure of the Breach which initiated the operation of this paragraph shall not be deemed a waiver by Lessor of the provisions of this ':gmph
unless specifically so stated in writing by Lessorat the time of such acceptance.

13.4 Late Charges. Lossee hersby acknowledges that late payment by Lesses of Rent will cause Lessor to incur costs not contemplated by this L

e, thi exa
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amount of which will be extremely difficult to ascertain, Such costs inclede, but are not limited o, processing and accounting charges, and late charges which may be
impased upon Lessor by any Lender. Accordingly, if any Rent shall not be recelved by Lessorwithin S days after such amount shall ba due, thes, without any
requirement for notice Lo Lessee, Lessee shall immediately pay 1o Lessor a one-time late charge equal to 108 of each such overdue amount o 5100, whichever is

greater. However, no late charge shall be imposed for the first late payment in each calendar year,
provided that the full amount due is paid to Lessor within five (5) days after Lessor gives Lessee notice

of the dﬂllhflllf.‘“(‘»}’- The Parties hereby agree that such late charge represants a falr and reasonable estimate of the eosts Lossor will incur by reason of
such late payment. Acceptance of such late charge by Lessor shall In no event constitute 3 waiver of Lessee's Defaull o Breach with respect o such overdue amount,
nor prevent the exercise of any of the other rights and remedies granted hereunder, In the event that a late charge Is payable hereunder, whether or not collected, for
3 consecutive installments of Base Rent, then notwithstanding any provision of this Leasa to the contrary, Base Rent shall, at Lessor's option, become due and payable
quarterly in advance.

13.5 Interest. Any monelary payment due Lessor hereunder, other than late charges, not received by Lessor, when due shall bear Interest from the 315t day
alter it was due, The interest [“Interest”) charged shall be cormputed at the rate of 10% perannum but shall not exceed the maximem rate allawed by law. Interest is
payable in addition to tha patential late charga provided for in Paragraph 13.4,

13.6 Breach by Lessor.

{a) MNotlce of Breach. Lessor shall not be deemed in breach of this Lease unless Lesser fails within a reasanable time to perform an obligation required to
be performed by Lessor, For purposes of this Paragroph, a reasonable time shall in no event be less than 30 days after recelpt by Lessor, and any Lender whose name
and address shall have been furnished to Lessee in writing for such purpose, of written notice specifying wherein such obligation of Lessor has not been performed;
proviched, howewar, that If the nature of Lessor's obligation Is such that more than 30 days are reasonably required for its performance, then Lessor shall not bein
breach iIF performance Is commenced within such 30 day perlod and thereafter diflpently pursued to completion.

() Perfermance by Lessee on Behalf of Lessor, In the event that neither Lessor nor Lender cures sabd breach within 30 days after receipt of sald notiee,
or if having commaenced sald curg they do not diligantly pursug it ta completion, then Lessee may elect to cure sald breach at Lesses"s expense and affset from Rent
the actual and reasonable cost to perform such cure, provided, howewver, that such offset shall not exceed an amount equal to the greater of one menth's Base Rent of
the Securily Deposit, reserving Lessee's right to seek refmbursement from Lessor for any such expense in excess of such offset. Lessee shall document the cost of sald
cure and supply sald documentation 1o Lessar

14, Condemnation. If the Premises or any portion thereof are taken under the power of eminent domaln or sold under the threat of the exercise of sald power
(collectively "Condemnation®), this Lease shall tarminate as to the part taken as of the date the condemning authority takes tithe or possession, whichewer first occurs.
IFrore than 10% of the Bullding, or more than 25% of that portion of the Premises not eccupied by any building, is taken by Condemnation, Lessee may, at Lessee’s
option, 1o be exercised in writing within 10 days after Lessor shall have given Lessee written notice of such taking jor In the absance of such notice, within 10 days
after the condemning autharity shall have taken possession) terminate this Lease as of the date the condemning autharity takes such possession. If Lesser does not
terminate this Lease In accordance with the feregeing, this Lease shall remain in full force and cifiect as to the portion of the Premises remaining, excapt that the Base
Rent shall be reduced In proportion 1o the reduction in utility of the Premises eaused by such Condemnation. Cendemnation awards andfor payments shall be the
property of Lessor, whether such award shall be made as compensation for diminution in value of the leasehold, the value of the part taken, or for severance
damages; provided, however, that Lessee shall be entitled to any compensation pald by the condemnor for Lessee’s relocation expenses, loss of business goodwill
and/or Trade Fixtures, without regard to whether or not this Lease Is terminated pursuant to the provisions of this Paragraph, All Alterations and Utility Installations
made to the Promises by Lesses, lor purposes of Condemnation only, shall be considered the property of the Lessee and Lessee shall be entitled to amy and all
compensation which Is payable therefor. In the event that this Lease Is not terminated by reason of the Condemnation, Lessar shall repalr any domage to the
Premises caused by such Condemnation,

15, HBrokerage Fees,

15.1 Additional Commisslen, In addition to the payments owed pursuant to Paragraph 1.9 above, Lessor agrees that: [a) if Lessee exercises any Option, (b) if
Lessee or anyone affiliated with Lessee acquires any rights to the Premises or other premises owned by Lessor and located within the same Project, If any, within
which the Premises is located, [c] If Lesses remains in possession of the Premises, with the consent of Lessor, after the explration of this Lease, or [d}if Base Rent s
Increased, whether by agreement or operation of an escalation clause hereln, then, Lessor shall pay Brokers a fee In accordance with the fee schedule of the Brakers in
effget at the time the Lease was executed,

15.2 Assumption of Obligations, Any buyer or transfenee of Lessor's Interest In this Lease shall be deemed to have assumed Lessor's obfigation hereunder,
Brokers shall be third party beneficiaries of the provisions of Paragraphs 1.9, 15, 22 and 31. If Lessor falls to pay to Brokers any amounts due as and for brokerage fees
pertaining to this Lease when due, then such amounts shall accrue Interest. In addition, If Lessor falls to pay any amounts to Lessee's Broker when due, Lesses's
Broker may send wrilten notice to Lesser and Lessee of such fallure and if Lessor falls to pay such amounts within 10 days after sald notice, Lessee shall pay said
maonbas to its Broker and offset such amounts against Rent. In addition, Lessee's Broker shall be deemed to be a thind party beneficiary of any commission agreement
entered into by andfor between Lessor and Lessor's Broker for the limited purpesa of collecting any brokerage fee owed.

15,3 Representations and Indemnities of Broker Relationships. Lessee and Lessor each represent and warrant to the other that it has had no dealings with any
parson, firm, broker or finder [other than the Brokers, If any) In connection with this Lease, and that no one other than said named Brokors iz entithed Lo any
commission or finder’s fee in connection herewith, Lessee and Lessor do each hereby agree to indemnify, protect, defend and hold the other harmless fram and
agalnst lability for compensation or charges which may be claimed by ary such unnamed broker, finder or other similar party by reason of any dealings or actions of
the indemnifying Party, Including any costs, expenses, attorneys' fees reasonably incurred with respect thereto,

16, Esteppel Certificates,

(a) Each Party (as "Responding Party”) shall within 10 days after written notice from the other Party {the "Requesting Party”) exacute, acknowledge and
deliver to the Requesting Party a statement In writing In form similar to the then mast current "Estoppel Certificate” form published BY AlR CRE, plus such additional
Information, conflemation andfor statements as may be reasonably requested by the Requesting Party,

[B)  IFthe Responding Party shall fall to exacute or deliver the Estoppel Certificate within such 10 day period, the Requesting Party may eeecute an
Estoppcl Cortificate stating that: (i) the Lease Isin full force and effect without moedification except as may be represented by the Requesting Party, (i) there are no
uncured defaults in the Requesting Party's perfermance, and (ill] If Lessor is the Requesting Party, not more than one month's rent has been pald In advance,
Prospective purchasers and encumbrancers may rely upon the Requesting Party's Estoppel Certificate, and the fesponding Party shall be estopped from denying the
truth of the facts contained In sald Certificate. In addition, o HH
Logcoofal-to auecute-andiomdalived: L
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:c] If Lessor des'llestn finance, refinance, or sell the Premises, or any mrtthemo{. Lessee and all Guarantors shall within 10 days after written notice
from Lessor dellver to any patential lender or purchaser designated by Lessor such financial statements as may be reasonably required by such lender or purchaser,
incheding but not limited to Lessee's financial statements for the past 3 years. All such financial statements shall be received by Lessor and such lender or purchaser in
confidence and shall be used onky for the purposes herein set forth,

17, Definition of Lesser, The term "Lessor” as used hereln shall mean the owner o owners al the time in question of the fee title to the Premises, o if thisis a

sublease, of the Lessee's Interest in the prior lease. In the event of a transfer of Lessor's title or interest In the Premises or this Lease, Lessor shall daliver to the

transferee or assignes (in cash or by credit) any unused Seeurity Deposit held by Lessor. Upon such transfer or assignment and dellvery of the Security Deposit, as |
aforesald, the prior Lesser shall be relleved of all liability with respect to the obligations andfor covenants under this Lease thereafter to be performed by the Lessor, |
Subject to the foregoing, the obligations and/or covenants In this Lease to be performed by the Lessor shall be binding only upen the Lessor as herelnabove defined.

18, Severabllity. The invalidity of any provision of this Lease, as determined by a court of competent jurisdiction, shall in no way affect the validity of any other |
provislon hersot |

19, Days. Unless otharwlse specifically indlcated to tha contrary, the woed "days” a3 used in this Lease shall mean and refer to calendar days.

20. Umitation on Uabllity. The obligations of Lessor under this Lease shall not constitute personal obligations of Lessor, or its partners, members, directors, officers
or shareholders, and Lessee shall look to the Premises, and te no olher assets of Lessor, for the satisfaction of any llability of Lessor with respect to this Lease, and
shall not seek recourse agalnst Lessor's partners, members, directors, officers or shareholders, or any of their personal assets for such satisfaction,

21, Time of Essence. Time ks of the essence with respect (o the performance of all obligations to be performed or observed by Lhe Parties under this Lease.

22. Mo Prior or Other Agreemaents; Broker Disclaimaer. This Lease contalns all agreements between the Parties with respect to any matler mentioned herein, and na
other prior or contemperaneous agreement o understanding shall be effective. Lessor and Lessee cach represents and warrants to the Brokers that it has made, and
is relying solely upon, its own investigation as to the nature, quality, character and financial respensibllity of the other Party to this Lease and asto the use, nature,
quality and character of the Premises, Brokers have no responsibllity with raspact thereto or with respect to any default or breach hereof by either Party,

23. Notices.

23.1 Notice Requirements. All notices required or permitted by this Lease or applicable law shall be In writing and may be delivered in person (by hand or by
courier) or may be sent by regular, cartitied or reglstered mail or U.S. Postal Service Express Mall, with postage prepaid, or by facsimile transmission, or by email, and
shall be deemed sufficlenthy given If servad na manner specified in this Paragraph 23, The addresses noted adjacent to a Party's signature on this Lease shall be that
Party’s address for delivery or malling of notices. Either Party may by written notice to the other specify a differant address for notice -axcopi-that-upon-Leccoa's
taking-possassion-oliha-Prapises - tha-Reamisacchallcontituto-Locrooi-addracefornatica, Acopy of all noticas to Lessor shall be eoneurrantly transmitted to such
party ar parties at such addresses as Lessor may from time to time hereafter designate in writing.

23,7 Date of Noties. Any notice sent by registerad or certified mail, return receipt requested, shall be deemed given on the date of delivery shown on the
receipt card, or If no dalivery dale is shown, the postmark thereon. If sent by regular mail the notice shall be deemed given 72 haurs after the same is addressed as
required hereln and mailed with postage prepald, Motices delivered by United States Express Mail or overnight courier that guarantees next day delivery shall be
doemed given 24 hours after delivery of the same to the Pestal Serviee or courier. Notices delivered by hand, or transmitbed by facsimile transmission or by email
shall be deemed deliverad upen ackual recelpt. If notice is received on a Saturday, Sunday or legal holiday, it shall be deemed recelved on the next business day.

24, Walvers,

{al Mo waiver by Lessor of the Default or Breach of any term, covenant or condition hereof by Lessee, shall be deemed a walver of ary other term,
covenant or condition hereof, or of any subseguent Default or Breach by Lessee of the same or of any other term, covenant or condition hereol. Lessor's consent to,
or approval of, any act shall not be deerned to render unnecessary the oblaining of Lessor's cansent to, or approval of, any subsequent or similar act by Lessee, or be
construed as the basis of an estoppel to enforce the provision or provisions of this Lease requiring such consent.

(b}  The acceptance of Rent by Lessor shall not be awaiver of any Defaull or Breach by Lessee, Any payment by Lessee may be accepted by Lessoron
account of monles or damages due Lessor, netwithstanding any qualifylng statements or conditions made by Lessee in connection therewith, which such statements
and/for conditions shall be of no force or effect whatsoever unless specifically agreed to In writing by Lessor at or before U time of deposit of such payment,

o —THEBARTIES AGREE THALTHETER M OFTHIS LEASE SHALLGOVELWITH REGARD IO ALL BN
PROVISIO SR AR RRES EHT OIS FUTURE STATUTE T THE-ENTENT- AT SUCH STATUTE LS INCOMSISTERT WITH THIS LEASE,
25. Disclosures Regarding The Mature of a Real Estate Agency Relationship,

(a) When entering inte a discussion with a real estate agent regarding a real estate transaction, a Lessor or Lessee should from the outset understand
what type of agency relationship or representation it has with the agent of agents in the transaction. Lessor and Lessee acknowledge being advised by the Brokers in
this transaction, as follows:

fly lessor'sAgent A lessor'sagent under a listing agreement with the Lessor acts as the agent far the Lessor only, A Lessor's agent or subagent
has the followdng affirmative obligations; To the Lessor: A Hiduclary duty of wtmost care, integrity, honesty, and loyalty in dealings with the Lessor. To the Lessee and
the Lessor: (a) Diligant axercise of reasonable skills and care In performance of the agent's duties. [b) A duty of henest and falr dealing and good faith. {c) Aduty to
disclose all facts known to the agent materially affecting the value or desirability of the property that are net knewn te, or within the dillgent attention and
ohservation of, the Parties, An agent ls net obligated to reveal to either Party any confidential information obtained from the other Party which does not Involve the |
afffrative duties set forth above, |
[I]  Lessee's Ageni. Anagenl can agree toactas agent for the Lessee only. In these situations, the agent is not the Lessor's agent, aven if by 1

agreamant the agent may receive compensalion for services rendered, elther in full or in part fram the Lessor. An agent acting only for a Lessee has the following |
affirmative obligations. To the Lessee: A fiduclary duty of utmost care, integrity, honesty, and loyalty In dealings with the Lessee, To the Lessee and the Lessor: (a)
Diligent exerclse of reasonable skills and care In performance of the agent's duties. (b) A duty of honest and fair dealing and good faith. {c) A duty to disclgse all facts
fnawen to the agent materally affecting the value or desirabllity of the property that are not known te, or within the diligent attention and observation of, F:Z Parties,
Anagent is not cbligated to reveal to either Farty any confidential Information obtained from the ether Party which does not Involve the affirmative dutigyset farth

above.
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() Agent Representing Both Lessor and Lessee. A real estate agent, elther acting direetly of through ene or more associate licensos, can legally be
the agent of both the Lessor and the Lesses inoa transaction, but enly with the knowledge and consent of both the Lessor and the Lessee, In 3 dual agency situation
thez agient has the following atirmative obligations to both the Lessor and the Lessee: (o) & Aduclary duty of utmost care, integrily, honesty and loyally In the dealings
with elther Lessor or the Lessee. (b) Other duties to the Lessor and the Lessee as stated above In subparagraphs (i) or (). In representing both Lessor and Lessee, the
agent may not without the express permission of the respective Party, disclose to the other Party that the Lessor will acoept rent in an amount less than that indicated
In the listing or that the Lessee is willing 10 pay a higher rent than that offered. The above duties of the agent in a real estate transaction do not relieve a Lessor or
Lessee from the respensibllity to protect their own Intesests. Lessor and Lessee should carefullymad all agreements to assure that they adequately express their
understanding of the transaction, Areal estate agent |5 a persen qualified to advise about real estate. If legal or tax advice Is desired, consult 3 competent
professional.

(b) Brokers have no responsibility with respect to any default or breach hereof by either Party. The Parties agnee that no lawsuit or other legal
proceeding invelving any breach of duly, errer or omissbon relating to this Lease may be brought against Broker more than one year after the Start Date and that the
|ability (including court costs and attorneys' fees), of any Broker with respect te any sueh lowsult and/or legal proceeding shall not exceed the fee recelved by such
Broker pursuant to this Lease; provided, however, that the foregolng limitation on each Broker's lability shall net be applicable to any gross negligence or willful
misconduct of such Broker.

(e} Lessorand Lessee agree to identify to Brokers as "Confidential® any communication or information given Brokers that is considered by such Party to
be confidential,

26. Mo Right To Holdaver, Lessee has no right to retaln possession of the Pramises ar amy part thereof beyond the expiration o termination of this Lease. In the
event that Lessee helds over Lessee shall be considered a "tenant at sufferance” and | thon te sase Aent shall be increased to

one hundred twenty-five percent (125:56%) of the Base Rent applicable immediately preceding the expiration er termination, Heldover Base
Rent shall be caleulated on monthly basis, Mothing contalned herein shall be construed as consent by Lesser to any holding over by Lessee.,

27. Cumulative Remedies. Noremedy ar election hereunder shall be deemed exclusive but shall, wherever possible, be cumulative with all other remedies at law or
In equity,

2B, Covenants and Conditions; Construction of Agreement. All provisions of this Lease to be observed er performed by Lessee are both covenants and conditions.
In construing this Lease, all headings and titles are for the convenlence of the Parties only and shallnot be considered a part of this Lease. Whenever required by the
context, the singular shall include thie plural and vice versa, This Lease shall not be construed as if prepared by one of the Parties, but rather aceording te s fale
meaning as a whole, asf both Parties had prepared it.

29, Binding Effect; Cholce of Law, This Lease shall be binding upon the Parties, thelr personal representatives, successors and assigns and be governed by the laws
of the State In which the Premises are located. Any [itigation between the Parties hereta concerning this Lease shall be inltiated in the county in which the Promises
are located,

30, Subordination; Attornment; Non-Disturbance.
30.1 Subordination, This Lease and any Option granted hereby shall be subject and subordinate to any ground lease, mortgape, deed of trust, or other
| Iypothecation or security deviee [eolleetively, “Security Deviea®), nowoos hereafter placed upan the Premises, to any and all advances mada on the security thereof,
and to all renewals, medlfications, and extensions thereol Lessee agrees that the holders of any such Security Devices {In this Lease together referred to as "Lender”)
shall have no Hability or obligation to perform any of the obligations of Lessor under this Lease, Any Lender may elect o have this Lease andfor any Option granted
Ihereby superior to the lien of its Security Device by glving written notice thereof to Lessee, whereupon this Lease and such Options shall be deemed prior to such
Securlty Device, nolwithstanding the relative dates of the docurnentation or recordation thereof, |
30,2 Amornment. Inthe event that Lessor transfors tithe to the Premises, or the Premises are acquired by another upon the foreckosure or termination of a i
Security Device towhich this Lease Is subordinzted (i) Lessee shall, subjeet to the non-disturbance provisions of Paragraph 30.3, altern lo such new owner, and upon
request, enter inte a new lease, containing all of the terms and provisions of this Lease, with such new owner for the remainder of the term hereof, or, al the election
of the new owner, this Lease will automatically become a new lease between Lessee and such new owner, and (1) Lesser shall thesealter be relieved of any further {
chligations hereunder and such new owner shall assume all of Lessor®s obllgations, except that such new owner shall not: (a) be liable for any act or omission of any
prios lessar or with respect to events occurring prior to acquisition of ownership; (b] be subject to any offsets or defenses which Lessee might have against any prior 1
lessor, (c) be bound by prepayment of mare than one menth’s rent, or (d) be liable for the return of any security deposit paid to any prior lessor which was net paid or
credited to such new owner.
30,3 Non-Disturbance, Withrespect to Security Devices entered Inlo by Lessor afler the execution of this Lease, Lessee’s subardination of this Lease shall be
subject to receiving 8 commercially reasonable non-disturbance agreement 3 "Non-Disturbance Agreement”) from the Lender which Non-Disturbance Agreement
provddes that Lessee's possession of the Premises, and this Lease, Including any options to extend the term hareof, will not be disturbed so long as Lessee s not in

Breach hereof andattems o the record owner of the Premises. LESSOL represents that there are no Security Devices
encumbering the Premises as of the date of mutual execution of this Lease. sunbaswithio50.days.sftor the exacution.

abthis-Lassa Lassorshall iraquaested-bylassasusede-commenialiyacanablenilonsto.obtalin-a Non-Disturbanca-dpraement-fiomihe-hollerol any-pro-axicting
SecusityDievice-witch i-secuspd by tho Promises—InthesventiatLacion-iuaabio-to-providotha-tlor. Dlstusbanca dgraamantwithin said S0.days dher.Lestaa may-
atbiisnali-oplion.disacily-comtat-biki-ad-anpito-ne

30.4 Self-Executing, The agreements contained in this Paragraph 30 shall be effective without the execution of any further documents; provided, however, that,
upon written request from Lessor or a Lender In conneclion with a sale, financing er refinancing of the Premises, Lessee and Lessar shall exeeute such further writings
a5 may be reasonalily required to separately document any subardination, attarnment and/ar Non-Disturbance Agreement pravided for herein.

31, Attorneys’ Fees. Ifany Party or Broker brings an action or proceeding Involving the Fremises whether founded In tort, contract er equity, or to declare rights
hereunder, the Prevalling Party (as hereafter defined) in any such proceeding, action, or appeal thereon, shall be entitled to reasonabla attorneys' fees, Such fees may
be awarded In the same suit or recovered in a separate sult, whether or not such action or proceeding s pursued to declsion or Judgment. The term, "Prevailing
Party" shall Include, without imitation, a Party or Broker who substantially obtains or defeats the rellef seught, as the case may be, whether by compromise,
seltiement, judgment, or the abandonment by the other Party or Broker of its clalm or defense, The attefneys' fees award shall not be computed in accordince with
any court fee schedule, but shall be such as to fully reimburse all attarneys' fees reasonably Incurred. In addition, Lessor shall be entitied to attorneys” feegfcosts and
expenses Incurred In the preparation and service of notices of Default and consultations in connection therewith, whether or not a legal action is subsequifitly
commenced In connection with such Default or resulting Breach (5200 Is a reasenable minlmum per eccurrence for such services and consulation).
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32 Lessor's Access; Showing Pramises; Repairs. Lessorand Lessor's agents shall have the right to enter the Premises at any tima, in the case of an emergency, and
othenwise al reasonable times after reasonable prios nolice for the purpose of showing the same to prospective purchasers, lenders, or lenants, and making such

alterations, repairs, improvements or additions lo the Premises as Lessor is I.'L‘.l[ll.ll‘{lti or pﬂl'l'l'l.ittﬂd to make under this Lease, may
dpesnocosan-ordasiabie and the erecting, using and malntaining of utilities, services, pipes and condults through the Premizes and/for other pramises as long as

thore s no material adverse effect on Lessee's use of the Premises. All such activities shall be without abatement of rent or lability to Lesses. Lessor will
use reasonable efforts not to interfere with Lessee's business operations.

33. Auctions. Lessee shall not conduct, nor permit to be conducted, any auction upon the Premises withou! Lessor’s prier writlen consent. Lessor shall not be
obligated to exerclse any standard of reasonableness in determining whether to permit an auction.

34. Signs. Lessor may place on the Premises ordinary "Far Sale” signs at any time and ordinary *For Lease™ signs during the last & months of the term hereof. Except
for ordinary “for sublease™ signs, Lessee shall not place any sign wpon the Premises without Lessor's prior written consent, All signs must comply with all Applicabile
Requirements,

35, Termination: Marger, Unless spacifically stated otherwise in writing by Lessor, the voluntary or other surrender of this Lease by Lessee, the mutual termination
or cancellation hereof, er atermination heraof by Lessor for Braach by Lessee, shall autematically terminate any sublease or lesser estate in the Premises; provided,
howewver, that Lessor may ebect to continue any ene or all exdsting subtenancies. Lessor's fallure within 10 days following any such event to elect to the contrary by
wrilten nofice to the holder of any such lesser interast, shall constitute Lessor’s election to have such event constitute the termination of such interest.

36. Consents. Ml requests for consent shall be in writing, Except as otherwise provided herein, wherever in this Lease the consent of & Party is required to an act by
o for the other Party, such consent shall not be unreasonably withheld or delayed, Lessor's actual reasonable costs and expenses (including but not limited to
architects', alloraeys', engineers' and other consultants® fees) Incurred in the consideration of, or response to, a request by Lessee for any Lesser consent, inckiding
bust not limited to consents to an assignment, a subletling or the presence or use of a Hazardous Substance, shall be pald by Lessee upon receipt of an Invaice and
supporting decurnentation therefor. Lessor's consent Lo any act, assignment or subletting shall not constitute an acknowledgment that no Default or Breach by Lessee
af this Lease exlsts, nor shall such consent be deemed a walver of any then existing Default or Breach, except as may be otherwise specilically stated inwriting by
Lessor at the time of such consent. The failure to specily harein any particular condition to Lessor's consent shall not preciede the imposition by Lessos at U time of
consent of such further or other conditions as are then reasonable with reference to tha particular matter for which consent Is belng given. Inthe event that either
Party disagrees with any determination made by the ather hereunder and reasanably requests the reasans for such determination, the determining party shall furmish
its reasons inwriting and In reasenable detall within 10 buslness days following such request,

37. Guarantor

37.1 Execution. The Guarantors, if any, shall each execute a guaranty In the form most recently published BY AIR CRE, and each such Guarantor shall have the
same obligations as Lessee under this Lease,

37.2 Dofault. 1t shall constitute 3 Default of the Lessee If any Guarantor fails or refuses, upon request to provide: [a) evidence of the execution of the: guaranty,
Including the autherity of the party signing on Guarantor's behalf to obligate Guarantor, and In the case of a corperale Guarantor, a certified copy of a resolution of its
board of directors authorizing the making of such guaranty, (B) current financial statements, {c) an Estoppel Certificate, or (d] written confinmation that the guaranty is
stillin effect.

38. Quiet Pessession. Subject to payment by Lessee of the Rent and performance of all of tha covenants, conditions and provisions on Lessee’s part to be observed
and parformed under this Lease, Lesse shall have qulet pessession and quict enjoyment of the Premises during the term heresf.

39, Optons. If Lessee ls granted any Option, as defined below, then the following provisions shall apply.

39,1 Definition. "Option” shall mean: (a) the right to extend or reduce the term of or renew this Lease or to extend or reduce the term of or renew any lease
that Lassae has on other property of Lossor; (b) the right of first refusal or first offer to lease either the Premises or other property of Lessor; (g the right to purchase,
the right of first offer to purchasa ar the right of first refusal to purchase the Premises or ather property of Lessor,

39,2 Options Personal To Original Lessee. Any Dption granted to Lessee in this Lease 1s personal to the original Lessoe, and cannot be assigned or exercised by
anyone other than said orlginal Lessee and only while the original Lessee Is In full pessession of the Premises and, If requested by Lessor, wilh Lessee certifying that
Lessee has no Intention of thereafter assigning or subletting.

39.3 Multiple Options. [n the event that Lessee has any multiple Options to extend or ranew this Lease, a later Option cannot be exercised unless the prior
Options have been validly exercised,

39.4 Effect of Default on Options.

{al Lessee shall have no right to exercise an Option: (1] during the period commencing with the giving of any notice of Default and continuing until said
Default is cured, (i) during the period of ime any Rent Is unpaid (without regard to whether notice thereof is given Lessee), () during the time Lessee Is In Breach of
thils Lease, or (] in the event that Lessee has been given 3 or more notices of separate Default, whether or not the Defaults are cured, during the 12 month period
immediately preceding the exercise of the Option,

{b) The period of time within which an Option may be exercised shall not be extended or enlarged by reason of Lessee's Inabllity to exercise an Option
because of the provisions of Paragraph 39.4(a).

{c)  AnOption shall terminate and be of no further farce ar effect, notwithstanding Lessea's due and timely exercise of the Option, if, after such exerclse
and prior to the commencement of the extended term or completion of the purchase, (i) Lessee fails to pay Rent for a period of 30 days after such Rent becomes due
|without any necessity of Lessor ta give notice thereof), o (i) If Lessae commits a Dreach of this Lease.

40, Multiple Bulldings. Ifthe Pramises are a part of a group of buildings controlled by Lessor, Lessce agrees that it will abide by and confarm to all reasonable rules
and regulations which Lessor may make from time to time for the management, safoty, and care of sald properties, including the care and cleanliness of the grounds
and Including the parking, loading and unloading of vehicles, and to cause its employees, suppliers, shippers, customers, contractors and Ivitees to so abide and
conform. Lessee also agrees to pay Its fair share of comman expenses Ineurred In connection with such rules and regulations.

41, Securlty Measures. Lessae hereby acknowledges that the Rent payable to Lessor hereunder does not Include the cost of guard service or ather seeurity
measures, and that Lessor shall have no obligation whatsoever to provide some, Lessee assumes all responsibility for the protection of the Premises, Lessee, ji
agentsand invitees and thelr property from the acts of third parties,

42, Resarvations. Lessor reserves to itself the right, from time o Ume, to grant, without the consent or jainder of Lessee, such easements, rights and ded
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that Lesser deems necessary, and o cause the recordation of parcel maps and restrictions, so long as such easements, rights, dodications, maps and restrictions do
not unreasonably Inberfere with the use of the Premises by Lessee. Lessee agrees o sign any documents reasonably requested by Lessor to effectuate amy such
easement rights, dedication, map or restrlctions.

43, Performance Under Protest. 1fat any time a dispute shall arise as to any amount or sum of money to be pald by one Party to the other under thi: provisions
hereof, thie Party against whom the obligation to pay the money Is asserted shall have the right to make payment "under pratest” and such payment shall not be
regarded as avoluntary payment and these shall survive the right on the part of sald Party to institute suil fer recovery of such surn, IFit shall be adjudged that there
was no legal obligation on the part of sald Party to pay such sum or amy part thereof, said Party shall be entitled to recover such sum or so much thereol a5 1t was ot
legalky required to pay, A Party who does not initiate suit for the recovery of sums paid "under protest™ within 6 months shall be deemed to have walved its right to
Protest such payment,

44.  Authority; Multiple Partias; Execution,

[a}  If either Party hereto s a corporation, trust, limited liability compary, partnership, or similar entity, each individual executing this Leasa on behalf of
such entity represents and warrants that he or she is duly authorized to execute and deliver this Lease on its bahalf. Each Party shall, within 30 days after request,
deliver to the other Party satisfactory evidence of such authority.

(B} Ifthis Lease is executed by mere than one person or entity as “Lessee”, each such person or entity shall be Jointly and severally llable heraunders, It is
agreed that anyone of the named Lessees shall be empowered to execute any amendment to this Lease, or other document ancillary thereto and bind all of the
mamad Lessens, and Lessar may rely on the same a5 if all of the named Lessees had executed such document.

(e}  ThisLease may be executed by the Parties in counterparts, each of which shall be deemed an original and all of which together shall constitute one
and the same Instrurment.

45, Condlict. Ay conflict between the printed provisions of this Lease and the typewritten of handwrilten provisions shall be controlled by the typewritten or
handwritten provisions.

46.  Offer. Preparation of this Lease by either Party or thelr agent and submission of same to the other Party shall not be decmed an offer to lease to the other
Party. This Lease I3 not intended fo be binding until executed and delivered by all Parties hereto,

"

47, Amendments. This Lease may b modilied only inwriting, signed by the Parties In Interest a1 the time of the modification. As long as they do not materially
change Lessee's obligations hereunder, Lessee agrees to maks sueh reasonable non-menetary modifications to this Lease as may be reasonably required by a Lender
in connection with the obtaining of nermal financing or refinancing of the Premises,

A8.  Walver of Jury Trial. THE PARTIES HEREBY WAIVE THEIR RESPECTIVE RIGHTS TO TRIAL BY JURY IN ANY ACTION OR PROCEEDING INVOLVING THE PROPERTY
OR ARIFING QUT OF THIS AGREEMENT,

43.  Arbltration of Dlsputes. AnAddendum raquiring the Arbitration of all disputes betwean the Parties and/or Brokers arlsing out of this Lease EP E [/ Enot
attached to this Lease,

50. Accessibility; Amerdcans with Disabilities Act,
(a) The Premises:

2 have not undergone an inspection by a Certified Access Speclalist (CASp). Note: A Certified Access Spaclalist (CASp) can Inspect the subject premises and
determine whether the subject premises comply with all of the applicable eonstruction-related accessibllity standards under state law, Although state law docs not
require a CASp inspection of the subject premises, the commarcial property owner or lesser may not prehibit the lessee or tenant from obtaining & CASp inspection of
the subject premises for the eccupancy or potential eccupancy of the lessee or tenant, if requested by the lessee or tenant. The partles shall mutually agree on the
arrangemants for tha time and manner of the CASp inspection, the payment of the fee for the CASp Inspaction, and the cost of making any repalrs necessary to
correct violations of construction-related accessibllity standards within the premises,

have undergene an inspection by a Certifled Access Specialist [CASp) and it was determined that the Prerlses met all applicable constrecton-related
accessibllity standards pursuant to Califarnia Civil Code §55.51 et seq. Lessee acknowledges that it recelved o copy of the Inspection report at least 48 hours prior to
executing this Lease and agrees to keep such report confidential,

have undergone an Inspection by a Certified Access Specialist (CASp) and It was determined that the Premises did not meet all applicable construction-related
accessibility standasds pursvant Lo Califosnia Chil Code §55.51 et seq. Lessee acknowledges that it received a copy of the Inspection repart at least 48 hours prior to
executing this Lease and agrees to keep such report confidentlal except as necessary to complate repalrs and corrections of vielatians of construction related
accesslblity standards,

In the event that the Premises have been lssued an inspection report by a CASp the Lessor shall provide a copy of the disability acoess Inspection certificate to Lesses
within 7 days of the execution of this Lease,

(b]  Since compliance with the Amerlcans with Disabilities Acl (ADA) and other state and local accesslbility statutes are dependent upon Lessee's specific
use of the Premises, Lessor makes no warranky or representation as to whether or not the Premises comply with ADA or any similar legislation. In the svent that
Lessee's use of the Pramises requires modifications or additions to the Premises in order 1o be in cornpliance with ADA or other accessibilily statutes, Lessee agroas to
make any such necessary medificatfons andfor additions at Lessee's expensa,

LESSOR AND LESSEE HAVE CAREFULLY READ AND REVIEWED THIS LEASE AND EACH TERM AND PROVISION CONTAINED HEREIN, AND BY THE EXECUTION OF THIS
LEASE SHOW THEIR INFORMED AND VOLUNTARY CONSENT THERETD. THE PARTIES HEREBY AGREE THAT, AT THE TIME THIS LEASE IS EXECUTED, THE TERMS OF
THIS LEASE ARE COMMERCIALLY REASOMABLE AND EFFECTUATE THE INTENT AND PURPOSE OF LESSOR AND LESSEE WITH RESPECT TO THE PREMISES.

ATTENTION: NO REPRESENTATION OR RECOMMENDATION IS MADE BY AIR CRE OR BY ANY BROKER AS TO THE LEGAL SUFFICIENCY, LEGAL EFFECT, DR TAX
CONSEQUENCES OF THIS LEASE OR THE TRANSACTION TO WHICH IT RELATES, THE PARTIES ARE URGED TO:
1, SEEKADVICE OF COUNSELAS TO THE LEGAL AND TAX CONSEQUENCES OF THIS LEASE,

2, RETAIN APPROPRIATE COMSULTANTS TO REVIEW AND INVESTIGATE THE CONDITION OF THE PREMISES. SAID INVESTIGATION SHOULD INCLUDE BUT,
LIRSITED TO: THE POSSIBLE PRESENCE OF HAZARDOUS SUBSTANCES, THE ZONING OF THE PREMISES, THE STRUCTURAL INTEGRITY, THE CONDITION OF
AND OPERATING SYSTEMS, AND THE SUITABILITY OF THE PREMISES FOR LESSEE'S INTENDED USE.
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WARNING: IF THE PREMISES ARE LOCATED IN A STATE OTHER THAN CALIFORNIA, CERTAIN PROVISIONS OF THE LEASE MAY NEED TO BE REVISED TO COMPLY WITH

THE LAWS OF THE STATE IN WHICH THE PREMISES ARE LOCATED.

The parties hereto have executed this Lease atthe place and on the dates specified abowe thelr respoctive slgnatures.

Exocuied at: .-Z-_;’,f;-ﬁc‘-ﬁ-

zmalt#@wﬁﬁﬁﬂ&e@ ;@7&-&’%5)5& AT

Nllnl' Printed:
Title:

Mhona:

Fax:

Ernall:

Address: 17111 Radhill Avanua
rvine, CA 92614

Fedaral 1D Mo =N ?5—,2%65’65&..

BROKER

AMin:
Title:

Address:

Phone:

Fax:

Email:

Fedoral 1D No.:
Brokerffigent BRE Lcense e

Execuledat; _
an:

By LESSEE:
D6 O arutiuns LLC, a Georxgia limi

lia.hilit {i/_
o ‘j;,ﬁ

A P Licagai
11|Ie

Phone: 701 QL,.’ X7~ 681y
Fau: R.S) = 7O = ok
Emall —_—Tan - Gavikaer edix f'ejrwp, e

Iy:

Name Primed:
Title:

Phone:

Fa:

Emalk

Address: _efo The Dixie Group

475 Reed Road

Dalton, GA 30720

Attn: Jon Faulkner, CFO

FedullOMo: ___ S)~p4 07 4H%

BROKER

ALth:
Title:

Adddress:

Phone:

Faoi:

Email:

Fedesal IR No.:
BroferfAgent BRE License #:

AR CAE. 500 Morth Brand Blud, Sulte 500, Glondale, CA 81203, Tel 213-6B7-8777, Emall contracts@alrerg.com
NOTICE: No part of these works may be repraduced In any ferm without permission in writing.
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WARNING: IF THE PREMISES ARE LOCATED IN A STATE OTHER THAMN CALIFORNIA, CERTAIN PROVISIONS OF THE LEASE MAY NEED TO BE REVISED TO COMPLY WITH
THE LAWS OF THE STATE |N WHICH THE PREMISES ARE LOCATEL.

The parties hereto have execuled this Lease atthe place and on the dates specified above their respective signatures,

Exzcuted at: Exgcuted at:
Oni On:
By LESSOR: By LESSEE:
alty Ca £ Mills, Inc., a California TDG Operations LLC, a Georgia limited
corporation liability company
By By:
Name Printed: _Andrea Greenleaf Name Printed:
Tith: _Prasident Title:
Phone: Phone:
Faotz Fau
Emall: Ernall:
e oy
Name Printed: Name Printed:
Title: Tile:
Phone: Phone:
Fae Famz
Emall: Emall:

Address: _ 17111 Redhill Awvenue
Irvine, CA 92614

Address: _cfo The Dixie Group

475 Reed Road

Federal 1D Ne: Dalton, GA 30720
Attn: Jon Faulkner, CFO
Faderal I Me.,:

BROKER BROKER

Attn: Alin:

Tithe: Title:

Address: Nddress:

Phona: Pheone:

Fax: Fa:

Email: Emall:

Federal ID No.: Federal I No.:

Broker/figent BRE License N: BrokerfAgent BRE Lizense i

AIR CRE. 500 North Brand Blvd, Suite 500, Glendale, CA 91203, Tel 213-687-8777, Emall contracts@alrere eom
MOTICE: No part of these werks may be repreduced In any form witheut permission in writing.
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OPTION(S) TO EXTEND
STANDARD LEASE ADDENDUM
Dated: July 12, 2017
By and Between
Lessor: ill In liforni
Lessae; TDG OQperations LLC, a Georgia limited liability company
Property Address: 600 South E Streek, Porterville, CA 93257 (APN: 260-300-020)

(street address, eity, state, 2ip)
Paragraph: _ 61

A, OPTION(S) TO EXTEND:
Lessor hareby grants to Lessee the option to extend the term of this Lease for _one  additional _60 manth periad(s) commencing when U prion
term expires upon each and all of the fellowing terms and conditions:

(I} Inorder toexercise an option to extend, Lessee must give written notice of such election to Lessorand Lessor must receive the same at least _6
months  butnot merethan 12 manths prior to the date that the option perlod would commence, time being of the essence. If proper notification of the
exerclse of an option Is not given and/or recelved, such option shall automatically explre, Optiens [if there are more than one) may only be exercised consecutively.

()  The provisions of paragraph 39, including those relating to Lesses’s Default set forth in paragraph 39.4 of this Lease, are conditions of this Opticn,

fifi)  Exeept for the provisions of this Lease granting an aption or options to extend the term, all of the terms and conditions of this Lease except where
specliically modified by this option shall apply.

{iv) This Option is personal to the original Lessee, and cannot be assigned or exercised by anyone other than sald original Lessee and anly while the ariginal
Lesses is in full possession of the Premises and without the intention of thereafter assigning or subletting.

{v) The monthly rent for cach month of the option perlod shall be calculated as follows, using the method(s) indicated below:
[Check Methedis) to be Used and Flll In Appropriately)

1 costofLiving Adjustment(s) [COLA)
a,  On [Fill ln COLA Dates): the Base Rent shall be adjusted by the l:hange, If any, from the Base Month specified below, In the Consumer Price

Index of the Bureau of Labor Statistics of the LS. Department of Labor for (select one): 5 CPIW {Urban Wage Earners and Clerical Workers] or = CP1U{AN Urban
Consumers), far (Fill in Urban Area): « Al items [1982-1984 = 200}, herein referred to as "CPI™.

b.  The manthly Base Rent payable inaccordance with paragraph A.la. of this Addendum shall be calculated as follows: the Base Rent sot forth in paragraph
1.5 of the attached Lease, shall be multiplled by a fraction the numerator of which shall be the CPI of the calandar monfth 2 months prior to the manth(s) specified in
paragraph A.La. above during which the adjustment s to take effect, and the denominater of which shall be the CPlaf the calendar menth wiich Is 2 manths prior to
(select one): the first month of the torm of this Leasa a5 set forth In paragraph 1.3 ("Base Month") or I (Fill in ©ther "Base Month"): + The sum
socalculated shall constitute the new manthly Base Rent hereunder, but In no event, shall any such new monthly Base Rent be less than the Base Rent payable for the
month immediately preceding the sent adjustment.

€. Inthe event the compllation and/for publication of the CPI shall be transferred to any other governmental department or bureau or agency or shall be
diseantinued, then the index most nearly the same as the G shall be used Lo make such calculation, Inthe event that the Parties cannot agree on such alternative
index, then the matter shall be submitted for decision to the American Arbitration Association in acoerdance with the then rules of said Association and the decision
of the arbitrators shall be binding upon the parties. The cost of said Arbitration shall be paid equally by the Parties.
I/ | Market Rental Value Adjustment(s) (MRV)
a.  On [Fillin MRV Adjustment Date(s)) _8/1/22  the Base Rent shall be adjusted to the "Market Rental Valuc” of the property as follows:

1) Four manths prior to sach Market Rental Value Adjustment Date described above, the Parties shall attempl W agree upon what the new Mty will be
on the adjustment date, W agreement cannot be reached, within thirty days, then:
{a) Lessor and Lessee shall immediately appoint a mutually acceptable appraiser or broker to establish the new MRV within the next 30 days. Any
associated costs will be sphit equally between the Partins, or
(b} Both Lessor and Lessee shall cach immediately make a reasonable determination of the MRV and submit such determination, in writing, to
arbltration in accordance with the fellowing provislons:

() Within 15 days thereafter, Lessor and Lessee shall each salect an independent third party | — appraiserar * broker (*
check one) of thelr choice 1o act as an arbitrator (Mote: the parties may not select either of the Brokers that was invalved in negetiating the Lease). T
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arbltrators so appeinted shall immediately select a third mutually acceptable Consultant to act as a third arbitrator

() The 3 arbitrators shall within 30 days of the appointiment of the Cthird arbitrator reach a decksion as Lo what the actual MRV for the
Premdses Is, and whether Lessor's or Lessea’s submitted MRV Is the closest thersto. The dadsion of a majority of the arbitrators shall be binding on the Parties. The
submitted MRV which is determined to be the closest to the actual MRV shall thereafter be used by the Parties.

{lil] If either of the Parties falls to appolnt an arbitrator within the specified 15 days, the arbitrator imely appointed by one of them shall reach
adecision an his or her own, and said decision shall be binding on the Parties.

{lv) The entire cost of such arbitration shall be paid by the party whose submitbed MRV is not selected, fe. the one thatis HOT the closest to
the actual MAY.

¥ When determinkng MEV, the Lessor, Lessee and Consultants shall consider the terms of comparable market transactions which shall include, but not
Emited to, rent, rental adjustments, abated rent, lease term and financlal conditien of tenants,

3} Notwithstanding the feregoing, the new Base Rent shall not be less than the rent payabla for the month immediately preceding the rent adjustment.
b Upsnthe establishment of each Mew Market Rental Value:

1) the new MRY will become the new “Base Rent” for the purpose of caloulating any further Adjustments, and

2 the first month of cach Market Rental Value term shall become the new “Base Month® Tor the purpose of calculating any further Adjustments,

I lil.  Flxed Rental Adjustment(s) (FRA)

The Base Rent shall be increased to the following amounts on the dates set forih below:

On [Fill In FRA Adjustment Date(s)): The New Base Rent shall be:

s IV, Initial Term Adjustments
The formula used to calculate adjustments to the Base Rate during the eriginal Term of the Lease shall continue to be used during the extended term.

B.  NOTICE:
Unlass specified otherwise hereln, notice of any rental adjustments, other than Fleed Rental Adjustments, shall be made as specified In paragraph 23 of the Lease.

€. BROKER'S FEE:
The Brokers shall be pald a Brokerage Fee for each adjustment specified above in accordance with paragraph 15 of the Lease or if applicable, paragraph 9 of the
Subleasa.

AR CRE, 500 North Brand Blvd, Suite 900, Glendale, CA 91203, Tel 213-887-8777, Emall contracts@alrere,com
NOTICE: No part of these works may be reproduced In any form without permission in writing.
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ADDENDUM

The following constitutes an addendum (the “Addendum”) (o that certain AIR/CRE
Standard Industrial/Commercial Single-Tenant Lease—Net dated July 12, 2017 between Royalty
Carpet Mills, Inc,, a California corporation, as Lessor, and TDG Operations LLC, a Georgia
limited liability company, as Lessee, for the Premises located at 600 South E Street, Porterville,
California (the “Lease™). Capitalized terms used but not otherwise defined in this Addendum
shall have the meanings set forth in the Lease. To the extent that the provisions in this
Addendum conflict or are inconsistent with the provisions in the Lease, the provisions in this
Addendum shall control,

51.

32,

53

54,

G11009784.1

There are no brokers invalved in this transaction and all provisions in the Lease
which refer to “Brokers” shall be deemed deleted,

Base Rent shall automatically increase on each anniversary of the
Commeneement Date by 2%.

It is understood that the Premises are leased to Lessee in their “as-is” condition,
with all faults, and except as expressly set forth in the Lease, Lessor makes no
representations or warranties whatsoever regarding the physical condition of the
Premises, the size of the Building or the land, the suitability of the Premises for
Lessee’s intended use, the availability of any governmental permits, consents or
authorizations necessary or required to conduet Lessee’s business from the
Premises, or the compliance of the Premises with Applicable Laws (including the
Americans with Disabilities Act). Lessor has no obligation to make any
improvements to the Premises, except as specifically required under the Lease.

Pursuant to California Public Resources Code Section 25402.10 and the
regulations adopted thereunder (together with any future law or regulation
regarding disclosure of encrgy efficiency data with respect to the Premises, the
“Electrical Energy Disclosure Laws™): (a) Lessor is or may be required to
disclose to third parties (including, without limitation, prospective purchasers,
lenders and tenants of the Premiscs) information concerning the amount of
electrical power consumed at the Premises (“Electrical Energy Use Disclosures™),
and (b) in order to make such Electrical Energy Use Disclosures, Lessor may need
to obtain information regarding Lessee’s consumption of elecirical power in the
Premises (if and to the extent that delivery of elecirical power to the Premises or
any applicable portion thereof that is measured by a meter in Lessee’s name).
Accordingly, Lessee agrees to cooperate with Lessor in connection with any such
Electrical Energy Use Disclosures, including, without limitation, by providing to
Lessor, within twenty (20) business days following Lessor’s request therefor: (i)
copies of {or access to) bills or other records reflecting the delivery of electrical
power lo the Premises or any applicable portion thereof that is measured by a
meter in Lessee’s name and/or (ii) other information (such as witheut limitation,
the number of employees regularly working at the Premises (or any applicable
portion thereof), the types of equipment regularly used at the Premises (or any
applicable portion thereof) and/or the regular operating hours at the Premises (or




55,

56,

611009734.1

any applicable portion thereof)) that is reasonably required for Lessor to estimate
the amount of electrical power consumed at the Premises.

Lessee hereby waives the following provisions of California law (including any
successor stalules or similar laws, statutes or ordinances now or hereafter in
effect):

(a) Calif. Civil Code § 1950.7 (which involves security deposits), but only to
the extent that such stafute is inconsistent with the provisions of the Lease,

(b)  Calif. Civil Code §§ 1941 and 1942 (which affords a lessee certain rights
to make repairs).

{c)  Calif. Civil Code § 1932(1) (which affords a lessee the right to terminate a
lease under certain circumstances).

{d)  Calif. Code of Civil Procedure §§ 1265.130 and 1265.150 (which relate to
certain termination rights of a lessee upon condemnation).

(¢)  Calif Civil Code §§ 1932(2) and 1933(4) (which relate te certain
termination rights of a lessee in the event of a casualty).

() Calif. Code of Civil Procedure § 1179 (which affords a lessee certain
tights to avoid a forfeiture of a lease).

Neither Lessee nor any of its Affiliates, nor to its knowledge any of their
respective agents acting in any capacily in connection with the transactions
contemplated by this Lease, is or will be (a) conducting any businecss or engaging
in any transaction or dealing with any persdn appeaving on the U.S. Treasury
Department’s OFAC list of prohibited countries, territories, “specifically
designated nationals (“SDMs") or “blocked person” (each a “Prohibited Person”)
(which lists ¢an be accessed at the following web address:
hitp://www.ustreas gov/offices/enforcement/ofac/), including the making or
receiving of any contribution of funds, goods or services to or for the benefit of
any such Prohibited Person; (b) engaging in certain dealings with countries and
organizations designated under Section 311 of the USA PATRIOT Act as
warranting special measures due to money laundering concemns; (¢) dealing in, or
otherwise cngaging in any lransaction relating to, any preperty or interests in
property blocked pursuant to Executive Order No. 13224 dated September 24,
2001, relating to “Blocking Property and Prohibiting Transactions With Persons
Wha Commit, Threaten to Commit, or Support Terrorism”; (d) a foreign shell
bank or any person that a financial institution would be prohibited from
transacting with under the USA PATRIOT Act; or () engaging in or conspiring
to engage in any transaction that evades or avoids, or has the purpose of evading
or avoiding, or allempting to violate, any of the prohibitions set forth in (i) any
U.S. anti-money laundering law, (ii) the Foreign Corrupt Practices Act, (iii) the
1J.5. mail and wire fraud statutes, (iv) the Travel Act, (v} any similar or successor
statutes ot (vi) any regulations promulgated under the foregoing statutes. If at any
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37,

58.

59.

60,

G11009784.1

time this representation becomes false then it shall be considered an Event of
Default under the Lease for which there shall be no notice or opportunity to cure,
and Lessor shall have the right to exercise all of the remedies set forth in the
Lease, including, without limitation, immediate termination of the Lease,

All notices which are given under Section 13.1 of the Lease shall be in lieu of
{(and not in addition to) any notices required under Calif. Code of Civil Procedure
§ 1161 el seq.

Concurrently with the execution of the Lease, and as a condition to the
effectiveness of the Lease, Lessee shall purchase from Lessor all of the
equipment, furniture, fixtures and other tangible personal properly of Lessor
(other than inventory of fiber and yparn, apd excluding property which is leased by
Lessor, including the {imeg! bith are owned by ADP and a copy machine)
currently situated within e Prenis pursuant to a Bill of Sale attached hereto as
Exhibit “A”, for the %h‘-.- af ﬁ,ﬂﬂ,ﬂﬂﬂ. Lessor makes no representations or
warranties whatsoever Wit respect to the condition of the foregoing property, or
otherwise, except as expressly set forth in the Bill of Sale. Lessor shall also
deliver to Lessee, to the extent that the following items are in the possession of
Lessor, any manuals or handbooks and any maintenance logs relating to the
property being purchased by Lessce,

Lessor may leave its inventory of fiber and varn on the Premises for up to ninety
(90) days afier the Commencement Date, without any obligation to pay rent.
Such inventory shall be segregated from Lessee’s inventory. Lessor shall be
responsible for keeping such inventory insured, and Lessee shall have no liability
for any damage to or thefl of such inventory, provided that Lessee exercises
reasonable care thereof.

Notwithstanding the provisions of Sections 7.1(a) and 7.2 of the Lease, Lessor
shall be responsible to keep the roof in good order, condition and repair at its
expense. Lessor may replace the roof at any time during the Term, at Lessor’s
expense, after which Lessee shall be responsible to keep the roof in good order,
condition and repair, at its expense (although Lessee will be entitled to the
benefits of any roof warranty). If Lessor elects to replace the roof, it shall use
reasonable efforts to minimize any disruption to Lessee’s business operations, but
Lessee acknowledges that there will be some inconvenience (including noise and
construction debris) and that the replacement of the roof will not be the basis for
any claim of “constructive eviction™ or cause for termination of the Lease or any
abatement of Renl.




shall be deemed to have the same legal effect as delivery of an original signed copy of this Bill
of Sale.

IN WITNESS WHEREQF, Seller and Buyer have duly executed this Bill of Sale as of
2017,

EXHIBIT “A™ -2
6110097841
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EXHIBIT 21

SUBSIDIARIES OF THE DIXIE GROUP, INC.

SUBSIDIARY

STATE/COUNTRY OF INCORPORATION

Fabrica International, Inc.

C-Knit Apparel, Inc.

TDG Operations, LLC

Candlewick Yarns, LLC

Dixie Commercial Consulting (Shanghai) Company Limited

CA
N
GA
AL
Shanghai, China



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following Registration Statements:

Registration Statement (Form S-8 No 333-134779) pertaining to The Dixie Group, Inc. 2006 Stock Awards Plan,

Registration Statement (Form S-8 No 333-89994) pertaining to The Dixie Group, Inc. Stock Incentive Plan,

Registration Statement (Form S-8 No 033-59564) pertaining to the Agreement and Plan of Merger by and among Dixie Yarns, Inc.,
Carriage Acquisitions, Inc. and Carriage Industries, Inc., dated as of November 3, 1992,

Registration Statement (Form S-8 No 333-87534) pertaining to The Dixie Group, Inc. Stock Incentive Plan,

Registration Statement (Form S-8 No 333-81163) pertaining to The Dixie Group, Inc. Incentive Stock Plan,

Registration Statement (Form S-8 No 333-80971) pertaining to The Dixie Group, Inc. Core Leadership Team Stock Ownership Plan,
Registration Statement (Form S-8 No 333-118504) pertaining to The Dixie Group, Inc. Directors Stock Plan,

Registration Statement (Form S-8 No 333-168412) pertaining to The Dixie Group, Inc. Amended and Restated 2006 Stock Awards Plan,
Registration Statement (Form S-8 No 333-188321) pertaining to The Dixie Group, Inc. Amended and Restated 2006 Stock Awards Plan,
Registration Statement (Form S-3 No 333-194571) of The Dixie Group, Inc. pertaining to the offering 2,500,000 shares of common stock,
and

Registration Statement (Form S-8 No 333-211157) pertaining to The Dixie Group, Inc. 2016 Incentive Compensation Plan;

of our report dated March 13, 2018, with respect to the consolidated financial statements and schedule of The Dixie Group, Inc. included in this
Annual Report (Form 10-K) of The Dixie Group, Inc. for the fiscal year ended December 30, 2017.

/s/ Dixon Hughes Goodman LLP

Atlanta, Georgia
March 13, 2018



EXHIBIT 31.1

Certification of Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Daniel K. Frierson, certify that:
| have reviewed this annual report on Form 10-K of The Dixie Group, Inc.;

1. 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;

2. Based on my knowledge, the financial statements, and other financial information included in this report, fairly presentin 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;

3. The registrant's other certifying officer and | 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 fiscal 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

4. The registrant's other certifying officer and | 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.

Date: March 13,2018 /s DANIEL K. FRIERSON
Daniel K. Frierson
Chief Executive Officer
The Dixie Group, Inc.




EXHIBIT 31.2

Certification of Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Jon A. Faulkner, certify that:
| have reviewed this annual report on Form 10-K of The Dixie Group, Inc.;

1. 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;

2. Based on my knowledge, the financial statements, and other financial information included in this report, fairly presentin 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;

3. The registrant's other certifying officer and | 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 fiscal 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

4. The registrant's other certifying officer and | 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.

Date: March 13,2018 /s/ JON A. FAULKNER
Jon A. Faulkner
Chief Financial Officer
The Dixie Group, Inc.




EXHIBIT 32.1

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 Annual Report of The Dixie Group, Inc. (the "Company") on Form 10-K for the year ended December 30, 2017, as
filed with the Securities and Exchange Commission on the date hereof (the "Report"), |, Daniel K. Frierson, the Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of
my knowledge:

(1) the Report fully complies with the requirements of Section 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.

/s/ DANIEL K. FRIERSON

Daniel K. Frierson, Chief Executive Officer
Date: March 13, 2018

A signed original of this written statement required by Section 906 has been provided to The Dixie Group, Inc. and will be retained by The Dixie

Group, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.



EXHIBIT 32.2

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 Annual Report of The Dixie Group, Inc. (the "Company") on Form 10-K for the year ended December 30, 2017, as
filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Jon A. Faulkner, the Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of

my knowledge:

(1) the Report fully complies with the requirements of Section 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.

/s/ JON A. FAULKNER
Jon A. Faulkner, Chief Financial Officer
Date:  March 13, 2018

A signed original of this written statement required by Section 906 has been provided to The Dixie Group, Inc. and will be retained by The Dixie
Group, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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