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PART I - FINANCIAL INFORMATION
 

Item 1. Financial Statements.
 

Citi Trends, Inc.
 

Condensed Consolidated Balance Sheets
July 28, 2012 and January 28, 2012

(Unaudited)
(in thousands, except share data)

 
  

July 28,
 

January 28,
 

  
2012

 
2012

 

Assets
     

Current assets:
     

Cash and cash equivalents
 

$ 51,730
 

$ 41,986
 

Short-term investment securities
 

3,311
 

902
 

Inventory
 

133,773
 

131,526
 

Prepaid and other current assets
 

10,131
 

10,522
 

Income tax receivable
 

6,309
 

11,195
 

Deferred tax asset
 

5,990
 

5,829
 

Assets held for sale
 

1,415
 

1,415
 

Total current assets
 

212,659
 

203,375
 

Property and equipment, net of accumulated depreciation and amortization of $131,048 and $118,875 as of
July 28, 2012 and January 28, 2012, respectively

 

80,990
 

90,541
 

Long-term investment securities
 

16,397
 

18,840
 

Deferred tax asset
 

1,914
 

1,223
 

Other assets
 

774
 

798
 

Total assets
 

$ 312,734
 

$ 314,777
 

Liabilities and Stockholders’ Equity
     

Current liabilities:
     

Accounts payable
 

$ 71,959
 

$ 78,941
 

Accrued expenses
 

17,151
 

15,729
 

Accrued compensation
 

10,792
 

10,345
 

Layaway deposits
 

1,995
 

603
 

   



Total current liabilities 101,897 105,618
Other long-term liabilities

 

11,815
 

12,756
 

Total liabilities
 

113,712
 

118,374
 

Stockholders’ equity:
     

Common stock, $0.01 par value. Authorized 32,000,000 shares; 15,320,435 shares issued as of July 28,
2012 and 15,062,300 shares issued as of January 28, 2012; 15,154,685 shares outstanding as of July 28,
2012 and 14,896,550 outstanding as of January 28, 2012

 

148
 

148
 

Paid-in-capital
 

79,028
 

78,588
 

Retained earnings
 

120,011
 

117,832
 

Treasury stock, at cost; 165,750 shares as of July 28, 2012 and January 28, 2012
 

(165) (165)
Total stockholders’ equity

 

199,022
 

196,403
 

Commitments and contingencies (note 9)
     

Total liabilities and stockholders’ equity
 

$ 312,734
 

$ 314,777
 

 
See accompanying notes to the condensed consolidated financial statements (unaudited).
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Citi Trends, Inc.
 

Condensed Consolidated Statements of Operations
Twenty-Six Weeks Ended July 28, 2012 and July 30, 2011

(Unaudited)
(in thousands, except per share data)

 
  

Twenty-Six Weeks Ended
 

  
July 28,

 
July 30,

 

  
2012

 
2011

 

Net sales
 

$ 330,012
 

$ 319,401
 

Cost of sales
 

210,931
 

200,880
 

Gross profit
 

119,081
 

118,521
 

Selling, general and administrative expenses
 

103,601
 

101,760
 

Depreciation and amortization
 

12,183
 

11,935
 

Asset impairment
 

—
 

1,609
 

Income from operations
 

3,297
 

3,217
 

Interest income
 

128
 

119
 

Interest expense
 

(113) (10)
Income before income tax expense

 

3,312
 

3,326
 

Income tax expense
 

1,133
 

1,264
 

Net income
 

$ 2,179
 

$ 2,062
 

      
Basic net income per common share

 

$ 0.15
 

$ 0.14
 

Diluted net income per common share
 

$ 0.15
 

$ 0.14
 

      
Weighted average number of shares outstanding

     

Basic
 

14,654
 

14,575
 

Diluted
 

14,656
 

14,585
 

 
Citi Trends, Inc.

 
Condensed Consolidated Statements of Operations

Thirteen Weeks Ended July 28, 2012 and July 30, 2011
(Unaudited)

(in thousands, except per share data)
 
  

Thirteen Weeks Ended
 

  
July 28,

 
July 30,

 

  
2012

 
2011

 

Net sales
 

$ 132,318
 

$ 130,233
 

Cost of sales
 

87,903
 

86,781
 

Gross profit
 

44,415
 

43,452
 

Selling, general and administrative expenses
 

50,932
 

50,688
 

Depreciation and amortization
 

6,038
 

6,351
 

Asset impairment
 

—
 

1,609
 

Loss from operations
 

(12,555) (15,196)
Interest income

 

66
 

65
 

Interest expense
 

(64) (6)
Loss before income tax benefit

 

(12,553) (15,137)
Income tax benefit

 

(4,628) (5,106)
Net loss

 

$ (7,925) $ (10,031)
      
Basic net loss per common share

 

$ (0.54) $ (0.69)
Diluted net loss per common share

 

) )



$ (0.54 $ (0.69
      
Weighted average number of shares outstanding

     

Basic
 

14,673
 

14,596
 

Diluted
 

14,673
 

14,596
 

 
See accompanying notes to the condensed consolidated financial statements (unaudited).
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Citi Trends, Inc.
 

Condensed Consolidated Statements of Cash Flows
Twenty-Six Weeks Ended July 28, 2012 and July 30, 2011

(Unaudited)
(in thousands)

 
  

Twenty-Six Weeks Ended
 

  
July 28,

 
July 30,

 

  
2012

 
2011

 

Operating activities:
     

Net income
 

$ 2,179
 

$ 2,062
 

Adjustments to reconcile net income to net cash provided by operating activities:
     

Depreciation and amortization
 

12,183
 

11,935
 

Asset impairment
 

—
 

1,609
 

Loss on disposal of property and equipment
 

10
 

216
 

Deferred income taxes
 

(852) 79
 

Noncash stock-based compensation expense
 

1,227
 

1,638
 

Excess tax benefits from stock-based payment arrangements
 

432
 

(847)
Changes in assets and liabilities:

     

Inventory
 

(2,247) (881)
Prepaid and other current assets

 

391
 

1,798
 

Other assets
 

24
 

(21)
Accounts payable

 

(6,982) (6,379)
Accrued expenses and other long-term liabilities

 

1,365
 

3,135
 

Accrued compensation
 

447
 

780
 

Income tax receivable/payable
 

4,454
 

(2,877)
Layaway deposits

 

1,392
 

1,225
 

Net cash provided by operating activities
 

14,023
 

13,472
 

Investing activities:
     

Sales/redemptions of investment securities
 

34
 

835
 

Purchases of investment securities
 

—
 

(11,012)
Purchases of property and equipment

 

(3,526) (23,214)
Net cash used in investing activities

 

(3,492) (33,391)
Financing activities:

     

Excess tax benefits from stock-based payment arrangements
 

(432) 847
 

Proceeds from the exercise of stock options
 

—
 

22
 

Shares acquired to settle withholding taxes on the vesting of nonvested restricted stock
 

(355) (685)
Net cash (used in) provided by financing activities

 

(787) 184
 

Net increase (decrease) in cash and cash equivalents
 

9,744
 

(19,735)
Cash and cash equivalents:

     

Beginning of period
 

41,986
 

69,231
 

End of period
 

$ 51,730
 

$ 49,496
 

      
Supplemental disclosures of cash flow information:

     

Cash paid for interest
 

$ 77
 

$ —
 

Cash (refunds) payments of income taxes
 

$ (2,469) $ 4,062
 

Supplemental disclosures of noncash investing activities:
     

(Decrease) increase in accrual for purchases of property and equipment
 

$ (884) $ 794
 

 
See accompanying notes to the condensed consolidated financial statements (unaudited).
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Citi Trends, Inc.
Notes to the Condensed Consolidated Financial Statements (unaudited)
July 28, 2012
 
1. Basis of Presentation



 
Citi Trends, Inc. and its subsidiary (the “Company”) operate as a value-priced retailer of urban fashion apparel and accessories for the entire family.  As of
July 28, 2012, the Company operated 512 stores in 29 states.
 
The condensed consolidated balance sheet as of July 28, 2012, the condensed consolidated statements of operations for the twenty-six and thirteen week
periods ended July 28, 2012 and July 30, 2011 and the condensed consolidated statements of cash flows for the twenty-six week periods ended July 28, 2012
and July 30, 2011 have been prepared by the Company without audit. The condensed consolidated balance sheet as of January 28, 2012 has been derived from
the audited financial statements as of that date, but does not include all required year-end disclosures.  In the opinion of management, such statements include
all adjustments considered necessary to present fairly the Company’s financial position as of July 28, 2012 and January 28, 2012, and its results of operations
and cash flows for all periods presented.  It is suggested that these condensed consolidated financial statements be read in conjunction with the consolidated
financial statements and the notes thereto included in the Company’s latest Annual Report on Form 10-K for the year ended January 28, 2012.
 
The accompanying unaudited condensed consolidated financial statements are prepared in accordance with U.S. generally accepted accounting principles
(U.S. GAAP) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.  Accordingly, they do not include all
information and footnotes required by U.S. GAAP for complete financial statements.  Operating results for the interim periods ended July 28, 2012 are not
necessarily indicative of the results that may be expected for the fiscal year ending February 2, 2013.
 
The following contains references to years 2012 and 2011, which represent fiscal years ending or ended on February 2, 2013 and January 28, 2012,
respectively.  Fiscal 2012 has a 53-week accounting period and fiscal 2011 has a 52-week accounting period.
 
2. Use of Estimates
 
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and use assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.
 
The most significant estimates made by management include those used in the valuation of inventory, property and equipment, self-insurance liabilities,
leases and income taxes. Management periodically evaluates estimates used in the preparation of the consolidated financial statements for continued
reasonableness. Appropriate adjustments, if any, to the estimates used are made prospectively based on such periodic evaluations.
 
3. Cash and Cash Equivalents/Concentration of Credit Risk
 
For purposes of the condensed consolidated balance sheets and condensed consolidated statements of cash flows, the Company considers all highly liquid
investments with maturities at date of purchase of three months or less to be cash equivalents.  Financial instruments that potentially subject the Company to a
concentration of credit risk consist principally of cash and cash equivalents.  The Company places its cash and cash equivalents in what it believes to be high
credit quality banks and institutional money market funds.  The Company maintains cash accounts that exceed federally insured limits.
 
4. Earnings per Share
 
Basic earnings per common share amounts are calculated using the weighted average number of common shares outstanding for the period. Diluted earnings
per common share amounts are calculated using the weighted average number of common shares outstanding plus the additional dilution for all potentially
dilutive securities, such as nonvested restricted stock and stock options.  During loss periods, diluted loss per share amounts are based on the weighted
average number of common shares outstanding, because the inclusion of common stock equivalents would be antidilutive.
 
The dilutive effect of stock-based compensation arrangements is accounted for using the treasury stock method.  This method assumes that the proceeds the
Company receives from the exercise of stock options are used to repurchase common shares in the market.  The Company includes as assumed proceeds the
amount of compensation cost attributed to future services and not yet recognized, and the amount of tax benefits, if any, that would be credited to additional
paid-in capital assuming exercise of outstanding options and vesting of nonvested restricted stock.  For the twenty-six weeks ended July 28, 2012 and July 30,
2011, there were 45,000 and 49,000 stock options, respectively, and 351,000 and 369,000 shares of nonvested restricted stock, respectively, excluded from the
calculation of diluted earnings per share because of antidilution.  For the thirteen weeks ended July 28, 2012 and July 30, 2011, there were 40,000 and 49,000
stock options, respectively, and 414,000 and 388,000 shares of nonvested restricted stock, respectively, excluded from the calculation of diluted earnings per
share because of antidilution.
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The following table provides a reconciliation of the average number of common shares outstanding used to calculate basic earnings per share to the number of
common shares and common stock equivalents outstanding used in calculating diluted earnings per share for the twenty-six and thirteen week periods ended
July 28, 2012 and July 30, 2011:
 
  

Twenty-Six Weeks Ended
 

  
July 28, 2012

 
July 30, 2011

 

Average number of common shares outstanding
 

14,654,456
 

14,574,935
 

Incremental shares from assumed exercises of stock options
 

1,548
 

9,699
 

Incremental shares from assumed vesting of nonvested restricted stock
 

—
 

—
 

Average number of common shares and common stock equivalents outstanding
 

14,656,004
 

14,584,634
 

 
  

Thirteen Weeks Ended
 

  
July 28, 2012

 
July 30, 2011

 

Average number of common shares outstanding
 

14,673,403
 

14,595,985
 

Incremental shares from assumed exercises of stock options
 

—
 

—
 

Incremental shares from assumed vesting of nonvested restricted stock
 

—
 

—
 

Average number of common shares and common stock equivalents outstanding
 

14,673,403
 

14,595,985
 

 



5. Fair Value Measurement
 
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants in
the principal or most advantageous market at the measurement date. Fair value is established according to a hierarchy that prioritizes observable and
unobservable inputs used to measure fair value into three broad levels, which are described below:
 

Level 1:  Unadjusted quoted prices in active markets that are accessible at the measurement date for assets or liabilities. The fair value hierarchy
gives the highest priority to Level 1 inputs.
 
Level 2:  Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.
 
Level 3:  Unobservable inputs are used when little or no market data is available. Level 3 inputs are given the lowest priority in the fair value
hierarchy.
 

As of July 28, 2012, the Company’s investment securities are classified as held-to-maturity since the Company has the intent and ability to hold the
investments to maturity.  Such securities are carried at amortized cost plus accrued interest and consist of the following (in thousands):
 

  

Amortized
Cost

 

Gross
Unrealized

Gains
 

Gross
Unrealized

Losses
 

Fair Market
Value

 

Short-term:
         

Obligations of states and municipalities (Level 2)
 

$ 259
 

$ 1
 

$ —
 

$ 260
 

Bank certificates of deposit (Level 2)
 

3,052
 

3
 

—
 

3,055
 

  

$ 3,311
 

$ 4
 

$ —
 

$ 3,315
 

Long-term:
         

Obligations of the U. S. Treasury (Level 1)
 

$ 4,989
 

$ 56
 

$ —
 

$ 5,045
 

Obligations of states and municipalities (Level 2)
 

1,511
 

12
 

—
 

1,523
 

Bank certificates of deposit (Level 2)
 

9,897
 

4
 

—
 

9,901
 

  

$ 16,397
 

$ 72
 

$ —
 

$ 16,469
 

 
The amortized cost and fair market value of investment securities as of July 28, 2012 by contractual maturity are as follows (in thousands):
 

  

Amortized
Cost

 

Fair
Market
Value

 

Mature in one year or less
 

$ 3,311
 

$ 3,315
 

Mature after one year through five years
 

16,397
 

16,469
 

  

$ 19,708
 

$ 19,784
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As of January 28, 2012, the Company’s investment securities were classified as held-to-maturity and consisted of the following (in thousands):
 

  

Amortized
Cost

 

Gross
Unrealized

Gains
 

Gross
Unrealized

Losses
 

Fair
Market
Value

 

Short-term:
         

Bank certificates of deposit (Level 2)
 

$ 902
 

$ 1
 

$ —
 

$ 903
 

Long-term:
         

Obligations of the U. S. Treasury (Level 1)
 

$ 4,986
 

$ 77
 

$ —
 

$ 5,063
 

Obligations of states and municipalities (Level 2)
 

1,809
 

19
 

—
 

1,828
 

Bank certificates of deposit (Level 2)
 

12,045
 

—
 

1
 

12,044
 

  

$ 18,840
 

$ 96
 

$ 1
 

$ 18,935
 

 
The amortized cost and fair market value of investment securities as of January 28, 2012 by contractual maturity were as follows (in thousands):
 

  

Amortized
Cost

 

Fair
Market
Value

 

Mature in one year or less
 

$ 902
 

$ 903
 

Mature after one year through five years
 

18,840
 

18,935
 

  

$ 19,742
 

$ 19,838
 

 
There were no changes among the levels in the twenty-six weeks ended July 28, 2012.
 
Fair market values of Level 2 investments are determined by management with the assistance of a third party pricing service.  Since quoted prices in active
markets for identical assets are not available, these prices are determined by the third party pricing service using observable market information such as
quotes from less active markets and quoted prices of similar securities.
 
6. Revolving Line of Credit
 
On October 27, 2011, the Company entered into a five-year, $50 million credit facility with Bank of America to replace its prior $20 million credit facility. 
The facility includes a $25 million uncommitted “accordion” feature that under certain circumstances could allow the Company to increase the size of the
facility to $75 million.  Borrowings, if any, under the facility will bear interest (a) for LIBOR Rate Loans, at LIBOR plus 1.5%, or (b) for Base Rate Loans, at



a rate equal to the highest of (i) the prime rate plus 0.5%, (ii) the Federal Funds Rate plus 1.0%, or (iii) LIBOR plus 1.5%.  The facility is secured by the
Company’s inventory, accounts receivable and related assets, but not its real estate, fixtures and equipment, and it contains one financial covenant, a fixed
charge coverage ratio, which is applicable and tested only in certain circumstances. The facility has an unused commitment fee of 0.25% and permits the
payment of cash dividends subject to certain limitations, including a requirement that there were no borrowings outstanding in the 30 days prior to the
dividend payment and no borrowings are expected in the 30 days subsequent to the payment.  The Company has had no borrowings under either the existing
or prior facility.
 
7.  Income Taxes
 
Income taxes are accounted for under the asset and liability method.  Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss
and tax credit carryforwards.  In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion
or all of its deferred tax assets will not be realized.
 
The Company’s effective income tax rate of 34.2% for the twenty-six weeks ended July 28, 2012 was lower than the 38.0% rate for the twenty-six weeks
ended July 30, 2011, because a valuation allowance of $0.7 million was established in the second quarter of fiscal 2011 when the Company concluded that its
ability to utilize certain tax credits in one state was no longer more likely than not.  The effect of the fiscal 2011 valuation allowance on the tax rate
comparison between years was partially offset by the effect on fiscal 2012 of the expiration of the Work Opportunity Tax Credit (WOTC).  It is possible that
Congress will retroactively reinstate the WOTC back to the beginning of 2012; however, due to the uncertainty involved, no WOTC benefits were recorded in
the twenty-six weeks ended July 28, 2012.  Such benefits would be recorded if and when the legislation is enacted.
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8. Other Long-Term Liabilities
 
The components of other long-term liabilities as of July 28, 2012 and January 28, 2012 are as follows (in thousands):
 

  

July 28,
2012

 

January 28,
2012

 

Deferred rent
 

$ 3,900
 

$ 4,433
 

Tenant improvement allowances
 

6,458
 

7,158
 

Other
 

1,457
 

1,165
 

  

$ 11,815
 

$ 12,756
 

 
9. Commitments and Contingencies
 
On August 12, 2011, the Company received a letter of determination from the U.S. Equal Employment Opportunity Commission (the “EEOC”) commencing
a conciliation process regarding alleged discrimination against males by the Company in its hiring and promotion practices during the years 2004 through
2006.  In its letter of determination, the EEOC sought recovery in the amount of $0.2 million on behalf of a former male employee and in the additional
amount of $3.8 million in a settlement fund for a class of unidentified males who sought or considered seeking manager or assistant manager positions in the
Company’s stores.  The EEOC also seeks certain undertakings by the Company with regard to its employment policies and procedures and a reporting
obligation to the EEOC with respect to the Company’s compliance with these undertakings.
 
The Company has not received full documentation or information from the EEOC in support of its letter of determination, but has undertaken its own internal
analysis of the EEOC’s claims and defenses to such claims and has had discussions with the EEOC in that regard.  Following discussions with the EEOC
regarding possible settlement, the EEOC has proposed a settlement amount of up to $2.5 million and requested certain additional information.  In the interest
of reaching a satisfactory conciliation agreement with the EEOC, the Company has proposed a total economic settlement offer of up to $1.6 million.  The
Company is currently in discussions with the EEOC regarding these offers for settlement and options for resolution of the matter.  The Company is also
evaluating other aspects of the conciliation process established by the EEOC.
 
On February 24, 2012, a suit was filed in the United States District Court for the Northern District of Alabama, Middle Division, by certain individuals as a
purported collective action on behalf of current and former employees of the Company holding store managerial positions.  The plaintiffs allege that store
managers have been improperly classified as exempt from the obligation to pay overtime in violation of the Fair Labor Standards Act.  The Company intends
to vigorously defend the claims that have been asserted in this lawsuit.  Because of the early stage of this action and the fact that no discovery has been
conducted to date, the Company is unable to determine the probability of outcome and it is not reasonably possible to estimate a range of loss with respect to
this matter.  Accordingly, no accrual for costs has been recorded, and the potential impact of this matter on the Company’s financial position, results of
operations and cash flows cannot be determined at this time.
 
The Company from time to time is also involved in various other legal proceedings incidental to the conduct of its business, including claims by customers,
employees or former employees.  Once it becomes probable that the Company will incur costs in connection with a legal proceeding and such costs can be
reasonably estimated, it establishes appropriate reserves. While legal proceedings are subject to uncertainties and the outcome of any such matter is not
predictable, the Company is not aware of any other legal proceedings pending or threatened against it that it expects to have a material adverse effect on its
financial condition, results of operations or liquidity.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
 
Forward-Looking Statements
 



Except for specific historical information, many of the matters discussed in this Form 10-Q may express or imply projections of revenues or expenditures,
statements of plans and objectives for future operations, growth or initiatives, statements of future economic performance, or statements regarding the
outcome or impact of pending or threatened litigation. These, and similar statements, are forward-looking statements concerning matters that involve risks,
uncertainties and other factors that may cause the actual performance of the Company to differ materially from those expressed or implied by these
statements. All forward-looking information should be evaluated in the context of these risks, uncertainties and other factors. The words “believe,”
“anticipate,” “project,” “plan,” “expect,” “estimate,” “objective,” “forecast,” “goal,” “intend,” “will likely result,” or “will continue” and similar words and
expressions generally identify forward-looking statements. The Company believes the assumptions underlying these forward-looking statements are
reasonable; however, any of the assumptions could be inaccurate, and therefore, actual results may differ materially from those projected in the forward-
looking statements.
 
The factors that may result in actual results differing from such forward-looking information include, but are not limited to: transportation and distribution
delays or interruptions; changes in freight rates; the Company’s ability to negotiate effectively the cost and purchase of merchandise; inventory risks due to
shifts in market demand; the Company’s ability to gauge fashion trends and changing consumer preferences; changes in consumer spending on apparel;
changes in product mix; interruptions in suppliers’ businesses; a deterioration in general economic conditions caused by acts of war or terrorism or other
factors; temporary changes in demand due to weather patterns; seasonality of the Company’s business; delays associated with building, opening and operating
new stores; delays associated with building, opening or expanding new or existing distribution centers; and other factors described in the section titled “Item
1A. Risk Factors” and elsewhere in the Company’s Annual Report on Form 10-K for the fiscal year ended January 28, 2012 and in Part II, “Item 1A. Risk
Factors” and elsewhere in the Company’s Quarterly Reports on Form 10-Q and any amendments thereto and in the other documents the Company files with
the SEC, including reports on Form 8-K.
 
Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date of this Form 10-Q. Except as may be
required by law, the Company undertakes no obligation to update or revise publicly any forward-looking statements contained herein to reflect events or
circumstances occurring after the date of this Form 10-Q or to reflect the occurrence of unanticipated events. Readers are advised, however, to read any
further disclosures the Company may make on related subjects in its public disclosures or documents filed with the SEC, including reports on Form 8-K.
 
Overview
 
We are a value-priced retailer of urban fashion apparel and accessories for the entire family. Our merchandise offerings are designed to appeal to the
preferences of fashion conscious consumers, particularly African-Americans. We operated 512 stores in both urban and rural markets in 29 states as of
July 28, 2012.
 
We measure performance using key operating statistics. One of the main performance measures we use is comparable store sales growth. We define a
comparable store as a store that has been opened for an entire fiscal year. Therefore, a store will not be considered a comparable store until its 13th month of
operation at the earliest or until its 24th month at the latest. As an example, stores opened in fiscal 2011 and fiscal 2012 are not considered comparable stores
in fiscal 2012. Relocated and expanded stores are included in the comparable store sales results. We also use other operating statistics, most notably average
sales per store, to measure our performance. As we typically occupy existing space in established shopping centers rather than sites built specifically for our
stores, store square footage (and therefore sales per square foot) varies by store. We focus on overall store sales volume as the critical driver of profitability.
The average sales per store has increased over the years, as we have increased comparable store sales and opened new stores that are generally larger than our
historical store base. Average sales per store have increased from $0.8 million in fiscal 2000 to $1.3 million in fiscal 2011.
 
In addition to sales, we measure gross profit as a percentage of sales and store operating expenses, with a particular focus on labor, as a percentage of sales.
These results translate into store level contribution, which we use to evaluate overall performance of each individual store. Finally, we monitor corporate
expenses against budgeted amounts.  All of the statistics discussed above are critical components of earnings before interest, taxes, depreciation and
amortization (“EBITDA”) and Adjusted EBITDA (comprised of EBITDA plus non-cash asset impairment expense), which are considered our most important
operating statistics.  Although EBITDA and Adjusted EBITDA provide useful information on an operating cash flow basis, they are limited measures in that
they exclude the impact of cash requirements for capital expenditures, income taxes and interest expense.  Therefore, EBITDA and Adjusted EBITDA should
be used as supplements to results of operations and cash flows as reported under U.S. GAAP and should not be used as a singular measure of operating
performance or as a substitute for U.S. GAAP results.  Provided below is a reconciliation of net income (loss) to EBITDA and to Adjusted EBITDA for the
twenty-six and thirteen week periods ended July 28, 2012, and July 30, 2011:
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Twenty-Six Weeks Ended

 
Thirteen Weeks Ended

 

  
July 28, 2012

 
July 30, 2011

 
July 28, 2012

 
July 30, 2011

 

          
Net income (loss)

 

$ 2,179
 

$ 2,062
 

$ (7,925) $ (10,031)
          
Plus:

         

Interest expense
 

113
 

10
 

64
 

6
 

Income tax expense
 

1,133
 

1,264
 

—
 

—
 

Depreciation and amortization
 

12,183
 

11,935
 

6,038
 

6,351
 

          
Less:

         

Interest income
 

(128) (119) (66) (65)
Income tax benefit

 

—
 

—
 

(4,628) (5,106)
EBITDA

 

15,480
 

15,152
 

(6,517) (8,845)
          

Asset impairment
 

—
 

1,609
 

—
 

1,609
 

          
Adjusted EBITDA

 

$ 15,480
 

$ 16,761
 

$ (6,517) $ (7,236)
 
Accounting Periods
 



The following discussion contains references to fiscal years 2012 and 2011, which represent fiscal years ending or ended on February 2, 2013 and January 28,
2012, respectively. Fiscal 2012 has a 53-week accounting period and fiscal 2011 has a 52-week accounting period. This discussion and analysis should be
read with the unaudited condensed consolidated financial statements and the notes thereto.
 
Results of Operations
 
The following discussion of the Company’s financial performance is based on the unaudited condensed consolidated financial statements set forth herein. The
nature of the Company’s business is seasonal. Historically, sales in the first and fourth quarters have been higher than sales achieved in the second and third
quarters of the fiscal year. Expenses and, to a greater extent, operating income, vary by quarter. Results of a period shorter than a full year may not be
indicative of results expected for the entire year. Furthermore, the seasonal nature of the Company’s business may affect comparisons between periods.
 
Twenty-Six Weeks Ended July 28, 2012 and July 30, 2011
 
Net Sales.  Net sales increased $10.6 million, or 3.3%, to $330.0 million in the first half of 2012 from $319.4 million in the first half of 2011.  The increase
in net sales was due primarily to the opening of 34 new stores since last year’s second quarter, partially offset by a 4.6% decrease in comparable store sales
and the effect of closing four stores since last year’s second quarter.  Comparable stores include locations that have been relocated or expanded. There were
six stores relocated or expanded since last year’s second quarter, all of which impacted comparable store sales.  Sales in comparable relocated and expanded
stores increased 1.5% in the first half of 2012, while sales in all other comparable stores decreased 4.8%.  The 4.6% overall decrease in comparable store
sales was reflected entirely in a decline in the average ticket, as the number of customer transactions was up 0.4% from last year.  Comparable store sales
changes by major merchandise class were as follows in the first half of 2012:  Accessories +5%; Men’s -1%; Children’s -4%; Home -4%; and Women’s
-12%.
 
The new stores opened in 2011 and 2012, net of closed stores, accounted for an increase of $24.7 million in total sales, while the 4.6% sales decrease in the
454 comparable stores totaled $14.1 million.
 
Gross Profit.  Gross profit increased $0.6 million, or 0.5%, to $119.1 million in the first half of 2012 from $118.5 million in last year’s first half.  The increase
in gross profit is a result of the increase in sales discussed above, partially offset by a decline in the gross margin to 36.1% from 37.1% in last year’s first
half.  The lower gross margin was due primarily to a decline in the core merchandise margin (initial mark-up, net of markdowns) of 60 basis points, all of
which occurred in the first quarter due to the need to be more price competitive in the challenging sales environment.  Additionally, shrinkage and freight
expense increased 30 basis points and 10 basis points, respectively.
 
Selling, General and Administrative Expenses.  Selling, general and administrative expenses increased $1.8 million, or 1.8%, to $103.6 million in the first half
of 2012 from $101.8 million in last year’s first half.  The increase in these expenses was due primarily to additional store level, distribution and corporate
costs arising from the opening of 34 new stores since last year’s first half, partially offset by the effect of a reduction-in-force that eliminated 40 positions in
our corporate office, distribution centers and store organization.  As a percentage of sales, selling, general and administrative expenses decreased to 31.4% in
the first half of fiscal 2012 from 31.9% in the first half of fiscal 2011, due primarily to the decrease in expense related to the reduction-in-force.
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Depreciation and Amortization.  Depreciation and amortization expense increased $0.3 million, or 2.1%, to $12.2 million in the first half of 2012 from $11.9
million in the first half of 2011 due primarily to the new distribution center in Roland, Oklahoma which became fully operational in April 2011.
 
Asset Impairment.  Impairment charges for property and equipment at certain underperforming stores totaled $1.6 million in the first half of 2011.  No such
charges were required in the first half of 2012.
 
Income Tax Expense.  Income tax expense decreased $0.2 million, or 10.4%, to $1.1 million in this year’s first half from $1.3 million in the first half of 2011
due primarily to a decrease in the effective income tax rate to 34.2% from 38.0%.  The income tax rate for the first half of 2012 was lower than the rate for
last year’s first half, because a valuation allowance of $0.7 million was established in the second quarter of 2011 when the Company concluded that its ability
to utilize certain tax credits in one state was no longer more likely than not.  The effect of the 2011 valuation allowance on the tax rate comparison between
years was partially offset by the effect on 2012 of the expiration of the Work Opportunity Tax Credit (WOTC).  It is possible that Congress will retroactively
reinstate the WOTC back to the beginning of 2012; however, due to the uncertainty involved, no WOTC benefits were recorded in the first half of 2012. 
Such benefits would be recorded if and when the legislation is enacted.  If the WOTC had been extended as of the beginning of 2012, the effective income tax
rate would have been 9.1% in the first half of 2012.
 
Net Income.  Net income increased 5.7% to $2.2 million in the first half of 2012 from $2.1 million in the first half of 2011 due to the factors discussed above.
 
Thirteen Weeks Ended July 28, 2012 and July 30, 2011
 
Net Sales.  Net sales increased $2.1 million, or 1.6%, to $132.3 million in the second quarter of 2012 from $130.2 million in the second quarter of 2011.  The
increase in net sales was due primarily to the opening of 34 new stores since last year’s second quarter, partially offset by a 4.0% decrease in comparable store
sales and the effect of closing four stores since last year’s second quarter.  Comparable stores include locations that have been relocated or expanded. There
were six stores relocated or expanded since last year’s second quarter, all of which impacted comparable store sales.  Sales in comparable relocated and
expanded stores decreased 5.3% in the second quarter of 2012, while sales in all other comparable stores decreased 3.9%.  The 4.0% overall decrease in
comparable store sales was reflected entirely in a decline in the average ticket, as the number of customer transactions was up 1.2% from last year. 
Comparable store sales changes by major merchandise class were as follows in the second quarter of 2012:  Accessories +8%; Men’s +3%; Children’s -3%;
Home -7%; and Women’s -13%.
 
The new stores opened in 2011 and 2012, net of closed stores, accounted for an increase of $6.9 million in total sales, while the 4.0% sales decrease in the 454
comparable stores totaled $4.8 million.
 
Gross Profit.  Gross profit increased $0.9 million, or 2.2%, to $44.4 million in the second quarter of 2012 from $43.5 million in last year’s second quarter. 
The increase in gross profit is a result of the increase in sales discussed above and an increase in the gross margin to 33.6% from 33.4% in last year’s second
quarter.  The higher gross margin was due to an increase in the core merchandise margin (initial mark-up, net of markdowns) of 60 basis points resulting from



a greater need for clearance markdowns in the second quarter of fiscal 2011 when comparable store sales declined 12%.  An increase in shrinkage expense of
40 basis points partially offset the improvement in the core merchandise margin.
 
Selling, General and Administrative Expenses.  Selling, general and administrative expenses increased $0.2 million, or 0.5%, to $50.9 million in the second
quarter of 2012 from $50.7 million in last year’s second quarter.  The increase in these expenses was due primarily to additional store level, distribution and
corporate costs arising from the opening of 34 new stores since last year’s second quarter, partially offset by the effect of a reduction-in-force that eliminated
40 positions in our corporate office, distribution centers and store organization.  As a percentage of sales, selling, general and administrative expenses
decreased to 38.5% in the second quarter of fiscal 2012 from 38.9% in the second quarter of fiscal 2011, due primarily to the decrease in expense related to
the reduction-in-force.
 
Depreciation and Amortization.  Depreciation and amortization expense decreased $0.4 million, or 4.9%, to $6.0 million in the second quarter of 2012 from
$6.4 million in the second quarter of 2011, due to the slowing of our store opening pace in 2012.
 
Asset Impairment.  Impairment charges for property and equipment at certain underperforming stores totaled $1.6 million in the second quarter of 2011.  No
such charges were required in the second quarter of 2012.
 
Income Tax Benefit.  Income tax benefit decreased $0.5 million, or 9.4%, to $4.6 million in this year’s second quarter from $5.1 million in the second quarter
of 2011 due to a decrease in pretax loss, partially offset by an increase in the effective income tax rate to 36.9% from 33.7%.  The effective income tax benefit
rate for the second quarter of fiscal 2012 was higher than the rate for last year’s second quarter, because there was a reduction in income tax benefit of $0.7
million in the second quarter of fiscal 2011 related to the establishment of a valuation allowance for certain state tax credits that are no longer more likely
than not to be utilized.  The impact of the valuation allowance on the income tax rate comparison between years was partially offset by the expiration of the
WOTC in fiscal 2012.  It is possible that Congress will retroactively reinstate the WOTC back to the beginning of 2012; however, due to the uncertainty
involved, no WOTC benefits were recorded in the second quarter of fiscal 2012.  Such benefits would be recorded if and when the legislation is enacted.  If
the WOTC had been extended as of the beginning of 2012, the effective income tax rate would have been 9.1% in the second quarter of fiscal 2012.
 
Net Loss.  Net loss decreased 21.0% to $7.9 million in the second quarter of 2012 from $10.0 million in the second quarter of 2011 due to the factors
discussed above.
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Liquidity and Capital Resources
 
Our cash requirements are primarily for working capital, opening of new stores, remodeling of our existing stores and the improvement of our information
systems. In recent years, we have met these cash requirements using cash flow from operations and short-term trade credit.  We expect to be able to meet
future cash requirements with cash flow from operations, short-term trade credit, existing balances of cash and investment securities and, if necessary,
borrowings under our revolving credit facility.
 
Current Financial Condition. As of July 28, 2012, we had total cash and cash equivalents of $51.7 million compared to $42.0 million as of January 28, 2012.
Additionally, we had $3.3 million and $16.4 million of short-term and long-term investment securities, respectively, as of July 28, 2012, compared with $0.9
million and $18.8 million, respectively, as of January 28, 2012.  These securities are comprised of bank certificates of deposit and obligations of the U.S.
Treasury, states and municipalities. Inventory represented 42.8% of our total assets as of July 28, 2012.  Management’s ability to manage our inventory can
have a significant impact on our cash flows from operations during a given interim period or fiscal year. In addition, inventory purchases can be seasonal in
nature, such as the purchase of warm-weather or Christmas-related merchandise.
 
Cash Flows From Operating Activities. Net cash provided by operating activities was $14.0 million in the first half of 2012 compared to $13.5 million in the
same period of 2011.  The main source of cash provided during the first half of 2012 was net income adjusted for noncash expenses such as depreciation and
amortization, loss on disposal of property and equipment, deferred income taxes and stock-based compensation expense, totaling $14.7 million (compared to
$17.5 million in the first half of 2011).  Other significant sources of cash in the first half of 2012 were (1) a $4.5 million change in the income tax
receivable/payable (compared to a use of cash of $2.9 million in the first half of 2011), which is comprised of income tax refunds, net of payments, totaling
$2.5 million, together with the current portion of the income tax provision of $2.0 million in the first half of 2012; (2) a $1.4 million increase in layaway
deposits (compared to $1.2 million in the first half of 2011) due to the seasonality of layaway transactions, which are low at the end of our fiscal year because
all balances have to be redeemed by customers or they are cancelled by the middle of December each year; and (3) a $1.4 million increase in accrued
expenses and other long-term liabilities (compared to $3.1 million in the first half of 2011) due to fluctuations in the timing of payments.  Significant uses of
cash consisted primarily of a $7.0 million decrease in accounts payable (compared to $6.4 million in the first half of 2011) as the result of a shift in our
merchandising strategy more towards opportunistic buying which includes a greater level of purchases at heavy discounts at the end of a season to be held for
shipment to the stores at the beginning of that same season the following year. Since these next-season-buys are held in our distribution centers for several
months, they are paid for prior to being offered for sale in our stores, thus reducing accounts payable as a percentage of inventory.  Other uses of cash
included a $2.2 million increase in inventory (compared to $0.9 million in the first half of 2011), which amounted to 1.7% and is, therefore, not considered
significant or unusual.
 
Cash Flows From Investing Activities. Cash used in investing activities was $3.5 million in the first half of 2012 compared to $33.4 million in the first half of
2011.  Cash used for purchases of property and equipment totaled $3.5 million and $23.2 million in the first half of 2012 and 2011, respectively, with the
decrease resulting from opening three stores in the first half of fiscal 2012 compared to 24 in the first half of last year.  In addition, the equipping of the new
distribution center in Roland, Oklahoma occurred in the first quarter of fiscal 2011.  Other uses of cash in the first half of 2011 consisted of purchases, net of
sales/redemptions, of investment securities totaling $10.2 million.
 
Cash Flows From Financing Activities. Cash flows from financing activities were insignificant in the first half of both 2012 and 2011.
 
Cash Requirements
 
Our principal sources of liquidity consist of: (i) cash and cash equivalents (which equaled $51.7 million as of July 28, 2012); (ii) short-term and long-term
investment securities (which equaled $3.3 million and $16.4 million, respectively, as of July 28, 2012); (iii) short-term trade credit; (iv) cash generated from
operations on an ongoing basis as we sell our merchandise inventory; and (v) a $50 million revolving credit facility. Trade credit represents a significant



source of financing for inventory purchases and arises from customary payment terms and trade practices with our vendors.  Historically, our principal
liquidity requirements have been for working capital and capital expenditure needs.
 
We believe that our existing sources of liquidity will be sufficient to fund our operations and anticipated capital expenditures for at least the next 12 months.
 
Critical Accounting Policies
 
The preparation of our condensed consolidated financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. There have been no material changes to the Critical Accounting Policies outlined in the Company’s Annual Report on
Form 10-K for the year ended January 28, 2012.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.
 
There have been no material changes in our market risk during the twenty-six weeks ended July 28, 2012 compared to the disclosures in Part II, Item 7A of
our Annual Report on Form 10-K for the year ended January 28, 2012.
 
Item 4. Controls and Procedures.
 
We have carried out an evaluation under the supervision and with the participation of management, including the Chief Executive Officer and the Chief
Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures as of July 28, 2012 pursuant to Rules 13a-15 and
15d-15 of the Exchange Act. Based on that evaluation, the Chief Executive Officer and the Chief Financial Officer each concluded that our disclosure
controls and procedures are effective to provide reasonable assurance that information required to be disclosed by us in reports that we file or submit under
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information
has been accumulated and communicated to our management, including the officers who certify our financial reports, as appropriate, to allow timely
decisions regarding the required disclosures.
 
Our disclosure controls and procedures are designed to provide reasonable assurance that the controls and procedures will meet their objectives. Management
recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired
control objectives.
 
There were no changes in our internal control over financial reporting that occurred during the fiscal quarter ended July 28, 2012 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION
 
Item 1. Legal Proceedings.
 
On August 12, 2011, we received a letter of determination from the U.S. Equal Employment Opportunity Commission (the “EEOC”) commencing a
conciliation process regarding alleged discrimination against males by us in our hiring and promotion practices during the years 2004 through 2006.  In its
letter of determination, the EEOC sought recovery in the amount of $0.2 million on behalf of a former male employee and in the additional amount of $3.8
million in a settlement fund for a class of unidentified males who sought or considered seeking manager or assistant manager positions in our stores.  The
EEOC also seeks certain undertakings by us with regard to our employment policies and procedures and a reporting obligation to the EEOC with respect to
our compliance with these undertakings.
 
We have not received full documentation or information from the EEOC in support of its letter of determination, but have undertaken our own internal
analysis of the EEOC’s claims and defenses to such claims and have had discussions with the EEOC in that regard.  Following discussions with the EEOC
regarding possible settlement, the EEOC has proposed a settlement amount of up to $2.5 million and requested certain additional information.  In the interest
of reaching a satisfactory conciliation agreement with the EEOC, we have proposed a total economic settlement offer of up to $1.6 million.  We are currently
in discussions with the EEOC regarding these offers for settlement and options for resolution of the matter.  We are also evaluating other aspects of the
conciliation process established by the EEOC.
 
On February 24, 2012, a suit was filed in the United States District Court for the Northern District of Alabama, Middle Division, by certain individuals as a
purported collective action on behalf of current and former employees of the Company holding store managerial positions.  The plaintiffs allege that store
managers have been improperly classified as exempt from the obligation to pay overtime in violation of the Fair Labor Standards Act.  We intend to
vigorously defend the claims that have been asserted in this lawsuit.  Because of the early stage of this action and the fact that no discovery has been
conducted to date, the Company is unable to determine the probability of outcome and it is not reasonably possible to estimate a range of loss with respect to
this matter.  Accordingly, no accrual for costs has been recorded, and the potential impact of this matter on our financial position, results of operations and
cash flows cannot be determined at this time.
 
We are from time to time also involved in various other legal proceedings incidental to the conduct of our business, including claims by customers, employees
or former employees.  Once it becomes probable that we will incur costs in connection with a legal proceeding and such costs can be reasonably estimated,
we establish appropriate reserves. While legal proceedings are subject to uncertainties and the outcome of any such matter is not predictable, we are not aware
of any other legal proceedings pending or threatened against us that we expect to have a material adverse effect on our financial condition, results of
operations or liquidity.



 
Item 1A. Risk Factors.
 
There are no material changes to the Risk Factors described under the section “ITEM 1A. RISK FACTORS” in the Company’s Annual Report on Form 10-K
for the fiscal year ended January 28, 2012.
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
 

Not applicable.
 

Item 3. Defaults Upon Senior Securities.
 

Not applicable.
 

Item 4. Mine Safety Disclosures.
 

Not applicable.
 
Item 5. Other Information. At the Company’s 2012 annual meeting of stockholders held on May 23, 2012 (the “Annual Meeting”), the holders of the
Company’s common stock approved the Citi Trends, Inc. 2012 Incentive Plan (the “2012 Plan”).  A description of the material terms of the 2012 Plan,
including the number of shares reserved and available for issuance thereunder, was included in the Company’s definitive proxy statement relating to the
Annual Meeting as filed with the SEC on April 20, 2012, and is incorporated herein by reference.  A copy of the 2012 Plan is filed as an exhibit hereto.
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Item 6. Exhibits.
 

10.1
 

Citi Trends, Inc. 2012 Incentive Plan.*
   
10.2

 

Form of Restricted Stock Award Agreement for Employees under the Citi Trends, Inc. 2012 Incentive Plan.*
   
10.3

 

Form of Restricted Stock Award Agreement for Directors under the Citi Trends, Inc. 2012 Incentive Plan.*
   
31.1

 

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

   
31.2

 

Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, Adopted
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

   
32.1

 

Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.*
†

   
101

 

The following financial information from Citi Trends, Inc.’s Quarterly Report on Form 10-Q for the quarter ended July 28,
2012, formatted in Extensible Business Reporting Language (XBRL): (i) the Condensed Consolidated Balance Sheets as of
July 28, 2012 and January 28, 2012, (ii) the Condensed Consolidated Statements of Operations for the twenty-six and
thirteen week periods ended July 28, 2012 and July 30, 2011, (iii) the Condensed Consolidated Statements of Cash Flows
for the twenty-six week periods ended July 28, 2012 and July 30, 2011, and (iv) Notes to the Condensed Consolidated
Financial Statements.^

 

*                    Filed herewith.
 
†                    Pursuant to Securities and Exchange Commission Release No. 33-8238, this certification will be treated as “accompanying” this Quarterly Report on

Form 10-Q and not “filed” as part of such report for purposes of Section 18 of the Securities Exchange Act of 1934, or otherwise subject to the liability
of Section 18 of the Securities Exchange Act of 1934 and this certification will not be deemed to be incorporated by reference into any filing under the
Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent that the registrant specifically incorporates it by reference.

 
^                     In accordance with Regulation S-T, the XBRL-related information in Exhibit 101 to this Quarterly Report on Form 10-Q shall be deemed “furnished”

and not “filed”.
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized, and the undersigned also has signed this report in his capacity as the Registrant’s Chief Financial Officer (Principal
Financial Officer).

 
 

CITI TRENDS, INC.
   



Date: August 29, 2012
  

   
 

By: /s/ Bruce D. Smith
 

Name: Bruce D. Smith
 

Title: Executive Vice President, Chief Financial Officer and Secretary
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CITI TRENDS, INC.

2012 INCENTIVE PLAN
 

ARTICLE 1
PURPOSE

 
1.1.                            GENERAL.  The purpose of the Citi Trends, Inc. 2012 Incentive Plan (the “Plan”) is to promote the success, and enhance the value, of Citi

Trends, Inc. (the “Company”), by linking the personal interests of employees, officers, directors and consultants of the Company or any Affiliate (as defined
below) to those of Company stockholders and by providing such persons with an incentive for outstanding performance.  The Plan is further intended to
provide flexibility to the Company in its ability to motivate, attract, and retain the services of employees, officers, directors and consultants upon whose
judgment, interest, and special effort the successful conduct of the Company’s operation is largely dependent.  Accordingly, the Plan permits the grant of
incentive awards from time to time to selected employees, officers, directors and consultants of the Company and its Affiliates.

 
ARTICLE 2

DEFINITIONS
 

2.1.                            DEFINITIONS.  When a word or phrase appears in this Plan with the initial letter capitalized, and the word or phrase does not commence a
sentence, the word or phrase shall generally be given the meaning ascribed to it in this Section or in Section 1.1 unless a clearly different meaning is required
by the context.  The following words and phrases shall have the following meanings:

 
(a)                                 “Affiliate” means (i) any Subsidiary or Parent, or (ii) an entity that directly or through one or more intermediaries controls, is controlled by

or is under common control with, the Company, as determined by the Committee.
 
(b)                                 “Award” means an award of Options, Stock Appreciation Rights, Restricted Stock, Restricted Stock Units, Deferred Stock Units,

Performance Awards, Dividend Equivalents, Other Stock-Based Awards, or any other right or interest relating to Stock or cash, granted to a
Participant under the Plan.

 
(c)                                  “Award Certificate” means a written document, in such form as the Committee prescribes from time to time, setting forth the terms and

conditions of an Award.  Award Certificates may be in the form of individual award agreements or certificates or a program document
describing the terms and provisions of an Award or series of Awards under the Plan.  The Committee may provide for the use of electronic,
internet or other non-paper Award Certificates, and the use of electronic, internet or other non-paper means for the acceptance thereof and
actions thereunder by a Participant.

 
(d)                                 “Beneficial Owner” shall have the meaning given such term in Rule 13d-3 of the General Rules and Regulations under the 1934 Act.
 
(e)                                  “Board” means the Board of Directors of the Company.
 
(f)                                   “Cause” as a reason for a Participant’s termination of employment shall have the meaning assigned such term in the employment, severance

or similar agreement,
 

 
if any, between such Participant and the Company or an Affiliate, provided, however that if there is no such employment, severance or
similar agreement in which such term is defined, and unless otherwise defined in the applicable Award Certificate, “Cause” shall mean any
of the following acts by the Participant, as determined by the Committee: gross neglect of duty; prolonged absence from duty without the
consent of the Company; material breach by the Participant of any published Company code of conduct or code of ethics; intentionally
engaging in activity that is in conflict with or adverse to the business or other interests of the Company; or willful misconduct, misfeasance



or malfeasance of duty which is reasonably determined to be detrimental to the Company. With respect to a Participant’s termination of
directorship, “Cause” means an act or failure to act that constitutes cause for removal of a director under applicable Delaware law.  The
determination of the Committee as to the existence of “Cause” shall be conclusive on the Participant and the Company.

 
(g)                                  “Change in Control” means and includes the occurrence of any one of the following events:
 

(i)                                     the acquisition by any Person of Beneficial Ownership of Voting Securities which, when added to the Voting Securities
then Beneficially Owned by such Person, would result in such Person Beneficially Owning 33% or more of the combined voting power of
the Company’s then outstanding Voting Securities; provided, however, that for purposes of this paragraph (i), a Person shall not be deemed
to have made an acquisition of Voting Securities if such Person: (1) acquires Voting Securities as a result of a stock split, stock dividend or
other corporate restructuring in which all stockholders of the class of such Voting Securities are treated on a pro rata basis; (2) acquires the
Voting Securities directly from the Company; (3) becomes the Beneficial Owner of 33% or more of the combined voting power of the
Company’s then outstanding Voting Securities solely as a result of the acquisition of Voting Securities by the Company or any Subsidiary
which, by reducing the number of Voting Securities outstanding, increases the proportional number of shares Beneficially Owned by such
Person, provided that if (x) a Person would own at least such percentage as a result of the acquisition by the Company or any Subsidiary
and (y) after such acquisition by the Company or any Subsidiary, such Person acquires Voting Securities, then an acquisition of Voting
Securities shall have occurred; (4) is the Company or any corporation or other Person of which a majority of its voting power or its equity
securities or equity interest is owned directly or indirectly by the Company (a “Controlled Entity”); or (5) acquires Voting Securities in
connection with a “Non-Control Transaction” (as defined in paragraph (iii) below); or

 
(ii)                                  the individuals who, as of the Effective Date, are members of the Board (the “Incumbent Board”) cease for any reason to

constitute at least two-thirds of the Board; provided, however, that if either the election of any new director or the nomination for election of
any new director by the Company’s stockholders was approved by a vote of at least two-thirds of the Incumbent Board prior to such
election or nomination, such new director shall be considered as a member of the Incumbent Board; provided further, however, that no
individual shall be considered a member of the Incumbent Board if such individual initially assumed office as a result of either an actual or
threatened
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“Election Contest” (as described in Rule 14a-11 promulgated under the 1934 Act) or other actual or threatened solicitation of proxies or
consents by or on behalf of a Person other than the Board (a “Proxy Contest”) including by reason of any agreement intended to avoid or
settle any Election Contest or Proxy Contest; or

 
(iii)                               consummation of:
 

(A)                               a merger, consolidation or reorganization involving the Company (a “Business Combination”), unless
 

(1)                                 the stockholders of the Company, immediately before the Business Combination, own, directly or
indirectly immediately following the Business Combination, at least a majority of the combined voting power of the
outstanding voting securities of the corporation resulting from the Business Combination (the “Surviving Corporation”) in
substantially the same proportion as their ownership of the Voting Securities immediately before the Business
Combination, and

 
(2)                                 the individuals who were members of the Incumbent Board immediately prior to the execution of the

agreement providing for the Business Combination constitute at least a majority of the members of the Board of Directors
of the Surviving Corporation, and

 
(3)                                 no Person (other than the Company or any Controlled Entity, a trustee or other fiduciary holding

securities under one or more employee benefit plans or arrangements (or any trust forming a part thereof) maintained by
the Company, the Surviving Corporation or any Controlled Entity, or any Person who, immediately prior to the Business
Combination, had Beneficial Ownership of 33% or more of the then outstanding Voting Securities) has Beneficial
Ownership of 33% or more of the combined voting power of the Surviving Corporation’s then outstanding voting
securities (a Business Combination satisfying the conditions of clauses (1), (2) and (3) of this subparagraph (A) shall be
referred to as a “Non-Control Transaction”);

 
(B)                               a complete liquidation or dissolution of the Company; or
 
(C)                               the sale or other disposition of all or substantially all of the assets of the Company (other than a transfer to a

Controlled Entity).
 

Notwithstanding the foregoing, a Change of Control shall not be deemed to occur solely because 33% or more of the then outstanding
Voting Securities is Beneficially Owned by (x) a trustee or other fiduciary holding securities under one or more employee benefit plans or
arrangements (or any trust forming a part thereof) maintained by the Company or any Controlled Entity or (y) any corporation which,
immediately prior to its acquisition of such interest, is owned directly or indirectly by the stockholders of the Company in the same
proportion
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as their ownership of stock in the Company immediately prior to such acquisition.

 
(h)                                 “Code” means the Internal Revenue Code of 1986, as amended from time to time.  For purposes of this Plan, references to sections of the

Code shall be deemed to include references to any applicable regulations thereunder and any successor or similar provision.



 
(i)                                     “Committee” means the committee of the Board described in Article 4.
 
(j)                                    “Company” means Citi Trends, Inc., a Delaware corporation, or any successor corporation.
 
(k)                                 “Continuous Service” means the absence of any interruption or termination of service as an employee, officer, director or consultant of the

Company or any Affiliate, as applicable; provided, however, that for purposes of an Incentive Stock Option “Continuous Service” means
the absence of any interruption or termination of service as an employee of the Company or any Parent or Subsidiary, as applicable,
pursuant to applicable tax regulations.  Continuous Service shall not be considered interrupted in the following cases: (i) a Participant
transfers employment between the Company and an Affiliate or between Affiliates, or (ii) in the discretion of the Committee as specified at
or prior to such occurrence, in the case of a spin-off, sale or disposition of the Participant’s employer from the Company or any Affiliate,
(iii) a Participant transfers from being an employee of the Company or an Affiliate to being a director of the Company or of an Affiliate, or
vice versa, (iv) in the discretion of the Committee as specified at or prior to such occurrence, a Participant transfers from being an employee
of the Company or an Affiliate to being a consultant to the Company or of an Affiliate, or vice versa, or (v) any leave of absence authorized
in writing by the Company prior to its commencement; provided, however, that for purposes of Incentive Stock Options, no such leave may
exceed 90 days, unless reemployment upon expiration of such leave is guaranteed by statute or contract.  If reemployment upon expiration
of a leave of absence approved by the Company is not so guaranteed, on the 91st day of such leave any Incentive Stock Option held by the
Participant shall cease to be treated as an Incentive Stock Option and shall be treated for tax purposes as a Nonstatutory Stock Option. 
Whether military, government or other service or other leave of absence shall constitute a termination of Continuous Service shall be
determined in each case by the Committee at its discretion, and any determination by the Committee shall be final and conclusive; provided,
however, that for purposes of any Award that is subject to Code Section 409A, the determination of a leave of absence must comply with
the requirements of a “bona fide leave of absence” as provided in Treas. Reg. Section 1.409A-1(h).

 
(l)                                     “Covered Employee” means a covered employee as defined in Code Section 162(m)(3).
 
(m)                             “Deferred Stock Unit” means a right granted to a Participant under Article 9 to receive Shares (or the equivalent value in cash or other

property if the Committee so provides) at a future time as determined by the Committee, or as determined
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by the Participant within guidelines established by the Committee in the case of voluntary deferral elections.

 
(n)                                 “Disability” of a Participant means that the Participant (i) is unable to engage in any substantial gainful activity by reason of any medically

determinable physical or mental impairment which can be expected to result in death or can be expected to last for a continuous period of
not less than 12 months, or (ii) is, by reason of any medically determinable physical or mental impairment which can be expected to result
in death or can be expected to last for a continuous period of not less than 12 months, receiving income replacement benefits for a period of
not less than three months under an accident or health plan covering employees of the Participant’s employer.  If the determination of
Disability relates to an Incentive Stock Option, Disability means Permanent and Total Disability as defined in Section 22(e)(3) of the Code. 
In the event of a dispute, the determination of whether a Participant has incurred a Disability will be made by the Committee and may be
supported by the advice of a physician competent in the area to which such Disability relates.

 
(o)                                 “Dividend Equivalent” means a right granted to a Participant under Article 12.
 
(p)                                 “Effective Date” has the meaning assigned such term in Section 3.1.
 
(q)                                 “Eligible Participant” means an employee (including a leased employee), officer, director or consultant of the Company or any Affiliate.
 
(r)                                    “Exchange” means any national securities exchange on which the Stock may from time to time be listed or traded.
 
(s)                                   “Fair Market Value,” on any date, means (i) if the Stock is listed on a securities exchange, the closing sales price on the principal such

exchange on such date or, in the absence of reported sales on such date, the closing sales price on the immediately preceding date on which
sales were reported, or (ii) if the Stock is not listed on a securities exchange, the mean between the bid and offered prices as quoted by the
applicable interdealer quotation system for such date, provided that if the Stock is not quoted on an interdealer quotation system or it is
determined that the fair market value is not properly reflected by such quotations, Fair Market Value will be determined by such other
method as the Committee determines in good faith to be reasonable and in compliance with Code Section 409A.

 
(t)                                    “Full-Value Award” means an Award other than in the form of an Option or SAR, and which is settled by the issuance of Stock (or at the

discretion of the Committee, settled in cash valued by reference to Stock value).
 
(u)                                 “Good Reason” (or a similar term denoting constructive termination) has the meaning, if any, assigned such term in the employment,

consulting, severance or similar agreement, if any, between a Participant and the Company or an Affiliate; provided, however, that if there is
no such employment, consulting, severance or similar agreement in which such term is defined, “Good Reason” shall have the meaning, if
any, given such term in the applicable Award Certificate.  If not
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defined in either such document, the term “Good Reason” as used herein shall not apply to a particular Award.

 
(v)                                 “Grant Date” of an Award means the first date on which all necessary corporate action has been taken to approve the grant of the Award as

provided in the Plan, or such later date as is determined and specified as part of that authorization process.  Notice of the grant shall be
provided to the grantee within a reasonable time after the Grant Date.

 



(w)                               “Incentive Stock Option” means an Option that is intended to be an incentive stock option and meets the requirements of Section 422 of the
Code or any successor provision thereto.

 
(x)                                 “Independent Directors” means those members of the Board of Directors who qualify at any given time as (a) an “independent” director

under the applicable rules of each Exchange on which the Shares are listed, (b) a  “non-employee” director under Rule 16b-3 of the 1934
Act, and (c) an “outside” director under Section 162(m) of the Code.

 
(y)                                 “Non-Employee Director” means a director of the Company who is not a common law employee of the Company or an Affiliate.
 
(z)                                  “Nonstatutory Stock Option” means an Option that is not an Incentive Stock Option.
 
(aa)                          “Option” means a right granted to a Participant under Article 7 of the Plan to purchase Stock at a specified price during specified time

periods.  An Option may be either an Incentive Stock Option or a Nonstatutory Stock Option.
 
(bb)                          “Other Stock-Based Award” means a right, granted to a Participant under Article 13 that relates to or is valued by reference to Stock or

other Awards relating to Stock.
 
(cc)                            “Parent” means a corporation, limited liability company, partnership or other entity which owns or beneficially owns a majority of the

outstanding voting stock or voting power of the Company. Notwithstanding the above, with respect to an Incentive Stock Option, Parent
shall have the meaning set forth in Section 424(e) of the Code.

 
(dd)                          “Participant” means an Eligible Participant who has been granted an Award under the Plan; provided that in the case of the death of a

Participant, the term “Participant” refers to a beneficiary designated pursuant to Section 14.4 or the legal guardian or other legal
representative acting in a fiduciary capacity on behalf of the Participant under applicable state law and court supervision.

 
(ee)                            “Performance Award” means any award granted under the Plan pursuant to Article 10.
 
(ff)                              “Person” means any individual, entity or group, within the meaning of Section 3(a)(9) of the 1934 Act and as used in Section 13(d)(3) or

14(d)(2) of the 1934 Act.
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(gg)                            “Plan” means the Citi Trends, Inc. 2012 Incentive Plan, as amended from time to time.
 
(hh)                          “Prior Plans” means the Citi Trends, Inc. 2005 Long-Term Incentive Plan and the 1999 Allied Fashion Stock Option Plan, each as amended

from time to time.
 
(ii)                                  “Qualified Performance-Based Award” means an Award that is either (i) intended to qualify for the Section 162(m) Exemption and is made

subject to performance goals based on Qualified Business Criteria as set forth in Section 11.2, or (ii) an Option or SAR having an exercise
price equal to or greater than the Fair Market Value of the underlying Stock as of the Grant Date.

 
(jj)                                “Qualified Business Criteria” means one or more of the Business Criteria listed in Section 11.2 upon which performance goals for certain

Qualified Performance-Based Awards may be established by the Committee.
 
(kk)                          “Restricted Stock” means Stock granted to a Participant under Article 9 that is subject to certain restrictions and to risk of forfeiture.
 
(ll)                                  “Restricted Stock Unit” means the right granted to a Participant under Article 9 to receive shares of Stock (or the equivalent value in cash

or other property if the Committee so provides) in the future, which right is subject to certain restrictions and to risk of forfeiture.
 
(mm)                  “Section 162(m) Exemption” means the exemption from the limitation on deductibility imposed by Section 162(m) of the Code that is set

forth in Section 162(m)(4)(C) of the Code or any successor provision thereto.
 
(nn)                          “Shares” means shares of the Company’s Stock.  If there has been an adjustment or substitution pursuant to Article 15, the term “Shares”

shall also include any shares of stock or other securities that are substituted for Shares or into which Shares are adjusted pursuant to
Article 15.

 
(oo)                          “Stock” means the $0.01 par value common stock of the Company and such other securities of the Company as may be substituted for

Stock pursuant to Article 15.
 
(pp)                          “Stock Appreciation Right” or “SAR” means a right granted to a Participant under Article 8 to receive a payment equal to the difference

between the Fair Market Value of a Share as of the date of exercise of the SAR over the base price of the SAR, all as determined pursuant to
Article 8.

 
(qq)                          “Subsidiary” means any corporation, limited liability company, partnership or other entity, domestic or foreign, of which a majority of the

outstanding voting stock or voting power is beneficially owned directly or indirectly by the Company. Notwithstanding the above, with
respect to an Incentive Stock Option, Subsidiary shall have the meaning set forth in Section 424(f) of the Code.

 
(rr)                                “Voting Securities” means, with respect to the Company or any Subsidiary, any securities issued by the Company or such Subsidiary,

respectively, which
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generally entitle the holder thereof to vote for the election of directors of the Company.
 
(ss)                              “1933 Act” means the Securities Act of 1933, as amended from time to time.
 
(tt)                                “1934 Act” means the Securities Exchange Act of 1934, as amended from time to time.
 

ARTICLE 3
EFFECTIVE TERM OF PLAN

 
3.1.                            EFFECTIVE DATE.  The Plan will become effective on the date that it is approved by the Company’s stockholders (the “Effective Date”).

 
3.2.                            TERMINATION OF PLAN.  Unless earlier terminated as provided herein, the Plan shall continue in effect until the tenth anniversary of the

Effective Date or, if the stockholders approve an amendment to the Plan that increases the number of Shares subject to the Plan, the tenth anniversary of the
date of such approval.  The termination of the Plan on such date shall not affect the validity of any Award outstanding on the date of termination, which shall
continue to be governed by the applicable terms and conditions of the Plan.  Notwithstanding the foregoing, no Incentive Stock Options may be granted more
than ten (10) years after the Effective Date.
 

ARTICLE 4
ADMINISTRATION

 
4.1.                            COMMITTEE.  The Plan shall be administered by a Committee appointed by the Board (which Committee shall consist of at least two

directors) or, at the discretion of the Board from time to time, the Plan may be administered by the Board.  It is intended that at least two of the directors
appointed to serve on the Committee shall be Independent Directors and that any such members of the Committee who do not so qualify shall abstain from
participating in any decision to make or administer Awards that are made to Eligible Participants who at the time of consideration for such Award (i) are
persons subject to the short-swing profit rules of Section 16 of the 1934 Act, or (ii) are reasonably anticipated to become Covered Employees during the term
of the Award.  However, the mere fact that a Committee member shall fail to qualify as an Independent Director or shall fail to abstain from such action shall
not invalidate any Award made by the Committee which Award is otherwise validly made under the Plan.  The members of the Committee shall be appointed
by, and may be changed at any time and from time to time in the discretion of, the Board.  Unless and until changed by the Board, the Compensation
Committee of the Board is designated as the Committee to administer the Plan.  The Board may reserve to itself any or all of the authority and responsibility
of the Committee under the Plan or may act as administrator of the Plan for any and all purposes.  To the extent the Board has reserved any authority and
responsibility or during any time that the Board is acting as administrator of the Plan, it shall have all the powers and protections of the Committee hereunder,
and any reference herein to the Committee (other than in this Section 4.1) shall include the Board.  To the extent any action of the Board under the Plan
conflicts with actions taken by the Committee, the actions of the Board shall control.  Notwithstanding any of the foregoing, grants of Awards to Non-
Employee Directors under the Plan shall be made only in accordance with the terms, conditions and parameters of a plan, program or policy for the
compensation of Non-Employee Directors that is approved and administered by a committee of the Board consisting solely of Independent Directors.
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4.2.                            ACTION AND INTERPRETATIONS BY THE COMMITTEE.  For purposes of administering the Plan, the Committee may from time to

time adopt rules, regulations, guidelines and procedures for carrying out the provisions and purposes of the Plan and make such other determinations, not
inconsistent with the Plan, as the Committee may deem appropriate.  The Committee may correct any defect, supply any omission or reconcile any
inconsistency in the Plan or in any Award in the manner and to the extent it deems necessary to carry out the intent of the Plan.  The Committee’s
interpretation of the Plan, any Awards granted under the Plan, any Award Certificate and all decisions and determinations by the Committee with respect to
the Plan are final, binding, and conclusive on all parties.  Each member of the Committee is entitled to, in good faith, rely or act upon any report or other
information furnished to that member by any officer or other employee of the Company or any Affiliate, the Company’s or an Affiliate’s independent certified
public accountants, Company counsel or any executive compensation consultant or other professional retained by the Company or the Committee to assist in
the administration of the Plan.  No member of the Committee will be liable for any good faith determination, act or omission in connection with the Plan or
any Award.
 

4.3.                            AUTHORITY OF COMMITTEE.  Except as provided in Sections 4.1 and 4.5 hereof, the Committee has the exclusive power, authority and
discretion to:
 

(a)                                 Grant Awards;
 
(b)                                 Designate Participants;
 
(c)                                  Determine the type or types of Awards to be granted to each Participant;
 
(d)                                 Determine the number of Awards to be granted and the number of Shares or dollar amount to which an Award will relate;
 
(e)                                  Determine the terms and conditions of any Award granted under the Plan;
 
(f)                                   Prescribe the form of each Award Certificate, which need not be identical for each Participant;
 
(g)                                  Decide all other matters that must be determined in connection with an Award;
 
(h)                                 Establish, adopt or revise any rules, regulations, guidelines or procedures as it may deem necessary or advisable to administer the Plan;
 
(i)                                     Make all other decisions and determinations that may be required under the Plan or as the Committee deems necessary or advisable to

administer the Plan;
 
(j)                                    Amend the Plan or any Award Certificate as provided herein; provided that any such amendment shall not be effective unless it is in

writing; and
 



(k)                                 Adopt such modifications, procedures, and subplans as may be necessary or desirable to comply with provisions of the laws of the United
States or any non-U.S. jurisdictions in which the Company or any Affiliate may operate, in order to assure the viability of the benefits of
Awards granted to participants located in the United States or such other jurisdictions and to further the objectives of the Plan.
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Notwithstanding the foregoing, grants of Awards to Non-Employee Directors hereunder shall be made only in accordance with the terms, conditions and
parameters of a plan, program or policy for the compensation of Non-Employee Directors as in effect from time to time, and the Committee may not make
discretionary grants hereunder to Non-Employee Directors.
 

4.4.                            DELEGATION.
 

(a)                                 Administrative Duties.  The Committee may delegate to one or more of its members or to one or more officers of the Company or an
Affiliate or to one or more agents or advisors such administrative duties or powers as it may deem advisable, and the Committee or any
individuals to whom it has delegated duties or powers as aforesaid may employ one or more individuals to render advice with respect to any
responsibility the Committee or such individuals may have under this Plan.

 
(b)                                 Special Committee.  The Board may, by resolution or by specific delegation to the Compensation Committee, expressly delegate to a

special committee, consisting of one or more directors who may but need not be officers of the Company, the authority, within specified
parameters as to the number and terms of Awards, to (i) designate officers and/or employees of the Company or any of its Affiliates to be
recipients of Awards under the Plan, and (ii) to determine the number of such Awards to be received by any such Participants; provided,
however, that such delegation of duties and responsibilities to an officer of the Company may not be made with respect to the grant of
Awards to eligible participants (a) who are subject to Section 16(a) of the 1934 Act at the Grant Date, or (b) who as of the Grant Date are
reasonably anticipated to be become Covered Employees during the term of the Award.  The acts of such delegates shall be treated
hereunder as acts of the Board and such delegates shall report regularly to the Compensation Committee regarding the delegated duties and
responsibilities and any Awards so granted.

 
4.5.                            INDEMNIFICATION.  Each person who is or shall have been a member of the Committee, or of the Board, or an officer of the Company to

whom authority was delegated in accordance with this Article 4 shall be indemnified and held harmless by the Company against and from any loss, cost,
liability, or expense that may be imposed upon or reasonably incurred by him or her in connection with or resulting from any claim, action, suit, or proceeding
to which he or she may be a party or in which he or she may be involved by reason of any action taken or failure to act under the Plan and against and from
any and all amounts paid by him or her in settlement thereof, with the Company’s approval, or paid by him or her in satisfaction of any judgment in any such
action, suit, or proceeding against him or her, provided he or she shall give the Company an opportunity, at its own expense, to handle and defend the same
before he or she undertakes to handle and defend it on his or her own behalf, unless such loss, cost, liability, or expense is a result of his or her own willful
misconduct or except as expressly provided by statute.  The foregoing right of indemnification shall not be exclusive of any other rights of indemnification to
which such persons may be entitled under the Company’s articles of incorporation or bylaws, as a matter of law, or otherwise, or any power that the Company
may have to indemnify them or hold them harmless.
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ARTICLE 5

SHARES SUBJECT TO THE PLAN
 

5.1.                            NUMBER OF SHARES.  Subject to adjustment as provided in Section 15.1, the aggregate number of Shares reserved and available for
issuance pursuant to Awards granted under the Plan shall be 1,600,000, plus a number of additional Shares (not to exceed 300,000) underlying awards
outstanding as of the Effective Date under the Prior Plans that thereafter terminate or expire unexercised, or are cancelled, forfeited or lapse for any reason. 
From and after the Effective Date, no further awards shall be granted under the Prior Plans and the Prior Plans shall remain in effect only so long as awards
granted thereunder shall remain outstanding.  Subject to adjustment as provided in Section 15.1, the maximum number of Shares that may be issued upon
exercise of Incentive Stock Options granted under the Plan shall be 1,600,000.
 

5.2.                            SHARE COUNTING.  Shares covered by an Award shall be subtracted from the Plan share reserve as of the Grant Date, but shall be added
back to the Plan share reserve or otherwise treated in accordance with this Section 5.2.
 

(a)                                 To the extent that an Award is canceled, terminates, expires, is forfeited or lapses for any reason, any unissued or forfeited Shares subject to
the Award will be added back to the Plan share reserve and again be available for issuance pursuant to Awards granted under the Plan.

 
(b)                                 Shares subject to Awards settled in cash will be added back to the Plan share reserve and again be available for issuance pursuant to Awards

granted under the Plan.
 
(c)                                  Shares withheld or repurchased from an Award or delivered by a Participant to satisfy minimum tax withholding requirements will be added

back to the Plan share reserve and again be available for issuance pursuant to Awards granted under the Plan.
 
(d)                                 If the exercise price of an Option is satisfied in whole or in part by delivering Shares to the Company (by either actual delivery or

attestation), the number of Shares so tendered (by delivery or attestation) shall be added to the Plan share reserve and will be available for
issuance pursuant to Awards granted under the Plan.

 
(e)                                  To the extent that the full number of Shares subject to an Option or SAR is not issued upon exercise of the Option or SAR for any reason,

including by reason of net-settlement of the Award, the unissued Shares originally subject to the Award will be added back to the Plan share
reserve and again be available for issuance pursuant to other Awards granted under the Plan.

 
(f)                                   To the extent that the full number of Shares subject to a Full Value Award is not issued for any reason, including by reason of failure to

achieve maximum performance goals, the unissued Shares originally subject to the Award will be added back to the Plan share reserve and



again be available for issuance pursuant to Awards granted under the Plan.
 
(g)                                  Substitute Awards granted pursuant to Section 14.8 of the Plan shall not count against the Shares otherwise available for issuance under the

Plan under Section 5.1.
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(h)                                 Subject to applicable Exchange requirements, shares available under a stockholder-approved plan of a company acquired by the Company

(as appropriately adjusted to Shares to reflect the transaction) may be issued under the Plan pursuant to Awards granted to individuals who
were not employees of the Company or its Affiliates immediately before such transaction and will not count against the maximum share
limitation specified in Section 5.1.

 
5.3.                            STOCK DISTRIBUTED.  Any Stock distributed pursuant to an Award may consist, in whole or in part, of authorized and unissued Stock,

treasury Stock or Stock purchased on the open market.
 

5.4.                            LIMITATION ON AWARDS.  Notwithstanding any provision in the Plan to the contrary (but subject to adjustment as provided in
Article 15):

 
(a)                                 Options.  The maximum aggregate number of Shares subject to time-vesting Options granted under the Plan in any 12-month period to any

one Participant shall be 160,000.
 
(b)                                 SARs.  The maximum number of Shares subject to time-vesting Stock Appreciation Rights granted under the Plan in any 12-month period

to any one Participant shall be 160,000.
 
(c)                                  Performance Awards.  With respect to any one 12-month period (i) the maximum amount that may be paid to any one Participant for

Performance Awards payable in cash or property other than Shares shall be $2,500,000, and (ii) the maximum number of Shares that may be
paid to any one Participant for Performance Awards payable in Stock shall be the greater of 160,000 Shares or Shares having a Fair Market
Value of $2,500,000 as of the Grant Date of the Award.  For purposes of applying these limits in the case of multi-year performance periods,
the amount of cash or property or number of Shares deemed paid with respect to any one 12-month period is the total amount payable or
Shares earned for the performance period divided by the number of 12-month periods in the performance period.

 
5.5.                            MINIMUM VESTING REQUIREMENTS.  Except in the case of substitute Awards granted pursuant to Section 14.8, Full-Value Awards

granted under the Plan to an Eligible Participant shall either (i) be subject to a minimum vesting period of three years (which may include graduated vesting
within such three-year period), or one year if the vesting is based on performance criteria other than continued service, or (ii) be granted solely in exchange
for foregone cash compensation. Notwithstanding the foregoing, (i) the Committee may at its discretion permit and authorize acceleration of vesting of such
Full-Value Awards in the event of the Participant’s death, Disability, or retirement, or the occurrence of a Change in Control (subject to the requirements of
Article 11 in the case of Qualified Performance-Based Awards), (ii) the Committee may grant Full-Value Awards without the above-described minimum
vesting requirements, or may permit and authorize acceleration of vesting of Full-Value Awards otherwise subject to the above-described minimum vesting
requirements, with respect to Awards covering 10% or fewer of the aggregate number of Shares authorized under the Plan, and (iii) this Section 5.5 shall not
apply to Awards granted to Non-Employee Directors.
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ARTICLE 6

ELIGIBILITY
 

6.1.                            GENERAL.  Awards may be granted only to Eligible Participants.  Incentive Stock Options may be granted only to Eligible Participants
who are employees of the Company or a Parent or Subsidiary as defined in Section 424(e) and (f) of the Code.  Eligible Participants who are service providers
to an Affiliate may be granted Options or SARs under this Plan only if the Affiliate qualifies as an “eligible issuer of service recipient stock” within the
meaning of §1.409A-1(b)(5)(iii)(E) of the final regulations under Code Section 409A.
 

ARTICLE 7
STOCK OPTIONS

 
7.1.                            GENERAL.  The Committee is authorized to grant Options to Participants on the following terms and conditions:

 
(a)                                 Exercise Price.  The exercise price per Share under an Option shall be determined by the Committee, provided that the exercise price for

any Option (other than an Option issued as a substitute Award pursuant to Section 14.8) shall not be less than the Fair Market Value as of
the Grant Date.

 
(b)                                 Prohibition on Repricing.  Except as otherwise provided in Section 15.1, the exercise price of an Option may not be reduced, directly or

indirectly by cancellation and regrant or otherwise, without the prior approval of the stockholders of the Company.  In addition, the
Company may not, without the prior approval of stockholders of the Company, repurchase an Option for value from a Participant if the
current Fair Market Value of the Shares underlying the Option is lower than the exercise price per share of the Option.

 
(c)                                  Time and Conditions of Exercise.  The Committee shall determine the time or times at which an Option may be exercised in whole or in

part, subject to Section 7.1(e), and may include in the Award Certificate a provision that an Option that is otherwise exercisable and has an
exercise price that is less than the Fair Market Value of the Stock on the last day of its term will be automatically exercised on such final
date of the term by means of a “net exercise,” thus entitling the optionee to Shares equal to the intrinsic value of the Option on such exercise
date, less the number of Shares required for tax withholding.  The Committee shall also determine the performance or other conditions, if
any, that must be satisfied before all or part of an Option may be exercised or vested.

 



(d)                                 Payment.  The Committee shall determine the methods by which the exercise price of an Option may be paid, the form of payment, and the
methods by which Shares shall be delivered or deemed to be delivered to Participants.  As determined by the Committee at or after the
Grant Date, payment of the exercise price of an Option may be made, in whole or in part, in the form of (i) cash or cash equivalents,
(ii) delivery (by either actual delivery or attestation) of previously-acquired Shares based on the Fair Market Value of the Shares on the date
the Option is exercised, (iii) withholding of Shares from the Option based on the Fair Market Value of the Shares on the date the Option is
exercised, (iv) broker-assisted market sales, or (iv) any other “cashless exercise” arrangement.
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(e)                                  Exercise Term.  Except for Nonstatutory Options granted to Participants outside the United States, no Option granted under the Plan shall

be exercisable for more than ten years from the Grant Date.
 
(f)                                   No Deferral Feature.  No Option shall provide for any feature for the deferral of compensation other than the deferral of recognition of

income until the exercise or disposition of the Option.
 
(g)                                  No Dividend Equivalents.  No Option shall provide for Dividend Equivalents.
 
7.2.                            INCENTIVE STOCK OPTIONS.  The terms of any Incentive Stock Options granted under the Plan must comply with the requirements of

Section 422 of the Code.  Without limiting the foregoing, any Incentive Stock Option granted to a Participant who at the Grant Date owns more than 10% of
the voting power of all classes of shares of the Company must have an exercise price per Share of not less than 110% of the Fair Market Value per Share on
the Grant Date and an Option term of not more than five years.  If all of the requirements of Section 422 of the Code (including the above) are not met, the
Option shall automatically become a Nonstatutory Stock Option.

 
ARTICLE 8

STOCK APPRECIATION RIGHTS
 

8.1.                            GRANT OF STOCK APPRECIATION RIGHTS.  The Committee is authorized to grant Stock Appreciation Rights to Participants on the
following terms and conditions:
 

(a)                                 Right to Payment.  Upon the exercise of a SAR, the Participant has the right to receive, for each Share with respect to which the SAR is
being exercised, the excess, if any, of:

 
(1)                                 The Fair Market Value of one Share on the date of exercise; over
 
(2)                                 The base price of the SAR as determined by the Committee and set forth in the Award Certificate, which shall not be less than the

Fair Market Value of one Share on the Grant Date.
 

(b)                                 Prohibition on Repricing.  Except as otherwise provided in Section 15.1, the base price of a SAR may not be reduced, directly or indirectly
by cancellation and regrant or otherwise, without the prior approval of the stockholders of the Company.  In addition, the Company may
not, without the prior approval of stockholders of the Company, repurchase a SAR for value from a Participant if the current Fair Market
Value of the Shares underlying the SAR is lower than the base price per share of the SAR.

 
(c)                                  Time and Conditions of Exercise.  The Committee shall determine the time or times at which a SAR may be exercised in whole or in part,

and may include in the Award Certificate a provision that a SAR that is otherwise exercisable and has a base price that is less than the Fair
Market Value of the Stock on the last day of its term will be automatically exercised on such final date of the term, thus entitling the holder
to cash or Shares equal to the intrinsic value of the SAR on such exercise date, less the cash or number of Shares required for tax
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withholding.  Except for SARs granted to Participants outside the United States, no SAR shall be exercisable for more than ten years from
the Grant Date.

 
(d)                                 No Deferral Feature.  No SAR shall provide for any feature for the deferral of compensation other than the deferral of recognition of

income until the exercise or disposition of the SAR.
 
(e)                                  No Dividend Equivalents.  No SAR shall provide for Dividend Equivalents.
 
(f)                                   Other Terms.  All SARs shall be evidenced by an Award Certificate.  Subject to the limitations of this Article 8, the terms, methods of

exercise, methods of settlement, form of consideration payable in settlement (e.g., cash, Shares or other property), and any other terms and
conditions of the SAR shall be determined by the Committee at the time of the grant and shall be reflected in the Award Certificate.

 
ARTICLE 9

RESTRICTED STOCK AND STOCK UNITS
 

9.1.                            GRANT OF RESTRICTED STOCK AND STOCK UNITS.  The Committee is authorized to make Awards of Restricted Stock, Restricted
Stock Units or Deferred Stock Units to Participants in such amounts and subject to such terms and conditions as may be selected by the Committee.  An
Award of Restricted Stock, Restricted Stock Units or Deferred Stock Units shall be evidenced by an Award Certificate setting forth the terms, conditions, and
restrictions applicable to the Award.
 

9.2.                            ISSUANCE AND RESTRICTIONS.  Restricted Stock, Restricted Stock Units or Deferred Stock Units shall be subject to such restrictions
on transferability and other restrictions as the Committee may impose (including, for example, limitations on the right to vote Restricted Stock or the right to
receive dividends on the Restricted Stock).  These restrictions may lapse separately or in combination at such times, under such circumstances, in such



installments, upon the satisfaction of performance goals or otherwise, as the Committee determines at the time of the grant of the Award or thereafter.  Except
as otherwise provided in an Award Certificate or any special Plan document governing an Award, a Participant shall have none of the rights of a stockholder
with respect to Restricted Stock Units or Deferred Stock Units until such time as Shares of Stock are paid in settlement of such Awards.
 

9.3                               DIVIDENDS ON RESTRICTED STOCK.  In the case of Restricted Stock, the Committee may provide that ordinary cash dividends
declared on the Shares before they are vested (i) will be forfeited, (ii) will be deemed to have been reinvested in additional Shares or otherwise reinvested
(subject to Share availability under Section 5.1 hereof and subject to the same vesting provisions as provided for the host Award), or (iii) in the case of
Restricted Stock that is not subject to performance-based vesting, will be paid or distributed to the Participant as accrued (in which case, such dividends must
be paid or distributed no later than the 15th day of the 3rd month following the later of (A) the calendar year in which the corresponding dividends were paid
to stockholders, or (B) the first calendar year in which the Participant’s right to such dividends is no longer subject to a substantial risk of forfeiture).  Unless
otherwise provided by the Committee, dividends accrued on Shares of Restricted Stock before they are vested shall, as provided in the Award Certificate,
either (i) be reinvested in the form of additional Shares, which shall be subject to the same vesting provisions as provided for the host Award, or (ii) be
credited by the Company to an account for the Participant and accumulated without interest until the date
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upon which the host Award becomes vested, and any dividends accrued with respect to forfeited Restricted Stock will be reconveyed to the Company without
further consideration or any act or action by the Participant.
 

9.4.                            FORFEITURE.  Subject to the terms of the Award Certificate and except as otherwise determined by the Committee at the time of the grant
of the Award or thereafter, upon termination of Continuous Service during the applicable restriction period or upon failure to satisfy a performance goal
during the applicable restriction period, Restricted Stock or Restricted Stock Units that are at that time subject to restrictions shall be forfeited.
 

9.5.                            DELIVERY OF RESTRICTED STOCK.  Shares of Restricted Stock shall be delivered to the Participant at the Grant Date either by book-
entry registration or by delivering to the Participant, or a custodian or escrow agent (including, without limitation, the Company or one or more of its
employees) designated by the Committee, a stock certificate or certificates registered in the name of the Participant.  If physical certificates representing
shares of Restricted Stock are registered in the name of the Participant, such certificates must bear an appropriate legend referring to the terms, conditions,
and restrictions applicable to such Restricted Stock.
 

ARTICLE 10
PERFORMANCE AWARDS

 
10.1.                     GRANT OF PERFORMANCE AWARDS.  The Committee is authorized to grant any Award under this Plan, including cash-based Awards,

with performance-based vesting criteria, on such terms and conditions as may be selected by the Committee.  Any such Awards with performance-based
vesting criteria are referred to herein as Performance Awards. The Committee shall have the complete discretion to determine the number of Performance
Awards granted to each Participant, subject to Section 5.4, and to designate the provisions of such Performance Awards as provided in Section 4.3.  All
Performance Awards shall be evidenced by an Award Certificate or a written program established by the Committee, pursuant to which Performance Awards
are awarded under the Plan under uniform terms, conditions and restrictions set forth in such written program.
 

10.2.                     PERFORMANCE GOALS.  The Committee may establish performance goals for Performance Awards which may be based on any criteria
selected by the Committee.  Such performance goals may be described in terms of Company-wide objectives or in terms of objectives that relate to the
performance of the Participant, an Affiliate or a division, region, department or function within the Company or an Affiliate.  If the Committee determines
that a change in the business, operations, corporate structure or capital structure of the Company or the manner in which the Company or an Affiliate conducts
its business, or other events or circumstances render performance goals to be unsuitable, the Committee may modify such performance goals in whole or in
part, as the Committee deems appropriate.  If a Participant is promoted, demoted or transferred to a different business unit or function during a performance
period, the Committee may determine that the performance goals or performance period are no longer appropriate and may (i) adjust, change or eliminate the
performance goals or the applicable performance period as it deems appropriate to make such goals and period comparable to the initial goals and period, or
(ii) make a cash payment to the participant in an amount determined by the Committee.  The foregoing two sentences shall not apply with respect to a
Performance Award that is intended to be a Qualified Performance-Based Award if the recipient of such award (a) was a Covered Employee on the date of the
modification, adjustment, change or elimination of the performance goals or performance period, or (b) in the reasonable judgment of
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the Committee, may be a Covered Employee on the date the Performance Award is expected to be paid.
 

ARTICLE 11
QUALIFIED PERFORMANCE-BASED AWARDS

 
11.1.                     OPTIONS AND STOCK APPRECIATION RIGHTS.  The provisions of the Plan are intended to ensure that all Options and Stock

Appreciation Rights granted hereunder to any Covered Employee shall qualify for the Section 162(m) Exemption.
 

11.2.                     OTHER AWARDS.  When granting any other Award, the Committee may designate such Award as a Qualified Performance-Based Award,
based upon a determination that the recipient is or may be a Covered Employee with respect to such Award, and the Committee wishes such Award to qualify
for the Section 162(m) Exemption.  If an Award is so designated, the Committee shall establish performance goals for such Award within the time period
prescribed by Section 162(m) of the Code based on one or more of the following Qualified Business Criteria, which may be expressed in terms of Company-
wide objectives or in terms of objectives that relate to the performance of an Affiliate or a division, region, department or function within the Company or an
Affiliate:
 

·                  Revenue (premium revenue, total revenue or other revenue measures)
·                  Sales
·                  Profit (net profit, gross profit, operating profit, economic profit, profit margins or other corporate profit measures)
·                  Earnings (EBIT, EBITDA, earnings per share, or other corporate earnings measures)



·                  Net income (before or after taxes, operating income or other income measures)
·                  Cash (cash flow, cash generation or other cash measures)
·                  Stock price or performance
·                  Total stockholder return (stock price appreciation plus reinvested dividends divided by beginning share price)
·                  Economic value added
·                  Return measures (including, but not limited to, return on assets, capital, equity, investments or sales, and cash flow return on assets, capital,

equity, or sales)
·                  Market share or position
·                  Improvements in capital structure
·                  Expenses (expense management, expense ratio, expense efficiency ratios or other expense measures)
·                  Business expansion (acquisitions)
·                  Internal rate of return or increase in net present value
·                  Productivity measures
·                  Cost reduction measures
·                  Strategic plan development and implementation
 

Performance goals with respect to the foregoing Qualified Business Criteria may be specified in absolute terms, in percentages, or in terms of growth from
period to period or growth rates over time, as well as measured relative to the performance of a group of comparator companies, or a published or special
index, or a stock market index, that the Committee deems appropriate.  Any member of a comparator group or an index that ceases to exist during a
measurement period shall be disregarded for the entire measurement period.  Performance Goals need not be based upon an
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increase or positive result under a business criterion and could include, for example, the maintenance of the status quo or the limitation of economic losses
(measured, in each case, by reference to a specific business criterion).
 

11.3.                     PERFORMANCE GOALS.  Each Qualified Performance-Based Award (other than a market-priced Option or SAR) shall be earned, vested
and payable (as applicable) only upon the achievement of performance goals established by the Committee based upon one or more of the Qualified Business
Criteria, together with the satisfaction of any other conditions, such as continued employment, as the Committee may determine to be appropriate; provided,
however, that the Committee may provide, either in connection with the grant thereof or by amendment thereafter, that achievement of such performance
goals will be waived, in whole or in part, upon (i) the termination of employment of a Participant by reason of death or Disability, or (ii) the occurrence of a
Change in Control. Subject to the provisions of Section 5.5, performance periods established by the Committee for any such Qualified Performance-Based
Award may be as short as three months and may be any longer period.  In addition, the Committee has the right, in connection with the grant of a Qualified
Performance-Based Award, to exercise negative discretion to determine that the portion of such Award actually earned, vested and/or payable (as applicable)
shall be less than the portion that would be earned, vested and/or payable based solely upon application of the applicable performance goals.

 
11.4.                     INCLUSIONS AND EXCLUSIONS FROM PERFORMANCE CRITERIA.  The Committee may provide in any Qualified Performance-

Based Award, at the time the performance goals are established, that any evaluation of performance shall exclude or otherwise objectively adjust for any
specified circumstance or event that occurs during a performance period, including by way of example but without limitation the following: (a) asset write-
downs or impairment charges; (b) litigation or claim judgments or settlements; (c) the effect of changes in tax laws, accounting principles or other laws or
provisions affecting reported results; (d) accruals for reorganization and restructuring programs; (e) extraordinary nonrecurring items as described in then-
current accounting principles; (f) extraordinary nonrecurring items as described in management’s discussion and analysis of financial condition and results of
operations appearing in the Company’s annual report to stockholders for the applicable year; (g) acquisitions or divestitures; and (h) foreign exchange gains
and losses.  To the extent such inclusions or exclusions affect Awards to Covered Employees, they shall be prescribed in a form that meets the requirements of
Code Section 162(m) for deductibility.

 
11.5.                     CERTIFICATION OF PERFORMANCE GOALS.  Any payment of a Qualified Performance-Based Award granted with performance goals

pursuant to Section 11.3 above shall be conditioned on the written certification of the Committee in each case that the performance goals and any other
material conditions were satisfied.  Except as specifically provided in Section 11.3, no Qualified Performance-Based Award held by a Covered Employee or
by an employee who in the reasonable judgment of the Committee may be a Covered Employee on the date of payment, may be amended, nor may the
Committee exercise any discretionary authority it may otherwise have under the Plan with respect to a Qualified Performance-Based Award under the Plan, in
any manner to waive the achievement of the applicable performance goal based on Qualified Business Criteria or to increase the amount payable pursuant
thereto or the value thereof, or otherwise in a manner that would cause the Qualified Performance-Based Award to cease to qualify for the
Section 162(m) Exemption.

 
11.6.                     AWARD LIMITS.  Section 5.4 sets forth, with respect to any one 12-month period, (i) the maximum number of time-vesting Options or

SARs that may be granted to any one Participant, (ii) the maximum amount that may be paid to any one Participant for Performance
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Awards payable in cash or property other than Shares, and (iii) the maximum number of Shares that may be paid to any one Participant for Performance
Awards payable in Stock.

 
ARTICLE 12

DIVIDEND EQUIVALENTS
 

12.1.                     GRANT OF DIVIDEND EQUIVALENTS.  The Committee is authorized to grant Dividend Equivalents with respect to Full-Value Awards
granted hereunder, subject to such terms and conditions as may be selected by the Committee.  Dividend Equivalents shall entitle the Participant to receive
payments equal to ordinary cash dividends or distributions with respect to all or a portion of the number of Shares subject to a Full-Value Award, as
determined by the Committee.  Unless otherwise provided by the Committee, Dividend Equivalents accruing on unvested Full-Value Awards shall, as
provided in the Award Certificate, either (i) be reinvested in the form of additional Shares, which shall be subject to the same vesting provisions as provided
for the host Award, or (ii) be credited by the Company to an account for the Participant and accumulated without interest until the date upon which the host



Award becomes vested, and any Dividend Equivalents accrued with respect to forfeited Awards will be reconveyed to the Company without further
consideration or any act or action by the Participant.

 
ARTICLE 13

STOCK OR OTHER STOCK-BASED AWARDS
 

13.1.                     GRANT OF STOCK OR OTHER STOCK-BASED AWARDS.  The Committee is authorized, subject to limitations under applicable law,
to grant to Participants such other Awards that are payable in, valued in whole or in part by reference to, or otherwise based on or related to Shares, as deemed
by the Committee to be consistent with the purposes of the Plan, including without limitation, convertible or exchangeable debt securities, other rights
convertible or exchangeable into Shares, and Awards valued by reference to book value of Shares or the value of securities of or the performance of specified
Parents or Subsidiaries.  The Committee shall determine the terms and conditions of such Awards.
 

ARTICLE 14
PROVISIONS APPLICABLE TO AWARDS

 
14.1.                     AWARD CERTIFICATES.  Each Award shall be evidenced by an Award Certificate.  Each Award Certificate shall include such provisions,

not inconsistent with the Plan, as may be specified by the Committee.
 
14.2.                     FORM OF PAYMENT FOR AWARDS.  At the discretion of the Committee, payment of Awards may be made in cash, Stock, a

combination of cash and Stock, or any other form of property as the Committee shall determine.  In addition, payment of Awards may include such terms,
conditions, restrictions and/or limitations, if any, as the Committee deems appropriate, including, in the case of Awards paid in the form of Stock, restrictions
on transfer and forfeiture provisions.  Further, payment of Awards may be made in the form of a lump sum, or in installments, as determined by the
Committee.
 

14.3.                     LIMITS ON TRANSFER.  No right or interest of a Participant in any unexercised or restricted Award may be pledged, encumbered, or
hypothecated to or in favor of any party other than the Company or an Affiliate, or shall be subject to any lien, obligation, or liability of such Participant to
any other party other than the Company or an Affiliate.  No unexercised or restricted Award shall be assignable or transferable by a Participant other than by
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will or the laws of descent and distribution; provided, however, that the Committee may (but need not) permit other transfers (other than transfers for value)
where the Committee concludes that such transferability (i) does not result in accelerated taxation, (ii) does not cause any Option intended to be an Incentive
Stock Option to fail to be described in Code Section 422(b), and (iii) is otherwise appropriate and desirable, taking into account any factors deemed relevant,
including without limitation, state or federal tax or securities laws applicable to transferable Awards.
 

14.4.                     BENEFICIARIES.  Notwithstanding Section 14.3, a Participant may, in the manner determined by the Committee, designate a beneficiary
to exercise the rights of the Participant and to receive any distribution with respect to any Award upon the Participant’s death.  A beneficiary, legal guardian,
legal representative, or other person claiming any rights under the Plan is subject to all terms and conditions of the Plan and any Award Certificate applicable
to the Participant, except to the extent the Plan and Award Certificate otherwise provide, and to any additional restrictions deemed necessary or appropriate by
the Committee.  If no beneficiary has been designated or survives the Participant, any payment due to the Participant shall be made to the Participant’s estate. 
Subject to the foregoing, a beneficiary designation may be changed or revoked by a Participant, in the manner provided by the Company, at any time provided
the change or revocation is filed with the Committee.
 

14.5.                     STOCK TRADING RESTRICTIONS.  All Stock issuable under the Plan is subject to any stop-transfer orders and other restrictions as the
Committee deems necessary or advisable to comply with federal or state securities laws, rules and regulations and the rules of any national securities
exchange or automated quotation system on which the Stock is listed, quoted, or traded.  The Committee may place legends on any Stock certificate or issue
instructions to the transfer agent to reference restrictions applicable to the Stock.
 

14.6.                     ACCELERATION FOR OTHER REASONS.  Subject to Section 5.5 as to Full-Value Awards and Article 11 as to Qualified Performance-
Based Awards, the Committee may in its sole discretion at any time determine that, upon the termination of service of a Participant for any reason, or the
occurrence of a Change in Control, all or a portion of a Participant’s Options or SARs shall become fully or partially exercisable, that all or a part of the
restrictions on all or a portion of the Participant’s outstanding Awards shall lapse, and/or that any performance-based criteria with respect to any Awards held
by that Participant shall be deemed to be wholly or partially satisfied, in each case, as of such date as the Committee may, in its sole discretion, declare.  The
Committee may discriminate among Participants and among Awards granted to a Participant in exercising its discretion pursuant to this Section 14.6.
 

14.7.                     FORFEITURE EVENTS.  Awards under the Plan shall be subject to any compensation recoupment policy that the Company may adopt
from time to time that is applicable by its terms to the Participant.  In addition, the Committee may specify in an Award Certificate that the Participant’s
rights, payments and benefits with respect to an Award shall be subject to reduction, cancellation, forfeiture or recoupment upon the occurrence of certain
specified events, in addition to any otherwise applicable vesting or performance conditions of an Award.

 
14.8.                     SUBSTITUTE AWARDS.  The Committee may grant Awards under the Plan in substitution for stock and stock-based awards held by

employees of another entity who become employees of the Company or an Affiliate as a result of a merger or consolidation of the former employing entity
with the Company or an Affiliate or the acquisition by the Company or an Affiliate of property or stock of the former employing corporation.  The Committee
may direct
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that the substitute awards be granted on such terms and conditions as the Committee considers appropriate in the circumstances.

 
ARTICLE 15

CHANGES IN CAPITAL STRUCTURE
 



15.1.                     MANDATORY ADJUSTMENTS.  In the event of a nonreciprocal transaction between the Company and its stockholders that causes the
per-share value of the Stock to change (including, without limitation, any stock dividend, stock split, spin-off, rights offering, or large nonrecurring cash
dividend), the authorization limits under Section 5.1 and 5.4 shall be adjusted proportionately, and the Committee shall make such adjustments to the Plan and
Awards as it deems necessary, in its sole discretion, to prevent dilution or enlargement of rights immediately resulting from such transaction.  Action by the
Committee may include: (i) adjustment of the number and kind of shares that may be delivered under the Plan; (ii) adjustment of the number and kind of
shares subject to outstanding Awards; (iii) adjustment of the exercise price of outstanding Awards or the measure to be used to determine the amount of the
benefit payable on an Award; and (iv) any other adjustments that the Committee determines to be equitable.  Notwithstanding the foregoing, the Committee
shall not make any adjustments to outstanding Options or SARs that would constitute a modification or substitution of the stock right under Treas. Reg.
Sections 1.409A-1(b)(5)(v) that would be treated as the grant of a new stock right or change in the form of payment for purposes of Code Section 409A. 
Without limiting the foregoing, in the event of a subdivision of the outstanding Stock (stock-split), a declaration of a dividend payable in Shares, or a
combination or consolidation of the outstanding Stock into a lesser number of Shares, the authorization limits under Section 5.1 and 5.4 shall automatically be
adjusted proportionately, and the Shares then subject to each Award shall automatically, without the necessity for any additional action by the Committee, be
adjusted proportionately without any change in the aggregate purchase price therefor.
 

15.2                        DISCRETIONARY ADJUSTMENTS.  Upon the occurrence or in anticipation of any corporate event or transaction involving the Company
(including, without limitation, any merger, reorganization, recapitalization, combination or exchange of shares, or any transaction described in Section 15.1),
the Committee may, in its sole discretion, provide (i) that Awards will be settled in cash rather than Stock, (ii) that Awards will become immediately vested
and non-forfeitable and exercisable (in whole or in part) and will expire after a designated period of time to the extent not then exercised, (iii) that Awards
will be assumed by another party to a transaction or otherwise be equitably converted or substituted in connection with such transaction, (iv) that outstanding
Awards may be settled by payment in cash or cash equivalents equal to the excess of the Fair Market Value of the underlying Stock, as of a specified date
associated with the transaction, over the exercise or base price of the Award, (v) that performance targets and performance periods for Performance Awards
will be modified, consistent with Code Section 162(m) where applicable, or (vi) any combination of the foregoing.  The Committee’s determination need not
be uniform and may be different for different Participants whether or not such Participants are similarly situated.

 
15.3                        GENERAL.  Any discretionary adjustments made pursuant to this Article 15 shall be subject to the provisions of Section 16.2.  To the

extent that any adjustments made pursuant to this Article 15 cause Incentive Stock Options to cease to qualify as Incentive Stock Options, such Options shall
be deemed to be Nonstatutory Stock Options.
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ARTICLE 16

AMENDMENT, MODIFICATION AND TERMINATION
 

16.1.                     AMENDMENT, MODIFICATION AND TERMINATION.  The Board or the Committee may, at any time and from time to time, amend,
modify or terminate the Plan without stockholder approval; provided, however, that if an amendment to the Plan would, in the reasonable opinion of the
Board or the Committee, either (i) materially increase the number of Shares available under the Plan, (ii) expand the types of awards under the Plan,
(iii) materially expand the class of participants eligible to participate in the Plan, (iv) materially extend the term of the Plan, or (v) otherwise constitute a
material change requiring stockholder approval under applicable laws, policies or regulations or the applicable listing or other requirements of an Exchange,
then such amendment shall be subject to stockholder approval; and provided, further, that the Board or Committee may condition any other amendment or
modification on the approval of stockholders of the Company for any reason, including by reason of such approval being necessary or deemed advisable (i) to
comply with the listing or other requirements of an Exchange, or (ii) to satisfy any other tax, securities or other applicable laws, policies or regulations.
 

16.2.                     AWARDS PREVIOUSLY GRANTED.  At any time and from time to time, the Committee may amend, modify or terminate any
outstanding Award without approval of the Participant; provided, however:
 

(a)                                 Subject to the terms of the applicable Award Certificate, such amendment, modification or termination shall not, without the Participant’s
consent, reduce or diminish the value of such Award determined as if the Award had been exercised, vested, cashed in or otherwise settled
on the date of such amendment or termination (with the per-share value of an Option or SAR for this purpose being calculated as the excess,
if any, of the Fair Market Value as of the date of such amendment or termination over the exercise or base price of such Award);

 
(b)                                 The original term of an Option or SAR may not be extended without the prior approval of the stockholders of the Company;
 
(c)                                  Except as otherwise provided in Section 15.1, the exercise price of an Option or base price of a SAR may not be reduced, directly or

indirectly, without the prior approval of the stockholders of the Company; and
 
(d)                                 No termination, amendment, or modification of the Plan shall adversely affect any Award previously granted under the Plan, without the

written consent of the Participant affected thereby.  An outstanding Award shall not be deemed to be “adversely affected” by a Plan
amendment if such amendment would not reduce or diminish the value of such Award determined as if the Award had been exercised,
vested, cashed in or otherwise settled on the date of such amendment (with the per-share value of an Option or SAR for this purpose being
calculated as the excess, if any, of the Fair Market Value as of the date of such amendment over the exercise or base price of such Award).

 
16.3.                     COMPLIANCE AMENDMENTS.  Notwithstanding anything in the Plan or in any Award Certificate to the contrary, the Board may amend

the Plan or an Award Certificate, to take effect retroactively or otherwise, as deemed necessary or advisable for the purpose of conforming the Plan or Award
Certificate to any present or future law relating to plans of this or
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similar nature (including, but not limited to, Section 409A of the Code), and to the administrative regulations and rulings promulgated thereunder.  By
accepting an Award under this Plan, a Participant agrees to any amendment made pursuant to this Section 16.3 to any Award granted under the Plan without
further consideration or action.

 
ARTICLE 17



GENERAL PROVISIONS
 

17.1.                     RIGHTS OF PARTICIPANTS.
 

(a)                                 No Participant or any Eligible Participant shall have any claim to be granted any Award under the Plan.  Neither the Company, its Affiliates
nor the Committee is obligated to treat Participants or Eligible Participants uniformly, and determinations made under the Plan may be
made by the Committee selectively among Eligible Participants who receive, or are eligible to receive, Awards (whether or not such
Eligible Participants are similarly situated).

 
(b)                                 Nothing in the Plan, any Award Certificate or any other document or statement made with respect to the Plan, shall interfere with or limit in

any way the right of the Company or any Affiliate to terminate any Participant’s employment or status as an officer, or any Participant’s
service as a director or consultant, at any time, nor confer upon any Participant any right to continue as an employee, officer,  director or
consultant of the Company or any Affiliate, whether for the duration of a Participant’s Award or otherwise.

 
(c)                                  Neither an Award nor any benefits arising under this Plan shall constitute an employment contract with the Company or any Affiliate and,

accordingly, subject to Article 16, this Plan and the benefits hereunder may be terminated at any time in the sole and exclusive discretion of
the Committee without giving rise to any liability on the part of the Company or any of its Affiliates.

 
(d)                                 No Award gives a Participant any of the rights of a stockholder of the Company unless and until Shares are in fact issued to such person in

connection with such Award.
 
17.2.                     WITHHOLDING.  The Company or any Affiliate shall have the authority and the right to deduct or withhold, or require a Participant to

remit to the Company or such Affiliate, an amount sufficient to satisfy federal, state, and local taxes (including the Participant’s FICA obligation) required by
law to be withheld with respect to any exercise, lapse of restriction or other taxable event arising as a result of the Plan.  The obligations of the Company
under the Plan will be conditioned on such payment or arrangements and the Company or such Affiliate will, to the extent permitted by law, have the right to
deduct any such taxes from any payment of any kind otherwise due to the Participant.  Unless otherwise determined by the Committee at the time the Award
is granted or thereafter, any such withholding requirement may be satisfied, in whole or in part, by withholding from the Award Shares having a Fair Market
Value on the date of withholding equal to the minimum amount (and not any greater amount) required to be withheld for tax purposes, all in accordance with
such procedures as the Committee establishes.  All such elections shall be subject to any restrictions or limitations that the Committee, in its sole discretion,
deems appropriate.
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17.3.                     SPECIAL PROVISIONS RELATED TO SECTION 409A OF THE CODE.
 

(a)                                 General. It is intended that the payments and benefits provided under the Plan and any Award shall either be exempt from the application of,
or comply with, the requirements of Section 409A of the Code.  The Plan and all Award Certificates shall be construed in a manner that
affects such intent.  Nevertheless, the tax treatment of the benefits provided under the Plan or any Award is not warranted or guaranteed. 
Neither the Company, its Affiliates nor their respective directors, officers, employees or advisers (other than in his or her capacity as a
Participant) shall be held liable for any taxes, interest, penalties or other monetary amounts owed by any Participant or other taxpayer as a
result of the Plan or any Award.

 
(b)                                 Definitional Restrictions. Notwithstanding anything in the Plan or in any Award Certificate to the contrary, to the extent that any amount or

benefit that would constitute non-exempt “deferred compensation” for purposes of Section 409A of the Code (“Non-Exempt Deferred
Compensation”) would otherwise be payable or distributable, or a different form of payment (e.g., lump sum or installment) of such Non-
Exempt Deferred Compensation would be effected, under the Plan or any Award Certificate by reason of the occurrence of a Change in
Control, or the Participant’s Disability or separation from service, such Non-Exempt Deferred Compensation will not be payable or
distributable to the Participant, and/or such different form of payment will not be effected, by reason of such circumstance unless the
circumstances giving rise to such Change in Control, Disability or separation from service meet any description or definition of “change in
control event”, “disability” or “separation from service”, as the case may be, in Section 409A of the Code and applicable regulations
(without giving effect to any elective provisions that may be available under such definition).  This provision does not prohibit the vesting
of any Award upon a Change in Control, Disability or separation from service, however defined.  If this provision prevents the payment or
distribution of any amount or benefit, or the application of a different form of payment of any amount or benefit, such payment or
distribution shall be made at the time and in the form that would have applied absent the Change in Control, Disability or separation from
service as applicable.

 
(c)                                  Allocation among Possible Exemptions. If any one or more Awards granted under the Plan to a Participant could qualify for any separation

pay exemption described in Treas. Reg. Section 1.409A-1(b)(9), but such Awards in the aggregate exceed the dollar limit permitted for the
separation pay exemptions, the Company (acting through the Committee or the Head of Human Resources) shall determine which Awards
or portions thereof will be subject to such exemptions.

 
(d)                                 Six-Month Delay in Certain Circumstances. Notwithstanding anything in the Plan or in any Award Certificate to the contrary, if any amount

or benefit that would constitute Non-Exempt Deferred Compensation would otherwise be payable or distributable under this Plan or any
Award Certificate by reason of a Participant’s separation from service during a period in which the Participant is a Specified Employee (as
defined below), then, subject to any permissible acceleration of payment by the Committee under Treas. Reg. Section 1.409A-3(j)(4)
(ii) (domestic relations order), (j)(4)(iii) (conflicts of interest), or (j)(4)(vi) (payment of employment taxes):
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(i)                                     the amount of such Non-Exempt Deferred Compensation that would otherwise be payable during the six-month period

immediately following the Participant’s separation from service will be accumulated through and paid or provided on the first day



of the seventh month following the Participant’s separation from service (or, if the Participant dies during such period, within 30
days after the Participant’s death) (in either case, the “Required Delay Period”); and

 
(ii)                                  the normal payment or distribution schedule for any remaining payments or distributions will resume at the end of the Required

Delay Period.
 
For purposes of this Plan, the term “Specified Employee” has the meaning given such term in Code Section 409A and the final regulations
thereunder; provided, however, that, as permitted in such final regulations, the Company’s Specified Employees and its application of the
six-month delay rule of Code Section 409A(a)(2)(B)(i) shall be determined in accordance with rules adopted by the Board or any committee
of the Board, which shall be applied consistently with respect to all nonqualified deferred compensation arrangements of the Company,
including this Plan.
 

(e)                                  Installment Payments.  If, pursuant to an Award, a Participant is entitled to a series of installment payments, such Participant’s right to the
series of installment payments shall be treated as a right to a series of separate payments and not to a single payment.  For purposes of the
preceding sentence, the term “series of installment payments” has the meaning provided in Treas. Reg. Section 1.409A-2(b)(2)(iii) (or any
successor thereto).

 
(f)                                   Timing of Release of Claims.  Whenever an Award conditions a payment or benefit on the Participant’s execution and non-revocation of a

release of claims, such release must be executed and all revocation periods shall have expired within 60 days after the date of termination of
the Participant’s employment; failing which such payment or benefit shall be forfeited.  If such payment or benefit is exempt from
Section 409A of the Code, the Company may elect to make or commence payment at any time during such 60-day period.  If such payment
or benefit constitutes Non-Exempt Deferred Compensation, then, subject to subsection (c) above, (i) if such 60-day period begins and ends
in a single calendar year, the Company may make or commence payment at any time during such period at its discretion, and (ii) if such 60-
day period begins in one calendar year and ends in the next calendar year, the payment shall be made or commence during the second such
calendar year (or any later date specified for such payment under the applicable Award), even if such signing and non-revocation of the
release occur during the first such calendar year included within such 60-day period.  In other words, a Participant is not permitted to
influence the calendar year of payment based on the timing of signing the release.

 
(g)                                  Permitted Acceleration.  The Company shall have the sole authority to make any accelerated distribution permissible under Treas. Reg.

section 1.409A-3(j)(4) to Participants of deferred amounts, provided that such distribution(s) meets the requirements of Treas. Reg. section
1.409A-3(j)(4).
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17.4.                     UNFUNDED STATUS OF AWARDS.  The Plan is intended to be an “unfunded” plan for incentive and deferred compensation.  With

respect to any payments not yet made to a Participant pursuant to an Award, nothing contained in the Plan or any Award Certificate shall give the Participant
any rights that are greater than those of a general creditor of the Company or any Affiliate.  In its sole discretion, the Committee may authorize the creation of
grantor trusts or other arrangements to meet the obligations created under the Plan to deliver Shares or payments in lieu of Shares or with respect to Awards. 
This Plan is not intended to be subject to ERISA.

 
17.5.                     RELATIONSHIP TO OTHER BENEFITS.  No payment under the Plan shall be taken into account in determining any benefits under any

pension, retirement, savings, profit sharing, group insurance, welfare or benefit plan of the Company or any Affiliate unless provided otherwise in such other
plan.  Nothing contained in the Plan will prevent the Company from adopting other or additional compensation arrangements, subject to stockholder approval
if such approval is required; and such arrangements may be either generally applicable or applicable only in specific cases.
 

17.6.                     EXPENSES.  The expenses of administering the Plan shall be borne by the Company and its Affiliates.
 

17.7.                     TITLES AND HEADINGS.  The titles and headings of the Sections in the Plan are for convenience of reference only, and in the event of
any conflict, the text of the Plan, rather than such titles or headings, shall control.
 

17.8.                     GENDER AND NUMBER.  Except where otherwise indicated by the context, any masculine term used herein also shall include the
feminine; the plural shall include the singular and the singular shall include the plural.
 

17.9.                     FRACTIONAL SHARES.  No fractional Shares shall be issued and the Committee shall determine, in its discretion, whether cash shall be
given in lieu of fractional Shares or whether such fractional Shares shall be eliminated by rounding up or down.
 

17.10.              GOVERNMENT AND OTHER REGULATIONS.
 

(a)                                 Notwithstanding any other provision of the Plan, no Participant who acquires Shares pursuant to the Plan may, during any period of time
that such Participant is an affiliate of the Company (within the meaning of the rules and regulations of the Securities and Exchange
Commission under the 1933 Act), sell such Shares, unless such offer and sale is made (i) pursuant to an effective registration statement
under the 1933 Act, which is current and includes the Shares to be sold, or (ii) pursuant to an appropriate exemption from the registration
requirement of the 1933 Act, such as that set forth in Rule 144 promulgated under the 1933 Act.

 
(b)                                 Notwithstanding any other provision of the Plan, if at any time the Committee shall determine that the registration, listing or qualification of

the Shares covered by an Award upon any Exchange or under any foreign, federal, state or local law or practice, or the consent or approval
of any governmental regulatory body, is necessary or desirable as a condition of, or in connection with, the granting of such Award or the
purchase or receipt of Shares thereunder, no Shares may be purchased, delivered or received pursuant to such Award unless and until such
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registration, listing, qualification, consent or approval shall have been effected or obtained free of any condition not acceptable to the
Committee.  Any Participant receiving or purchasing Shares pursuant to an Award shall make such representations and agreements and
furnish such information as the Committee may request to assure compliance with the foregoing or any other applicable legal requirements. 
The Company shall not be required to issue or deliver any certificate or certificates for Shares under the Plan prior to the Committee’s
determination that all related requirements have been fulfilled.  The Company shall in no event be obligated to register any securities
pursuant to the 1933 Act or applicable state or foreign law or to take any other action in order to cause the issuance and delivery of such
certificates to comply with any such law, regulation or requirement.

 
17.11.              GOVERNING LAW.  To the extent not governed by federal law, the Plan and all Award Certificates shall be construed in accordance with

and governed by the laws of the State of Delaware.
 

17.12.              SEVERABILITY.  In the event that any provision of this Plan is found to be invalid or otherwise unenforceable under any applicable law,
such invalidity or unenforceability will not be construed as rendering any other provisions contained herein as invalid or unenforceable, and all such other
provisions will be given full force and effect to the same extent as though the invalid or unenforceable provision was not contained herein.
 

17.13.              NO LIMITATIONS ON RIGHTS OF COMPANY.  The grant of any Award shall not in any way affect the right or power of the Company
to make adjustments, reclassification or changes in its capital or business structure or to merge, consolidate, dissolve, liquidate, sell or transfer all or any part
of its business or assets.  The Plan shall not restrict the authority of the Company, for proper corporate purposes, to draft or assume awards, other than under
the Plan, to or with respect to any person.  If the Committee so directs, the Company may issue or transfer Shares to an Affiliate, for such lawful
consideration as the Committee may specify, upon the condition or understanding that the Affiliate will transfer such Shares to a Participant in accordance
with the terms of an Award granted to such Participant and specified by the Committee pursuant to the provisions of the Plan.

 
The foregoing is hereby acknowledged as being the Citi Trends, Inc. 2012 Incentive Plan as adopted by the Board on March 20, 2012 and by the

stockholders on May 23, 2012.
 

 

Citi Trends, Inc.
   
 

By: /s/ Bruce D. Smith
 

Its: Chief Financial Officer
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Exhibit 10.2
 

R E S T R I C T E D  S T O C K  A W A R D  A G R E E M E N T
 

Non-transferable
G R A N T  T O

 
(“Grantee”)

 
by Citi Trends, Inc. (the “Company”) of

______ shares of its common stock, $0.01 par value (the “Shares”)
 

pursuant to and subject to the provisions of the Citi Trends 2012 Incentive Plan (the “Plan”) and to the terms and conditions set forth on the following
page (the “Terms and Conditions”).  By accepting the Shares, Grantee shall be deemed to have agreed to the terms and conditions set forth in this Agreement
and the Plan.  Capitalized terms used herein and not otherwise defined shall have the meanings assigned to such terms in the Plan.
 

The Shares will vest (become non-forfeitable) in accordance with the following schedule:
 

Years of Employment
after Grant Date

 
Percent of Shares Vested

 

[·]
 

[·]%
 

[·]
 

[·]%
 

[·]
 

[·]%
 

[·]
 

[·]%
 

 
IN WITNESS WHEREOF, Citi Trends, Inc., acting by and through its duly authorized officers, has caused this Agreement to be duly executed.

 
CITI TRENDS, INC.

  

    
By:

  

Grant Date:
 

 

 
TERMS AND CONDITIONS
 
1. Restrictions. The Shares are subject to each of the following restrictions. “Restricted Shares” mean those Shares that are subject to the restrictions imposed
hereunder which restrictions have not then expired or terminated. Restricted Shares may not be sold, transferred, exchanged, assigned, pledged, hypothecated
or otherwise encumbered. If Grantee’s employment with the Company or any Subsidiary terminates for any reason, then Grantee shall forfeit all of Grantee’s
right, title and interest in and to the Restricted Shares as of the date of employment termination, and such Restricted Shares shall revert to the Company
immediately following the event of forfeiture. The restrictions imposed under this Section shall apply to all shares of the Company’s Stock or other securities
issued with respect to Restricted Shares hereunder in connection with any merger, reorganization, consolidation, recapitalization, stock dividend or other
change in corporate structure affecting the Stock of the Company.
 
2. Expiration and Termination of Restrictions. The restrictions imposed under Section 1 will expire on the earliest to occur of the following (the period prior
to such expiration being referred to herein as the “Restricted Period”):
 

(a)                     as to the percentages of the Shares specified on the cover page hereof, on the respective dates specified on the cover page hereof; provided Grantee
is then employed by the Company; or
 

(b)                     upon Grantee’s death or Disability, but only with respect to the number of Shares that would otherwise have vested within the 12 months
following the death or Disability based on Grantee’s continued employment with the Company; or
 

(c)                      upon a Change of Control of the Company.
 
3. Delivery of Shares. The Shares will be registered in the name of Grantee as of the Grant Date and may be held by the Company during the Restricted
Period in certificated or uncertificated form. If a certificate for Restricted Shares is issued during the Restricted Period with respect to such Shares, such
certificate shall be registered in the name of Grantee and shall bear a legend in substantially the following form (in addition to any legend required under
applicable state securities laws): “This certificate and the shares of stock represented hereby are subject to the terms and conditions (including forfeiture and
restrictions against transfer) contained in a Restricted Stock Agreement between the registered owner of the shares represented hereby and Citi Trends, Inc.
Release from such terms and conditions shall be made only in accordance with the provisions of such Agreement, copies of which are on file in the offices of
Citi Trends, Inc.”  Stock certificates for the Shares, without the first above legend, shall be delivered to Grantee or Grantee’s designee upon request of
Grantee after the expiration of the Restricted Period, but delivery may be postponed for such period as may be required for the Company with reasonable
diligence to comply, if deemed advisable by the Company, with registration requirements under the Securities Act of 1933, listing requirements under the
rules of any stock exchange, and requirements under any other law or regulation applicable to the issuance or transfer of the Shares.
 
4. Voting Rights. Grantee, as beneficial owner of the Shares, shall have full voting rights with respect to the Shares during and after the Restricted Period.
 
5. Dividend Rights.  Grantee shall accrue cash and non-cash dividends, if any, paid with respect to the Restricted Shares, but the payment of such dividends
shall be deferred and held (without interest) by the Company for the account of Grantee until the expiration of the Restricted Period.  During the Restricted
Period, such dividends shall be subject to the same vesting restrictions imposed under Section 1 as the Restricted Shares to which they relate.  Accrued
dividends deferred and held pursuant to the foregoing provision shall be paid by the Company to the Grantee promptly upon the expiration of the Restricted
Period (and in any event within 30 days of the date of such expiration).
 
6. No Right of Continued Employment. Nothing in this Agreement shall interfere with or limit in any way the right of the Company to terminate Grantee’s
employment at any time, nor confer upon Grantee any right to continue in the employ of the Company.



 
7. Payment of Taxes.
 

(a)                     Upon issuance of the Shares hereunder, Grantee may make an election to be taxed upon such award under Section 83(b) of the Internal Revenue
Code.  To effect such election, Grantee may file an appropriate election with Internal Revenue Service within thirty (30) days after award of the Shares and
otherwise in accordance with applicable Treasury Regulations.
 

(b)                     Grantee will, no later than the date as of which any amount related to the Shares first becomes includable in Grantee’s gross income for federal
income tax purposes, pay to the Company, or make other arrangements satisfactory to the Committee regarding payment of, any federal, state and local taxes
of any kind required by law to be withheld with respect to such amount, including without limitation the surrender of shares of Stock to the Company. The
obligations of the Company under this Agreement will be conditional on such payment or arrangements, and the Company will, to the extent permitted by
law, have the right to deduct any such taxes from the award or any payment of any kind otherwise due to Grantee.
 
8. Plan Controls. The terms contained in the Plan are incorporated into and made a part of this Agreement and this Agreement shall be governed by and
construed in accordance with the Plan. In the event of any actual or alleged conflict between the provisions of the Plan and the provisions of this Agreement,
the provisions of the Plan shall be controlling and determinative.
 
9.  Successors.  This Agreement shall be binding upon any successor of the Company, in accordance with the terms of this Agreement and the Plan.
 
10.  Severability.  If any one or more of the provisions contained in this Agreement is invalid, illegal or unenforceable, the other provisions of this Agreement
will be construed and enforced as if the invalid, illegal or unenforceable provision had never been included.
 
11. Notice. Notices and communications under this Agreement must be in writing and either personally delivered or sent by registered or certified United
States mail, return receipt requested, postage prepaid. Notices
 

 
to the Company must be addressed to Citi Trends, Inc., 104 Coleman Blvd. Savannah, GA 31408, Attn: Secretary, or any other address designated by the
Company in a written notice to Grantee. Notices to Grantee will be directed to the address of Grantee then currently on file with the Company, or at any other
address given by Grantee in a written notice to the Company.
 



Exhibit 10.3
 

R E S T R I C T E D  S T O C K  A W A R D  A G R E E M E N T
 

Non-transferable
G R A N T  T O

 
(“Grantee”)

 
by Citi Trends, Inc. (the “Company”) of

______ shares of its common stock, $0.01 par value (the “Shares”)
 

pursuant to and subject to the provisions of the Citi Trends 2012 Incentive Plan (the “Plan”) and to the terms and conditions set forth on the following
page (the “Terms and Conditions”).  By accepting the Shares, Grantee shall be deemed to have agreed to the terms and conditions set forth in this Agreement
and the Plan.  Capitalized terms used herein and not otherwise defined shall have the meanings assigned to such terms in the Plan.
 

The Shares will vest (become non-forfeitable) on the first anniversary of the Grant Date, provided that Grantee is a director of the Company as of
such date.
 

IN WITNESS WHEREOF, Citi Trends, Inc., acting by and through its duly authorized officers, has caused this Agreement to be duly executed.
 

CITI TRENDS, INC.
  

    
By:

  

Grant Date:
 

 

 
TERMS AND CONDITIONS
 
1. Restrictions. The Shares are subject to each of the following restrictions. “Restricted Shares” mean those Shares that are subject to the restrictions imposed
hereunder which restrictions have not then expired or terminated. Restricted Shares may not be sold, transferred, exchanged, assigned, pledged, hypothecated
or otherwise encumbered. If Grantee’s service as a director of the Company or any Subsidiary terminates for any reason, then Grantee shall forfeit all of
Grantee’s right, title and interest in and to the Restricted Shares as of the date of such termination, and such Restricted Shares shall revert to the Company
immediately following the event of forfeiture. The restrictions imposed under this Section shall apply to all shares of the Company’s Stock or other securities
issued with respect to Restricted Shares hereunder in connection with any merger, reorganization, consolidation, recapitalization, stock dividend or other
change in corporate structure affecting the Stock of the Company.
 
2. Expiration and Termination of Restrictions. The restrictions imposed under Section 1 will expire on the earliest to occur of the following (the period prior
to such expiration being referred to herein as the “Restricted Period”):
 

(a)                     on the first anniversary of the Grant Date; provided Grantee is then a member of the Board of Directors of the Company; or
 

(b)                     upon Grantee’s Disability or death, but only with respect to the number of Shares that would otherwise have vested within the 12 months
following the Disability or death based on Grantee’s continued service with the Company; or
 

(c)                      upon a Change of Control of the Company.
 
3. Delivery of Shares. The Shares will be registered in the name of Grantee as of the Grant Date and may be held by the Company during the Restricted
Period in certificated or uncertificated form. If a certificate for Restricted Shares is issued during the Restricted Period with respect to such Shares, such
certificate shall be registered in the name of Grantee and shall bear a legend in substantially the following form (in addition to any legend required under
applicable state securities laws): “This certificate and the shares of stock represented hereby are subject to the terms and conditions (including forfeiture and
restrictions against transfer) contained in a Restricted Stock Agreement between the registered owner of the shares represented hereby and Citi Trends, Inc.
Release from such terms and conditions shall be made only in accordance with the provisions of such Agreement, copies of which are on file in the offices of
Citi Trends, Inc.”  Stock certificates for the Shares, without the first above legend, shall be delivered to Grantee or Grantee’s designee upon request of
Grantee after the expiration of the Restricted Period, but delivery may be postponed for such period as may be required for the Company with reasonable
diligence to comply, if deemed advisable by the Company, with registration requirements under the Securities Act of 1933, listing requirements under the
rules of any stock exchange, and requirements under any other law or regulation applicable to the issuance or transfer of the Shares.
 
4. Voting Rights. Grantee, as beneficial owner of the Shares, shall have full voting rights with respect to the Shares during and after the Restricted Period.
 
5. Dividend Rights. Grantee shall accrue cash and non-cash dividends, if any, paid with respect to the Restricted Shares, but the payment of such dividends
shall be deferred and held (without interest) by the Company for the account of Grantee until the expiration of the Restricted Period.  During the Restricted
Period, such dividends shall be subject to the same vesting restrictions imposed under Section 1 as the Restricted Shares to which they relate.  Accrued
dividends deferred and held pursuant to the foregoing provision shall be paid by the Company to the Grantee promptly upon the expiration of the Restricted
Period (and in any event within 30 days of the date of such expiration).
 
6. Payment of Taxes.
 

(a)                     Upon issuance of the Shares hereunder, Grantee may make an election to be taxed upon such award under Section 83(b) of the Internal Revenue
Code.  To effect such election, Grantee may file an appropriate election with Internal Revenue Service within thirty (30) days after award of the Shares and
otherwise in accordance with applicable Treasury Regulations.
 

(b)                     Grantee will, no later than the date as of which any amount related to the Shares first becomes includable in Grantee’s gross income for federal
income tax purposes, pay to the Company, or make other arrangements satisfactory to the Committee regarding payment of, any federal, state and local taxes
of any kind required by law to be withheld with respect to such amount, including without limitation the surrender of shares of Stock to the Company. The



obligations of the Company under this Agreement will be conditional on such payment or arrangements, and the Company will, to the extent permitted by
law, have the right to deduct any such taxes from the award or any payment of any kind otherwise due to Grantee.
 
7. Plan Controls. The terms contained in the Plan are incorporated into and made a part of this Agreement and this Agreement shall be governed by and
construed in accordance with the Plan. In the event of any actual or alleged conflict between the provisions of the Plan and the provisions of this Agreement,
the provisions of the Plan shall be controlling and determinative.
 
8.  Successors.  This Agreement shall be binding upon any successor of the Company, in accordance with the terms of this Agreement and the Plan.
 
9.  Severability.  If any one or more of the provisions contained in this Agreement is invalid, illegal or unenforceable, the other provisions of this Agreement
will be construed and enforced as if the invalid, illegal or unenforceable provision had never been included.
 
10. Notice. Notices and communications under this Agreement must be in writing and either personally delivered or sent by registered or certified U.S. mail,
return receipt requested, postage prepaid. Notices to the Company must be addressed to Citi Trends, Inc., 104 Coleman Boulevard, Savannah, GA 31408,
Attn: Secretary, or any other address designated by the Company in a written notice to Grantee. Notices to

 

 
Grantee will be directed to the address of Grantee then currently on file with the Company, or at any other address given by Grantee in a written notice to the
Company.
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Exhibit 31.1
 

CERTIFICATION
 

I, R. Edward Anderson, certify that:
 

1.                                      I have reviewed this Quarterly Report on Form 10-Q for the period ended July 28, 2012 of Citi Trends, Inc.;
 
2.                                      Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 
3.                                      Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

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

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

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

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

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

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

 
c)                                      evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 
d)                                     disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth 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

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

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

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

 
b)                                     any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
 
 

Date: August 29, 2012
 

/s/ R. Edward Anderson
 

R. Edward Anderson
 

Chief Executive Officer
 

(Principal Executive Officer)
 

 



Exhibit 31.2
 

CERTIFICATION
 

I, Bruce D. Smith, certify that:
 

1.                                      I have reviewed this Quarterly Report on Form 10-Q for the period ended July 28, 2012 of Citi Trends, Inc.;
 
2.                                      Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 
3.                                      Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the

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

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

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

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

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

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

 
c)                                      evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 
d)                                     disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most

recent fiscal quarter (the registrant’s fourth 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

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

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

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

 
b)                                     any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal

control over financial reporting.
 
 

Date: August 29, 2012
 

/s/ Bruce D. Smith
 

Bruce D. Smith
 

Chief Financial Officer
 

(Principal Financial Officer)
 

 



Exhibit 32.1
 

Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. § 1350, as adopted).
 
I, R. Edward Anderson, Chief Executive Officer of Citi Trends, Inc.,
 
and
 
I, Bruce D. Smith, Chief Financial Officer of Citi Trends, Inc., certify that:
 
1. We have reviewed this quarterly report on Form 10-Q of Citi Trends, Inc. for the period ended July 28, 2012;
 
2. Based on our knowledge, this quarterly report fully complies with the requirements of Section 13(a) or Section 15(d) of the Securities Exchange Act of
1934, as amended; and
 
3. Based on our knowledge, the financial statements, and other information included in this quarterly report, fairly present in all material respects the financial
condition and results of operations of the registrant as of, and for, the periods presented in this quarterly report.

 
 

Date: August 29, 2012
 

  
 

/s/ R. Edward Anderson
 

R. Edward Anderson
 

Chief Executive Officer
 

(Principal Executive Officer)
  
Date: August 29, 2012

 

  
 

/s/ Bruce D. Smith
 

Bruce D. Smith
 

Chief Financial Officer
 

(Principal Financial Officer)
 
A signed original of this written statement required by Section 906 has been provided to Citi Trends, Inc. and will be retained by Citi Trends, Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.
 


