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ANNUAL REPORT ON FORM 10-K

PARTI

ITEM 1. BUSINESS

General

HNI Corporation (the “Corporation”, “we”, “us” or “our”) is an lowa corporation incorporated in 1944. The Corporation is a
provider of office furniture and hearth products. A broad office furniture product offering is sold to dealers,

wholesalers, retail superstores, end-user customers, and federal, state and local governments. Dealers and wholesalers

are the major channels based on sales. Hearth products include a full array of gas, electric, wood and biomass burning
fireplaces, inserts, stoves, facings and accessories. These products are sold through a national system of dealers and
distributors, as well as Corporation-owned distribution and retail outlets. In fiscal 2009, the Corporation had net sales

of $1.7 billion, of which approximately $1.4 billion or 83% was attributable to office furniture products and $0.3

billion or 17% was attributable to hearth products. Please refer to Operating Segment Information in the Notes to
Consolidated Financial Statements for further information about operating segments.

The Corporation is organized into a corporate headquarters and operating units with offices, manufacturing plants,
distribution centers and sales showrooms in the United States, Canada, China, Hong Kong and Taiwan. See Item 2.
Properties later in this report for additional related discussion.

Eight operating units, marketing under various brand names, participate in the office furniture industry. These
operating units include: The HON Company, Allsteel Inc., Maxon Furniture Inc., The Gunlocke Company L.L.C.,
Paoli Inc., Hickory Business Furniture, LLC (“HBF”), HNI Hong Kong Limited (“Lamex’’) and Omni Workspace
Company. Each of these operating units provides products which are sold through various channels of distribution
and segments of the industry.

The operating unit Hearth & Home Technologies Inc. (“Hearth & Home”) participates in the hearth products
industry. The retail and distribution brand for this operating unit is Fireside Hearth & Home.

HNI International Inc. (““HNI International’’) sells office furniture products manufactured by the Corporation’s operating
units in select markets outside the United States and Canada. With dealers and servicing partners located in more than
fifty countries, HNI International provides project management services virtually anywhere in the world.

Since its inception, the Corporation has been committed to systematically eliminating waste and in 1992 introduced its
process improvement approach known as Rapid Continuous Improvement (“RCI”), which focuses on streamlining
design, manufacturing and administrative processes. The Corporation's RCI program, in which most members
participate, has contributed to increased productivity, lower costs, improved product quality and workplace safety. In
addition, the Corporation's RCI efforts enable it to offer short average lead times, from receipt of order to delivery and
installation, for most of its products.

The Corporation distributes its products through an extensive network of independent office furniture dealers, office
products dealers, wholesalers and retailers. The Corporation is a supplier of office furniture to the largest nationwide
distributors of office products.

The Corporation's product development efforts are focused on developing and providing solutions that are relevant
and differentiated, and deliver quality, aesthetics and style.
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An important element of the Corporation's success has been its member-owner culture, which has enabled it to attract,
develop, retain and motivate skilled, experienced and efficient members (i.e., employees). Each of the Corporation's
eligible members own stock in the Corporation through a number of stock-based plans, including a member stock
purchase plan and a profit-sharing retirement plan, which drives a unique level of commitment to the Corporation’s
success throughout the entire workforce.
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For further financial-related information with respect to acquisitions, restructuring and the Corporation’s operations in
general, refer to “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” later
in this report, and the following sections in the Notes to Consolidated Financial Statements: Nature of Operations,
Business Combinations and Operating Segment Information.

Industry

According to the Business and Institutional Furniture Manufacturer's Association (“BIFMA”), U.S. office furniture
industry shipments were estimated to be $7.8 billion in 2009, a decrease of 30% compared to 2008, which was a 2%
decrease from 2007 levels. The Corporation believes the decrease in 2009 was due to weakness in the overall
economy, declining white collar employment and corporate profitability and lack of small business confidence.

The U.S. office furniture market consists of two primary channels—the project or contract channel and the
supplies-driven channel. The project channel has traditionally been characterized by sales of office furniture and
services to large corporations, primarily for new office facilities, relocations or department or office redesigns, which
are frequently customized to meet specific client and designer preferences. Project furniture is generally purchased
through office furniture dealers who typically prepare a custom-designed office layout emphasizing image and
design. The selling process is often complex and lengthy and generally has several manufacturers competing for the
same projects.

The supplies-driven channel of the market, in which the Corporation is a leader, primarily represents smaller orders of
office furniture purchased by businesses and home office users on the basis of price, quality, selection and speed and
reliability of delivery. Office products dealers, wholesalers and retailers, such as office products superstores, are the
primary distribution channels in this market channel. Office furniture and products dealers publish periodic catalogs
that display office furniture and products from various manufacturers.

The Corporation also competes in the domestic hearth products industry, where it is a market leader. Hearth products
are typically purchased by builders during the construction of new homes and homeowners during the renovation of
existing homes. Both types of purchases involve seasonality with remodel/retrofit activity being concentrated in the
September to December time-frame. Distribution is primarily through independent dealers, who may buy direct from
the manufacturer or from an intermediate distributor. The Corporation sells approximately 45% of its hearth products
to the new construction/builder channel.

Growth Strategy

The Corporation's strategy is to build on its position as a leading manufacturer of office furniture and hearth products
in North America and pursue select global markets where opportunities exist to create value. The components of this
growth strategy are to introduce new products, build brand equity, provide outstanding customer satisfaction by
focusing on the end-user, strengthen the distribution network, respond to global competition, pursue complementary
strategic acquisitions, enter markets not currently served and continually reduce costs.

The Corporation’s strategy has a dual focus: working continuously to extract new growth from its core markets while
identifying and developing new, adjacent potential areas of growth. The Corporation focuses on extracting new
growth from each of its existing businesses by deepening its understanding of end-users, using new insights gained to
refine branding, selling and marketing and developing new products to serve them better. The Corporation also
pursues opportunities in potential growth drivers outside of, but related to, its core business, such as vertical markets
or new distribution models.

-6-



Edgar Filing: HNI CORP - Form 10-K

10



Edgar Filing: HNI CORP - Form 10-K

Table of Contents
Employees/Members

As of January 2, 2010, the Corporation employed approximately 8,700 persons, 8,600 of whom were full-time and
100 of whom were temporary personnel. The Corporation employed approximately 100 persons who were members
of unions. The Corporation believes its labor relations are good.

Products and Solutions
Office Furniture

The Corporation designs, manufactures and markets a broad range of office furniture in four basic categories: (i)
storage, including vertical files, lateral files and pedestals; (ii) seating, including task chairs, executive desk chairs,
conference/training chairs and side chairs; (iii) office systems (typically modular and moveable workspaces with
integrated work surfaces, space dividers and lighting); and (iv) desks and related products, including tables, bookcases
and credenzas. In order to meet the demands of various markets, the Corporation's products are sold under the
Corporation's brands — HON®, Allsteel®, Maxon®, Gunlocke®, Paoli®, Whitehall®, HBF®, basyxTM and Lamex®,
as well as private labels.

The following is a description of the Corporation's major product categories and product lines:

Storage

The Corporation offers a variety of storage options designed either to be integrated into the Corporation's office
systems products or to function as freestanding furniture in office applications. The Corporation sells most of its
freestanding storage through independent office products and office furniture dealers, nationwide chains of office
products dealers, wholesalers, office products superstores and mail order distributors.

Seating

The Corporation's seating line includes chairs designed for all types of office work. The chairs are available in a
variety of frame colors, coverings and a wide range of price points. Key customer criteria in seating includes superior
design, ergonomics, aesthetics, comfort and quality.

Office Panel Systems

The Corporation offers a complete line of office panel system products in order to meet the needs of a wide spectrum
of organizations. Office panel systems may be used for team work settings, private offices and open floor

plans. They are typically modular and movable workspaces composed of adjustable partitions, work surfaces, desk
extensions, storage cabinets and electrical lighting systems which can be moved, reconfigured and reused within the
office. Office panel systems offer a cost-effective and flexible alternative to traditional drywall office construction. A
typical installation of office panels often includes related sales of seating, storage and accessories.

The Corporation offers whole office solutions, movable panels, storage units and work surfaces that can be installed
easily and reconfigured to accommodate growth and change in organizations. The Corporation also offers
consultative selling and design services for its office system products.

Desks and Related Products

The Corporation's offering of desks and related products includes stand-alone steel, laminate and wood furniture
items, such as desks, bookshelves, credenzas and mobile desking. These products are available in a range of designs
and price points. The Corporation's desks and related products are sold to a wide variety of customers from those
designing large office configurations to small retail and home office purchasers. The Corporation offers a variety of
tables designed for use in conference rooms, private offices, training areas, team work settings and open floor plans.

11
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Hearth Products

The Corporation is North America’s largest manufacturer and marketer of prefabricated fireplaces and related
products, primarily for the home, which it sells under its widely recognized Heatilator®, Heat & Glo®, Quadra-Fire®
and Harman StoveTM brand names.

The Corporation’s line of hearth products includes a full array of gas, electric and wood burning fireplaces, inserts,
stoves, facings and accessories. Heatilator® and Heat & Glo® are brand leaders in the two largest segments of the
home fireplace market: vented-gas and wood fireplaces. The Corporation is the leader in “direct vent” fireplaces, which
replace the chimney-venting system used in traditional fireplaces with a less expensive vent through the roof or an

outer wall. In addition, the Corporation is the leader in pellet-burning stoves and furnaces with its Quadra-Fire and
Harman product lines which provide home heating solutions using renewable fuel, an environmentally friendly trend
that has come to the fore front in home heating and continues to grow. See “Intellectual Property” under this Item 1.
Business for additional details.

Manufacturing

The Corporation manufactures office furniture in Alabama, Georgia, Indiana, lowa, Kentucky, New York, North
Carolina and China. The Corporation manufactures hearth products in lowa, Maryland, Minnesota, Washington,
California and Pennsylvania.

The Corporation purchases raw materials and components from a variety of suppliers, and generally most items are
available from multiple sources. Major raw materials and components include coil steel, aluminum, zinc, castings,
lumber, veneer, particleboard, fabric, paint, lacquer, hardware, plastic products and shipping cartons.

Since its inception, the Corporation has focused on making its manufacturing facilities and processes more flexible
while at the same time reducing cost, eliminating waste and improving product quality. In 1992, the Corporation
adopted the principles of RCI, which focus on developing flexible and efficient design, manufacturing and
administrative processes that remove excess cost. The Corporation’s lean manufacturing philosophy leverages the
creativity of its members to eliminate and reduce costs. To achieve flexibility and attain efficiency goals, the
Corporation has adopted a variety of production techniques, including cellular manufacturing, focused factories,
just-in-time inventory management, value engineering, business simplification and 80/20 principles. The application
of RCI has increased productivity by reducing set-up and processing times, square footage, inventory levels, product
costs and delivery times, while improving quality and enhancing member safety. The Corporation's RCI process
involves production and administrative employees, management, customers and suppliers. The Corporation has
facilitators, coaches and consultants dedicated to the RCI process and strives to involve all members in the RCI
process. Manufacturing also plays a key role in the Corporation's concurrent product development process that
primarily seeks to design new products for ease of manufacturability.

Product Development

The Corporation's product development efforts are primarily focused on developing end-user solutions that are
relevant, differentiated and focused on quality, aesthetics, style, sustainable design and on reducing manufacturing
costs. The Corporation accomplishes this through improving existing products, extending product lines, applying
ergonomic research, improving manufacturing processes, applying alternative materials and providing engineering
support and training to its operating units. The Corporation conducts its product development efforts at both the
corporate and operating unit level. The Corporation invested approximately $21.1 million, $27.8 million, and $24.0
million in product development during fiscal 2009, 2008, and 2007, respectively, and has budgeted $21 million for
product development in fiscal 2010.

13
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Intellectual Property

As of January 2, 2010, the Corporation owned 333 U.S. and 305 foreign patents and had applications pending for 32
U.S. and 64 foreign patents. In addition, the Corporation holds 171 U.S. and 378 foreign trademark registrations and
has applications pending for 19 U.S. and 41 foreign trademarks.

The Corporation's principal office furniture products do not require frequent technical changes. The Corporation
believes neither any individual office furniture patent nor the Corporation's office furniture patents in the aggregate
are material to the Corporation's business as a whole.

The Corporation’s patents covering its hearth products protect various technical innovations. While the acquisition of
patents reflects Hearth & Home’s position in the market as an innovation leader, the Corporation believes neither any
individual hearth product patent nor the Corporation’s hearth product patents in the aggregate are material to the
Corporation’s business as a whole.

The Corporation applies for patent protection when it believes the expense of doing so is justified, and the Corporation
believes the duration of its registered patents is adequate to protect these rights. The Corporation also pays royalties
in certain instances for the use of patents on products and processes owned by others.

The Corporation actively protects its trademarks it believes have significant value.
Sales and Distribution: Customers

The Corporation sells its office furniture products through five principal distribution channels. The first channel,
which consists of independent, local office furniture and office products dealers, specializes in the sale of a broad
range of office furniture and office furniture systems to business, government, education, health care entities and
home office owners.

The second distribution channel comprises national office product distributors including Staples, Inc., Office Max
Incorporated and Office Depot, Inc. These distributors sell furniture along with office supplies through a national
network of dealerships and sales offices, which assist their customers with the evaluation of office space requirements,
systems layout and product selection and design and office solution services provided by professional designers. All
of these distributors also sell through retail office products superstores.

The third distribution channel, comprising corporate accounts, is where the Corporation has the lead selling
relationship with the end-user. Installation and service are normally provided through a dealer.

The fourth distribution channel comprises wholesalers that serve as distributors of the Corporation's products to
independent dealers, national supply dealers and superstores. The Corporation sells to the nation's largest wholesalers,
United Stationers Inc. and S.P. Richards Company. Wholesalers maintain inventory of standard product lines for
resale to the various dealers and retailers. They also special order products from the Corporation in customer-selected
models and colors. The Corporation's wholesalers maintain warehouse locations throughout the United States, which
enables the Corporation to make its products available for rapid delivery to retailers anywhere in the country.

The fifth distribution channel comprises direct sales of the Corporation's products to federal, state and local
government offices.

The Corporation's office furniture sales force consists of regional sales managers, salespersons and firms of
independent manufacturers' representatives who collectively provide national sales coverage. Sales managers and

15
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salespersons are compensated by a combination of salary and incentive bonus.
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Office products dealers, national wholesalers and retailers market their products over the Internet and through catalogs
published periodically. These catalogs are distributed to existing and potential customers. The Corporation believes
the inclusion of the Corporation's product lines in customer catalogs and e-business listings offers strong potential for
increased sales of the listed product lines due to the exposure provided.

The Corporation also makes export sales through HNI International to office furniture dealers and wholesale
distributors serving select foreign markets. Distributors are principally located in Latin America, the Caribbean and
Middle East. With the acquisition of Lamex in 2006 the Corporation manufactures and distributes office furniture
directly to end-users through independent dealers and distributors in Greater China and Asia.

Limited quantities of select finished goods inventories primarily built to order awaiting shipment are at the
Corporation's principal manufacturing plants and at its various distribution centers.

Hearth & Home sells its fireplace and stove products through dealers, distributors and Corporation-owned distribution
and retail outlets. The Corporation has a field sales organization of regional sales managers, salespersons, and firms
of independent manufacturers' representatives.

The Corporation had one customer, United Stationers Inc., which accounted for approximately 9% of the Corporation’s
consolidated net sales in fiscal 2009, 10% in fiscal 2008, and 11% in fiscal 2007. The substantial purchasing power
exercised by large customers may adversely affect the prices at which the Corporation can successfully offer its
products. In addition, there can be no assurance the Corporation will be able to maintain its customer relationships.

As of January 2, 2010, the Corporation had an order backlog of approximately $121.1 million, which will be filled in
the ordinary course of business within the first few weeks of the current fiscal year. This compares with $130.8
million as of January 3, 2009, and $162.0 million as of December 29, 2007. Backlog, in terms of percentage of net
sales, was 7.3%, 5.3%, and 6.3%, for fiscal 2009, 2008, and 2007, respectively. The Corporation’s products are
typically manufactured and shipped within a few weeks following receipt of order. The dollar amount of the
Corporation’s order backlog is, therefore, not considered by management to be a leading indicator of the Corporation’s
expected sales in any particular fiscal period.

Competition

The Corporation is one of the largest office furniture manufacturers in the world and believes it is the largest provider
of furniture to small- and medium-sized workplaces. The Corporation is the largest manufacturer and marketer of
fireplaces in North America.

The office furniture industry is highly competitive, with a significant number of competitors offering similar

products. The Corporation competes by emphasizing its ability to deliver compelling value products, solutions and a
high level of customer service. The Corporation competes with large office furniture manufacturers, which cover a
substantial portion of the North America market share in the project-oriented office furniture market, such as Steelcase
Inc., Haworth, Inc., Herman Miller, Inc. and Knoll, Inc. The Corporation also competes with a number of other office
furniture manufacturers, including The Global Group (a Canadian company), Kimball International, Inc., KI and
Teknion Corporation (a Canadian company), as well as global importers. The Corporation faces significant price
competition from its competitors and may encounter competition from new market entrants.

Hearth products, consisting of prefabricated fireplaces and related products, are manufactured by a number of national
and regional competitors. The Corporation competes primarily against a broad range of manufacturers, including
Travis Industries, Inc., Lennox International Inc., Monessen Hearth Systems Company, DESA Fmi LLC, Wolf Steel
Ltd. (Napolean) and FPI Fireplace Products International Ltd.

17
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Both office furniture and hearth products compete on the basis of performance, quality, price, complete and on-time
delivery to the customer and customer service and support. The Corporation believes it competes principally by
providing compelling value products designed to be among the best in their price range for product quality and
performance, superior customer service and short lead-times. This is made possible, in part, by the Corporation's
on-going investment in product development, highly efficient and low cost manufacturing operations and an extensive
distribution network.

-10-
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For further discussion of the Corporation's competitive situation, refer to “Item 7. Management's Discussion and
Analysis of Financial Condition and Results of Operations” later in this report.

Effects of Inflation

Certain business costs may, from time to time, increase at a rate exceeding the general rate of inflation. The
Corporation’s objective is to offset the effect of inflation on its costs primarily through productivity increases in
combination with certain adjustments to the selling price of its products as competitive market and general economic
conditions permit.

Investments are routinely made in modernizing plants, equipment, support systems and RCI programs. These
investments collectively focus on business simplification and increasing productivity which helps to offset the effect
of rising material and labor costs. The Corporation also routinely employs ongoing cost control disciplines. In
addition, the last-in, first-out (LIFO) valuation method is used for most of the Corporation's inventories, which ensures
that changing material and labor costs are recognized in reported income and, more importantly, these costs are
recognized in pricing decisions.

Environmental

The Corporation is subject to a variety of environmental laws and regulations governing use of materials and
substances in products, the management of wastes resulting from use of certain material and the remediation of
contamination associated with releases of hazardous substances used in the past. Although the Corporation believes it
is in material compliance with all of the various regulations applicable to its business, there can be no assurance
requirements will not change in the future or that the Corporation will not incur material costs to comply with such
regulations. The Corporation has trained staff responsible for monitoring compliance with environmental, health and
safety requirements. The Corporation’s environmental staff works with responsible personnel at each manufacturing
facility, the Corporation’s environmental legal counsel and consultants on the management of environmental, health
and safety issues. The Corporation’s ultimate goal is to reduce and, when practical, eliminate the generation of
environmental pollutants in its manufacturing processes.

The Corporation’s environmental management system has earned the recognition of numerous state and federal
agencies as well as non-government organizations. The Corporation’s lean manufacturing philosophy leverages the
creativity of its members to eliminate waste and reduce cost. Aligning these continuous improvement initiatives with
the Corporation’s environmental objectives creates a model of the triple bottom line of sustainable development where
members work toward shared goals of personal growth, economic reward and a healthy environment for the future.

Over the past several years, the Corporation has expanded its environmental management system and established
metrics to influence product design and development, supplier and supply chain performance, energy and resource
consumption and the impacts of its facilities. In addition, the Corporation is providing sustainability training to senior
decision makers and has assigned resources to documenting and communicating its progress to an increasingly
knowledgable market. Integrating sustainable objectives into core business systems is consistent with the
Corporation’s vision and ensures its commitment to being a sustainable enterprise remains a priority for all members.

Compliance with federal, state and local environmental regulations has not had a material effect on the capital
expenditures, earnings or competitive position of the Corporation to date. The Corporation does not anticipate that
financially material capital expenditures will be required during fiscal 2010 for environmental control facilities. It is
management’s judgment that compliance with current regulations should not have a material effect on the Corporation’s
financial condition or results of operations. However, there can be no assurance new environmental legislation and
technology in this area will not result in or require material capital expenditures.

19
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Business Development

The development of the Corporation's business during the fiscal years ended January 2, 2010, January 3, 2009, and
December 29, 2007, is discussed in “Item 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations” later in this report.

Available Information

Information regarding the Corporation’s annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, and any amendments to these reports, will be made available, free of charge, on the Corporation’s
website at www.hnicorp.com, as soon as reasonably practicable after the Corporation electronically files such reports
with or furnishes them to the Securities and Exchange Commission (the “SEC”). The Corporation’s information is also
available from the SEC’s Public Reference room at 100 F Street, N.E., Washington, D.C. 20549, or on the SEC
website at www.sec.gov.

Forward-Looking Statements

Statements in this Annual Report on Form 10-K to the extent that they are not statements of historical or present fact,
including statements as to plans, outlook, objectives and future financial performance, are “forward-looking” statements,
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of

1934 and are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of

1995. Words, such as “anticipate,” “believe,” “could,” “confident,” “estimate,” “expect,” “forecast,” “hope,” “intend,” “likely,
“possible,” “potential,” “predict,” “project,” “should,” “will,” “would” and variations of such words, and similar expressions id
forward-looking statements.

29 ¢ EEINT3

9 ¢

Forward-looking statements involve known and unknown risks and uncertainties, which may cause the Corporation’s
actual results in the future to differ materially from expected results. The most significant factors known to the
Corporation that may adversely affect the Corporation’s business, operations, industries, financial position or future
financial performance are described later in this report under the heading entitled “Item 1A. Risk Factors.” The
Corporation cautions readers not to place undue reliance on any forward-looking statement which speaks only as of
the date made and to recognize that forward-looking statements are predictions of future results, which may not occur
as anticipated. Actual results could differ materially from those anticipated in the forward-looking statements and
from historical results due to the risks and uncertainties described elsewhere in this report, including under the
heading “Item 1A. Risk Factors,” as well as others that the Corporation may consider immaterial or does not anticipate
at this time. The risks and uncertainties described in this report, including those under the heading “Item 1A. Risk
Factors,” are not exclusive and further information concerning the Corporation, including factors that potentially could
materially affect the Corporation’s financial results or condition, may emerge from time to time.

The Corporation assumes no obligation to update, amend or clarify forward-looking statements, whether as a result of
new information, future events or otherwise, except as required by applicable law. The Corporation advises you,
however, to consult any further disclosures made on related subjects in future quarterly reports on Form 10-Q and
current reports on Form 8-K filed with or furnished to the SEC.

-12-
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ITEM 1A. RISK FACTORS

The following risk factors and other information included in this Annual Report on Form 10-K should be carefully
considered. If any of the following risks actually occur, our business, operating results, cash flows and financial
condition could be materially adversely affected.

Unfavorable economic and market conditions could reduce our sales and profitability and as a result, our operating
results may be adversely affected.

Over the past few years, economic conditions have deteriorated significantly in the U. S. and many of the countries
and regions in which we do business, and, despite the possible beginning signs of the recovery in the U.S. and
elsewhere, remain challenging for the foreseeable future. The recent downturns in the economy in the U.S. and in
international markets have had, and may continue to have, a significant adverse impact on demand for our
products. General business and economic conditions that could affect us include short-term and long-term interest
rates, unemployment, inflation, fluctuations in debt and equity capital markets, limited availability of consumer
financing and weak credit markets, the strength of the U.S. economy and the local economies in which we operate.

There could be a number of effects from these economic developments on our business, including: reduced demand
for products; insolvency of our dealers, resulting in increased provisions for credit losses; insolvency of our key
suppliers resulting in product delays; inability of customers to obtain credit to finance purchases of our products;
decreased customer demand, including order delays or cancellations; and counterparty failures negatively impacting
our treasury operations.

In addition, the current negative worldwide economic conditions and market instability makes it increasingly difficult
for us, our customers and our suppliers to accurately forecast future product demand trends, which could cause us to
incur excess costs. Additionally, this forecasting difficulty could cause a shortage of products, labor or materials used
in our products that could result in an inability to satisfy demand for our products and a loss of market share.

We may need to take additional impairment charges related to goodwill and indefinite-lived intangible assets, which
would adversely affect our results of operations.

Goodwill and other acquired intangible assets with indefinite lives are not amortized but are annually tested for
impairment, and when an event occurs or circumstances change such that it is reasonably possible that an impairment
may exist. We test for impairment annually during the fourth quarter of the year and whenever indicators of
impairment exist. We test goodwill for impairment by first comparing the carrying value of net assets to the fair value
of the reporting unit. If the fair value is determined to be less than carrying value, a second step is performed to
determine the implied fair value of goodwill associated with the reporting unit. If the carrying value of goodwill
exceeds the implied fair value of goodwill, such excess represents the amount of goodwill impairment, and,
accordingly such impairment is recognized.

We estimate the fair values of the reporting units using discounted cash flows. Forecasts of future cash flows are
based on our best estimate of longer-term broad market trends. We combine this trend data with estimates of current
economic conditions in the U.S., competitor behavior, the mix of product sales, commodity costs, wage rates, the level
of manufacturing capacity and the pricing environment. In addition, estimates of fair value are impacted by estimates
of the market-participant-derived weighted average cost of capital. Changes in these forecasts could significantly
change the amount of impairment recorded, if any.

We operate in a highly competitive environment and, as a result, we may not always be successful.
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Both the office furniture and hearth products industries are highly competitive, with a significant number of
competitors in both industries offering similar products. While competitive factors vary geographically and between
differing sales situations, typical factors for both industries include: price; delivery and service; product design and
features; product quality; strength of dealers and other distributors; and relationships with customers and key
influencers, such as architects, designers, home-builders and facility managers. Our principal competitors in the office
furniture industry include The Global Group, Haworth, Inc., Kimball International, Inc., Steelcase Inc., Herman
Miller, Inc., Teknion Corporation, KI and Knoll, Inc. Our principal competitors in the hearth products industry
include Travis Industries, Inc., Lennox International Inc., Monessen Hearth Systems Company, DESA Fmi LLC,
Wolf Steel Ltd. (Napolean) and FPI Fireplace Products International Ltd. In both industries, most of our top
competitors have an installed base of products that can be a source of significant future sales through repeat and
expansion orders. These competitors manufacture products with strong acceptance in the marketplace and are capable
of developing products that have a competitive advantage over our products.
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Our continued success will depend on many factors, including our ability to continue to manufacture and market high
quality, high performance products at competitive prices and our ability to adapt our business model to effectively
compete in the highly competitive environments of both the office furniture and hearth products industries. Our
success is also subject to our ability to sustain and grow our positive brand reputation and recognition among existing
and potential customers and use our brands and trademarks effectively in entering new markets.

In both the office furniture and hearth products industries, we also face significant price competition from our
competitors and from new market entrants who primarily manufacture and source products from lower-cost
countries. Such price competition impacts our ability to implement price increases or, in some cases, even maintain
prices, which could lower our profit margins. In addition, we may not be able to maintain or raise the prices of our
products in response to rising raw material prices and other inflationary pressures. Competition from low-cost Asian
imports continues to represent a threat to our current market share in the office furniture industry.

The concentration of our customer base, changes in demand and order patterns from our customers, as well as the
increased purchasing power of such customers, could adversely affect our business, operating results or financial
condition.

We sell our products through multiple distribution channels. These distribution channels have been consolidating in
the past several years and may continue to consolidate in the future. Such consolidation may result in a greater
proportion of our sales being concentrated in fewer customers. The increased purchasing power exercised by larger
customers may adversely affect the prices at which we can successfully offer our products. As a result of this
consolidation, changes in the purchase patterns or the loss of a single customer may have a greater impact on our
business, operating results or financial condition than such events would have had prior to such consolidation.

The growth in sales of private label products by some of our largest office furniture customers may reduce our
revenue and adversely affect our business, operating results or financial condition.

Private label products are products sold under the name of the distributor or retailer, but manufactured by another
party. Some of our largest customers have aggressive private label initiatives to increase sales of office furniture. If
successful, they may reduce our revenue and inhibit our ability to raise prices and may, in some cases, even force us to
lower prices, which could result in an adverse effect on our business, operating results or financial condition.

Increases in basic commodity, raw material and component costs, as well as disruptions to the supply of such basic
commodities, raw materials and components, could adversely affect our profitability.

Fluctuations in the price, availability and quality of the commodities, raw materials and components used by us in
manufacturing could have an adverse effect on our costs of sales, profitability and our ability to meet customers'
demand. We source commodities, raw materials, and components from low-cost, international suppliers for both our
office furniture and hearth products. From both domestic and international suppliers, the cost, quality and availability
of commodities, raw materials and components, including steel, our largest raw material category, have been
significantly affected in recent years by, among other things, changes in global supply and demand, changes in laws
and regulations (including tariffs and duties), changes in exchange rates and worldwide price levels, natural disasters,
labor disputes, terrorism and political unrest or instability. These factors could lead to further price increases or
supply interruptions in the future. Our profit margins could be adversely affected if commodity, raw material and
component costs remain high or escalate further, and we are either unable to offset such costs through strategic
sourcing initiatives and continuous improvement programs or, as a result of competitive market dynamics, unable to
pass along a portion of the higher costs to our customers.
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We are affected by the cost of energy, and increases in energy prices could adversely affect our gross margins and
profitability.

Our gross margins and the profitability of our business operations are sensitive to the cost of energy because it is
reflected in our cost of transportation, petroleum-based materials like plastics and operation of our manufacturing
facilities. If the costs of petroleum-based products, operating our manufacturing facilities or transportation increase, it
could adversely affect our gross margins and profitability.

We may not be successful in implementing and managing the risks inherent in our growth strategy.

As a part of our growth strategy, we seek to increase sales and market share by introducing new products, further
enhancing our existing line of products and continuing to pursue complementary acquisitions. This strategy depends
on our ability to increase sales through our existing customer network, principally dealers, wholesalers and

retailers. Furthermore, the ability to effectuate and manage profitable growth will depend on our ability to contain
costs, including costs associated with increased manufacturing, sales and marketing efforts, freight utilization,
warehouse capacity, product development and acquisition efforts.

Our efforts to introduce new products that meet customer and workplace/home requirements may not be successful,
which could limit our sales growth or cause our sales to decline.

To keep pace with market trends in both the office furniture and hearth products industries, we must periodically
introduce new products. Such trends include changes in workplace and home design and increases in the use of
technology, and evolving regulatory and industry requirements, including environmental, health, safety and similar
standards for the workplace and home and for product performance. The introduction of new products in both
industries requires the coordination of the design, manufacturing and marketing of such products, which may be
affected by factors beyond our control. The design and engineering of certain of our new products can take up to a
year or more, and further time may be required to achieve client acceptance. In addition, we may face difficulties in
introducing new products if we cannot successfully align ourselves with independent architects, home-builders and
designers who are able to design, in a timely manner, high quality products consistent with our image. Accordingly,
the launch of any particular product may be later or less successful than we originally anticipated. Difficulties or
delays in introducing new products or lack of customer acceptance of new products could limit our sales growth or
cause our sales to decline, and may result in an adverse effect on our business, operating results or financial condition.

We intend to grow our business through additional acquisitions, alliances and joint venture arrangements, which could
adversely affect our business, operating results or financial condition.

One of our growth strategies is to supplement our internal growth through acquisitions of, and alliances and joint
venture arrangements with, businesses with technologies or products that complement or augment our existing
products or distribution or add new products or distribution to our business. The benefits of an acquisition, alliance or
joint venture may take more time than expected to develop or integrate into our operations, and we cannot guarantee
any completed or future acquisitions, alliances or joint ventures will in fact produce any benefits. In addition,
acquisitions, alliances and joint ventures involve a number of risks, including, without limitation:

o diversion of management’s attention;
e difficulties in assimilating the operations and products of an acquired business or in realizing projected efficiencies,

cost savings and revenue synergies;
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epotential loss of key employees or customers of the acquired businesses or adverse effects on existing business
relationships with suppliers and customers;

eadverse impact on overall profitability if acquired businesses do not achieve the financial results projected in our
valuation models;

ereallocation of amounts of capital from other operating initiatives or an increase in our leverage and debt service
requirements to pay the acquisition purchase prices, which could in turn restrict our ability to access additional
capital when needed or to pursue other important elements of our business strategy;

einaccurate assessment of undisclosed, contingent or other liabilities or problems and unanticipated costs associated
with the acquisition; and

eincorrect estimates made in accounting for acquisitions, incurrence of non-recurring charges and write-off of
significant amounts of goodwill that could adversely affect our operating results.

Our ability to grow through acquisitions will depend, in part, on the availability of suitable acquisition candidates at
an acceptable price, our ability to compete effectively for these acquisition candidates and the availability of capital to
complete such acquisitions. These risks could be heightened if we complete several acquisitions within a relatively
short period of time. In addition, there can be no assurance we will be able to continue to identify attractive
opportunities or enter into any such transactions with acceptable terms in the future. If an acquisition is completed,
there can be no assurance we will be able to successfully integrate the acquired entity into our operations or that we
will achieve sales and profitability that justify our investment in such businesses. Any potential acquisition may not
be successful and could adversely affect our business, operating results or financial condition.

We are subject to extensive environmental regulation and have exposure to potential environmental liabilities.

The past and present operation and ownership by us of manufacturing facilities and real property are subject to
extensive and changing federal, state and local environmental laws and regulations, including those relating to
discharges in air, water and land, the handling and disposal of solid and hazardous waste and the remediation of
contamination associated with releases of hazardous substances. Compliance with environmental regulations has not
had a material affect on our capital expenditures, earnings or competitive position to date; however, compliance with
current laws or more stringent laws or regulations which may be imposed on us in the future, stricter interpretation of
existing laws or discoveries of contamination at our real property sites which occurred prior to our ownership or the
advent of environmental regulation may require us to incur additional expenditures in the future, some of which may
be material.

The existence of various unfavorable macroeconomic and industry factors for a prolonged period could adversely
affect our business, operating results or financial condition.

Office furniture industry revenues are impacted by a variety of macroeconomic factors such as service-sector
employment levels, corporate profits, commercial construction and office vacancy rates. Industry factors, such as
corporate restructuring, technology changes, corporate relocations, health and safety concerns, including ergonomic
considerations, and the globalization of companies also influence office furniture industry revenues.

Hearth products industry revenues are impacted by a variety of macroeconomic factors as well, including housing
starts, overall employment levels, interest rates, consumer confidence, energy costs, disposable income and changing
demographics. Industry factors, such as technology changes, health and safety concerns and environmental
regulation, including indoor air quality standards, also influence hearth products industry revenues. The U.S.
homebuilding industry is currently experiencing a significant downturn, the duration and ultimate severity of which
are still uncertain. Further deterioration of the economic conditions in the homebuilding industry and the hearth
products market could further decrease demand for our hearth products and have additional adverse effects on our
operating results.
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Increasing healthcare costs could adversely affect our business, operating results and financial condition.

We provide healthcare benefits to the majority of our members. Healthcare costs have continued to rise over time and
could adversely affect our business, operating results and financial condition.

Our inability to improve the quality/capability of our network of independent dealers or the loss of a significant
number of such dealers could adversely affect our business, operating results or financial condition.

In both the office furniture and hearth products industries, we rely in large part on a network of independent dealers to
market our products to customers. We also rely upon these dealers to provide a variety of important specification,
installation and after-market services to our customers. Our dealers may terminate their relationships with us at any
time and for any reason. The loss or termination of a significant number of dealer relationships could cause
difficulties for us in marketing and distributing our products, resulting in a decline in our sales, which may adversely
affect our business, operating results or financial condition.

Our international operations expose us to risks related to conducting business in multiple jurisdictions outside the
United States.

We primarily sell our products and report our financial results in U.