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FORM 10-0Q

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

[ X 1] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934.
For the quarterly period ended May 2, 1998.
OR

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

For the transition period from to

Commission file number 000-19288

FRED'S, INC.
(Exact name of registrant as specified in its charter)

Tennessee 62-0634010
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
4300 New Getwell Rd., Memphis, Tennessee 38118
(Address of principal executive offices) (zip code)

(901) 365-8880
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required
to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has Dbeen subject to such filing
requirements for the past 90 days. Yes X . No

The registrant had 11,909,006 shares of Class A voting, no par value common
stock outstanding as of June 8, 1998.
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Item 1. Financial Statements (unaudited)
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FRED'S, INC.
CONSOLIDATED BALANCE SHEETS
(unaudited)

(in thousands, except for number of shares)

May 2,
1998
ASSETS
Current assets:
Cash and cash equivalents .......c.iiiiiiiiiiiiinnnn.. S 159
Receivables, less allowance for doubtful
ACCOUNE S i ittt it et e e et e e ettt e ettt et 6,772
B 0V 0wl s I T 117,134
Deferred INCOME LAXES t v it ittt eeeeeeeeeeeeeeeeenenns 5,026
Other current asSsSel S vt ittt ittt ittt eeeeeeeeeean 1,085
Total CUrrent 8SSeLS it ittt ittt it ettt eeeeeeeeeean 130,176
Property and equipment, at depreciated cost .......... 56,288
Equipment under capital leases, less
accumulated amortization ...ttt e e e e 1,287
Deferred INCOME LaAXES i v ittt ittt it teeeeteeeeeeeenenns 3,038
Other noncurrent asSsSet s v ittt ittt ittt ettt e eennnn 3,925
$194,714
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
AccoUnts PAyable ..ttt ittt e e e e e e e $ 42,696
Current portion of capital lease obligations ....... 222
Accrued 11abilitde s vt vt ittt ittt ettt e e 12,939
Income taxes pavable ..... ..ttt 3,193
Total current liabilities ...t ittt it eeeeeeeeeenn 59,050
Capital lease o0bligationsS . ... iii it ite e eeenneenens 1,309
Other noncurrent liabilities ...iii ittt eeeneenn 1,553
Total liabilities ..v ittt ittt eeeeeeenenenn 61,912
Shareholders' equity:
Common stock, Class A voting, no par value,
11,899,514 shares issued and outstanding
(11,866,789 shares at January 31, 1998) .......... 66,143
Retained earningsS ... iii it ittt eeeeeeeeenenns 67,311
Deferred compensation on restricted
stock incentive plan ......iiiititi it (652)
Total shareholders' equity ......oiiiiiiinneeenn. 132,802
$194,714
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$ 5,303
7,086
115,021

5,441
1,005

133,856
53,099
1,352

3,284
3,816
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See accompanying notes to consolidated financial statements

FRED'S, INC.
CONSOLIDATED STATEMENTS OF INCOME
(unaudited)

(in thousands, except per share amounts)

Thirteen Weeks Ended

May 2,

1998
Net SALlES ittt ittt ittt ettt ettt ettt et e e S 144,156
Cost of goods s01ld ...t ii ittt et e eeeeeennn 103,989
Gross profit ... i e e 40,167

Selling, general and administrative

EXPEINSES t ettt et o taee ettt 34,165
Operating 1NCOmMEe . ...ttt tenneeeennnenns 6,002
Interest expense (income), net ................ 46
Income before income taxesS ...iiiiiieenennn.. 5,956
Provision for income taxXesS .....iiiiitnnennennn 2,204
Net INCOME ittt ettt et ettt ettt e e e S 3,752
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Net income per share:

See accompanying notes to consolidated financial statements

FRED'S, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

(in thousands)

Thirteen Weeks Ended

<TABLE>
<CAPTION>
May 2,
1998
<S> <C>

Cash flows from operating activities:
Net income S 3,752
Adjustments to reconcile net income
to net cash flows from operating

activities:

Depreciation and amortization 2,318
Deferred income taxes 661
Amortization of deferred compensation on

restricted stock incentive plan 60

(Increase) decrease 1n assets:
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Receivables
Inventories
Other current assets

Increase

(decrease)

Accounts payable
Accrued liabilities

Income taxes payable

Other noncurrent liabilities

in liabilities:

Net cash provided by operating activities

Cash flows from investing activities:
Additions to property and equipment
Additions to intangible assets

Net cash used in investing activities

Cash flows from financing activities:
Reduction of capital lease
obligations
Proceeds from exercise of options
Cash dividends paid

Net cash used in financing activities

Increase

(decrease)

in cash and cash equivalents

Beginning of period cash and cash equivalents

End of period cash and cash equivalents

Supplemental disclosures of cash flow information

Interest paid

Income taxes paid

</TABLE>

(earned)

FRED'S, INC.

See accompanying notes to consolidated financial statements

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 1: BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements of Fred's, Inc.
("Fred's" or the "Company") have been prepared 1in accordance with the
instructions to Form 10-Q and therefore do not include all information and notes
necessary for a fair presentation of financial position, results of operations
and cash flows in conformity with generally accepted accounting principles. The
statements do reflect all adjustments (consisting of only normal recurring
accruals) which are, in the opinion of management, necessary for a fair
presentation of financial position in conformity with generally accepted
accounting principles. The statements should be read in conjunction with the
Notes to the Consolidated Financial Statements for the fiscal year ended January
31, 1998 incorporated into the Company's Annual Report on Form 10-K.

The results of operations for the thirteen week period ended May 2, 1998 are not
necessarily indicative of the results to be expected for the full fiscal year.

NOTE 2: NET INCOME PER SHARE

Basic income per share is based on the weighted average number of common shares
outstanding, and diluted net income per share is based on the weighted average

number of common shares and common equivalent shares outstanding. See Exhibit
11.

_6_
Item 2. Management's Discussion and Analysis of Financial

Condition and Results of Operations

GENERAL

The Private Securities Litigation Reform Act of 1995 ("the Act") provides a safe
harbor for forward-looking statements made by or on behalf of the Company.
Certain statements contained in Management's Discussion and Analysis and in

other Company filings are forward-looking statements. These statements discuss
among other things, expected growth, future revenues, future cash flows and
future performance. The forward looking statements are subject to risks and

uncertainties including but not limited to competitive pressures, inflation,
consumer debt levels, currency exchange fluctuations, trade restrictions,
changes in tariff and freight rates, capital market conditions, and other risks
indicated in the Company's filings with the Securities and Exchange Commission.
Actual results may materially differ from anticipated results described in these
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statements.

Fred's operates 268 discount general merchandise stores and Xpress units in ten
states in the southeastern United States. One hundred and fifty-two of the
stores have full service pharmacies.

Fred's business is subject to seasonal influences, but the Company has tended to
experience less seasonal fluctuation than many other retailers due to the
Company's mix of everyday basic merchandise and pharmacy business. The fourth
quarter 1is typically the most profitable quarter Dbecause it includes the
Christmas selling season. The overall strength of the fourth quarter is
partially mitigated, however, by the inclusion of the month of January, which is
generally the least profitable month of the year.

The impact of inflation on labor and occupancy costs can significantly affect
Fred's operations. Many of Fred's employees are paid hourly rates related to the
federal minimum wage and, accordingly, any increase affects Fred's. In addition,
payroll taxes, employee benefits and other employee-related costs continue to

increase. Occupancy costs, 1including rent, maintenance, taxes and insurance,
also continue to rise. Fred's Dbelieves that maintaining adequate operating
margins through a combination of price adjustments and cost controls, careful

evaluation of occupancy needs, and efficient purchasing practices is the most
effective tool for coping with increasing costs and expenses.

RESULTS OF OPERATIONS

Thirteen Weeks Ended May 2, 1998 and May 3, 1997

Net sales increased from $112.7 million in 1997 to $144.2 million in 1998,

an 1increase of $31.5 million or 27.9%. The increase was attributable to
comparable store sales increases of 6.9% ($7.1 million) and sales by stores not
yet included as comparable stores ($24.3 million). Wholesale sales to

franchisees and independents increased $.1 million in 1998.

Gross profit increased from 27.6% of sales in 1997 to 27.9% in 1998, ©primarily
due to strong quarterly sales performances 1in our pharmacy and softlines
categories. Another factor in the higher gross margin was an increase in the
proportion of retail sales, which carry higher margins than wholesale sales.

Selling, general and administrative expenses increased from $26.8 million in
1997 to $34.2 million in 1998. As a percentage of sales, expenses decreased from
23.8% to 23.7%. The improvement 1n comparable store sales for the quarter
contributed to a higher leveraging of expenses and, therefore, an improved
expense ratio. Additional labor and supply costs associated with seven new store
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openings and the remodeling and upgrading of 29 other locations offset most of
the first quarter expense ratio improvement.

LIQUIDITY AND CAPITAL RESOURCES

Due to the seasonality of Fred's Dbusiness and the continued increase in the
number of stores and pharmacies, inventories are generally lower at year-end
than at each quarter-end of the following year.

Cash flow provided by operating activities netted $827,000 during the thirteen
week period ended May 2, 1998. Cash was primarily used to increase inventories
$2,113,000 and to decrease trade vendors by $6,742,000. These cash outlays were
financed primarily from net income $3,752,000 and higher 1levels of accrued
liabilities of $1,122,000.

Cash used in investing activities totaled ($5,551,000), and was primarily
used for progress payments related to automation and modernization of the
Company's distribution center ($1,900,000), and for store and pharmacy upgrades,
remodels and openings completed in the first quarter of 1998 ($3,278,000).

Cash used in financing activities totaled ($420,000) which was primarily
used to pay cash dividends and reduce indebtedness.

IMPACT OF RECENT ACCOUNTING STANDARDS

In June 1997, the Financial Accounting Standards Board ("FASB") issued Statement
of Financial Accounting Standards ("SFAS") No. 131, "Disclosure about Segments
of an Enterprise and Related Information". SFAS No. 131 revises the current
requirements for reporting business segments by redefining such segments as the
way management desegregates the business for purposes of making operating
decisions and allocating internal resources. SFAS No. 131 is effective for
fiscal years beginning after December 15, 1997, and although management believes
that SFAS No. 131 will not impact the Company's presentation, the Company has
adopted SFAS No. 131 in fiscal 1998.

In February 1998, the FASB issued SFAS No. 132, "Employers Disclosures about
Pensions and Other Postretirement Benefits". SFAS No. 132 standardizes the
disclosure requirements for pensions and other postretirement benefits. The
statement is effective for fiscal years beginning after December 15, 1997 and
has been adopted by the Company in fiscal 1998.

The Company has a $12,000,000 revolving credit commitment available from a
bank. At May 2, 1998, no borrowings have been made under the revolving credit
agreement, and the renewal term of the agreement has been extended to August 1,
1998.

On May 5, 1998, the Company finalized a $12,000,000 term loan agreement
with a bank. The agreement provides the Company with up to $12,000,000 to
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finance the automation and modernization of the Company's distribution center
and corporate facilities. The loan bears interest at 6.82% and requires interest
only payments during the initial six-month draw period and then monthly payments
sufficient to amortize the loan over 84 months. There were no borrowings
outstanding under the agreement at May 2, 1998.

The Company believes that sufficient capital resources are available in both the
short-term and long-term through currently available cash and cash generated

from future operations and, 1f necessary, the ability to obtain additional
financing.

PART IT. OTHER INFORMATION
Item 1. Legal Proceedings
Not Applicable.
Item 2. Changes in Securities
Not Applicable.
Item 3. Defaults Upon Senior Securities
Not Applicable.
Item 4. Submission of Matters to a Vote of Securities Holders
Not Applicable.
Item 5. Other Information

Not Applicable.

Item 6. Exhibits and Reports on Form 8-K
Exhibits:
Exhibit 10.16 - Term Loan Agreement between Fred's Inc.
and Union Planters National Bank dated as of May 5,
1998.
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Exhibit 11 - Computation of Net Income Per Share

Exhibit 27 - Financial Data Schedule (Edgar Filing
only)

Reports on Form 8-K:

Not Applicable.

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.

FRED'S, INC.

/s/ Michael J. Hayes

Michael J. Hayes
Date: June 10, 1998 Chief Executive Officer

/s/ Richard B. Witaszak

Richard B. Witaszak
Date: June 10, 1998 Chief Financial Officer
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TERM LOAN AGREEMENT Exhibit 10.16

This Term Loan Agreement is entered into as of the 5th day of May, 1998,
by and between UNION PLANTERS BANK, NATIONAL ASSOCIATION, a national Dbanking
association, whose address is 6200 Poplar Avenue, HQ4, Memphis, Tennessee, 38119
Attn: Commercial Lending (herein "Lender" or "Bank"), and FRED'S, INC., a
Tennessee corporation, whose address 1is 4300 New Getwell Road, Memphis,
Tennessee 38118 (herein "Borrower").

WITNESSETH

WHEREAS, Borrower has requested that Lender make the loan described below;
and

WHEREAS, Lender is willing to lend funds to Borrower on the terms and
conditions hereinafter set forth;

NOW, THEREFORE, 1in consideration of the premises and of other good and
valuable consideration, the adequacy and receipt of which are hereby
acknowledged, the parties hereto hereby agree as follows:

1. DEFINITIONS

1.1 Definitions. 1In addition to terms defined elsewhere in this Agreement,
the following terms shall have the meanings indicated, which meanings shall be
equally applicable to both the singular and plural forms of such terms:

"Advance" shall mean the drawing down by Borrower of loans from Lender on
any given Advance Date.

"Advance Date" shall mean the date as of which an Advance 1s consummated.

"Affiliate" of any Person shall mean any other Person which, directly or
indirectly, controls, or is controlled by, or is under common control with, such
Person. For purposes of this definition, "control" of any Person shall mean the
power, directly or indirectly, either to (i) vote 10% or more of the securities
having ordinary voting power for the election of directors of such Person or
(ii) direct the management and policies of such Person, whether by contract or
otherwise. The term "Affiliate" shall include, without limitation, any
partnership of which the Borrower, or any Affiliate of the Borrower is a general
partner or is a limited partner with more than a ten percent (10%) interest.

"Borrowing Limit" shall mean the Commitment.
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"Business Day" shall mean a day on which commercial banks are required to
be open for business in Memphis, Tennessee.

"Commitment" shall mean Twelve Million Dollars ($12,000,000.00).

"Debt" means, with respect to any Person, considered on a consolidated
basis, all indebtedness and other similar monetary obligations of such Person,
including all obligations of such Person under capital leases.

"Debt Service" shall mean all amounts payable or to be paid during the 12
months following any date of measurement, with respect to all Debt, including
without limitation, payments on capital leases, maturities of capital leases,
and maturities of other Debt during such period, and including without
limitation, all interest, fees and expenses with respect to all of the
foregoing.

"Default" shall mean any event which, with the lapse of time, the giving of
notice, or both, would become an Event of Default hereunder.

"EBITDA" means consolidated ©Net Income plus interest expense, taxes,
depreciation and amortization, all calculated on a consolidated Dbasis in

accordance with generally accepted accounting principals consistently applied.

"Event of Default" shall have the meaning defined in Section 8.1.

"Indebtedness" shall mean, for any Person, considered on a consolidated
basis, (a) all indebtedness or other obligations of such Person for borrowed
money or for the deferred purchase price of property or services, (b) all

indebtedness or other obligations of any other Person the payment or collection
of which such Person has guaranteed (except by reason of endorsement for
collection in the ordinary course of Dbusiness) or in respect of which such
Person is liable, contingently or otherwise, including without limitation liable
by way of agreement to purchase, to provide funds for payment, to supply funds
to or otherwise to invest in such other Person, or other wise to assure a
creditor against loss, (c) all indebtedness or other obligations of any other
Person for borrowed money or for the deferred purchase price of property or
services secured by (or for which the holder of such indebtedness has an
existing right, contingent or otherwise, to be secured by) any mortgage, deed of
trust, pledge, lien, security interest or other charge or encumbrance upon or in
property (including without limitation accounts and contract rights) owned by
such Person, whether or not such Person has assumed or become liable for the
payment of such indebtedness or obligations, and (d) capitalized 1lease
obligations of such Person.

"Interest Rate" shall mean a per annum rate as set forth in the Note.
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"Lien" shall mean any interest in Property securing an obligation owed to,
or a claim by, a person or entity other than the owner of the Property, whether
such interest is based on the common law, statute, or contract, and including,
but not limited to, the lien or security interest arising from

a mortgage, encumbrance, pledge, security agreement, conditional sale, or trust
receipt, or a lease, consignment, or bailment for security purposes.

"Loan Documents" shall mean each of this Agreement, the Note, the Negative
Pledge Agreement and each other document or instrument executed by the Borrower
or any Affiliate in favor of the Lender in connection with the transaction
contemplated hereby.

"Negative Pledge Agreement" shall mean the Negative Pledge Agreement
executed 1in counterparts by Borrower in favor of Lender and dated as of even
date herewith.

"Maturity Date" shall mean November 1, 2005, unless accelerated earlier
pursuant to the terms of this Agreement.

"Net Income" of the Borrower and its Subsidiaries for any period shall mean
the net income, determined in accordance with generally accepted accounting
principles, consistently applied, on a consolidated basis, but in any event by
deducting from the amount of its gross income for such period all operating
expenses and other proper charges to income for such period, including (without
in any respect limiting the generality of the foregoing) interest on all
outstanding Indebtedness, amortization of debt discount and expense,
amortization of all other deferred charges properly sub ject to amortization,
provisions for all taxes 1including taxes Dbased on or measured by income,
provisions for all contingency reserves whether general or special, made in
accordance with gen erally accepted accounting principles (but, to the extent
that any such provision is subsequently determined to have been unnecessary and
is reversed on the books of such Person, the amount thereof (less the amount of
taxes, 1f any, with respect thereto) may be included in computations of "Net
Income" subsequently made for the period in which such provision was created),
and provisions for depreciation, retirements and obsolescence in accordance with
generally accepted accounting principles and in amounts not less than those
actually deducted on the books of such Person, provided, however, that profits
realized or losses sustained from the sale or other disposition of capital
assets shall be excluded and the deduction for income taxes shall be determined
as though such profits had not been realized and such losses had not been
sustained.
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"Note" shall mean the Promissory Note in the amount of the Commitment made
by the Bor rower in connection with the transactions contemplated hereby.

"Obligations" include, without limitation, any and all liabilities, debts,
and obligations of the Borrower to the Lender, of each and every kind, nature
and description, under this Agreement, under any other Loan Document or under
any other agreement Dbetween the Borrower and the Lender. "Obligations" also
includes, without limitation, any and all obligations of the Borrower to act or
to refrain from acting in accordance with the terms, provisions, and covenants
of this Agreement or of any other agreement between the Borrower and the Lender
or any other instrument furnished by the Borrower to the Lender. The Lender's
books and records shall be prima facie evidence of the amount of the Borrower's
indebtedness to the Lender hereunder.

3
"Partial Affiliates™ shall mean any Affiliates of Borrower which are not
wholly owned and controlled by Borrower.
"Person" shall mean any natural person, corporation, unincorporated

organization, trust, joint-stock company, joint venture, association, company,
partnership or government, or any agency or political subdivision of any
government, or any other form of entity.

"Property" means the property described on Exhibit "A" attached hereto, and
all improvements and fixtures thereon and all appurtenances thereto.

"Subsidiary" means (i) any corporation of which more than fifty percent
(50%) of the issued and outstanding Voting Stock is owned or controlled at the
time as of which any determination 1is being made directly or indirectly by any
Person; or (ii) any limited 1liability company, partnership or limited
partnership of which more than fifty percent (50%) of the interests therein is
owned or controlled at the time as of which any determination is being made,
directly or indirectly by any Person.

"Tangible Net Worth" of the Borrower shall mean "assets" of the Borrower

and its Subsidiaries on a consolidated Dbasis less total "liabilities"™ of the
Borrower and its Subsidiaries on a consolidated basis. There shall be excluded
therefrom all intangible assets, including, but without limitation,
organizational expenses, patents, trademarks, copyrights, goodwill, covenants
not to compete, research and development costs, training costs, treasury stock
and all unamortized debt discount, all deferred income taxes and all deferred
charges. "Tangible Net Worth," "assets" and "liabilities" shall be computed in
accordance with generally accepted accounting principles, consistently applied,

except that shareholder notes receivable shall be excluded.
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"Voting Stock" means securities of any class of a corporation, the holders
of which are ordinarily, in the absence of contingencies, entitled to elect a
majority of the corporate directors (or persons performing similar functions).

1.2 Accounting Terms. Accounting terms not specifically defined in this
Agreement shall have the meanings given to them under accounting principles and
practices generally accepted in the United States, applied on a basis consistent
with prior periods.

1.3 Other Definitional Provisions. The words "hereof", "herein" and
"hereunder", and words of similar import when used in this Agreement shall refer
to this Agreement as a whole and not any particular provision of this Agreement.
Any Section, Exhibit or Schedule references are to this Agreement unless
otherwise specified.

2. AMOUNTS AND TERMS OF THE ADVANCES

2.1 The Loan. The Bank agrees, upon terms and conditions of this Agreement,
to make Advances from time to time to Borrower during the period from the date
hereof to the Maturity Date in an aggregate outstanding amount not to exceed at
any time the Commitment.

2.2 Making the Loan. FEach Advance shall be made on written notice given by
the Borrower to the Bank two Business Days prior to the date upon which the
Advance is to be made.

2.3 Funding of Term Loan. Upon fulfillment of the conditions set forth in
Article 4 hereof, the Lender shall on each Advance Date make available to the
Borrower the amount of the requested Advance (provided that the aggregate amount
of all Advances made to date plus the new Advance does not exceed the
Commitment), by transfer of immediately available funds to an account maintained
by the Borrower with the Lender. The Advances made by the Lender from time to
time to the Borrower under this Agreement shall be made against, evidenced by
and repaid with interest thereon in accordance with the Note of the Borrower.
Amounts repaid may not be reborrowed.

2.4 Interest. Interest shall accrue on the outstanding balance of all
Advances made pursuant to the Loan at the rate of interest set forth in the

Note.

2.5 Non-Use Fee. As additional consideration for Bank's commitment to make

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

the Loan hereunder and reservation of monies to fund the Loan, Borrower shall
pay to Bank monthly, with respect to the immediately prior calendar month, a
monthly fee (the "Non-Use Fee"), calculated on an annualized basis with respect
to the unadvanced part of the Loan. The Non-Use Fee shall only be payable with
respect to periods prior to the Conversion Date. If the Unadvanced Portion (as
defined below) of the Loan, is less than or equal to $6,000,000.00, the monthly
Non-Use Fee is ten (10) basis points multiplied by the Unadvanced Portion; if
the Unadvanced Portion 1is greater than $6,000,000.00 but less than
$9,000,000.00, then the monthly Non-Use Fee is fifteen (15) Dbasis points
multiplied by the Unadvanced Portion; and if the Unadvanced Portion is greater
than or equal to $9,000,000.00, the monthly Non-Use Fee is twenty (20) basis
points multiplied by the Unadvanced Portion.

In no event shall the Non-Use Fee exceed the amount permitted pursuant by
applicable law, when taken together with all interest and charges, and in the
event the same shall be received in excess of the amount approved by applicable
law, it shall be applied to payment of principal and other sums due under the
Loan rather than to such fee.

The term "Unadvanced Portion" means the average daily difference between
the Commitment and the aggregate of all Advances outstanding on each day. All
Non-Use Fees shall be paid at maturity, however such maturity may occur, in the
event not previously paid as scheduled above.

2.6 Repayment Terms. Interest and principal shall be payable as set forth
in the Note. On the Maturity Date the Borrower shall repay all principal
advances together with interest thereon.

3. SECURITY

As security for the Indebtedness of Borrower to Lender hereunder, Borrower
will and hereby grants and conveys to Lender:

3.1 Negative Pledge. Borrower for good and valuable consideration grants to
Lender a negative pledge as set forth in the Negative Pledge Agreement with
respect to the Property, and any other documents reasonably required by Bank to
evidence the negative ©pledge, recorded at Lender's discretion in counties and
states where the Property is located. The Negative Pledge Agreement sets forth a
list of exceptions describing wvarious matters not covered by the Negative
Pledge.
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4. CONDITIONS TO ADVANCE

The Lender shall not be obligated to make any Advance to the Borrower
hereunder unless the following conditions have been satisfied, in the reasonable
opinion of Lender and its counsel:

4.1 Each Advance. The obligation of the Lender to make each Advance
hereunder 1s subject to the conditions of Section 4.2 below, and to the
following conditions precedent, each of which shall have been met or performed
on or before the Advance Date in form and substance satisfactory to Lender:

(a) No Default. No Default or Event of Default shall have occurred and be
continuing or will occur upon the making of the Advance.

(b) Correctness of Representations. The representations and warranties made
by the Borrower 1in this Agreement shall be with the same force and effect as
though such rep resentations and warranties had been made on and as of the
Advance Date.

(c) Notice of Advance. The Borrower shall have delivered to the Lender the
notice of advance provided for in Section 2.2 hereof.

(d) No Litigation; Certain Other Conditions. There shall be no suit or
proceeding pending or threatened before any court or by or Dbefore any
governmental or regulatory autho rity, commission, Dbureau or agency or public
regulatory body which suit, if determined adversely to the Borrower, might have
a material adverse effect on the financial condition or Dbusiness of the
Borrower, on a consolidated basis.

(e) No Material Adverse Change. There shall have been no material adverse
change in the financial condition, business or prospects of the Borrower,
considered on a consolidated Dbasis, since the date of the initial pre-closing
Financial Statements dated November 1, 1997. There shall have been no material
adverse change 1in the financial condition, business or prospects of the
Borrower, considered on a consolidated basis, since the date of the then most
recently submitted Financial Statements.

(f) Compliance Certificate. Borrower shall have furnished to Lender a
compliance certificate duly executed by its chief financial officer or Treasurer
(the "Compliance Certificate™) dated the Advance Date, in the form attached

hereto as Exhibit "B", to the effect that each of the conditions set forth in
this Section 4.1 has been met as of such date.
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4.2 Initial Advance. The obligation of the Lender to make the initial
Advance hereunder is subject to the following additional conditions precedent,
each of which shall have been met or performed Dby the date of such initial
Advance:

(a) Note and Other Loan Documents. The Note, Compliance Certificate,
Negative Pledge Agreement 1in multiple counterparts, and the other Loan
Documents, each duly executed by the Borrower and otherwise completed, shall
have been delivered to the Lender.

(b) Opinion of Counsel. The Lender shall have received from independent
counsel to the Borrower a legal opinion in substantially the form attached
hereto as Exhibit "C".

(c) Certificate of Existence. The Borrower shall have delivered to the
Lender a Certificate of Existence from the State in which it is incorporated or
authorized to do business.

(d) Evidence of Insurance. The Borrower shall have submitted to the Lender
evidence that it maintains insurance conforming to the requirements of Article 6
hereof.

(e) Filing; Other Perfection. The Lender's Negative Pledge Agreement shall
have been duly recorded or filed in counterparts in the manner and places
elected by Lender with respect to the Property of Borrower, and all taxes, fees
and other charges in connection with the execution, delivery and filing of such
statements or forms with respect thereto shall have been duly paid by the
Borrower.

(f) Checklist Items. Without limitation, Borrower agrees to provide all
items shown on the closing checklist attached as Exhibit "D" in form and
substance satisfactory to Lender on or before Loan closing, except the items
marked as "post-closing" shall be provided within the number of days after the
date hereof which are specified on the checklist.

(g) Lender's Fee. The Borrower shall have paid Lender's up-front fee of
Eighteen Thousand and No/100 Dollars ($18,000.00) and Lender's reasonable
closing costs and reasonable attorney fees.

5. REPRESENTATIONS AND WARRANTIES OF THE BORROWER

In order to induce the Lender to enter into this Agreement and to make the
loans provided for herein, the Borrower makes the following representations and
warranties to the Lender, all of which shall survive the execution and delivery

of this Agreement and the ©Note. The representations and warranties are
continuing and are deemed made and remade as of each day so long as any
obligations remain due under the Loan Documents. As of each such day, the

following are and will remain true and correct:

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

5.1 Corporate Existence and Power. The Borrower and its Subsidiaries each
is a corporation duly incorporated, wvalidly existing under the laws of the
jurisdiction of its incorporation and duly qualified or licensed to transact
business 1in all places where the nature of the properties owned by it or the
business conducted by it makes such qualification necessary or where the failure
to be so qualified or licensed might have a material adverse effect upon the
financial condition, Dbusiness or properties of the Borrower, considered on a
consolidated basis.

5.2 Subsidiaries. Fred's Stores of Tennessee, Inc., Fred's Capital
Management, Inc., and Fred's Real Estate and Equipment Management Corporation
are wholly-owned subsidiaries of Borrower.

5.3 Corporate Authority. The execution, delivery and performance of this
Agreement, the borrowing hereunder and the execution of the Note and the other
Loan Documents executed pursuant hereto have been authorized by all requisite
corporate action of Borrower. Neither the authorization, execution, delivery,
nor performance Dby the Borrower of this Agreement or of any other Loan
Documents, nor the performance of the transactions contemplated hereby or
thereby will violate any provision of the corporate charter or by-laws of the
Borrower, and none of the foregoing do or will with the passage of time or the
giving of notice, result in a breach of, or result in a default or require any
consent under or result in the creation of any additional 1lien, charge or
encumbrance upon any property or assets of the Borrower pursuant to, any
instrument or agreement to which the Borrower 1is a party or by which the
Borrower or its respective properties may be bound or affected.

5.4 Financial Condition. The consolidated Dbalance sheet of the Borrower
dated as of February 1, 1997 (the "Balance Sheet"), and statements of income,
changes in financial ©position and shareholders' equity of the Borrower for the
fiscal period ending on that date, including any related

notes, certified by the independent certified public accountant, pursuant to
their audit of the financial records of the Borrower (collectively, the
"Financial Statements"), and the unaudited financial statements dated as of
November 1, 1997, all of which were heretofore furnished to the Lender, are (and
each furnished in the future will be) true, correct and complete and fairly
present the financial condition of the Borrower as of the date of such
statements; provided that such Financial Statements do not reflect the recent
acquisition of seventeen (17) stores. Other than as reflected in such financial
statements, the Borrower has no direct or contingent obligations or liabilities
which are or would be material to the financial condition of the Borrower, nor
any material unrealized or unanticipated losses from any commitment of the
Borrower. Such financial statements have been prepared in accordance with
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generally accepted accounting principles consistently applied throughout the
periods 1involved. Since the date of the original, pre-closing Financial
Statements, there has been no material adverse change in the business or assets,
or in the <condition or ©prospects, financial or otherwise, of the Borrower,
considered on a consolidated basis, from that set forth in the Financial
Statements. Since the date of the most recently submitted Financial Statements,
there has been no material adverse change in the business or assets, or in the
condition or prospects, financial or otherwise, of the Borrower, considered on a
consolidated basis, from that set forth in the most recently submitted Financial
Statements.

5.5 Pending Litigation. There are no suits or proceedings pending, or to
the knowledge of the Borrower, threatened, before any court or by or before any
governmental or regulatory author ity, commission, bureau or agency or public
regulatory body against or affecting the Borrower or any of its Subsidiaries, or
any of the rights or assets or businesses of Borrower or any of its
Subsidiaries, which if adversely determined might have a material adverse effect
on the financial condition or Dbusiness of the Borrower or any of its
Subsidiaries, considered on a consolidated basis.

5.6 Payment of Taxes. The Borrower and its Subsidiaries each has properly
prepared and filed or caused to be properly prepared and filed all federal,
state and local tax returns which are required to be filed and have paid all
taxes shown thereon to be due. No extensions of any statute of limitations are
in effect with respect to any tax liability of the Borrower or any of its
Subsidiaries.

5.7 Certain Agreements. Borrower is not, and Borrower's Subsidiaries are
not, a party to any agreement or instrument or subject to any court order or
governmental decree adversely affecting any of their business properties or

assets, operations or condition (financial or otherwise) 1in any material
respect.
5.8 Authorization, Etc. All authorizations, consents, approvals and

licenses required under the corporate charter or by-laws of the Borrower and its
Subsidiaries or under applicable law or regulation for the ownership or
operation of the property owned or operated by the Borrower and its Subsidiaries
or the conduct of any business or activity conducted by the Borrower and its
Subsidiaries have been duly issued and are in full force and effect, and the
Borrower and its Subsidiaries each is not in default, nor has any event occurred
which with the passage of time or the giving of notice, or both, would
constitute a default under any of the terms or provisions thereof, or under any
order, decree, ruling, regulation or other decision or instrument of any
governmental
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commission, Dbureau or other administrative agency or public regulatory body
having jurisdiction over the Borrower and its Subsidiaries, which default might
have a material adverse effect on the financial condition or Dbusiness of
Borrower, considered on a consolidated basis. ©No approval, consent or
authorization of or filing or registration with any governmental commission,
bureau or other regulatory authority or agency is required with respect to the
execution, delivery or performance of any of the Loan Documents.

5.9 Use of Loan. The proceeds of the Advances shall be used exclusively for
the purpose of warehouse modernization and to meet the needs of Borrower's
ordinary course of business.

5.10 No Violation. The execution, delivery and performance by Borrower of
the Loan Documents does not and will not result in the breach of or constitute a
default, which default materially affects the financial condition of the
Borrower, considered on a consolidated Dbasis, under any indenture or loan or
credit agreement or any other agreement in effect as of the date hereof or any
lease or instrument to which the Borrower or its Subsidiaries 1is a party or by
which it or its properties may be bound or affected, and do not and will not
violate any provision of law or regula tion applicable to the Borrower or its
Subsidiaries, or any writ, order or decree of any court or governmental or
regulatory authority or agency applicable to the Borrower or its Subsidiaries.
Borrower or its Subsidiaries 1is not in default (and neither has there occurred
any event which with the passage of time or the giving of notice would become a
default), which default materially affects the financial condition of the
Borrower, considered on a consolidated basis, in the performance, observance or
fulfillment of any of the obligations, covenants or conditions contained in any
agreement or instrument to which the Borrower or its Subsidiaries is a party, or
any law, regulation, decree or order.

5.11 Binding Effect. Each of the Loan Documents constitutes the legal,
valid and binding obligation of the Borrower, enforceable against the Borrower
in accordance with its respective terms.

5.12 No Indebtedness to Partial Affiliates. Either (a) Borrower has no
Partial Affiliates, or (b) if Borrower has any Partial Affiliates, then Borrower
has no Indebtedness to any of its Partial Affiliates.

5.13 Location of Chief Executive Office. Borrower's and its Subsidiaries
chief executive office and principal place of business are located at the
Borrower's address stated at the end of this Agreement. Borrower covenants to

notify Lender in writing of any change in the facts set forth in this Section or
in the name of Borrower or its Subsidiaries thirty (30) days prior to any such
change, and such notice shall refer to this Section.

5.14 Location of Records and Property. Borrower's headquarters and primary
warehouse are located on the Property. The records pertaining to the Property
are located at the address stated at the end of this Agreement. The Property of
Borrower is located at the address stated at the end of this Agreement. Borrower
shall keep the Property and the records pertaining thereto in and at the herein
described locations and shall provide Lender not less than thirty (30) days
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prior written notice

of any changes in or additions to the locations where the Property and/or
records pertaining thereto are used, kept, stored or maintained.

5.15 Ownership of Property; No Liens. Borrower is the sole owner of the
Property which is now carried on its books and reflected on its Financial
Statements, and has valid leasehold interests in its Property which it purports
to lease. The Property is free from all Liens, other than Liens permitted by the
exceptions set forth in the Negative Pledge Agreement.

5.16 Indebtedness. As of the date of execution hereof, the outstanding
Indebtedness of Borrower does not exceed $6,700,000.00 in the aggregate.

5.17 Accuracy of Information. All information furnished to the Lender by
the Borrower for purposes of this Agreement or any Loan document or any
transaction contemplated hereby or thereby is, and all such information
hereinafter furnished will be, true and accurate on the date furnished and will
not omit any material fact necessary to make such information not misleading at
such time.

6. AFFIRMATIVE COVENANTS OF THE BORROWER

Borrower covenants and agrees that from the date of execution of this
Agreement and until the payment in full of the principal of and interest upon
the Note and all other Obligations.

6.1 Reporting Requirements. The Borrower will, unless the Lender shall
otherwise consent in writing, furnish to the Lender:

(a) A company prepared consolidated quarterly balance sheet and income
statement together with year to date summaries within forty-five (45) days of
the end of each quarter, or as soon as the information is reasonably available.

(b) Audited annual financial statements, including balance sheets and
income statements, ©prepared by a certified public accounting firm of national
recognition, within ninety (90) days of the end of each fiscal year.

(c) Promptly after the commencement thereof, notice of all actions, suits
and proceedings of the type described in Section 4.1(d) Dbefore any court or
governmental department, commission, Dboard, bureau, agency or instrumentality,
domestic or foreign, affecting the Borrower;
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(d) As soon as possible and in any event within ten days after the
occurrence of each Default or Event of Default, the statement of the chief
financial officer or Treasurer of the Borrower setting forth details of such
Default or Event of Default and action which the Company proposes to take with
respect thereto; and
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(e) As soon as possible and in any event within ten days after the
occurrence thereof, notice as to any other event which with the passage of time,
the giving of notice or otherwise, might result in a material adverse change in
the financial condition, business or prospects of the Borrower, considered on a
consolidated basis;

(f) Such other information respecting the Dbusiness, properties or the
condition or operations, financial or otherwise, o0f the Borrower or any of its
Affiliates as the Lender may from time to time reasonably request.

6.2 Loan Proceeds. The Borrower will use the proceeds of the Advances only
for the purposes set forth in this Agreement, and will furnish the Lender with
all evidence that it may rea sonably require with respect to such use.

6.3 Maintenance of Business and Properties; Insurance. Borrower and its
Subsidiaries will continue to engage in all of their businesses of the same
general nature as the business engaged in by Borrower and its Subsidiaries
during the present and preceding fiscal year; at all times maintain, preserve
and protect all of their material franchises and trade names and preserve all
Borrower's and its Subsidiaries tangible property used or useful in the conduct
of their business and keep the same in good repair, working order and condition,
ordinary wear and tear excepted, and from time to time make all needful and
proper repairs, renewals, replacements, betterments, and improvements thereto so
that the business carried on in connection therewith may be conducted properly
and advantageously at all times. Borrower and its Subsidiaries shall continue
all of their current operations in their names, and Borrower shall not commence
any operation or Dbusiness in competition with the current operations and
businesses of Borrower and its Subsidiaries. Borrower shall maintain or cause to
be maintained hazard insurance covering all such tangible real or personal
property in such amounts, written on such companies and in such forms as are

reasonably satisfactory to the Lender. Borrower shall also maintain adequate
liability insurance in such amounts, written on such companies and in such form
as 1s reasonably satisfactory to Lender. The Borrower shall, at the request of

Lender, furnish to Lender copies of all such insurance policies and certificates
evidencing such insurance coverage.

6.4 Financial Covenants of Borrower. The Borrower and Borrower's
Subsidiaries on a consolidated basis shall, wuntil payment in full of all
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indebtedness, maintain the following financial position and ratios in accordance
with generally accepted accounting principles, consistently applied, measured at
the end of each fiscal quarter.

(a) Consolidated Tangible Net Worth. The consolidated Tangible Net Worth
shall not be less than $100,000,000.00.

(b) Net Income. Net Income together with depreciation and amortization
shall equal at least two percent (2%) of revenue measured dquarterly on a
trailing four fiscal quarter basis.
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(c) EBITDA to Debt Service. The ratio of EBITDA to Debt Service shall be
equal to or greater than 2.00 to 1.00, with EBITDA measured quarterly on a
trailing four fiscal quarter basis.

6.5 No Advances to Partial Affiliates. Without the written consent of
Lender, Borrower shall not advance funds to any Partial Affiliate of Borrower.
No Indebtedness shall be permitted to exist to Borrower from any Partial
Affiliate of Borrower without Lender's written consent.

6.6 Schedules of Advances. Borrower shall deliver to Lender at the end of
each fiscal gquarter during the term of this Agreement schedules 1listing all
advances and Indebtedness from Borrower to any Partial Affiliates of Borrower.

6.7 Borrower Compliance Certificates. Borrower shall deliver to Lender at
the end of each fiscal quarter during the term of this Agreement a Compliance
Certificate signed by the Chief Financial Officer or Treasurer of Borrower in
substantially the form of Exhibit "B" to this Agreement.

6.8 Payment of Taxes. Borrower and its Subsidiaries will pay and discharge
all taxes, assessments, and governmental charges or levies imposed upon Borrower
or upon its income or profits, or upon any other properties belonging to
Borrower and its Subsidiaries, prior to the date on which penalties attach
thereto, and all lawful claims which, if unpaid, might become a lien or charge
upon any properties of the Borrower and its Subsidiaries.

6.9 Compliance with Laws, etc. Borrower and its Subsidiaries will comply
with the requirements of all applicable laws, rules, regulations and orders of
any governmental authority, noncompliance with which might have a material
adverse effect on the business, operation or credit of Borrower, considered on a
consolidated basis.

6.10 Books and Records. Borrower and its Subsidiaries shall keep true and
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correct records and books of account, in which entries will Dbe made in
accordance with generally accepted accounting principles consistently applied,
reflecting all financial transactions. Lender or its representatives shall be
afforded reasonable access to and the right to examine and copy any such books
and records at any time during normal Dbusiness hours and the right to inspect
the Borrower's and its Subsidiaries premises and business operations of Borrower
and 1its Subsidiaries. If Lender retains a third party to conduct such
examination, then Borrower shall pay the reasonable expenses of the third party.

6.11 Further Assurances. Borrower shall execute, at Borrower's expense, all
notices and other instruments and make all filings and recordings that the
Lender shall reasonably request in order to assure that the Lender at all times
holds duly executed, delivered, filed and recorded Negative Pledge Agreements of
first priority in the Property.
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7. NEGATIVE COVENANTS OF THE BORROWER

Borrower covenants and agrees that from the date of execution of this
Agreement and until the payment in full of the principal of and interest upon
the Note, the Borrower will not, without the prior written consent of the
Lender:

7.1 Liens. Create or grant any Lien upon or with respect to any of the
Property, except in favor of Lender and except as permitted by the exceptions
set forth in the Negative Pledge Agreement.

7.2 Indebtedness to Partial Affiliates. Create, incur, or assume any
additional Indebtedness to any Partial Affiliates.

7.3 Lease Obligations. Create, incur, or permit any leases or agreements to
lease the Property, except as permitted by the exceptions set forth in the
Negative Pledge Agreement.

7.4 Assumptions, Guaranties, Etc., of Indebtedness of Other Persons.
Assume, guarantee, endorse or otherwise become directly or contingently liable
in connection with any Indebtedness of any Person, except: (1) guaranties by
endorsement of negotiable instruments for deposit or collection or similar
transactions in the ordinary course of business; or (ii) indemnities executed in
connection with the recent acquisition of 17 stores; or (iii) any other
guaranties of the Borrower and its Subsidiaries incurred in the ordinary course
of business but not to exceed $1,000,000.00 in the aggregate.
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7.5 Mergers, Etc. Merge or consolidate with, or sell, assign, lease or
otherwise dispose of (whether in one transaction or in a series of transactions)
all or substantially all of its assets (whether now owned or hereafter acquired)
to, any Person.

7.6 Sales, Etc., of Assets. Sell, assign, lease or otherwise dispose of any
part of the Property, except in favor of Lender and except as permitted by the
exceptions set forth in the Negative Pledge Agreement.

7.7 Loans or Advances to or Investments in Other Persons. Make any loan or
advance to any Person, except loans to employees up to an aggregate of
$1,000,000.00, or purchase or otherwise acquire the capital stock, assets or
obligations of, or any interest in, any Person, other than readily marketable
direct obligations of the United States of America and certificates of time
deposit or commercial paper issued by banks or bank holding companies of
recognized standing operating in the United States of America and having total
assets of at least $50,000,000.

7.8 Dividends, Etc. Declare or pay any cash dividends which would reduce
the Borrower's Tangible Net Worth below $100,000,000.00; redeem, retire or
otherwise acquire for wvalue any of 1its capital stock now or hereafter
outstanding which would reduce the Borrower's Tangible Net Worth below
$100,000,000.00; return any capital to its stockholders as such which
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would reduce the Borrower's Tangible Net Worth below $100,000,000.00; make any
distribution of assets to its stockholders as such which would reduce the
Borrower's Tangible Net Worth below $100,000,000.00; or repay Indebtedness owed
its stockholders which would reduce the Borrower's Tangible Net Worth below
$100,000,000.00.

7.9 Capital Expenditures. Make capital expenditures, other than capital
expenditures financed by proceeds of this Loan, on a consolidated basis in any
fiscal year in an aggregate amount in excess of $15 million.

7.10 Transactions With Partial Affiliates. Enter into any material
transactions with any Partial Affiliate.

7.11 Contracts Prohibiting Compliance with Article 7. Enter into any
contract or other agreement which would prohibit or in any way restrict the
ability of the Borrower or its Subsidiaries to comply with the provisions of
this Article 7.

8. EVENTS OF DEFAULT
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8.1 Events of Default. If any one of the following events ("Events of
Default") shall --——7——--—-—--———- occur:

(a) Any representation or warranty made by the Borrower herein, in any
other Loan Document, or in any certificate or report furnished by the Borrower
hereunder or thereunder, shall prove to have been incorrect in any material
respect when or as of when made; or

(b) (1) Default shall be made by the Borrower in the payment within ten
(10) days of the due date of any principal or interest on the Note, or (ii)
there shall be any default in the payment, when due, of any other indebtedness
to any third party creditor, except that default upon any indebtedness to any
third party creditor shall not be a default so long as the aggregate of all
indebtedness in default to all third party creditors does not exceed one million
dollars ($1,000,000.00).

(c) Default shall be made by the Borrower in any of its obligations under
Section 6.1 (relating to reporting requirements) or Section 6.4 (relating to
financial covenants) and shall not be cured within ten (10) days after written
notice thereof by the Lender to the Borrower; or

(d) Borrower shall breach a covenant in the Negative Pledge Agreement; or

(e) Default shall be made by the Borrower in the due observance or
performance of any other covenant, condition or agreement on the part of
Borrower to be observed or
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performed under the terms of this Agreement or the other Loan Documents and
shall not be cured within thirty (30) days after written notice thereof by
the Lender to the Borrower (this cure period shall not apply to defaults
specified in the other subsections of this Section); or

(f) A final judgment shall be rendered against the Borrower or any of its
Subsidiaries for the payment of money which, after deducting the amount of any
insurance proceeds paid or payable to or on behalf of the Borrower or any of its
Subsidiaries in connection with such judgment, 1is in excess of $1,000,000.00,
and the same shall remain undischarged for a period of 30 days, during which
period execution shall not effectively be stayed. If a dispute exists with
respect to the liability of any insurance underwriter under any insurance policy
of the Borrower, no deduction under this subsection shall be made for the
insurance proceeds which are the subject of such dispute; or

(g) The Borrower or any of its Subsidiaries shall (1) voluntarily terminate
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operations or apply for or consent to the appointment of, or the taking of
possession by, a receiver, custodian, trustee or liquidator of the Borrower or
any of its Subsidiaries, or of all or of a substantial part of the assets of the
Borrower or any of its Subsidiaries, (2) admit in writing its inability, or be
generally unable, to pay its debts as the debts become due, (3) make a general
assignment for the benefit of its creditors, (4) commence a voluntary case under
the Federal Bankruptcy Code (as now or hereafter in effect), (5) file a petition
seeking to take advantage of any other law relating to Dbankruptcy, insolvency,
reorganization, winding-up, or composition or adjustment of debts, (6) fail to
controvert in a timely and appropriate manner, or acquiesce in writing to, any
petition filed against it in an involuntary case under the Bankruptcy Code or
applicable state bankruptcy laws or (7) take any corporate action for the
purpose of effecting any of the foregoing; or

(h) Without his or its application, approval or consent, a proceeding shall
be commenced, in any court of competent jurisdiction, seeking in respect of the
Borrower or any of its Subsidiaries: the liquidation, reorganization,
dissolution, winding-up, or composition or readjustment of debt, the appointment
of a trustee, receiver, liquidator or the like of the Borrower or any of its
Subsidiaries or of all or any substantial part of the assets of the Borrower, or
other like relief in respect of the Borrower or any of its Subsidiaries wunder
any law relating to Dbankruptcy, insolvency, reorganization, winding-up, or
composition or adjustment of debts; and, if the proceeding is being contested in
good faith by the Borrower or any of its Subsidiaries, as the case may be, the
same shall continue wundismissed, or unstayed and in effect for any period of
thirty (30) consecutive days, or an order for relief against the Borrower or any
of 1its Subsidiaries shall Dbe entered in any involuntary case under the
Bankruptcy Code or applicable state bankruptcy laws; or

(1) Any foreclosure or other proceedings shall be commenced to enforce,
execute or realize upon any lien, encumbrance, attachment, trustee process,
mortgage or security interest 1in Property of Borrower or any of its
Subsidiaries, but only if such Property has an aggregate value in excess of
$500,000.00.
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THEREUPON, in the case of any such event, other than an event described in
subsection (g) or (h) of this Section 8.1, the Lender may, at its option: (A)
immediately reduce to zero the Commitment hereunder, and/or (B) immediately
declare any Obligations not otherwise due and payable at such time to be
forthwith due and payable, whereupon the same shall become forthwith due and
payable; and, in the case of any event described in subsection (g) or (h) of
this Section 8.1, the Commitment hereunder shall automatically Dbe reduced to
zero, without any action on the part of the Lender, and any Obligation not
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otherwise due and payable at such time shall become immediately due and payable
without presentment, demand, protest, or other notice of any kind, all of which
are hereby expressly waived, anything contained herein or in the Note to the
contrary notwithstanding; and, further, in each and every such occurrence the
Lender may proceed to protect and enforce its rights by suit in equity, action
or law and/or other appropriate proceedings either for specific performance of
any covenant or condition contained in this Agreement or in any instrument or
assignment delivered to the Lender pursuant to this Agreement, or in aid of the
exercise of any power granted in this Agreement or any instrument or assignment.

9. MISCELLANEOUS

9.1 No Waiver, Remedies Cumulative. No failure on the part of the Lender to
exercise and no delay in exercising any right hereunder shall operate as a
waiver thereof, nor shall any single or partial exercise of any right hereunder
preclude any other or further exercise thereof or the exercise of any other
right. The remedies herein provided are cumulative and are not exclusive of any
remedies provided by law.

9.2 Survival of Representations. All representations and warranties made
herein shall survive the making of the Advances hereunder and the delivery of
the Note.

9.3 Indemnity; Costs, Expenses and Taxes. The Borrower agrees to pay on
demand all reasonable out of-pocket costs and reasonable expenses of the Lender
in connection with the preparation, execution and delivery of this Agreement and
any other Loan Documents, including the reasonable fees and out-of-pocket
expenses of Messrs. Wyatt, Tarrant & Combs special counsel for the Lender, with
respect thereto. After any Event of Default hereunder, Borrower agrees to pay on
demand all reasonable fees and out-of-pocket expenses of legal counsel,
independent public accountants and other outside experts retained by the Lender
and incurred in connection with the enforcement of any of the Loan Documents or
the protection of any of the Lender's rights thereunder, including, without
limitation, any internal costs, including personnel costs of the Lender,
incurred in connection with such administration and enforcement. In addition,
the Borrower shall pay any and all stamp and other taxes payable or determined
to be payable in connection with the execution and delivery of any Loan
Documents, and agree to save the Lender harmless from and against any and all
liabilities with respect to or resulting from any delay in paying or omission to
pay such taxes. All obligations provided for in this Section shall survive any
termination of this Agreement.
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9.4 Notices. Unless telephonic notice is specifically permitted pursuant to
the terms of this Agreement, any notice or other communication hereunder to any
party hereto shall be by telegram, telex or registered or certified mail (return
receipt requested) and shall be effective upon actual receipt or, if earlier,
three (3) days after notice is sent, return receipt requested, postage prepaid,
to such party. Notice shall be in the mails, postage prepaid, addressed to the
party at its address specified beneath its signature hereto (or at any other
address that such party may here after specify to the other parties in writing).

9.5 Tennessee Law. This Agreement and each of the Loan Documents shall be
deemed a contract made under the law of the State of Tennessee and shall be
governed by and construed in accordance with the internal laws of said state
(without regard to its conflict of laws rules).

9.6 Successors and Assigns. This Agreement shall be binding upon and shall
inure to the Dbenefit of the Borrower and the Lender, and their respective
successors and assigns; provided that the Borrower may not assign any of its
rights hereunder.

9.7 Counterparts. This Agreement may be executed 1in any number of
counterparts and by different parties hereto in separate counterparts, each of
which when so executed and delivered shall be deemed an original and all of
which when taken together shall constitute one and the same instrument.

9.8 Jurisdiction, Service of Process.

(a) Any suit, action or proceeding against the Borrower with respect to any
of the Loan Documents or any Jjudgment entered by any court in respect of any
thereof may be brought in a court of competent Jjurisdiction in Shelby County,
Tennessee as the Lender (in its sole discretion) may elect, and Borrower hereby
accepts the nonexclusive Jjurisdiction of such courts for the purpose of any
suit, action or proceeding.

(b) In addition, Borrower hereby irrevocably waives, to the fullest extent
permitted by law, any objection which it may now or hereafter have to the laying
of venue of any suit, action or proceeding arising out of or relating to any of
the Loan Documents or any Jjudgment entered by any court in respect thereof
brought in any court of competent juris diction in Shelby County, Tennessee, and
hereby further irrevocably waives any claim that any suit, action or proceeding
brought in any such court of competent Jurisdiction has been brought in an
inconvenient forum.

9.9 Limit on Interest. Anything herein or in the Note to the contrary
notwithstanding, the obligations of the Borrower under this Agreement and the
Note to the Lender shall be subject to the limitation that payments of interest
to the Lender shall not be required to the extent that receipt of any such
payment by the Lender would be contrary to provisions of law applicable to the
Lender (if any) or the Borrower which limit the maximum rate of interest which
may be charged or collected by the Lender; provided, however, that nothing
herein shall be construed to limit the Lender to
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presently existing maximum legal rates of interest, 1f an increased interest
rate 1s hereafter permitted Dby reason of applicable federal or state
legislation.

9.10 Amendments, Modifications, Waivers. This Agreement and the other Loan
Documents may be amended, modified or waived only by a writing executed by the
Lender and the Borrower.

9.11 Checklist Items. Without limitation, Borrower agrees to provide all
items shown on the <closing checklist attached as Exhibit "D", in form and
substance satisfactory to Lender on or before Loan closing, except the items
marked as "post-closing" shall be provided within the number of days after the
date hereof which are specified on the checklist.

9.12 ERISA.

(a) ERISA Terms. Certain terms used in this Loan Agreement aredefined in
ERISA. When and if used in this Loan Agreement, such terms shall have the
meanings given them in ERISA. Specifically, the following terms shall have the
following meanings:

"Accumulated Funding Deficiency" means an "accumulated funding deficiency"
as defined in Section 302 of ERISA or Section 412(a) of the 1Internal Revenue
Code (the "Code").

"Commonly Controlled Entity" means any trade or Dbusiness(whether or not
incorporated) which is under "common control" (as defined in the Code) and of
which the Borrower or any of it Subsidiaries is a part.

"Multiemployer Plan" means a multiemployer plan (as defined in ERISA) to
which the Borrower, or any Commonly Controlled Entity, as appropriate, has or
had an obligation to contribute.

"Plan" means any pension, profit sharing, savings, stock bonus or other
deferred compensation plan which is subject to the requirements of ERISA,
together with any related trusts, including any Plan the obligations of which
have been assumed by Borrower.

"Prohibited Transaction" means a "prohibited transaction" as defined in
Section 406 of ERISA or Section 4975 of the Code.

"Reportable Event" means a "reportable event" as defined by Title IV of
ERISA.

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document


http://www.secdatabase.com

(b) ERISA Representation. (1) Any Plan established and maintained by the
Borrower, its Subsidiaries or any Commonly Controlled Entity that is intended to
qualify as a tax-exempt employee plan under Section 401(a) of the Code, has
received a determination of the Internal Revenue Service that such Plan does so
qualify in form, and there is no current matter which would materially adversely
affect the qualified tax-exempt status of any such Plan; (ii) neither Borrower,
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its Subsidiaries, nor any Commonly Controlled Entity has engaged in or is
engaging in any Prohibited Transaction; and (iii) neither Borrower, its
subsidiaries nor any Commonly Controlled entity (a) maintains any Plan subject
to Section 412 of the Code or Title IV of ERISA or (b) participates or has ever
participated in a Multiemployer Plan.

(c) ERISA Compliance. Borrower shall not (i) restate or amend any Plan
established and maintained by Borrower or any Commonly Controlled Entity, in a
manner designed to disqualify such Plan under the applicable requirements of the
Code; (ii) take or fail to take any action or permit any Commonly Controlled
Entity to take or fail to take any action which would materially adversely
affect the qualified tax-exempt status of any Plan of Borrower or any Commonly
Controlled Entity; (iii) engage in or permit any Commonly Controlled Entity to
engage 1in any Prohibited Transaction; (iv) incur or permit any Commonly
Controlled Entity to incur any Accumulated Funding Deficiency, whether or not
waived, 1in connection with any Plan; (v) participate in any Plan subject to
Title IV of ERISA.

9.13 Headings. The headings of this Agreement are for convenience only and
are not to affect the construction of or to Dbe taken into account in
interpreting the substance of this Agreement.

9.14 Waiver of Notice, Etc. Except to the extent that written notice is
required under the express provisions of this Agreement, Borrower waives demand,
notice, protest, notice of loans made, credit extended, collateral received or
delivered or other action taken in reliance hereon and all other demands and
notice of any description. With respect both to the Obligations and collateral,
the Borrower assents to any extension or postponement of the time of payment or
any other indulgence, to any substitution, exchange or release of collateral, to
the addition or release of any party or persons primarily or secondarily liable,
to the acceptance of partial payment thereon and the settlement, compromising or
adjusting of any thereof, all in such manner and at such time or times as the
Lender may deem advisable.

9.15 Severability. In the event that any one or more of the provisions
contained in this Agreement shall for any reason be held to be invalid, illegal
or unenforceable in any respect, such invalidity, illegality or unenforceability
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shall not affect any other provision of this Agreement, but this Agreement shall
be construed as if such invalid, illegal or unenforceable provision had never
been contained herein.

9.16 Entire Agreement. This Agreement and the other Loan Documents

constitute the full and entire understanding and agreement between the parties
with regard to the subjects here of and thereof.
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
executed (as an instrument under seal in the case of the Borrower) as of the
date first above written.

BORROWER:

FRED'S, INC.

By:
Its:
4300 New Getwell Road
Memphis, Tennessee 38118

LENDER:

UNION PLANTERS BANK, NATIONAL ASSOCIATION

By:
Victoria E. Docauer
Vice President, Corporate Lending

6200 Poplar Avenue, HQ4
Memphis, TN 38119

For correspondence:
P.O. Box 387

HQ4
Memphis, TN 38147
For payments:
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P.O. Box 2121
Memphis, TN 38159-0001
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Exhibit "A"

Legal Description of the Property

The following described real estate, situated and being in the City of
Memphis, County of Shelby, State of Tennessee, to-wit:

Exhibit "B"

COMPLIANCE CERTIFICATE FOR BORROWER

The undersigned, the officer of Fred's, Inc. (the
"Borrower"), does hereby certify on behalf of the Borrower pursuant to Section
4.1(f) and Section 6.7 of the Term Loan Agreement dated ’
1998 (as the same may be amended from time to time, the "Agreement") by and
between the Borrower and Union Planters Bank, N.A. (the "Lender") as follows.

Capitalized terms used and not otherwise defined herein shall have the same
meanings as in the Agreement.

1. No Event of Default as defined in Article 8 of the Agreement, and no
event with which notice and/or lapse of time could become an Event of Default,
has occurred and is continuing;

2. The representations and warranties of the Borrower contained in Article
5 of the Agreement are true on and as of the date hereof, with the same force
and effect as if such repre sentations and warranties had been made on and as of
the date hereof;

3. The conditions precedent to each Advance contemplated in the Agreement,
contained in Section 4.1 of the Agreement, have been met and performed as of the
date hereof;
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4. There has been no material adverse change in the financial condition,
business or prospects of the Borrower, considered on a consolidated basis, since
the date of the original pre- closing Financial Statements or since the date of
the most recently submitted Financial Statements;

5. Borrower is in compliance with the covenants of Articles 6 and 7 of the
Agreement;

6. Consolidated Tangible Net Worth is $ , which is equal
to or greater than $100,000,000.00;

7. Net Income together with depreciation and amortization is
S . Two percent (2%) o0f revenue measured dquarterly on a
trailing four fiscal quarter Dbasis is $ . Net Income

together with depreciation and amortization 1s at least equal to two percent
(2%) of revenue measured quarterly on a trailing four fiscal quarter basis;

8. EBITDA measured quarterly on a trailing four fiscal quarter basis is

S . Debt Service is $ . The ratio of EBITDA to
Debt Service is , which is equal to or greater than 2.00 to
1.00; and

B-1

COMPLIANCE CERTIFICATE FOR BORROWER
page 2

9. There is no Indebtedness to Borrower from any Partial Affiliate. No
funds have been advanced by Borrower to a Partial Affiliate.

WITNESS my hand this day of , 1998.

BORROWER :
FRED'S, INC.

By:
Name (Print):
Its:
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Exhibit "C"

[Form of Opinion of Counsel]

Letterhead of

1998
4
Union Planters Bank, National Association
6200 Poplar Avenue, HQA4
Memphis, Tennessee 38119
Gentlemen:

We are furnishing this opinion to you (the "Bank") pursuant to Section
4.2 (b) of the Term Loan Agreement dated as of , 1998,
between Fred's, Inc. (the "Company"), and the Bank (the "Agreement").

Capitalized terms used, but not otherwise defined, herein have the same meaning
as in the Agreement.

We are general counsel to the Company and, as such, we are familiar with
the organization and corporate powers, and have examined the [charter] and
By-Laws (in each case as amended to date) and the records of meetings of
directors and shareholders of the Company. We advised the Board of Directors of
the Company in connection with the authorization of the Agreement and the other
Loan Documents (as defined in the Agreement) and the granting of security
interests in the Collateral by the Company pursuant to the Agreement.

We have examined the Loan Documents and such other documents and
certificates as we have deemed necessary or advisable to enable us to render
this opinion.

The opinions hereinafter expressed are qualified (1) to the extent that the
validity or enforceability of any provisions in the Agreement, the Note, or of
any rights granted to you pursuant to any of the foregoing, may be subject to
and affected by applicable bankruptcy, insolvency, reorganization, moratorium or
similar laws from time to time in effect and affecting the rights of creditors
generally and (2) to the extent that the remedy of specific performance may be
unavailable 1in any Jjurisdiction or may be withheld as a matter of Jjudicial
discretion.

Based upon the foregoing, we are of the opinion that:
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1. The Company 1is a corporation duly organized, wvalidly existing and in
good standing under the laws of the State of Tennessee.

2. The Company has all requisite corporate power and authority to execute
and deliver the Loan Documents and to incur and perform the obligations under
the Loan Documents.

3. The making and performance by the Company of the Loan Documents has been
duly authorized Dby all necessary corporate action and will not cause or
constitute a violation of any provision of law or of the corporation's charter
or By-Laws.

4. The Loan Documents have been duly authorized, executed and delivered by
the Company and each constitutes the legal, wvalid and binding agreement of the
Company and are enforceable against the Company in accordance with its terms.

5. Except for such consents, approvals, authorizations, and exemptions as
have been obtained, no consent, authorization, or approval of, or exemption by,
any Federal, state or local regulatory authority must be obtained as of the date
hereof Dby the Companies 1in connection with its execution, delivery or
performance of the Loan Documents.

6. Neither the execution and delivery of the Loan Documents by the Company
nor the consummation of the transactions contemplated thereby, will result in
any breach or violation of any provisions of, or constitute (with or without the
passage of time or the giving of notice) a default or require any consent
(except such as have been duly obtained) wunder, any agreement or other
instrument of which the Company is a party or by which the Company's assets or
properties may be bound, or will result in the creation or imposition of any
lien, charge, or encumbrance of any nature whatsoever on any of the assets or
properties of the Company. [The opinion letter may indicate reliance upon a
certificate of the Company with respect to this paragraph.]

7. There is no suit or proceeding pending or, to our knowledge, threatened
against the Company, which, if adversely determined, could have a material
adverse effect on the financial condition or business of the Company, considered
on a consolidated basis, or in its ability to fulfill its obligations under the
Loan Documents. [The opinion letter may indicate reliance upon a certificate of
the Company with respect to this paragraph.]

Very truly yours,
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EXHIBIT "D"

[SEE ATTACHED CLOSING CHECKLIST]

COMPLIANCE CERTIFICATE FOR BORROWER

The undersigned, the officer of Fred's, Inc. (the
"Borrower"), does hereby certify on behalf of the Borrower pursuant to Section
4.1(f) and Section 6.7 of the Term Loan Agreement dated ’
1998 (as the same may be amended from time to time, the "Agreement") by and

between the Borrower and Union Planters Bank, N.A. (the "Lender") as follows.
Capitalized terms used and not otherwise defined herein shall have the same
meanings as in the Agreement.

1. No Event of Default as defined in Article 8 of the Agreement, and no
event with which notice and/or lapse of time could become an Event of Default,
has occurred and is continuing;

2. The representations and warranties of the Borrower contained in Article
5 of the Agreement are true on and as of the date hereof, with the same force
and effect as if such repre sentations and warranties had been made on and as of
the date hereof;

3. The conditions precedent to each Advance contemplated in the Agreement,
contained in Section 4.1 of the Agreement, have been met and performed as of the
date hereof;

4. There has been no material adverse change in the financial condition,
business or prospects of the Borrower, considered on a consolidated basis, since
the date of the original pre- closing Financial Statements or since the date of
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the most recently submitted Financial Statements;

5. Borrower is in compliance with the covenants of Articles 6 and 7 of the
Agreement;

6. Consolidated Tangible Net Worth is $ , which is equal
to or greater than $100,000,000.00;

7. Net Income together with depreciation and amortization is
S . Two percent (2%) of revenue measured quarterly on a
trailing four fiscal quarter basis is $ . Net Income

together with depreciation and amortization 1s at least equal to two percent
(2%) of revenue measured quarterly on a trailing four fiscal quarter basis;

8. EBITDA measured quarterly on a trailing four fiscal guarter basis is

S . Debt Service is $ . The ratio of EBITDA to
Debt Service is , which is equal to or greater than 2.00 to
1.00; and

1

COMPLIANCE CERTIFICATE FOR BORROWER
page 2

9. There is no Indebtedness to Borrower from any Partial Affiliate. No
funds have been advanced by Borrower to a Partial Affiliate.

WITNESS my hand this day of , 1998.

BORROWER:
FRED'S, INC.

By:
Name (Print):
Its:
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PROMISSORY NOTE

May , 1998 Loan #
$12,000,000.00 Memphis, Tennessee

FOR VALUE RECEIVED, the undersigned, FRED'S, INC., a Tennessee Corporation,
promises to pay to the order of UNION PLANTERS BANK, NATIONAL ASSOCIATION, a
national Dbanking association with offices in Memphis, Tennessee (hereinafter
"Bank") or to the order of any subsequent holder hereof, in lawful money of the
United States of America, the lesser of (i) Twelve Million and No/100ths Dollars
($12,000,000.00), or (ii) such sums as the Bank may advance under the terms of
that certain Term Loan Agreement of even date herewith (the "Agreement"),
together with interest on the unpaid principal balance from the date hereof at
the rate of Six and 82/100 percent (6.82%) per annum until maturity.

It is agreed that interest may be calculated on the basis of a 360-day year
unless calculation on that basis would result in Bank receiving interest at a
rate in excess of the maximum rate of interest which Bank as a national bank, is
permitted by law to contract for and charge, in which case the principal debt
evidenced hereby shall bear interest at such maximum rate.

Subject to the terms hereof, the principal and interest due hereunder shall
be payable a follows:

(1) Interest Only.

From the date hereof, all interest accrued hereon at the rate
of interest described above shall be payable monthly, commencing on the
first day of the second calendar month following the initial advance
hereunder, and continuing on the first day of each consecutive month
thereafter, and all accrued but unpaid interest shall be due and
payable on November 1, 1998 (the "Conversion Date") or such other time
the Bank may accelerate the maturity pursuant to the terms of the
Agreement; and

(i1) Amortization.

After the Conversion Date, the rate of interest accrual
described above shall continue to apply, and no further advances shall
be permitted. However, amortized payments of principal and interest
shall commence. Commencing on the first day of the month next following
the Conversion Date, ©principal and interest shall be repaid in equal
monthly installments of blended principal and interest based on an
eighty-four (84) month amortization period. Notwithstanding any
provision herein or elsewhere contained to the contrary, the loan shall
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mature and all unpaid principal, accrued interest and other sums due in
connection with this Note or the Agreement shall be due and payable in
full on November 1, 2005, unless accelerated earlier pursuant to the
terms of the Agreement.

All installments of principal and interest shall be paid to Bank at P.O.
Box Number 387, Memphis, Tennessee 38147 or to such other person or at such
other place as Bank or the holder hereof may designate in writing from time to
time.

The principal, as evidenced by this note, shall bear interest, from the
date of maturity (whether by demand, acceleration or otherwise) until this note
is fully satisfied, at the maximum rate of interest which Bank as a national
bank, 1s permitted by law to contract for and charge on the date hereof or at
such maximum rate so permitted on the maturity date thereof, whichever is
greater. Any renewal or extension of the principal evidenced by this note shall
bear interest at the rate of interest set by Bank at that time, not to exceed
the maximum rate which Bank, as a national bank, is permitted by law to contract
for and charge on the date of this note or such maximum rate so permitted on the
date of such renewal or extension, whichever is greater. Borrower hereby agrees
to pay to Bank all expenses directly related to the loan evidenced hereby
incurred or to be incurred in its making, servicing or <collection, including
reasonable attorney's fees. Borrower agrees to pay to Bank all reasonable
charges for services rendered or to be rendered by its officers or employees
indirectly for the collection of the loan evidenced hereby.

At the option of Bank, the undersigned agrees to pay a late charge, not to
exceed six (6) cents ($0.06) for each dollar ($1.00) or fraction thereof of any
installment when paid more than ten (10) days after the due date thereof, which
late charge is to cover the extra expense involved in handling late payments.

The undersigned hereby 1s granted the privilege of prepaying the
indebtedness evidenced by this Note, in whole or in part, upon the payment of a

prepayment fee to Bank, in an amount calculated as follows: (a) no prepayment
fee if repaid before October 1, 1998; (b) two percent (2%) of the principal
being repaid, 1if repaid on or after October 1, 1998 and on or before October 1,
2000; (c) one percent (1%) of the principal being repaid, if repaid after

October 1, 2000 but on or before October 1, 2002; and (d) no prepayment fee if
repaid after October 1, 2002.

Any payments received by the Bank on account of this Note prior to
acceleration shall be applied first to any costs, expenses, or charges then owed
the Bank by the Borrower, second to accrued and unpaid interest, and third to
the unpaid principal balance hereof.

Default in the payment of this Note shall not relieve the wundersigned of
the obligation to pay prepayment fees, if any, and late charges as hereinabove
provided.
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If this Note is placed in the hands of an attorney for collection, by suit
or otherwise, the undersigned shall pay all reasonable costs of collection and
reasonable attorney fees incurred by Bank (including, but not limited to, any
attorney fees incurred in any bankruptcy proceeding in which the undersigned or
any successor, assignor or guarantor hereof appears as a debtor) and

including all costs and expenses incurred in collecting or attempting to collect
or securing or attempting to secure this Note or enforcing or attempting to
enforce the holder's rights with respect to the collateral securing this Note
(including, but not limited to, any appraisal fees) or in connection with any of
the foregoing, to the extent legally allowable by laws of the State of Tennessee
or any other state where the <collateral for this Note or any part thereof is
situated.

From and after the maturity date hereof or the date of default hereunder or
under the Agreement, or the Negative Pledge Agreement (as defined below), the
entire unpaid principal balance of the indebtedness evidenced hereby, together
with all interest then accrued thereon, shall, at the absolute option of the
holder hereof, at once become due and payable, without further demand or notice,
the same being expressly waived.

Nothing contained herein shall be construed or shall operate either
presently or prospectively (i) to require the undersigned to pay interest at a
rate greater than the lawful rate for which the undersigned may contract, Dbut
shall require payment to be made only to the extent of such lawful rate, nor
(ii) to require the undersigned to make any payment or to take any action
contrary to law. If any amount of interest 1s paid herein in excess of that
which the holder lawfully may receive, then any excess shall be applied to
principal of this Note.

The undersigned and any endorsers or guarantors hereof severally waive
presentment, demand, protest, and notice of protest, demand, dishonor and
non-payment and agree that Bank or any subsequent holder may, without releasing
the 1liability of the undersigned or any endorser or guarantor hereof, grant
extensions or renewals hereof in whole or in part, from time to time, without
notice to any of them, successively or otherwise and for any term or terms and
Bank or any such holder hereof shall not be liable for or prejudiced Dby the
failure to collect or for a lack of diligence in bringing suit under this Note
or any renewals or extensions hereof. Bank in its sole discretion reserves the
right to extend and modify the loan evidenced by this Note, upon terms and
conditions Bank may designate. TIME SHALL BE OF THE ESSENCE in the payment of
all installments of principal and interest on this Note and the performance of
the other obligations of the undersigned hereunder.
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No delay or omission by the Bank in exercising or enforcing any of the
Bank's powers, rights, privileges, remedies, or discretion hereunder shall
operate as a waiver thereof on that occasion nor on any other occasion. No
waiver of any default hereunder shall operate as a waiver of any other default
hereunder, nor as a continuing waiver.

This Note shall be binding upon the Borrower and any endorser and guarantor
hereof and upon their respective heirs, successors and representatives, and
shall inure to the Dbenefit of the Bank and its successors, endorsees, and
assigns.

If any provision hereof shall be construed to be invalid, unenforceable, or
unlawful in whole or in part, then such clause or provision shall have no force
and effect, as though not herein contained, and the remaining provisions hereof
shall not be affected by such invalidity,

unenforceability, or unlawfulness. Each term or provision hereof shall, however,
be valid, operative, be in full force and effect, and be enforced to the fullest
extent permitted by law.

This Note is secured by a Negative Pledge Agreement (the "Negative Pledge
Agreement") of even date herewith Dbetween the Bank and the undersigned and may
now or hereafter Dbe secured by other mortgages, trust deeds, assignments,
security agreements, or other instruments of pledge or hypothecation.

THIS NOTE HAS BEEN EXECUTED AND DELIVERED IN, AND SHALL BE GOVERNED BY AND
CONSTRUED IN ACCORDANCE WITH THE LAWS OF, THE STATE OF TENNESSEE, EXCEPT TO THE
EXTENT THAT FEDERAL LAW MAY CONTROL AS TO THE MAXIMUM RATE OF INTEREST WHICH MAY
LAWFULLY BE CHARGED.

THE UNDERSIGNED HEREBY WAIVES TRIAL BY JURY IN ANY ACTION, PROCEEDING OR
COUNTERCLAIM BROUGHT BY OR AGAINST THE UNDERSIGNED ON ANY MATTER WHATSOEVER
ARISING OUT OF OR IN ANY WAY CONNECTED WITH THIS NOTE OR UNDER ANY AMENDMENT,
INSTRUMENT, DOCUMENT OR AGREEMENT DELIVERED (OR WHICH MAY BE DELIVERED IN THE
FUTURE) IN CONNECTION HEREWITH OR ARISING FROM ANY RELATIONSHIP BETWEEN THE
PARTIES TO THIS NOTE.

This Note is delivered to the Bank at its principal office in Memphis,
Tennessee. The Borrower, and each endorser and guarantor of this Note submits to
the Jjurisdiction of the courts of the State of Tennessee for all purposes with
respect to this Note, any collateral given to secure their respective
liabilities to the Bank, and their respective relationships with the Bank.

The Borrower has read all of the terms and conditions of this Note and
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acknowledges receipt of an exact copy of it.

FRED'S, INC.
a Tennessee Corporation

By:
Name (Print):

Title:
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EXHIBIT 11
FRED'S, INC.
COMPUTATION OF NET INCOME PER SHARE
(unaudited)

(in thousands, except per share amounts)

Thirteen Weeks Ended

May 2, May 3,
1998 1997
Basic net income per share
NEt INCOME v vt ittt ettt ettt eeeeeeeneneas S 3,752 S 2,680
Weighted average number of common shares
outstanding during the period ......... 11,778 11,634
Net income per share ........c.iiiieiine.. S .32 S .23
Diluted net income per share
NEt INCOME v vttt ittt et ettt et eeeeenenees S 3,752 S 2,680
Weighted average number of common shares
outstanding during the period ......... 11,778 11,634
Additional shares attributable to common
stock equivalents ........ ... . ... 326 28
12,104 11,662
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Net income per share ........eeeeeennnn. $ .31 S .23

All share and per share amounts have been adjusted to reflect the five-for-four
stock split in December 1997.
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