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Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
NONE NONE

Securities registered pursuant to Section 12(g) of the Act: COMMON STOCK $.01 PAR VALUE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities

Act.     YES   ¨  NO  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the

Act.    YES  ¨  NO   x 

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T(§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    YES  x  NO  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K.   x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer  ¨                    Accelerated filer  ¨                    Smaller reporting company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act.).    YES  ¨  NO  x 

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which
the common equity was last sold, or the average bid and asked price of such common equity, as of the last business day of the registrant�s most
recently completed second fiscal quarter. The aggregate market value as of October 31, 2009 was $204,000.

Indicate the number of shares outstanding of each of the registrant�s classes of common stock, as of the latest practicable date. The number of
shares of common stock outstanding as of June 11, 2010 was 20,500,181.

DOCUMENTS INCORPORATED BY REFERENCE
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PART I

Item 1. BUSINESS    

Handleman Company, a Michigan corporation (herein referred to as the �Company� or �Handleman� or �Registrant�), which has its executive offices
in Troy, Michigan, is the successor to a proprietorship formed in 1934, and to a partnership formed in 1937. Handleman Company operated as a
category manager and distributor of prerecorded music and console video game hardware, software and accessories to leading retailers in the
United States (�U.S.�), United Kingdom (�UK�) and Canada. The Company was dissolved on May 5, 2009.

Copies of the Forms 10-K, Forms 10-Q, Forms 8-K, all amendments to those reports and certain other materials are available, as soon as
reasonably practicable after said material is electronically filed with or furnished to the Securities and Exchange Commission, free of charge on
the Registrant�s website, www.handleman.com.

RECENT DEVELOPMENTS

Handleman Company has been dissolved and continues only for purposes of winding down its affairs. The Company must complete the
termination of the U.S. and Canadian pension plans. Pursuant to Board of Directors� approval on March 11, 2009 for the termination of the U.S.
pension plan, the Company will terminate this pension plan and plans to purchase a non-participating group annuity contract for all of its
participants. The Canadian pension plan, which received Board of Directors� approval for termination early in fiscal 2009, will be paid to
participants, either by lump sum payout or through the purchase of an annuity contract, dependent upon the participant�s selection of payment.
These pension initiatives are expected to be completed, subject to regulatory approval, at the same payout percentage and at the same timing as
other unsecured creditor claims. The final settlement amounts of the U.S. and Canadian pension plans could differ from these estimates due to
changes in market conditions, which could affect discount rates and returns on plan assets. The Company must also resolve tax matters that may
require management to adjust tax assets and liabilities, perhaps significantly.

On November 6, 2009, H.R. 3548, the Worker, Homeownership, and Business Assistance Act of 2009 (the �Act�) was enacted. Although the Act
deals principally with the extension of unemployment benefits and mortgage relief, it also extends, to all businesses, the five-year net operating
loss carryback previously available only to small businesses. The Act provides that a business of any size may elect to carry back net operating
losses incurred in 2008 or 2009 (but not both) for three, four or five years. During the third quarter of fiscal 2010, Handleman Company
determined that it will carryback fiscal 2008 net operating losses and filed for a $10.4 million refund on Form 1139. On February 22, 2010, the
Company received a refund in the amount of $10.4 million from the Internal Revenue Service (�IRS�). This refund is expected to provide the
Company with sufficient liquidity for payment in full to its creditors and allow for a distribution to shareholders. The Company was notified at
the end of the fourth quarter that the IRS will examine the 2008 tax returns giving rise to the refund. The audit work began early in fiscal 2011
and it is uncertain when the audit will be concluded.

Based on the Company�s net asset balance as of May 1, 2010, the Company believes that it will have sufficient liquidity to fund the Company�s
remaining wind down related costs and provide payment in full to its creditors. These distributions are primarily dependent upon the resolution
of all open items and periods with taxing authorities and the costs to fund existing pension obligations. If the Company is unable to resolve
outstanding tax issues in a reasonable period of time or if pension costs increase significantly as a result of changes in interest rates, the
Company�s ability to settle its liabilities in full while incurring necessary wind down costs would be in doubt. If the Company is able to generate
cash proceeds in excess of what is needed to satisfy all of the Company�s obligations, the Company will distribute any such proceeds to
shareholders. Whether there will be any excess cash proceeds for distribution to shareholders is subject to a number of material risks and
uncertainties that may prevent any such distribution from occurring. Accordingly, while the Company believes that a cash distribution is
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possible, actual results may differ from current estimates, perhaps materially, possibly resulting in no excess cash proceeds available for
distribution to shareholders. In addition, as a result of the aforementioned IRS audit, the Company cannot predict at this time when net assets
will be available for distribution to creditors and shareholders.
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Basis of Accounting

At the Company�s annual shareholders� meeting on October 1, 2008, the Company�s shareholders approved a Plan of Final Liquidation of the
Company. As a result of this approval, the Company adopted the liquidation basis of accounting as of October 5, 2008. This basis of accounting
is appropriate when the liquidation of a company appears imminent and the net realizable value of its assets is reasonably determinable. Under
this basis of accounting, assets and liabilities are stated at their net realizable value, and estimated costs through the liquidation date are accrued
for, to the extent reasonably determinable.

Dissolution Filed with State of Michigan

On May 5, 2009, Handleman Company filed a Certificate of Dissolution with the Michigan Department of Energy, Labor and Economic
Growth, Bureau of Commercial Services, Corporate Division. As a dissolved company, Handleman will continue its corporate existence, but
will not conduct business, except for the purpose of winding down its affairs. Under State of Michigan law, before making any distribution to
shareholders, a dissolved corporation must pay or make provision for its non-barred, valid debts, including those obligations that arise after the
effective date of dissolution, but before the bar date and before the distribution. Accordingly, Handleman�s activities are now limited to: selling,
collecting or otherwise realizing the value of its remaining assets; making tax and other regulatory filings; winding down the Company�s
remaining business activities; paying (or adequately providing for the payment) of all non-barred, valid creditor claims and obligations; and
making a distribution to Handleman Company shareholders.

Payments during the liquidation period will be prioritized in the following hierarchy: (i) wind down related costs, including supplier costs
necessary to the wind down of the business, employee obligations such as on-going salaries, fringe benefits and retention costs; (ii) income tax
payments and other regulatory filing fees; (iii) payment of unsecured valid creditor claims and obligations, including the purchase of
non-participating group annuity contracts to supplement the terminated U.S. and Canadian pension plans; and (iv) distribution to shareholders.
Based on the Company�s net asset balance as of May 1, 2010, proceeds from the liquidation of assets are expected to be sufficient to provide
payment in full to creditors and a distribution to shareholders.

On May 6, 2009, Handleman Company petitioned the Circuit Court for Oakland County, State of Michigan, for an Order of Limited Supervision
over the Liquidation of Handleman post-dissolution. On May 20, 2009, the court order was granted and declared that shares of Handleman
common stock will become non-transferable 30 days after notification to shareholders. Accordingly, Handleman Company�s shares of common
stock became non-transferable on June 20, 2009. This allows the Company to reduce costs during liquidation and maximize the liquidated value
of the Company for the benefit of its creditors and potential benefit to its shareholders. The Company will distribute proceeds, if any, to
shareholders in proportion to their interests as of the close of business on June 20, 2009, the date of record.

DESCRIPTION OF FORMER BUSINESS OPERATIONS

Prior to the wind down of business operations, the reportable segments of the Company were category management and distribution operations,
video game operations and all other. Within the category management and distribution operations business segment, the Company�s revenues
were categorized as follows: (i) Category Management Revenues � sales to customers who received the full suite of category management
services included with their purchase of Handleman-owned tangible products (primarily music); this suite of services included assortment
management utilizing the Company�s category management systems and processes, product warehousing, ticketing, direct to store shipments,
in-store field service and customer returns management; and (ii) Fee-for-Services Revenues � revenues generated from the sale of services
performed by the Company such as in-store field service and/or warehousing and distribution of customer-owned product; in these
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purchase tangible product from Handleman Company. As a result of the Company�s decision in the fourth quarter of fiscal 2008 to exit the music
business in North America and the decision in the first quarter of fiscal 2009 to sell the Handleman UK operations, the U.S., Canadian and UK
operations were classified as discontinued operations in the Company�s Consolidated Statement of Operations. On June 2, 2008 and September 2,
2008, the Company completed asset purchase agreements related to its U.S. and Canadian operations, respectively. Further, on September 16,
2008, the Company sold certain Handleman UK assets and operations.

Within the video game operations business segment, the Company generated revenues from the sale and distribution of Handleman-owned video
game hardware, software and accessories. As a result of the Company�s decision in the first quarter of fiscal 2009 to begin marketing Crave
Entertainment Group, Inc. (�Crave�) for sale and the subsequent sale of certain Crave assets on February 10, 2009, the Crave operations have been
classified as discontinued operations.

The all other segment primarily represented the Company�s REPS LLC (�REPS�) operating segment. REPS provided in-store merchandising for
home entertainment and consumer product brand owners at mass merchant, warehouse club and specialty retailers. As a result of the Company�s
decision in the second quarter of fiscal 2009 to begin marketing REPS for sale and the subsequent sale of certain REPS assets on April 16, 2009,
the REPS operations have been classified as discontinued operations.

* * * * * * * * *

See Management�s Discussion and Analysis of Financial Condition and Results of Operations for additional information regarding the Company�s
wind down activities.

As of May 1, 2010, Handleman Company had four full-time and three part-time employees remaining, with none belonging to a labor union.

Item 1A. RISK FACTORS

Cautionary Statement for Purposes of the �Safe Harbor� Provisions of the Private Securities Litigation Reform Act of 1995 � The discussion of the
Company�s future plans contains various �forward-looking statements� within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended. There are risks associated with forward looking statements.
Forward-looking statements are based on current expectations or beliefs concerning future events. Such statements can be identified by the use
of terminology such as �anticipate,� �believe,� �estimate,� �expect,� �intend,� �may,� �could,� �possible,� �plan,� �project,� �will,� �forecast� and similar words or
expressions. Do not place undue reliance on forward-looking statements since actual results may vary significantly.

Handleman cannot assure that it will have adequate cash to complete an orderly liquidation of the Company.

Based on the Company�s net asset balance as of May 1, 2010, the Company believes that it will have sufficient liquidity to fund the Company�s
wind down related costs and provide payment in full to its creditors. These distributions are primarily dependent upon the resolution of all open
items and periods with taxing authorities and the costs to fund existing pension obligations. If the Company is unable to resolve outstanding tax
issues in a reasonable period of time or if pension costs increase significantly, the Company�s ability to settle its liabilities in full while incurring
necessary wind down costs would be in doubt. If the Company is able to generate cash proceeds in excess of what is needed to satisfy all of the
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Company�s obligations, the Company will distribute any such proceeds to shareholders. Whether there will be any excess cash proceeds for
distribution to shareholders is subject to a number of material risks and uncertainties that may prevent any such distribution from occurring.
Accordingly, while the Company believes that a cash distribution is possible, actual results may differ from current estimates, perhaps
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materially, possibly resulting in no excess cash proceeds available for distribution to shareholders. In addition, as a result of an open IRS audit,
the Company cannot predict at this time when net assets will be available for distribution to creditors and shareholders.

Handleman cannot assure that the timing of distributions to creditors and shareholders will be as previously anticipated.

The Company has previously indicated that payments to unsecured creditors and distributions to shareholders, if any, will be made mid-calendar
2010 and that such amounts would be based on the net asset position of the Company at the time of distribution. On November 6, 2009, H.R.
3548, the Worker, Homeownership, and Business Assistance Act of 2009 was enacted. Although the Act deals principally with the extension of
unemployment benefits and mortgage relief, it also extends to all businesses the five-year net operating loss carryback previously available only
to small businesses. The Act provides that a business of any size may elect to carry back net operating losses incurred in 2008 or 2009 (but not
both) for three, four or five years. During the third quarter of fiscal 2010, Handleman Company determined that it will carryback fiscal 2008 net
operating losses and filed for a $10.4 million refund on Form 1139. This refund is expected to provide the Company with sufficient liquidity for
payment in full to its creditors and allow for a distribution to shareholders. The $10.4 million refund has been collected by the Company and the
IRS began an examination of the tax returns giving rise to the refund in early fiscal 2011. As a result, the Company cannot predict at this time
when the net assets will be available for distribution to creditors and shareholders.

Handleman Company must resolve tax matters.

The Company is continuing to address on-going tax matters, including federal income taxes, state taxes and other taxing jurisdictions.
Management continually monitors factors that may result in changes to tax estimates and may require management to adjust its tax assets and
liabilities, perhaps significantly, and record additional income tax expense or benefits.

Handleman cannot assure that there will not be any unanticipated complications in the transitions of its businesses.

Handleman cannot assure that there will not be unanticipated complications related to the transition of its divested businesses. Handleman may
be subject to claims filed by customers, Anderson Merchandisers L.P. (�Anderson�), Tesco Stores Limited (�Tesco�), Fillpoint LLC (�Fillpoint�)
and/or Mosaic Sales Solutions US Operations Co. LLC (�Mosaic�) related to the sale of those businesses, settling of accounts receivable disputes
regarding customer product returns, accounts payable disputes regarding vendor claims or other related party claims. These risks include
potential accounts receivable disputes with Handleman�s former customers, accounts payable disputes with vendors and disputes with the music
providers to which Handleman�s former customers were transitioned.

The Company�s decision to wind down all business operations has resulted in the termination of employee relationships. Handleman is, therefore,
subject to risk of employee lawsuits. While Handleman has made every effort to comply with laws related to these situations, there is a risk that
an employee might assert that Handleman terminated his/her relationship in violation of certain laws, and that Handleman is required to pay the
employee damages related to the employment termination. Even if Handleman were to prevail in such matters, Handleman would have to defend
itself in matters related to employee rights and benefits.

Handleman must resolve matters related to its U.S. and Canadian pension plans.
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Handleman Company has certain risks related to its defined-benefit pension plans. Handleman�s pension plans are at risk related to the current
economic downturn. To the extent that Handleman�s pension plans have investments in volatile instruments, Handleman is at risk that its pension
plans will be under funded at any given time. During fiscal 2009, Handleman took steps to immunize its U.S. pension plan, which is
significantly larger than the Canadian pension plan, thereby removing a significant portion of the economic risk. Handleman has elected to
terminate its pension plans and plans to purchase a non-
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participating annuity contract for all participants in the U.S. pension plan upon regulatory approval, and either purchase non-participating
annuity contracts or make lump sum payments to participants in the Canadian pension plans following regulatory approval. These distributions
and/or purchases will require a large amount of cash. The risk exists that the amounts accrued may be insufficient if market conditions continue
to fluctuate and if net assets of the Company are insufficient to pay unsecured creditors in full. The Company plans to begin the process of
settling these plans upon completion of the IRS audit.

Handleman Company cannot provide assurance that shareholder distributions will occur.

The Company�s Board of Directors will consider the appropriate application of the remaining cash balances, if any, including a distribution to
shareholders after Handleman has settled all, or substantially all, of its obligations.

Handleman may eventually rely on outside consultants and advisors to perform critical functions.

As Handleman progresses in the wind down of operations, it may become more dependent on outside consultants and advisors to perform
critical functions. While Handleman anticipates that it will maintain Handleman employees in certain critical accounting, finance and tax
positions, Handleman may have to rely on consultants, outside legal counsel and other contractors to perform day-to-day tasks. There is a risk
that these non-Handleman employees will have interests and arrangements that may be different from the Company�s shareholders� interests,
including, but not limited to, other client priorities. Further, if the Company was unable to continue to employ qualified outside advisors and
consultants to perform critical functions, the Company may be unable to meet its regulatory reporting obligations in a timely manner and the
system of internal accounting controls may not function as intended.

Item 1B. UNRESOLVED STAFF COMMENTS

Handleman Company does not have any unresolved staff comments to report.

Item 2. PROPERTIES

As of May 1, 2010, Handleman Company has an unoccupied leased warehouse located in Indianapolis, Indiana, which lease expires in
November 2010, and an unoccupied sales office in California, which lease expires in March 2013. The Company negotiated settlements with the
lessors in June 2010.

On February 12, 2010, the Company sold its 130,000 square foot corporate office building located in Troy, Michigan, and continues to occupy a
portion of the building on a rent free basis through December 31, 2011.

Item 3. LEGAL PROCEEDINGS
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See Note 11 of Notes to Consolidated Financial Statements for a discussion of the Company�s contingencies.

Except as discussed in Note 11 of Notes to Consolidated Financial Statements with respect to tax litigation, Handleman Company is not
currently involved in any legal proceedings that are material or for which it does not believe it has adequate reserves. Any other legal
proceedings in which the Company is involved are routine legal matters that are incidental to the wind down of business operations. The
Company establishes reserves for all claims and legal proceedings based on its best estimate of the amounts it expects to pay.
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PART II

Item 5. MARKET FOR REGISTRANT�S COMMON EQUITY,

RELATED STOCKHOLDER MATTERS AND ISSUER

PURCHASES OF EQUITY SECURITIES

On May 6, 2009, Handleman Company petitioned the Circuit Court for Oakland County, State of Michigan, for an Order of Limited Supervision
over the Liquidation of Handleman post-dissolution. On May 20, 2009, the court order was granted and declared that shares of Handleman
common stock will become non-transferable 30 days after notification to shareholders. Accordingly, Handleman Company�s shares of common
stock became non-transferable on June 20, 2009. As of June 20, 2009, the Company had 2,551 shareholders of record.

Effective March 26, 2008, Handleman Company�s stock began trading on the Pink Sheet Electronic Quotation Service, trading symbol
�HDLM.PK.� There can be no assurance that the Company�s common stock will continue to be quoted on the Pink Sheet Electronic Quotation
Service or any other service.

Below is a summary of the market price of the Company�s common stock:

Fiscal Years Ended

May 1, 2010 May 2, 2009

Quarter Low High Close Low High Close

First $ 0.00 $ 0.05 $ 0.00 $ 0.68 $ 2.07 $ 1.38
Second 0.00 0.01 0.01 1.15 2.80 1.29
Third 0.01 0.26 0.16 0.13 1.37 0.14
Fourth 0.09 0.21 0.10 0.01 0.18 0.03

During the fourth quarter of fiscal 2007, the Company suspended indefinitely its quarterly cash dividends. Accordingly, no dividends were
declared during the past two fiscal years.

The share repurchase program, which was authorized by the Company�s Board of Directors on February 23, 2005, is no longer active as the
Company�s common shares are no longer transferable.

6
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Item 7. MANAGEMENT�S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The Company�s fiscal year 2010 ended on May 1, 2010 and its fiscal year 2009 ended on May 2, 2009. Both fiscal years consisted of 52 weeks.

At the Company�s annual shareholders� meeting on October 1, 2008, the Company�s shareholders approved a Plan of Final Liquidation of the
Company. As a result of this approval, the Company adopted the liquidation basis of accounting as of October 5, 2008. This basis of accounting
is appropriate when the liquidation of a company appears imminent and the net realizable value of its assets is reasonably determinable. Under
this basis of accounting, assets and liabilities are stated at their net realizable value, and estimated costs through the liquidation date are accrued
for, to the extent reasonably determinable.

On May 5, 2009, Handleman Company filed a Certificate of Dissolution with the Michigan Department of Energy, Labor and Economic
Growth, Bureau of Commercial Services, Corporate Division. As a dissolved company, Handleman will continue its corporate existence, but
will not conduct business, except for the purpose of winding down its affairs. Under State of Michigan law, before making any distribution to
shareholders, a dissolved corporation must pay or make provision for its non-barred, valid debts, including those obligations that arise after the
effective date of dissolution, but before the bar date and before the distribution. Accordingly, Handleman�s activities are now limited to: selling,
collecting or otherwise realizing the value of its remaining assets; making tax and other regulatory filings; winding down the Company�s
remaining business activities; paying (or adequately providing for the payment) of all non-barred, valid creditor claims and obligations; and
making a distribution to Handleman�s shareholders.

The Company must complete the termination of the United States (�U.S.�) and Canadian pension plans. Pursuant to Board of Directors� approval
on March 11, 2009 for the termination of the U.S. pension plan, the Company will terminate this pension plan and plans to purchase a
non-participating group annuity contract for all of its participants. The Canadian pension plan, which received Board of Directors approval for
termination early in fiscal 2009, will be paid to participants, either by lump sum payout or through the purchase of an annuity contract,
dependent upon the participant�s selection of payment. These pension initiatives are expected to be completed, subject to regulatory approval and
at the same payout percentage and at the same timing as other unsecured creditor claims. The final settlement amounts of the U. S. and Canadian
pension plans could differ from these estimates due to changes in market conditions, which could affect discount rates and returns on plan assets.
The Company must also resolve tax matters that may require management to adjust tax assets and liabilities, perhaps significantly. The
Company plans to begin the process of settling these plans upon completion of the IRS audit.

On November 6, 2009, H.R. 3548, the Worker, Homeownership, and Business Assistance Act of 2009 (the �Act�) was enacted. Although the Act
deals principally with the extension of unemployment benefits and mortgage relief, it also extends, to all businesses, the five-year net operating
loss carryback previously available only to small businesses. The Act provides that a business of any size may elect to carry back net operating
losses incurred in 2008 or 2009 (but not both) for three, four or five years. During the third quarter of fiscal 2010, Handleman Company
determined that it will carryback fiscal 2008 net operating losses and filed for a $10.4 million refund on Form 1139. On February 22, 2010, the
Company received a refund in the amount of $10.4 million from the Internal Revenue Service (�IRS�). This refund is expected to provide the
Company with sufficient liquidity for payment in full to its creditors and allow for a distribution to shareholders. The Company was notified at
the end of the fourth quarter of fiscal 2010 that the IRS will examine the 2008 tax returns giving rise to the refund. The audit work began in early
fiscal 2011 and it is uncertain when the audit will conclude.

Based on the Company�s net asset balance as of May 1, 2010, the Company believes that it will have sufficient liquidity to fund the Company�s
wind down related costs and provide payment in full to its creditors. These distributions are primarily dependent upon the resolution of all open
items and periods with taxing authorities and the costs to fund existing pension obligations. If the Company is unable to resolve outstanding tax
issues in a reasonable period of time or if pension costs increase significantly, the Company�s ability to settle its liabilities in full while incurring
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doubt. If the Company is able to generate cash proceeds in excess of what is needed to satisfy all of the Company�s obligations, the Company
will distribute any such proceeds to shareholders. Whether there will be any excess cash proceeds for distribution to shareholders is subject to a
number of material risks and uncertainties that may prevent any such distribution from occurring. Accordingly, while the Company believes that
a cash distribution is possible, actual results may differ from current estimates, perhaps materially, possibly resulting in no excess cash proceeds
available for distribution to shareholders. In addition, as a result of the aforementioned IRS audit, the Company cannot predict at this time, when
net assets will be available for distribution to creditors and shareholders.

Payments during the liquidation period will be prioritized in the following hierarchy: (i) wind down related costs, including supplier costs
necessary to the wind down of the business, employee obligations such as on-going salaries, fringe benefits and retention costs; (ii) income tax
payments and other regulatory filing fees; (iii) payment of unsecured valid creditor claims and obligations, including the purchase of
non-participating group annuity contracts to supplement the terminated U.S. and Canadian pension plans; and (iv) distribution to shareholders.

On May 6, 2009, Handleman Company petitioned the Circuit Court for Oakland County, State of Michigan, for an Order of Limited Supervision
over the Liquidation of Handleman post-dissolution. On May 20, 2009, the court order was granted and declared that shares of Handleman
common stock became non-transferable 30 days after notification to shareholders. Accordingly, Handleman Company�s common shares became
non-transferable on June 20, 2009. This allows the Company to reduce costs during liquidation and maximize the liquidated value of the
Company for the benefit of its creditors and potential benefit to its shareholders. The Company will distribute proceeds, if any, to shareholders in
proportion to their interests as of the close of business on June 20, 2009, the date of record.

Prior to the wind down of business operations, Handleman Company operated as a category manager and distributor of prerecorded music and
console video game hardware, software and accessories to leading retailers in the U.S., United Kingdom (�UK�) and Canada. During fiscal 2009,
the Company completed sales agreements for certain assets related to the U.S., UK and Canadian category management and distribution
operations, as well as the Crave Entertainment Group, Inc. (�Crave�) video game operations and the REPS LLC (�REPS�) field service business
unit. All of those operations were wound down and the Company has no continuing involvement in those businesses. In accordance with
accounting guidance, the U.S., Canada and Handleman UK music category management and distribution businesses, as well as Crave and REPS,
have been classified as discontinued operations in the Company�s Consolidated Statement of Operations.

Critical Accounting Estimates

The Company�s discussion and analysis of its financial condition and results of operations are based upon the Company�s consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements requires the Company to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses, and the related disclosure of contingent assets and liabilities. The Company continually evaluates its estimates
and assumptions, which are based on historical experience, future expectations and other various factors that are believed to be reasonable under
the circumstances. The results of these estimates and assumptions form the basis for making judgments about the carrying values of certain
assets and liabilities.

The following are the Company�s critical accounting estimates under the liquidation basis of accounting:

Accrued Liquidation Costs
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The Company adopted the liquidation basis of accounting as of October 5, 2008. This basis of accounting is appropriate when the liquidation of
a company appears imminent and the net realizable value of its assets is reasonably determinable. Under this basis of accounting, assets and
liabilities are stated at their net realizable value, and estimated costs through the liquidation date are accrued for, to the extent reasonably
determinable.

8

Edgar Filing: HANDLEMAN CO /MI/ - Form 10-K

Table of Contents 18



Table of Contents

The transition from the going concern basis of accounting to the liquidation basis of accounting required management to make significant
estimates and judgments in many areas. The Company has approval from its Board of Directors to terminate its U.S. pension plan and purchase a
non-participating group annuity contract for all U.S. plan participants. In addition, the Company has terminated its Canadian pension plan and
Canadian plan participants will be paid either by lump sum payout or through the purchase of an annuity. Accordingly, actuarial valuation
analyses have been prepared quarterly to determine the ultimate amounts owed to terminate the plans. Each valuation resulted in significant
adjustments being made to the accrued liquidation costs related to the U.S. pension plan primarily as a result of fluctuations in the Pension
Benefit Guaranty Corporation (�PBGC�) discount rates. The termination value of the Canadian pension plan was recorded as of October 4, 2008,
prior to the Company�s transition to the liquidation basis of accounting and is re-evaluated quarterly. The Company reviews, on a quarterly basis,
all other remaining operating expenses and contractual commitments such as payroll and related expenses, lease termination costs, professional
fees and other outside services to determine the estimated costs to be incurred during the liquidation period. The Company expects most of the
activities will cease by the end of calendar year 2011 and assumed costs through that date.

Pension Expense

Handleman Company will terminate its U.S. pension plan and plans to purchase a non-participating group annuity contract for all plan
participants at the same payout percentage and at the same timing as all other unsecured creditor claims. Under the liquidation basis of
accounting, actuarial valuation analyses are prepared quarterly to determine the termination value of the plan. In the U.S., the PBGC issues
select and ultimate interest rates for the specific purpose of determining the present value of annuities in involuntary and distress terminations of
single-employer plans. The Company relies on these rates for their valuations. The valuations also utilize participant data and asset information
provided by the Company.

The Company performed an actuarial valuation analysis assuming the pension plan would be terminated through the purchase of
non-participating group annuity contracts. This resulted in an estimated cost of $17,420,000 at May 2, 2009, which was included in accrued
liquidation costs as of that date. The estimated cost to settle the U.S. pension plan as of May 2, 2009 was based upon an average discount rate of
5.40%. As of May 2, 2009, the U.S. pension plan assets totaled $42,266,000 and the U.S. pension plan liability totaled $59,686,000.

The Company accrued $17,171,000 for its U.S. pension cost at May 1, 2010. This liability assumed an average discount rate of 4.61%. The U.S.
pension plan assets at May 1, 2010 were $46,038,000 and the U.S. pension plan termination liability was $63,209,000 at May 1, 2010.

The May 1, 2010 termination value of the Company�s pension plans is affected by May 1, 2010 assumptions. Note that the following sensitivities
may be asymmetric and are specific to fiscal 2010. They also may not be additive, so the impact of changing multiple factors simultaneously
cannot be calculated by combining the individual sensitivities shown. The effect of the indicated increase/(decrease) in selected factors for the
Company�s U.S. pension plan is shown below (in thousands of dollars):

May 1, 2010

Percentage
Point
Change

Impact on
Fiscal 2010

Cost of Liquidation

Discount rate +/-1 pt. $8,669 / $(10,904)
Actual return on assets +/-1 pt. $450 / $(450)
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The foregoing indicates that changes in the PBGC discount rate can have a significant effect on the termination value of the Company�s U.S.
pension plan, and accordingly, the amount of net assets available for distribution to unsecured creditors and shareholders.

Handleman Company terminated its Canadian pension plan and will purchase either non-participating annuity contracts or make lump-sum
payments to participants in the Canadian pension plan following regulatory approval by the Financial Services Commission of Ontario. Final
settlement will occur at the same payout percentage and same timing as all other unsecured creditors. The termination value of the Canadian
pension plan was $822,000 as of May 1, 2010.

Income Taxes

The Company has reported under the liquidation basis of accounting since October 5, 2008. Since this time the Company has not reported an
income statement and, as such, has not reported income tax expense.

Deferred income taxes are provided for the effect of temporary differences between the amounts of assets and liabilities recognized for financial
reporting purposes and amounts recognized for income tax purposes. Valuation allowances are recognized to reduce deferred tax assets when it
is more likely than not that the assets will not be realized. In assessing the likelihood of realization, consideration is given to all available
evidence including estimates of future taxable income and the character of income needed to realize future benefits.

Based on information available to date, the Company recorded any income tax receivable or payable for the ultimate tax amount owed to wind
down the Company. The calculation of current and deferred tax assets (including valuation allowances) and liabilities requires management to
apply significant judgment related to the application of complex tax laws, changes in tax laws or related interpretations, uncertainties related to
the outcomes of tax audits and changes in the Company�s operations or other facts and circumstances. Further, management must continually
monitor changes in these factors. Changes in such factors may result in changes to management estimates and could require the Company to
adjust its tax assets and liabilities and record additional income tax expense or benefits. Handleman Company makes assumptions about
individual tax positions before any part of the related benefit can be recognized in its financial statements. A company must consider whether it
is more likely than not that a tax position will be sustained upon examination by a taxing authority. Significant judgment is required in assessing
the timing and amounts of deductible and taxable items. The Company establishes reserves when, despite its belief that its tax return positions
are supportable, it is determined that certain positions may be successfully challenged by the taxing authorities. When facts and circumstances
change, the Company adjusts these reserves through its provision for income taxes.

The Company�s estimates of tax implications related to the liquidation of the Company are subject to change, perhaps significantly, as the
Company continues to finalize tax matters. Accordingly, the amount of liability, if any, will be included in the Company�s financial statements as
changes in estimates occur.

Results of Operations for the Five Months Ended October 4, 2008 (Fiscal 2009)

Unless otherwise noted, the following discussion relates only to results from continuing operations, which primarily includes the Company�s
corporate function.
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Revenues and direct product costs for the five-months ended October 4, 2008 presented in the Company�s Consolidated Statement of Operations
are classified in discontinued operations because all operations of the Company have ceased.

Selling, general and administrative expenses were $26.8 million for the five-month period ended October 4, 2008.
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Loss before interest expense, investment income and income taxes (�operating loss�) was $26.8 million for the five-month period ended October 4,
2008.

Interest expense was $3.7 million for the five-month period ended October 4, 2008.

Investment income was $0.1 million for the five-month period ended October 4, 2008.

Income tax benefit was $0.7 million for the five-month period ended October 4, 2008.

The Company had a net loss from continuing operations of $29.6 million, or $1.45 per diluted share, for the first five months of fiscal 2009.

Liquidity and Capital Resources

As a result of Handleman Company�s filing of a Certificate of Dissolution, its activities are now limited to: selling, collecting or otherwise
realizing the value of its remaining assets; making tax and other regulatory filings; winding down the Company�s remaining business activities;
paying (or adequately providing for the payment) of all non-barred, valid creditor claims and obligations; and making a distribution to
Handleman�s shareholders.

Based on the Company�s net asset balance as of May 1, 2010, the Company believes proceeds from the liquidation of assets will be sufficient to
provide payment in full to its creditors; however, there can be no assurances. Payments are estimated as follows (in thousands of dollars):

Category

Total
Liabilities

Proration
Percentage

Total Assets
Available for
Distribution

Wind down related costs $ 8,080 100% $ 8,080
Taxes (income and other) 1,474 100% 1,474
Unsecured creditor claims, including termination costs for the pension plans of $17,993 27,237 100% 27,237

Total liabilities $ 36,791 $ 36,791

Available for shareholder distribution 1,667

Total assets $ 38,458
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These projected payments are based on significant estimates and judgments. Through the liquidation period, if the Company is able to generate
cash proceeds in excess of what is needed to satisfy all the Company�s obligations, the Company will distribute any such proceeds to
shareholders. The actual amount and timing of future liquidating distributions, if any, to shareholders is dependent upon the resolution of all
open items and periods with taxing authorities; the ultimate settlement amounts of the Company�s liabilities and obligations, in particular the
Company�s pension obligations; actual costs incurred in connection with carrying out the Company�s Plan of Final Liquidation, including
administrative costs during the liquidation period; and market fluctuations in the discount rate as it relates to the settlement of pension plans. In
addition, the timing of cash distributions is subject to the IRS examination of the net operating loss carryback and related federal income tax
refund. The aggregate amount of distributions to shareholders is currently expected to be approximately $0.08 per share of common stock based
on net assets as of May 1, 2010; however, the actual amount of cash remaining for distribution to shareholders following completion of the
liquidation, the dissolution of the Company and the examination by the IRS of the income tax refund could vary significantly from current
estimates and could even result in no excess cash available for distribution.
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On February 12, 2010, the Company closed on the sale of its corporate headquarters building in Troy, Michigan for a price of $3.0 million. Cash
received at closing totaled $2.7 million; the Company received an additional $0.2 million of the selling price on January 9, 2010.

Included in the net assets of $1.7 million as of May 1, 2010, was $35.2 million of cash and cash equivalents with original maturities of less than
six months. The Company believes, based upon its value of net assets as of May 1, 2010, that it will have sufficient funds to settle its liabilities
and obligations in full with its creditors. The Company also believes it is possible that there will be excess cash for distribution to the Company�s
shareholders. These assumptions are subject to change primarily based upon the ultimate settlement of liabilities, particularly the Company�s
pension plans and taxes.

Net cash provided from operating activities for the five months ended October 4, 2008 was $42.6 million. The net cash changes in operating
assets and liabilities was primarily related to the reduction in accounts receivable and merchandise inventories of $120.7 million and $23.4
million, respectively. These changes were offset, in part, by a decrease in accounts payable of $62.2 million, an increase in other operating assets
of $6.8 million and a decrease in other operating liabilities of $1.4 million.

Net cash provided from investing activities for the five months ended October 4, 2008 was $48.7 million, consisting primarily of cash proceeds
of $19.5 million related to the sale of certain U.S. music inventory and Wal-Mart fixtures to Anderson, $15.9 million in proceeds related to the
sale of Canadian music inventory and Wal-Mart Canada fixtures to Anderson and $16.4 million in proceeds related to the sale of fixed assets as
part of the sale of the Tesco business. The Company also received $1.3 million in proceeds which was previously held in escrow at the time
Handleman had purchased Crave in November 2005. These cash proceeds were offset, in part, by cash payments related to software and
development costs and acquired rights of $4.0 million.

Net cash used by financing activities for the five months ended October 4, 2008 was $66.3 million. This use of cash was predominately due to
net debt repayments of $63.7 million as a result of the Company paying all outstanding debt under its credit facility and incurring $2.5 million in
financing related fees.

New Accounting Pronouncements

Although many new accounting pronouncements were issued during fiscal 2010, the following pronouncements were applicable to the Company
when considering the liquidation basis of accounting.

In May 2009, the FASB issued SFAS No. 165, �Subsequent Events.� This Statement establishes general standards of accounting for and
disclosures of events that occur after the balance sheet date, but before financial statements are issued or are available to be issued. It requires the
disclosure of the date through which an entity has evaluated subsequent events and the basis for that date. SFAS No. 165 is effective for interim
and annual periods ending after June 15, 2009 and as such, the Company applied this Statement in its liquidation presentation in the first quarter
of fiscal 2010. In February 2010, the Financial Accounting Standards Board (�FASB�) issued Accounting Standards Update (�ASU�) No. 2010-09,
�Subsequent Events (Topic 855) Amendments to Certain Recognition and Disclosure Requirements.� ASU No. 2010-09 removes the requirement
for an SEC filer to disclose the date through which subsequent events have been evaluated. Management�s responsibility to evaluate subsequent
events through the date of issuance remains unchanged. The adoption of these pronouncements did not have a material impact on the Company�s
consolidated financial statements.
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In June 2009, the FASB issued Statement of Financial Accounting Standards (�SFAS�) No. 168, �The FASB Accounting Standards Codification
and the Hierarchy of Generally Accepted Accounting Principles � a replacement of FASB Statement No. 162.� SFAS No. 168 identifies the
sources of accounting principles and the framework for selecting the principles used in the preparation of financial statements of
nongovernmental entities, which are presented in conformity with generally accepted accounting principles (�GAAP�) in the United States. It
establishes the FASB Accounting Standards Codification as the source of authoritative accounting principles recognized by the FASB to be
applied by nongovernmental entities in the preparation of financial statements in conformity with GAAP. SFAS No. 168 was effective for
interim or annual financial periods ending after September 15, 2009. Adoption of this pronouncement did not have a material impact on the
Company�s consolidated financial statements.
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Other Information

Except as discussed in Note 11 of Notes to Consolidated Financial Statements, the Company is not currently involved in any legal proceedings
that are material or for which it does not believe it has adequate reserves. Any other legal proceedings in which the Company is involved are
routine legal matters that are incidental to the wind down of business operations. The Company establishes reserves for all claims and legal
proceedings based on its best estimate of the amounts it expects to pay.

The Company has no significant investments that are accounted for under the equity method in accordance with accounting principles generally
accepted in the United States of America. Accordingly, there are no liabilities associated with investments accounted for under the equity
method that would be considered material to the Company. In addition, the Company had no significant off-balance sheet arrangements as of
May 1, 2010.

On November 27, 2007, the Board of Directors appointed Mr. Albert A. Koch as Handleman�s President and Chief Executive Officer through
Handleman�s engagement of AP Services, LLC (�APS�). AP Services is affiliated with AlixPartners, a financial advisory and consulting firm,
where Mr. Koch is a Vice Chairman, Managing Director and Partner. In addition to an hourly rate and time commitment for services,
Handleman�s agreement, as amended, provides that Handleman will pay APS a success fee based on 5% (currently $83,000) of the fair value of
cash and/or other assets that is distributed to shareholders if such a distribution is approved by the Company�s Board of Directors. The success
fee shall be paid in cash, concurrent with the date or dates that distributions are made to Handleman Company�s shareholders. All APS staffing
was approved, in advance of their joining Handleman, by the CEO Governing Committee, which was a Committee of the Board that was formed
to oversee the AlixPartners engagement. The Company now engages Mr. Koch on a part-time basis. All invoices from AlixPartners to the
Company are reviewed and approved by a member of the Board of Directors prior to their payment. In accordance with accounting guidance,
this relationship is viewed as a related party transaction since the APS consultants may control or significantly influence the management and
operating policies of the Company.

The Company has not engaged in any other related party transactions, which would have had a material effect on the Company�s financial
position, results of operations or cash flows.

On March 10, 2010, the Company�s Board of Directors approved a reduction in work hours and a corresponding decrease in the annual salary,
management bonus and retention bonus for Rozanne Kokko, the Company�s Senior Vice President and Chief Financial Officer. This reduction is
due to the reduced workload during the wind down period. Ms. Kokko remains eligible for a discretionary bonus upon her final termination date.

During the first quarter of fiscal 2010, the Company�s two remaining members of its Board of Directors agreed to discontinue receiving director
fees for their services.

* * * * * * * * * *

This document contains forward-looking statements, which are not historical facts. These statements involve risks and uncertainties, and are
made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Actual results, events and performance
could differ materially from those contemplated by these forward-looking statements including, without limitation, resolving open items and
periods with taxing authorities, maintaining sufficient liquidity to fund wind down operations, retaining key personnel, satisfactory resolution of
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any outstanding claims or claims which may arise, and other factors discussed in this document and those detailed from time to time in the
Company�s filings with the Securities and Exchange Commission. Handleman Company notes that the preceding conditions are not a complete
list of risks and uncertainties. The Company undertakes no obligation to update any forward-looking statement to reflect events or circumstances
after the date of this document.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The following financial statements and supplementary data are filed as a part of this report:

Report of Independent Registered Public Accounting Firm

Consolidated Statements of Changes in Net Assets � For the Period October 5, 2008 to May 1, 2010

Consolidated Statements of Net Assets as of May 1, 2010 and May 2, 2009

Consolidated Statement of Operations � For the Five-Month Period Ended October 4, 2008

Consolidated Statement of Shareholders� Equity � For the Five-Month Period Ended October 4, 2008

Consolidated Statement of Cash Flows � For the Five-Month Period Ended October 4, 2008

Notes to Consolidated Financial Statements
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders

Handleman Company

We have audited the accompanying consolidated statement of net assets of Handleman Company and subsidiaries (the �Company�) as of May 1,
2010 and May 2, 2009, and the related consolidated statement of changes in net assets for the year ended May 1, 2010 and for the period
October 5, 2008 to May 2, 2009. We have audited the accompanying consolidated statements of operations, shareholders� equity and cash flows
for the period May 4, 2008 to October 4, 2008. Our audits of the basic financial statements included the financial statement schedule listed in the
index appearing under Item 15 (a)(2). These financial statements and financial statement schedule are the responsibility of the Company�s
management. Our responsibility is to express an opinion on these financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Company is not required to have, nor were we engaged to perform an audit of its internal control over financial reporting. Our
audit included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company�s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, the shareholders of the Company approved a plan of liquidation on October 1,
2008. As a result, the Company changed its basis of accounting from the going concern basis to a liquidation basis effective October 5, 2008.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated net assets of
Handleman Company and subsidiaries as of May 1, 2010 and May 2, 2009, the consolidated changes in net assets for the year ended May 1,
2010 and for the period October 5, 2008 to May 2, 2009, and the results of their operations and their cash flows for the period May 4, 2008 to
October 4, 2008, in conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.

/s/ GRANT THORNTON LLP
Southfield, Michigan
Date: June 17, 2010
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HANDLEMAN COMPANY

CONSOLIDATED STATEMENTS OF CHANGES IN NET ASSETS

FOR THE PERIOD OCTOBER 5, 2008 TO MAY 1, 2010

(LIQUIDATION BASIS)

(in thousands of dollars)

Shareholders� equity at October 4, 2008 $ 67,226
Liquidation basis adjustments:
Adjust assets and liabilities to fair value (6,143) 
Accrued liquidation costs (30,669) 

Net assets (liquidation basis) as of October 5, 2008 30,414

Net revenues earned from October 5, 2008 to May 2, 2009 81,789
Net costs incurred from October 5, 2008 to May 2, 2009 (82,531) 
Adjust assets and liabilities to fair value (22,492) 
Adjustment to accrued liquidation costs - pension (5,912) 
Adjustment to accrued liquidation costs - other (7,143) 

Net liabilities (liquidation basis) as of May 2, 2009 (5,875) 

Adjust assets and liabilities to fair value 671
Adjustment for estimated federal income tax refund 9,288
Adjustment to accrued liquidation costs - pension 249
Adjustment to accrued liquidation costs - other (2,666) 

Net assets (liquidation basis) as of May 1, 2010 $ 1,667

The accompanying notes are an integral part of these consolidated financial statements.
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HANDLEMAN COMPANY

CONSOLIDATED STATEMENTS OF NET ASSETS

AS OF MAY 1, 2010 AND MAY 2, 2009

(LIQUIDATION BASIS)

(in thousands of dollars)

May 1,

2010

May 2,

2009

ASSETS
Current assets:
Cash and cash equivalents $ 35,194 $ 24,526
Accounts receivable and other 1,272 7,083
Other current assets 1,992 10,877

Total assets $ 38,458 $ 42,486

LIABILITIES
Current liabilities:
Accounts payable $ 65 $ 3,205
Accrued and other liabilities 11,831 13,055
Accrued liquidation costs 24,895 32,101

Total liabilities $ 36,791 $ 48,361

Net assets (liabilities) available to shareholders - liquidation basis $ 1,667 $ (5,875) 

The accompanying notes are an integral part of the consolidated financial statements.
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HANDLEMAN COMPANY

CONSOLIDATED STATEMENT OF OPERATIONS

FOR THE FIVE-MONTH PERIOD ENDED OCTOBER 4, 2008

(GOING CONCERN BASIS)

(in thousands of dollars except per share data)

For the
Five Months

Ended
October 4, 2008

Revenues $ 20
Costs and expenses:
Selling, general and administrative expenses (26,808) 

Operating loss (26,788) 
Interest expense (3,678) 
Investment income 127

Loss before income taxes (30,339) 
Income tax benefit 699

Net loss from continuing operations $ (29,640) 

Discontinued operations (Note 4):
Loss from operations of discontinued subsidiaries (including net loss on disposal of subsidiary assets of $24,478) (15,350) 
Income tax expense (5,788) 

Net loss from discontinued operations $ (21,138) 

Net loss $ (50,778) 

Loss per share:
Continuing operations - basic $ (1.45) 

Continuing operations - diluted $ (1.45) 

Discontinued operations - basic $ (1.03) 

Discontinued operations - diluted $ (1.03) 

Net loss - basic $ (2.48) 

Net loss - diluted $ (2.48) 

Weighted average number of shares outstanding during the period
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Basic 20,472

Diluted 20,472

The accompanying notes are an integral part of the consolidated financial statements.
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HANDLEMAN COMPANY

CONSOLIDATED STATEMENT OF SHAREHOLDERS� EQUITY

FOR THE FIVE-MONTH PERIOD ENDED OCTOBER 4, 2008

(GOING CONCERN BASIS)

(in thousands of dollars)

Common Stock
Accumulated Other

Comprehensive Income (Loss)

Foreign

Currency
Translation
Adjustment

Employee
Benefit
Related

Additional
Paid-in
Capital

Retained
Earnings

Total
Shareholders�

Equity
Shares
Issued Amount

May 3, 2008 20,464 $ 205 $ 21,441 $ (4,342) $ 788 $ 123,581 $ 141,673
Net loss (50,778) (50,778) 
Adjustment for foreign currency translation, net of
tax of $(2,301) (21,441) (21,441) 
Employee benefit plan related adjustment, net of
tax of $1,208 (2,261) (2,261) 

Comprehensive loss, net of tax (74,480) 

Stock-based compensation:
Performance shares/units 67 �  (73) (73) 
Restricted stock and other (21) �  106 106

October 4, 2008 20,510 $ 205 $ �  $ (6,603) $ 821 $ 72,803 $ 67,226

The accompanying notes are an integral part of the consolidated financial statements.
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HANDLEMAN COMPANY

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE FIVE-MONTH PERIOD ENDED OCTOBER 4, 2008

(GOING CONCERN BASIS)

(in thousands of dollars)

For the
Five Months

Ended
October 4, 2008

Cash flows from operating activities:
Net loss $ (50,778) 

Adjustments to reconcile net loss to net cash provided from operating activities:
Depreciation 2,126
Amortization of definite-lived intangible assets 2,630
Recoupment of development costs/licensed rights 1,533
Amortization of financing related fees 5,581
Net loss on disposal of subsidiary assets 24,478
Goodwill impairment adjustment (1,294) 
Loss on disposal of property and equipment 88
Foreign currency translation adjustment (15,598) 
Stock-based compensation 96
Changes in operating assets and liabilities:
Decrease in accounts receivable 120,714
Decrease in merchandise inventories 23,395
Increase in other operating assets (6,801) 
Decrease in accounts payable (62,208) 
Decrease in other operating liabilities (1,396) 

Total adjustments 93,344

Net cash provided from operating activities 42,566

Cash flows from investing activities:
Additions to property and equipment (553) 
Software development costs and acquired rights (4,026) 
Proceeds from sale of subsidiary assets 51,778
Adjustment of cash investment in Crave Entertainment Group 1,294
Proceeds from disposition of properties and equipment 239

Net cash provided from investing activities 48,732

Cash flows from financing activities:
Issuances of debt 176,472
Repayments of debt (240,178) 
Financing related fees (2,540) 
Cash payments from stock-based compensation plans (62) 
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Net cash used by financing activities (66,308) 

Effect of exchange rate changes on cash (2,423) 
Net increase cash and cash equivalents 22,567
Cash and cash equivalents at beginning of year 1,043

Cash and cash equivalents at end of period $ 23,610

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Unless otherwise noted, the following Notes to Consolidated Financial Statements relate only to results from continuing operations.

1. Basis of Presentation

At the annual shareholders� meeting on October 1, 2008, the Company�s shareholders approved a Plan of Final Liquidation of the Company and
on May 5, 2009, the Company filed a Certificate of Dissolution with the State of Michigan. Through the liquidation period, if the Company is
able to generate cash proceeds in excess of what is needed to satisfy all the Company�s obligations, the Company will distribute any such
proceeds to shareholders. The actual amount and timing of future liquidating distributions, if any, to shareholders is dependent upon the
resolution of all open items and periods with taxing authorities; the ultimate settlement amounts of the Company�s liabilities and obligations, in
particular the Company�s pension obligations; actual costs incurred in connection with carrying out the Company�s Plan of Final Liquidation,
including administrative costs during the liquidation period; and market fluctuations in the discount rate as it relates to the settlement of pension
plans. In addition, the timing of cash distributions is subject to the Internal Revenue Service (�IRS�) examination of the net operating loss
carryback and related federal income tax refund, as discussed below.

As a result of the Company�s shareholders� approval of the Plan of Final Liquidation, the Company adopted the liquidation basis of accounting as
of October 5, 2008, which was the beginning of the fiscal month closest to the shareholders� approval date.

The consolidated financial statements for the period ending October 4, 2008 were prepared on the going concern basis of accounting, which
contemplated realization of assets and satisfaction of liabilities in the normal course of business. In the opinion of management, the
accompanying Consolidated Statement of Operations, Shareholders� Equity and Cash Flows contain all adjustments, including normal recurring
adjustments, necessary to present fairly the results of operations and changes in cash flows for the five months then ended on a going concern
basis.

Liquidation Basis of Accounting

The liquidation basis of accounting is appropriate when the liquidation of a company appears imminent and the net realizable value of its assets
is reasonably determinable. Under this basis of accounting, assets are stated at their net realizable value, liabilities are stated at their estimated
settlement amounts, and estimated costs through the liquidation date are provided to the extent reasonably determinable.

The Company is required to make significant estimates and exercise judgment in determining accrued liquidation costs. During fiscal 2010, the
Company accrued costs expected to be incurred in liquidation and recorded payments made related to the accrued liquidation costs as follows (in
thousands of dollars):

Accrued Liquidation Costs As Booked

May  2,

Adjustments

to

Payments Balance at

May  1,
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2009 Reserves 2010

U.S. pension plan costs $ 17,420 $ (249) $ �  $ 17,171
Outside services 3,979 2,458 (3,508) 2,929
Contractual commitments 4,506 (617) (1,610) 2,279
Payroll related costs 3,661 1 ,007 (3,504) 1,164
Other 2,535 (182) (1,001) 1,352

Total $ 32,101 $  2,417 $ (9,623) $ 24,895
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The Company has a qualified defined benefit pension plan that covers substantially all full-time United States (�U.S.�) employees. The Company
performed an actuarial valuation analysis assuming the pension plan would be terminated through the purchase of non-participating group
annuity contracts. This resulted in an estimated cost of $17,171,000 at May 1, 2010, which was included in accrued liquidation costs as of that
date. The estimated cost to settle the U.S. pension plan as of May 1, 2010 was based upon an average discount rate of 4.61% derived from
interest rates published by the Pension Benefit Guaranty Corporation (�PBGC�) for the specific purpose of determining the present value of
annuities in involuntary and distress terminations of single-employer plans. As of May 1, 2010, the U.S. pension plan assets totaled $46,038,000
and the U.S. pension plan liability totaled $63,209,000.

The estimated termination cost for the Canadian pension plan as of May 1, 2010 totaling $822,000 is included in Accrued and other liabilities in
the Company�s Consolidated Statements of Net Assets.

The final settlement amounts of the U.S. and Canadian pension plans could differ from these estimates due to changes in market conditions that
could affect discount rates and returns on plan assets.

On a quarterly basis, the Company reviews all other remaining operating expenses and contractual commitments such as payroll and related
expenses, lease termination costs, professional fees and other outside services to determine the estimated costs to be incurred during the
liquidation period. As a result of a federal income tax net operating loss carryback filed in the third quarter of fiscal 2010 and the related IRS
examination, the Company now anticipates that wind down related costs will extend at least through calendar 2011 at a minimum. Adjustments
to the accrued costs of liquidation were made in the second quarter of fiscal 2010 to reflect these additional costs. See below for additional
information related to this federal income tax refund.

The estimate of outside services in the accrued costs of liquidation was increased by $2,458,000 during fiscal 2010. The Company increased its
accrual for outside services by $770,000 for legal, audit, Securities and Exchange Commission (�SEC�) filing fees and other miscellaneous
charges to reflect wind down costs through calendar 2011. The Company also increased outside services in the accrued costs of liquidation by
$630,000 due to estimated insurance and legal costs being higher than anticipated due to the wind down occurring at a slower pace than
previously forecasted and by $484,000 for pension-related costs including actuarial and plan administration fees. In addition, the Company
accrued a success fee of $83,000 for AP Services, LLC (�APS�) in accordance with that agreement and reclassified a $311,000 accrual from other
to outside services.

The estimate of contractual commitments in the accrued cost of liquidation was decreased by $617,000 during fiscal 2010 primarily due to
creditor claim reconciliations and negotiated early payment settlements.

The estimate of payroll related costs in the accrued costs of liquidation was increased by $1,007,000 during fiscal 2010. Payroll and related
expenses were also expected to occur through fiscal 2010. However, as a result of the federal income tax refund and the related examination by
the IRS, adjustments of $343,000 were made to extend payroll and related expenses through calendar 2011. In addition, $599,000 was accrued
due to payroll and related expenses being higher than forecasted due to the wind down occurring at a slower pace than previously forecasted and
an accrual for $187,000 was reclassified from outside services to payroll. These additions were offset in part by a net decrease of $122,000 in
accrued medical costs. The Company accrued for higher than anticipated medical costs for a self-insured medical plan covering select severed
employees and previous employees that have elected COBRA coverage; these costs were offset in part as the Company moved from the
self-insured medical plan to an insured regional medical plan for eligible employees in the third quarter of fiscal 2010.
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Transition to Liquidation Basis of Accounting � Fiscal 2009

The transition from the going concern basis of accounting to the liquidation basis of accounting required management to make significant
estimates and judgments. The recording of assets at estimated net realizable value and liabilities at estimated settlement amounts under the
liquidation basis of accounting required the Company to record the following adjustments as of October 5, 2008, the date of adoption of the
liquidation basis of accounting (in thousands of dollars):

Adjustments of assets and liabilities: Amount

Prepaid U.S. pension plan adjustment $ 3,248
Write down of real estate 1,435
Write down of other fixed assets 689
Prepaid assets adjustment 771

Total $ 6,143

The adjustment of prepaid pension costs of $3,248,000 resulted from the write off of prepaid pension related balances in the U.S. and Canada,
recorded under the going concern basis of accounting.

The Company reduced the carrying value of its corporate headquarters by $1,435,000 to its liquidation value based on recent sales of similar
properties and current market conditions.

The adjustments of other fixed assets (computer software) and prepaid assets in the amounts of $689,000 and $771,000, respectively, were the
result of these assets not having a net realizable value upon the Company�s adoption of liquidation accounting.

During fiscal 2009, the Company accrued costs expected to be incurred in liquidation and recorded payments made related to the accrued
liquidation costs as follows (in thousands of dollars):

Accrued Liquidation Costs

As Booked
October 

5,

2008

Adjustments

to

Reserves Payments

Balance at

May  2,

2009

U.S. pension plan costs $ 11,508 $ 5,912 $ �  $ 17,420
Outside services 6,701 849 (3,571) 3,979
Contractual commitments 4,699 2,062 (2,255) 4,506
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Payroll related costs 4,216 3,278 (3,833) 3,661
Other 3,545 954 (1,964) 2,535

Total $ 30,669 $ 13,055 $ (11,623) $ 32,101

The Company performed an actuarial valuation analysis of the U.S. pension plan as of October 5, 2008, which resulted in an estimated
termination cost of $11,508,000. The estimated cost to settle the U.S. pension plan as of October 5, 2008 was based upon an average discount
rate of approximately 6.5% derived from interest rates published by the PBGC. As of October 5, 2008, the U.S. pension plan assets totaled
$45,976,000 and the U.S. pension plan liability totaled $57,484,000.

The Company performed another actuarial valuation analysis as of May 2, 2009. As a result of this analysis, the estimated termination cost for
the U.S. pension plan increased by $5,912,000 to $17,420,000 as of May 2, 2009. This estimated cost was based upon an average PBGC
discount rate of 5.4%. The U.S. pension plan assets at May 2, 2009 were $42,266,000 and the U.S. pension plan termination liability totaled
$59,686,000 at May 2, 2009.
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Each of these actuarial valuations assumed the U.S. pension plan would be terminated through the purchase of non-participating group annuity
contracts.

The termination cost of the Canadian pension plan was accrued for under the going concern basis of accounting and was not included in the
accrued liquidation costs as of May 2, 2009. As of May 2, 2009, the termination cost for the Canadian pension plan totaled $1,121,000.

As of May 2, 2009, the payroll and related expenses as well as all other expenses were principally expected to occur through January 2010. The
initial estimate of payroll related costs in the accrued costs of liquidation was increased by $3,278,000 during the period October 5, 2008
through May 2, 2009. This increase was principally due to estimated payroll, severance and fringe benefit costs totaling $1,278,000 resulting
from the sale of REPS LLC (�REPS�) taking significantly longer than anticipated, as well as higher than expected medical claims. Estimated
payroll and severance costs for Crave Entertainment Group, Inc. (�Crave�) also increased by $851,000 based upon the terms of the agreement for
the sale of certain Crave assets. In addition, estimated payroll and fringe benefit costs increased by $597,000 due to corporate employees being
retained beyond their originally scheduled departure dates, along with higher than anticipated medical costs. Contractual commitments cost
increased by $2,062,000, primarily driven by an exclusive distribution arrangement at Crave, whereby $1,336,000 is payable to a licensor for
guaranteed minimum product purchases.

Adjustments to Fair Value

The following table summarizes gain (loss) adjustments to fair value under the liquidation basis of accounting (in thousands of dollars):

Adjustments to fair value:

May 3, 
2009

through
May 1,
2010

October 5, 
2008

through
May 2,
2009

Adjust Crave subsidiary to fair value $ 251 $ (16,309) 
Adjust REPS subsidiary to fair value (22) (4,167) 
Adjust real estate to fair value (720) (1,339) 
Adjust other fixed assets to fair value (14) (677) 
Adjust other assets and liabilities 1,176 �  

Total gain (loss) $ 671 $ (22,492) 

Crave
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The carrying value of Crave at October 5, 2008 was calculated based on estimated proceeds to be received upon sale based on an average of
Letters of Intent received by the Company from prospective buyers as of that date. On February 10, 2009, the Company sold certain assets of
Crave to Fillpoint LLC (�Fillpoint�). The Company recorded a loss of $16,309,000, net of legal expenses of $124,000, for the period October 5,
2008 through May 2, 2009, based on proceeds received at closing and estimated future proceeds to be received in accordance with the terms of
the agreement. This deterioration in the carrying value of Crave was due to market conditions.

The cash received at closing totaled $8,103,000. Payments received since the closing related to these estimated future proceeds totaled
$1,442,000 for accounts receivable collections and $3,518,000 for inventory. During fiscal 2010, the Company worked through and settled all
Crave accounts receivable and inventory items in accordance with the sale agreement. Settlement gains of $251,000, net, have been recorded as
adjustments to fair value through May 1, 2010. Fillpoint also agreed to pay the Company 50% of the net profit in excess of $300,000 realized
during the 24-month
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period following the closing with respect to the sale of video games published by Fillpoint and acquired as part of exclusive distribution or
publishing agreements assumed by Fillpoint as part of the transaction. The Company has not recorded an asset related to this arrangement
because the amount due is not estimable at this time. No payments have been received by the Company related to this exclusive distribution
arrangement as of the filing of this Form 10-K.

REPS

The carrying value of REPS at October 5, 2008 was calculated based on estimated proceeds to be received upon sale based on an average of
Expression of Interest Letters received by the Company from prospective buyers as of that date. During the fourth quarter of fiscal 2009, the
Company entered into an asset purchase and assignment agreement with Mosaic Sales Solutions US Operating Co. LLC (�Mosaic�) related to the
sale of certain assets of REPS. This sale was completed on April 6, 2009. The Company recorded a loss of $4,167,000, net of legal expenses of
$17,000, for the period October 5, 2008 through May 2, 2009 based on proceeds received at closing and estimated future proceeds to be received
in accordance with the terms of the agreement. This deterioration in the carrying value of REPS was due to market conditions.

Mosaic assumed liability for all obligations that arise, accrue and first become due after April 6, 2009, the closing date, related to the purchased
customer contracts. All other REPS� liabilities were retained by the Company.

As consideration for this purchase, Mosaic advanced a cash payment of $250,000 against future revenue sharing, as defined in the agreement.
Through May 1, 2010, Mosaic fully recouped the $250,000 advance and the Company has recorded a receivable of $1,800 related to this
revenue sharing arrangement. Handleman has provided customary representations and warranties as of the closing date.

Real Estate and Other Fixed Assets

The Company recorded a loss on the carrying value of its corporate headquarters in the amount of $1,339,000 for the period October 5, 2008,
through May 2, 2009, under the liquidation basis of accounting. This write down was mainly driven by further deterioration in financial market
conditions. The Company recorded additional write downs of $720,000 on the corporate headquarters during fiscal 2010 based on the sale of
that building on February 12, 2010 to AAM I, LLC. The purchase price was $3,000,000. Cash received at closing totaled $2,710,828.64,
following adjustments for a realtor commission fee, customary proration of property taxes and closing costs. The $200,000, plus interest, that
was released to the Company on January 9, 2010 as a result of First Amendment to Purchase Agreement was credited against the purchase price
at the closing.

The Company also recorded a loss on the carrying value of other fixed assets of $677,000 for the period October 5, 2008 through May 2, 2009
(mainly computer hardware) due to lack of interest from third-party buyers, as well as a further decline in overall economic conditions.

Adjustment for Estimated Federal Income Tax Refund
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On November 6, 2009, H.R. 3548, the Worker, Homeownership, and Business Assistance Act of 2009 (the �Act�) was enacted. Although the Act
deals principally with the extension of unemployment benefits and mortgage relief, it also extends to all businesses the five-year net operating
loss carryback previously available only to small businesses. The Act provides that a business of any size may elect to carryback net operating
losses incurred in 2008 or 2009 (but not both) for three, four or five years.

After considering the fiscal 2008 federal income tax return filed with the IRS and the expected fiscal 2009 net operating losses, Handleman
Company determined that it would carryback approximately
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$33.0 million of tax-basis net operating losses from fiscal 2008, which would result in approximately $10,440,000 of income taxes being
recovered. This includes $1,151,000 previously recorded in fiscal 2009. During the third quarter of fiscal 2010, the Company filed Form 1139.
During the fourth quarter of fiscal 2010, the Company collected the refund. During the first quarter of fiscal 2011, the IRS began an examination
of tax returns giving rise to the refund. It is expected that this audit will take several months to complete and the final outcome of the
examination is not yet determinable.

Dissolution

On May 5, 2009, Handleman Company filed a Certificate of Dissolution with the State of Michigan. As a dissolved company, Handleman will
continue its corporate existence, but will not conduct business, except for the purpose of winding down the business. Accordingly, Handleman�s
activities are now limited to: selling, collecting or otherwise realizing the value of its remaining assets; making tax and other regulatory filings;
winding down the Company�s remaining business activities; paying (or adequately providing for the payment) of all non-barred, valid claims and
obligations; and making distributions to Handleman�s shareholders. Based on the Company�s net asset balance as of May 1, 2010, proceeds from
the liquidation of assets are expected to be sufficient to provide payment in full to its creditors and a distribution to shareholders. Payments
during the liquidation period will be prioritized in the following hierarchy: (i) wind down related costs, including supplier costs necessary to the
wind down of the business and employee obligations such as on-going salaries, fringe benefits and retention costs; (ii) income tax and other
regulatory filing fees; (iii) payments of other unsecured valid creditor claims and obligations, including the purchase of non-participating group
annuity contracts or lump sum payments (Canada) to supplement the terminated U.S. and Canadian pension plans; and (iv) shareholder
distribution. Creditors will be paid according to their priority in the hierarchy and pro rata, if necessary, within the priority category.

On May 6, 2009, Handleman Company petitioned the Circuit Court for Oakland County, State of Michigan, for an Order of Limited Supervision
over the Liquidation of Handleman post-dissolution. On May 20, 2009, the court order was granted and declared that shares of Handleman
common stock became non-transferable 30 days after notification to shareholders. Accordingly, Handleman Company�s common shares became
non-transferable on June 20, 2009. This allows the Company to reduce costs during liquidation and maximize the liquidated value of the
Company for the benefit of its creditors and potential benefit to its shareholders. The Company will distribute proceeds, if any, to shareholders in
proportion to their interests as of the close of business on June 20, 2009, the date of record.

As a result of the IRS examination of the net operating loss carryback and related federal income tax refund issue described above, the Company
cannot state with certainty when payment of creditor claims or distribution to shareholders is likely to occur. The actual amount and timing of
future liquidating distributions, if any, to creditors and shareholders is dependent upon the resolution of all open items and periods with taxing
authorities; the ultimate settlement amounts of the Company�s liabilities and obligations, in particular the Company�s pension obligations; actual
costs incurred in connection with carrying out the Company�s Plan of Final Liquidation, including administrative costs during the liquidation
period; and market fluctuations in the discount rate as it relates to the settlement of pension plans.
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2. Accounting Policies

Liquidation Basis of Accounting

Accrued Liquidation Costs

Under the liquidation basis of accounting, assets are stated at their net realizable value, liabilities are stated at their estimated settlement amounts
and estimated costs through the liquidation date are accrued for, to the extent reasonably determinable.

The Company is required to make significant estimates and judgments in many areas. These estimates are subject to change. The Company
reviews, on a quarterly basis, the estimated fair value of its assets and all other remaining operating expenses and contractual commitments such
as payroll and related expenses, lease termination costs, professional fees and other outside services to determine the estimated costs to be
incurred during the liquidation period.

Pension Expense

Handleman Company terminated its U.S. pension plan during the fourth quarter of fiscal 2009 and plans to purchase a non-participating group
annuity contract for all plan participants subject to regulatory approval. Under the liquidation basis of accounting, actuarial valuation analyses
are prepared quarterly to determine the fair value, or termination value, of the plan. These valuations and the ultimate liability to settle the plan
may result in significant adjustments driven by changes in assumptions and due to market conditions.

Handleman Company terminated its Canadian pension plan in the first quarter of fiscal 2009 and plans to purchase either non participating
annuity contracts or make lump-sum payments to participants in the Canadian pension plan following regulatory approval by the Finance
Service Commission of Ontario. The Company accrued the termination value of the Canadian pension plan under the going concern basis of
accounting.

The liabilities related to these pension plans will be settled at the same payout percentage and same timing as all other unsecured creditor claims.

Income Taxes
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The Company has reported under the liquidation basis of accounting since October 5, 2008. Since this time the Company has not reported an
income statement and, as such, has not reported income tax expense.

Deferred income taxes are provided for the effect of temporary differences between the amounts of assets and liabilities recognized for financial
reporting purposes and amounts recognized for income tax purposes. Valuation allowances are recognized to reduce deferred tax assets when it
is more likely than not that the assets will not be realized. In assessing the likelihood of realization, consideration is given to all available
evidence including estimates of future taxable income and the character of income needed to realize future benefits.

Based on information available to date, the Company recorded any income tax receivable or payable for the ultimate tax amount expected to be
collected or paid. This estimate requires management to apply significant judgment related to the application of complex tax laws, changes in tax
laws or related interpretations, uncertainties related to the outcomes of tax audits and changes in the Company�s operations or other facts and
circumstances. Further, management must continually monitor changes in these factors. Changes in such factors may result in changes to
management estimates and could require the Company to significantly adjust its tax assets and liabilities.
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Handleman Company makes assumptions about individual tax positions before any part of the related benefit can be recognized in its financial
statements. A company must consider whether it is more likely than not that a tax position will be sustained upon examination by a taxing
authority. Significant judgment is required in assessing the timing and amounts of deductible and taxable items. The Company establishes
reserves when, despite its belief that its tax return positions are supportable, it is determined that certain positions may be successfully
challenged by the taxing authorities.

The Company reduced $674,000 of uncertain tax positions established in prior periods due to the expirations of certain statutes of limitations. As
of May 1, 2010, the total amount reported for uncertain tax positions was approximately $3.0 million. The Company anticipates that an
additional $703,000 of tax reserves will be reversed in fiscal 2011.

During fiscal 2010, the Company started to file final state tax returns for all states except Michigan. The filing of these state returns will be
completed in fiscal 2011.

The Company�s estimates of tax implications related to the liquidation of the Company are subject to change, perhaps significantly, as the
Company continues to finalize tax matters. Accordingly, the amount of liability, if any, will be updated in the Company�s financial statements as
changes in estimates occur.

Going Concern Basis of Accounting

Business

Handleman Company previously had the following reporting segments: category management and distribution operations, video game
operations and all other. As a category manager and distributor of music product and prior to fiscal 2009, the Company predominately provided
full category management services for prerecorded music product to leading retail chains in the U.S., United Kingdom (�UK�) and Canada. The
video game operations were related to Crave and the all other segment primarily represented REPS.

Fiscal Year

The Company�s fiscal year ends on the Saturday closest to April 30. The fiscal years ended May 1, 2010 (�fiscal 2010�) and May 2, 2009 (�fiscal
2009�) each consisted of 52 weeks.

Principles of Consolidation

Edgar Filing: HANDLEMAN CO /MI/ - Form 10-K

Table of Contents 51



The consolidated financial statements include the accounts of the Company and all subsidiaries where the Company has voting control. All
intercompany accounts and transactions have been eliminated. All subsidiary companies are wholly owned. The Company does not have any
significant equity investments other than in companies in which it has voting control.

The Company had intercompany transactions between its U.S. category management and distribution operations and REPS related to revenues
and expenses resulting from REPS providing field service for the U.S. music business. As these revenues and expenses are not on-going, costs
and associated eliminations have been classified as discontinued operations in the Company�s Consolidated Statement of Operations for all
periods presented.

Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect
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the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Foreign Currency Translation

The Company�s foreign subsidiaries utilized the local currency as their functional currency. Therefore, the Company converted the balance sheets
and statements of operations of its foreign subsidiaries to United States dollars. The Company used an average exchange rate for the period,
based on published daily rates, to convert foreign operational transactions to United States dollars. Assets and liabilities of foreign subsidiaries
were converted to United States dollars using the prevailing published exchange rate on the last business day of the fiscal period. Common stock
and additional paid in capital were converted at historical exchange rates. Net transaction gains included in �Selling, general and administrative
expenses� from continuing operations in the Company�s Consolidated Statement of Operations was $50,000 for the five-month period ended
October 4, 2008.

Cash and Cash Equivalents

The Company considers all highly liquid debt instruments purchased with an original maturity of six months or less to be cash equivalents. The
Company has deposits in a bank account in excess of FDIC limits.

Selling, General and Administrative Expenses

The major components of the Company�s selling, general and administrative expenses from continuing operations included in its Consolidated
Statement of Operations were as follows:

� labor expense, which includes corporate office labor and associated payroll taxes and fringe benefits;

� outside information technology related service expenses;

� outside consulting expense; and

� repairs and maintenance expense.

Income Taxes
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Income taxes are allocated between continuing operations, discontinued operations and other comprehensive income by tax jurisdiction and, in
periods in which there is a pre-tax loss from continuing operations and pre-tax income in another category, such as discontinued operations or
other comprehensive income, tax expense is allocated to the other sources of income, with a related benefit recorded in continuing operations.

Deferred income taxes are provided for the effect of temporary differences between the amounts of assets and liabilities recognized for financial
reporting purposes and amounts recognized for income tax purposes. Valuation allowances are recognized to reduce deferred tax assets when it
is more likely than not that the assets will not be realized. In assessing the likelihood of realization, consideration is given to all available
evidence including estimates of future taxable income and the character of income needed to realize future benefits.

The calculation of current and deferred tax assets (including valuation allowances) and liabilities requires management to apply significant
judgment related to the application of complex tax laws, changes in tax laws or related interpretations, uncertainties related to the outcomes of
tax audits and changes in the Company�s operations or other facts and circumstances. Further, management must continually monitor changes in
these factors. Changes in such factors may result in changes to management estimates and could require the Company to adjust its tax assets and
liabilities and
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record additional income tax expense or benefits. Handleman Company makes assumptions about individual tax positions before any part of the
related benefit can be recognized in its financial statements. A company must consider whether it is more likely than not that a tax position will
be sustained upon examination by a taxing authority. Significant judgment is required in assessing the timing and amounts of deductible and
taxable items. The Company establishes reserves when, despite its belief that its tax return positions are supportable, it is determined that certain
positions may be successfully challenged by the taxing authorities. When facts and circumstances change, the Company adjusts these reserves
through its provision for income taxes.

Earnings Per Share

No additional shares related to stock options issued by the Company were included in the computation of diluted weighted average shares
because the options� exercise prices were greater than the average market price of the common shares or as a result of the net losses for the
periods presented.

New Accounting Pronouncements

Although many new accounting pronouncements were issued during fiscal 2010, the following pronouncements were applied to the Company
when considering the liquidation basis of accounting.

In May 2009, the FASB issued SFAS No. 165, �Subsequent Events.� This Statement establishes general standards of accounting for and
disclosures of events that occur after the balance sheet date, but before financial statements are issued or are available to be issued. It requires the
disclosure of the date through which an entity has evaluated subsequent events and the basis for that date. SFAS No. 165 is effective for interim
and annual periods ending after June 15, 2009 and as such, the Company applied this Statement in its liquidation presentation in the first quarter
of fiscal 2010. In February 2010, Financial Accounting Standards Board (�FASB�) issued Accounting Standards Update (�ASU�) No. 2010-09,
�Subsequent Events (Topic 855) Amendments to Certain Recognition and Disclosure Requirements.� ASU No. 2010-09 removes the requirement
for an SEC filer to disclose the date through which subsequent events have been evaluated. Management�s responsibility to evaluate subsequent
events through the date of issuance remains unchanged. The adoption of these pronouncements did not have a material impact on the Company�s
consolidated financial statements.

In June 2009, the FASB issued Statement of Financial Accounting Standards (�SFAS�) No. 168, �The FASB Accounting Standards Codification
and the Hierarchy of Generally Accepted Accounting Principles � a replacement of FASB Statement No. 162.� SFAS No. 168 identifies the
sources of accounting principles and the framework for selecting the principles used in the preparation of financial statements of
nongovernmental entities, which are presented in conformity with generally accepted accounting principles (�GAAP�) in the United States. It
establishes the FASB Accounting Standards Codification as the source of authoritative accounting principles recognized by the FASB to be
applied by nongovernmental entities in the preparation of financial statements in conformity with GAAP. SFAS No. 168 was effective for
interim or annual financial periods ending after September 15, 2009. Adoption of this pronouncement did not have a material impact on the
Company�s consolidated financial statements.

3. Other Current Assets � Liquidation Accounting
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The Other current assets line item in the Company�s Consolidated Statements of Net Assets as of May 1, 2010 consisted of a letter of credit of
$1,124,000, income taxes receivable of $379,000, deposits of $103,000 and other various current assets of $386,000. The Other current assets as
of May 2, 2009 consisted of property and equipment, net of $3,640,000, taxes receivable of $3,081,000, a letter of credit of $2,619,000, deposits
of $705,000 and other various current assets of $832,000.
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4. Disposal of Long-Lived Assets � Going Concern Accounting

Music Business in North America

On June 2, 2008, the Company completed an asset purchase agreement with Anderson Merchandisers L. P. (�Anderson�) to purchase a portion of
the U.S. music inventory and all of the store display fixtures related to its Wal-Mart Stores, Inc. (�Wal-Mart�) business in the U.S. This agreement
resulted in a gain on the sale of $5,124,000, net of legal expenses of $51,000, and generated net cash proceeds of $19,536,000 during the first
quarter of fiscal 2009. The gain on the sale was recognized in the first quarter of fiscal 2009 and was included in discontinued operations in the
Company�s Consolidated Statements of Operations. Also, in accordance with this agreement, Anderson purchased additional inventory in early
September 2008 totaling $1,255,000; the proceeds were received during the second quarter of fiscal 2009.

On September 2, 2008, the Company completed a separate definitive agreement with Anderson to sell all of the music inventory, fixed assets
and operations of its Canadian subsidiary, inclusive of customer relationships. The total net proceeds of $12,602,000 were received in the second
quarter of fiscal 2009, less $750,000, which was being held in escrow for certain representations and warranties (the Company has collected the
entire amount held in escrow as of the second quarter of fiscal 2010). The sale of this Canadian subsidiary resulted in a gain of $419,000, net of
legal expenses of $193,000, in the second quarter of fiscal 2009 and was included in discontinued operations in the Company�s Consolidated
Statements of Operations. As a result of the sale of the Canadian subsidiary, the Company also earned an incentive fee from Anderson. This
$4,000,000 incentive fee was received during the second quarter of fiscal 2009 and was included in discontinued operations in the Company�s
Consolidated Statements of Operations.

Handleman United Kingdom

On September 16, 2008, the Company sold to Tesco Stores Limited (�Tesco�) certain assets and all of the operations related to the Tesco category
management and distribution operations, as well as certain of the Company�s intellectual properties. The purchase price paid by Tesco totaled
$16,687,000 and resulted in a gain of $188,000, net of legal expenses of $357,000, in the second quarter of fiscal 2009, which was recorded in
discontinued operations in the Company�s Consolidated Statements of Operations. The proceeds from this sale, net of $2,663,000, which was
held in escrow for certain indemnifications, were also received in the second quarter of fiscal 2009. The Company has collected the entire
amount held in escrow as of October 31, 2009.

Handleman UK is undergoing a members voluntary liquidation, which is a formal process by which solvent companies wind down their
operations in the UK. The Company continues to work through this process and this liquidation is expected to be completed during calendar
2010.

Crave Entertainment
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The Company considered Crave held for sale during the first quarter of fiscal 2009 and adjusted the carrying value of Crave for the period ended
October 4, 2008 under the going concern basis of accounting. The loss of $26,634,000 was calculated using projected cash flows prepared by the
Company and were recorded in discontinued operations in the Company�s Consolidated Statement of Operations. On February 10, 2009, the
Company sold certain Crave assets to Fillpoint.
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REPS LLC

The Company considered REPS held for sale during the second quarter of fiscal 2009 and adjusted its carrying value at October 4, 2008 under
the going concern basis of accounting. The $7,577,000 loss was calculated based on estimated proceeds to be received upon sale based on an
average of Expression of Interest Letters received by the Company from prospective buyers. This loss was recorded in the second quarter of
fiscal 2009 in discontinued operations in the Company�s Consolidated Statement of Operations. On April 2, 2009, the Company sold certain
REPS assets to Mosaic.

Discontinued Operations

The results of operations for the U.S., Canadian and Handleman UK music category management and distribution businesses, as well as Crave
and REPS, are reported in discontinued operations in the Company�s Consolidated Statement of Operations. After completion of these sales
transactions and the wind down of the remaining business activities, the operations and cash flows of these business units were eliminated from
the ongoing operations of the Company, and the Company does not have any continuing involvement in the operations of these businesses.

Upon completion of the Canadian and Handleman UK asset purchase agreements, all of their music category management and distribution
operations were transitioned to the buyers in the second quarter of fiscal 2009. As a result, the Company recorded foreign currency translation
gains of $4,321,000 and $11,320,000 related to the Canadian and UK operations, respectively, offset in part by a foreign currency translation
loss of $43,000 related to other foreign operations, resulting from the substantial liquidation of the investments in these businesses. These
amounts were recorded in discontinued operations in the Company�s Consolidated Statement of Operations in the second quarter of fiscal 2009
under the going concern basis of accounting.

The U.S., Canadian and Handleman UK music operations were previously included in the category management and distribution operations
reporting segment, whereas Crave and REPS were previously included in the video game operations and all other reporting segments,
respectively.

The table below summarizes the discontinued operations included in the Company�s Consolidated Statement of Operations, by segment, for the
five months ended October 4, 2008 (in thousands of dollars):

Category
Management

and 
Distribution
Operations

Video Game
Operations All Other

Revenues $ 117,895 $  89,561 $ 5,207
8,475 3,866 (3,213) 
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Pre-tax income (loss) from operations excluding net loss on
disposal of subsidiary assets

5. Impairment and Other Charges

Wind Down of the Music Business in North America

Under the going concern basis of accounting, the Company incurred one-time costs related to its decision to exit the music business in North
America and the category management and distribution operating reporting segment. Costs to be incurred after October 4, 2008 were estimated
and included in accrued liquidation costs under the liquidation basis of accounting.
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The following table summarizes one-time costs incurred in the first five months of fiscal 2009 related to the exiting of the music business in
North America, which have been recorded in discontinued operations in the Company�s Consolidated Statement of Operations (in thousands of
dollars):

Five Months Ended October 4, 2008

Severance/
Retention
Costs

Contract
Termination 

Costs
Other
Costs

Balance as of May 3, 2008 $ �  $ �  $ �  
Expensed during the period 8,099 1,370 268
Cash paid during the period (3,737) (1,370) (268) 

Balance as of October 4, 2008 $ 4,362 $ �  $ �  

In addition to the one-time costs identified above, the Company recorded an inventory markdown in the amount of $2,760,000 during the first
quarter of fiscal 2009, representing the Company�s best estimate of the adjustment necessary to write down inventory to net realizable value. This
inventory markdown was recorded in discontinued operations in the Company�s Consolidated Statement of Operations.

Handleman United Kingdom

Under the going concern basis of accounting, the Company incurred one-time costs related to the sale of the Tesco-related business (which was
completed in the second quarter of fiscal 2009) and the wind down of the remaining UK operations.

In the UK, there is a statutory obligation for companies to pay severance, upon termination, to employees who will neither be transferred to a
new organization (if applicable) under the Transfer of Undertakings (Protection of Employment) regulations, nor be retained by the existing
company in some other capacity. This statutory requirement is the equivalent of a benefit plan because there is a mutual understanding between
the employee and the company. A substantial majority of the employees in Handleman UK transitioned with the operations to Tesco upon
closing of the asset purchase agreement in the second quarter of fiscal 2009. The Company recorded severance costs of $364,000 in the first five
months of fiscal 2009 for the employees discharged related to the wind down of the remaining UK operations. In the first five months of fiscal
2009, the Company incurred legal fees of $445,000 related to the wind down of the UK business. These costs all related to the category
management and distribution operations reporting segment and were charged to discontinued operations in the Company�s Consolidated
Statements of Operations. Costs to be incurred after October 4, 2008 to complete the wind down of the Handleman UK business were estimated
and included in accrued liquidation costs under the liquidation basis of accounting.

6. Goodwill and Intangible Assets

Edgar Filing: HANDLEMAN CO /MI/ - Form 10-K

Table of Contents 61



Goodwill

Historically, under going concern accounting, the Company performed an annual impairment test for goodwill in the fourth quarter of each fiscal
year or as business conditions warranted a review. The goodwill test for impairment was conducted on a reporting unit level, whereby the
carrying value of each reporting unit, including goodwill, was compared to its fair value. Fair value was estimated using a discounted cash flow
methodology.
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The Company began actively marketing REPS for sale in the second quarter of fiscal 2009. Accordingly, the Company considered REPS held
for sale and adjusted the carrying value of its assets. This included the adjustment of goodwill in the all other reporting segment from $6,903,000
to $0, as of October 4, 2008 under the going concern basis of accounting. The valuation was based on estimated proceeds to be received upon
sale based on an average of Expressions of Interest Letters received by the Company from prospective buyers. This adjustment was included in
discontinued operations in the Company�s Consolidated Statement of Operations. See Notes 1 and 4 of Notes to Consolidated Financial
Statements for additional information related to the write down of REPS.

Intangible Assets

The Company�s intangible assets predominately related to the acquisitions of Crave and REPS. Historically, under going concern accounting, the
Company performed annual impairment analyses, or as business conditions warranted a review, comparing the carrying value of its intangible
assets with the future economic benefit of these assets. Based on such analyses, the Company adjusted, as necessary, the value of its intangible
assets. As a result of the Crave and REPS business units being marketed for sale, the Company adjusted the carrying values of these entities,
including intangibles during the second quarter of fiscal 2009 under the going concern basis of accounting. See Notes 1 and 4 of Notes to
Consolidated Financial Statements for additional information related to the losses recorded on the carrying values of Crave and REPS.

Internally Developed Video Game Software

Crave, through one of its subsidiary companies, published video game titles under the Crave brand name. These titles supported Sony, Nintendo
and/or Microsoft video game platforms and were distributed by Crave. As a result, Crave incurred obligations to contracted video game software
developers and, in some cases, obligations to intellectual property right holders. Under its software development agreements, payments were
typically based on the achievement of defined milestones, which varied by agreement. Such milestones included payments due at the signing of
the agreements, design and/or technical achievements and delivery of completed product; these advances were typically not refundable. These
developed games were the property of Crave. Software development costs were recorded in accordance with accounting guidance, which
required that these costs be capitalized once technological feasibility of a product is established and such costs are determined to be recoverable.

Software development payments were classified as �Intangible assets, net� in the Company�s Consolidated Balance Sheet. Commencing upon
product release, these payments were amortized as royalty expense based upon the ratio of current revenues to total projected revenues,
generally over a period of approximately 18 months, and included in discontinued operations in the Company�s Consolidated Statements of
Operations. The Company performed quarterly analyses, comparing the carrying value of its software development costs with the expected sales
performance of the specific products for which the costs relate. Management�s judgments and estimates were utilized in the ongoing assessment
of the recoverability of these advances. Based on such analyses, the Company adjusted, when necessary, the value of its software development
costs.

Under Crave�s intellectual property licensing agreements, payments were made to licensors in exchange for the rights to utilize intellectual
properties owned by the licensors (e.g. popular animated characters, including all designs, themes and story lines) that may be used in the
development of video game software. Payments to licensors allowed Crave the limited right to use these intellectual properties, and at no time
did Crave take ownership of these intellectual properties. Advances under these licensing agreements typically occurred at the signing of the
agreements and were not refundable. License advance payments were classified as �Intangible assets, net� in the Company�s Consolidated Balance
Sheet. Commencing upon product release, these payments were amortized
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as royalty expense based upon the ratio of current revenues to total projected revenues, generally over a period of approximately 18 months, and
included in discontinued operations in the Company�s Consolidated Statements of Operations. The Company performed quarterly analyses
comparing the carrying value of its license advances with the expected sales performance of the specific products to which the costs relate.
Management�s judgments and estimates were utilized in the ongoing assessment of the recoverability of these advances. Based on such analyses,
the Company adjusted, when necessary, the value of its license advances. Certain intellectual property licensing agreements may have required
Crave to make additional payments based on sales volumes. Subject to these terms, once all advance payments to licensors were expensed,
additional payments to licensors may have been required. These additional payments were accrued as royalties in the Company�s Consolidated
Balance Sheet.

Purchased Video Game Software

Crave also purchased video game software from other software developers that supported Sony, Nintendo and Microsoft video game platforms.
As a distributor, Crave occasionally entered into exclusive distribution agreements with these video game suppliers. Under these exclusive
distribution agreements, Crave had the right to sole distribution of the agreed upon video software games. The agreements varied by supplier,
and may have obligated Crave to pay minimum distribution fees or purchase a specified number of units over a designated period of time.
Payments under these exclusive distribution agreements were usually made at the time the agreements were signed, at the time of manufacturing,
or in some instances, at the time of product receipt by Crave. These exclusive distribution advances were classified as �Intangible assets, net� in
the Company�s Consolidated Balance Sheet and were amortized as royalty expense based upon sales of product purchased from these suppliers,
and included in �Direct product costs� in the Company�s Consolidated Statements of Operations. Under certain of these exclusive distribution
agreements, additional payments to these suppliers may have been required if pre-defined minimum purchase volumes were exceeded. These
additional payments were also classified as �Intangible assets, net� in the Company�s Consolidated Balance Sheet. Management�s judgments and
estimates were utilized in the ongoing assessment of the recoverability of these advances.

Royalty expense related specifically to software development costs and licensed rights included in �Recoupment of development costs/licensed
rights� in the Company�s Consolidated Statements of Cash Flows is as follows (in thousands of dollars):

Royalty Expense

Five Months
Ended

October  4,

2008

Software development costs, including write

down to net realizable value of $286 $  1,048
Exclusive distribution rights, including write down

to net realizable value of $75 370
Licensed intellectual property rights 115

Total $ 1,533
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The Company�s aggregate amortization expense for the five months ended October 4, 2008 was $4,163,000.
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7. Property and Equipment

As a result of the Company�s Plan of Final Liquidation and the adoption of the liquidation basis of accounting, property and equipment were
classified as Other current assets in the Company�s Consolidated Statements of Net Assets as of May 1, 2010 and May 2, 2009. Assets were
recorded at fair value and depreciation ceased when the assets were deemed held for sale in accordance with accounting guidance.

Historically, under going concern accounting, property and equipment was recorded at cost. Upon retirement or disposal, the asset cost and
related accumulated depreciation were eliminated from the respective accounts and the resulting gain or loss was included in results of
operations for the period. Repair costs were charged to expense as incurred.

The Company capitalized internal labor costs associated with developing computer software. Such costs were depreciated over the expected life
of the software, generally three to seven years.

The Company included depreciation expense in �Selling, general and administrative expenses� in its Consolidated Statement of Operations.
Depreciation was computed primarily using the straight-line method based on the following useful lives:

Buildings and improvements Lesser of the lease term or the useful life
Leasehold improvements Lesser of the lease term or the useful life
Display fixtures 2-5 years
Computer hardware and software 3-7 years
Equipment, furniture and other 3-10 years

8. Debt

Handleman Company had no outstanding debt as of May 1, 2010 or May 2, 2009. The credit agreement with Silver Point Finance, LLC was
terminated on October 31, 2008 and the credit agreement with General Electric Capital Corporation was terminated on August 1, 2008. As a
result of reductions in the size of the Company�s credit facility and ensuing termination, during fiscal 2009, the Company accelerated the
write-off of financing related fees in accordance with accounting guidance. During the five months ended October 4, 2008, financing related fees
expensed were $5,581,000.

Total interest expense from both continuing and discontinued operations for the five months ended October 4, 2008 was $15,665,000. The
Company allocated a portion of its interest expense related to its debt agreements from continuing operations to discontinued operations for
fiscal year 2009.
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9. Pension Plan

The Company has two qualified defined benefit pension plans (�pension plans�) that cover substantially all full-time U.S. and Canadian
employees.

Pension Plans

During the first quarter of fiscal 2007, the Company�s Board of Directors approved amendments to freeze the U.S. pension plan. Subsequently,
on March 11, 2009, the Company�s Compensation Committee of the Board of Directors approved the termination of the U.S. pension plan in
fiscal 2010, or thereafter. Upon approval from the Internal Revenue Service and the Pension Benefit Guaranty Corporation, the Company plans
to replace the U.S. pension plan with the purchase of a non-participating group annuity contract for all participants. Under the liquidation basis
of accounting, the
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