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FLEXSTEEL INDUSTRIES, INC.
P.O. Box 877 

Dubuque, Iowa 52004-0877

November 1, 2007

Office of the Chairman of the Board

Dear Shareholder:

You are cordially invited to attend the Annual Shareholders’ Meeting on Monday, December 10, 2007, at 2:00 p.m. We sincerely want you to come, and
we welcome this opportunity to meet with those of you who find it convenient to attend.

Time will be provided for shareholder questions regarding the affairs of the Company and for discussion of the business to be considered at the meeting
as explained in the notice and proxy statement which follow. Directors and other Company executives expect to be available to talk individually with
shareholders after the meeting. No admission tickets or other credentials are currently required for attendance at the meeting, but we may request to see some
identification to establish that you are a shareholder of the Company.

The formal notice of the meeting and proxy statement follow. I hope that after reading them you will sign, date and mail the proxy card, whether you
plan to attend in person or not, to assure that your shares will be represented.

Sincerely,

L. Bruce Boylen 
Chairman of the Board

Record Date: October 17, 2007

Date of Meeting: December 10, 2007

Time: 2:00 p.m.

Place: Hilton Minneapolis
 1001 Marquette Avenue
 Minneapolis, MN 55403

IMPORTANT

WHETHER YOU OWN ONE SHARE OR MANY, EACH SHAREHOLDER IS URGED TO VOTE, DATE, SIGN AND RETURN THE
ENCLOSED PROXY IN THE ENVELOPE PROVIDED WHICH REQUIRES NO POSTAGE IF MAILED IN THE UNITED STATES.

 

FLEXSTEEL INDUSTRIES, INC.
P.O. Box 877 

Dubuque, Iowa 52004-0877

November 1, 2007

Dear Shareholder,



The New York Stock Exchange, NYSE Arca, NASDAQ and the American Stock Exchange have all recently adopted rule changes which mandate that
all listed companies become eligible to participate in the Direct Registration System (“DRS”) before December 31, 2007.

We are pleased to announce our participation in the DRS, effective November 21, 2007, via our stock transfer agent, Wells Fargo Shareowner Services.
This system now allows us to issue shares of common stock to our registered certificate holders in book-entry form.

Book-entry shares owned in this manner provide shareholders with more convenient, safe and cost effective means of share ownership which includes
the following features:

 • Shares held in book-entry form cannot be lost, stolen or misplaced, eliminating the risk and costs related to safekeeping, delivering or replacing
stock certificates

 • In addition, after November 21st you will be able to request electronic movement of your book-entry shares between your account at our
Transfer Agent, Wells Fargo Shareowner Services, and your account at your Broker/Dealer

 • Finally, you may eliminate the responsibility of safekeeping the certificates you are currently holding. You may convert them to book-entry
shares at anytime. To do this on or after the November 21, 2007 effective date, please follow the instructions below:

°  Do not sign your certificates (you are only converting them into book-entry form in your account, not requesting a transfer)

°  Mail your certificate(s) with an instruction letter requesting to convert your shares into book-entry form to:

Overnight Mail: 
Wells Fargo Shareowner Services 
161 North Concord Exchange 
South St. Paul, MN 55075 

By Regular Mail: 
Wells Fargo Shareowner Services 
PO Box 64854 
St. Paul, MN 55164-0854

°  We recommend that you send your package by traceable mail and insure it for 2% of the current market value of the shares.

 

No action is required by you unless you choose to deposit your certificated shares into book-entry.

All future transactions will be credited to book-entry. A Direct Registration Statement reflecting any DRS transactions processed for your account will
be delivered to your address. Certificates will only be issued upon request.

Any questions you may have regarding DRS may be directed to Wells Fargo Shareowner Services at the above address or by contacting a Shareowner
Relations Representative at 1-800-468-9716.

Sincerely,

Timothy E. Hall
Secretary

 



FLEXSTEEL INDUSTRIES, INC.
P.O. Box 877 

Dubuque, Iowa 52004-0877

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS 
To Be Held December 10, 2007

TO THE SHAREHOLDERS:

The Annual Meeting of Shareholders of Flexsteel Industries, Inc. will be held at the Hilton Minneapolis, 1001 Marquette Avenue, Minneapolis,
Minnesota 55403, on Monday, December 10, 2007 at 2:00 p.m. for the following purposes:

 1. To elect three (3) Class III Directors to serve until the year 2010 Annual Meeting and until their successors have been elected and qualified or
until their earlier resignation, removal or termination (Proposal I).

 2. To consider and act upon a proposal to approve the 2007 Long-Term Management Incentive Compensation Plan, together with the reservation
of 500,000 shares of common stock for issuance under the 2007 plan (Proposal II).

 3. To transact such other business as may properly come before the meeting or any adjournments or postponements of the meeting.

October 17, 2007 has been fixed as the record date for the determination of common shareholders entitled to notice of and to vote at the meeting. Only
holders of record at the close of business on that date will be entitled to vote at the meeting or any adjournments or postponements of the meeting.

Whether or not you plan to attend the meeting, please mark, date and sign the accompanying proxy and return it promptly in the enclosed envelope
which requires no additional postage if mailed in the United States. If you attend the meeting, you may vote your shares in person even though you have
previously signed and returned your proxy. Voting by ballot at the meeting cancels any proxy previously returned.

BY ORDER OF THE BOARD OF DIRECTORS

TIMOTHY E. HALL 
Secretary

November 1, 2007

PLEASE SIGN AND RETURN THE ENCLOSED PROXY PROMPTLY

 

FLEXSTEEL INDUSTRIES, INC.
P.O. Box 877 

Dubuque, Iowa 52004-0877

PROXY STATEMENT 
Annual Meeting of Shareholders to be Held

December 10, 2007

This proxy statement and the accompanying proxy is solicited on behalf of the Board of Directors, referred to as the Board, of Flexsteel Industries, Inc.,
referred to as the Company or Flexsteel, to be used at the Annual Meeting of Shareholders to be held on Monday, December 10, 2007, and any adjournments
or postponements of the meeting, for the purposes set forth in the notice of meeting accompanying this proxy statement.

The mailing address of the corporate office and principal executive office of the Company is P.O. Box 877, Dubuque, IA 52004-0877. The approximate
date on which this proxy statement and accompanying proxy card are first being mailed to shareholders is November 1, 2007.

PROXIES AND VOTING

Each shareholder who signs and returns a proxy in the form enclosed with this proxy statement has the unconditional right to revoke the proxy at any
time prior to its use at the meeting. A shareholder can change his or her proxy or vote in one of three ways:

 • send a signed notice of revocation to our Secretary to revoke the previously given proxy;

 • send a completed proxy card bearing a later date than the previously given proxy to our Secretary indicating the change in your vote; or

 • attend the meeting and vote in person, which will automatically cancel any proxy previously given, or the shareholder may revoke his or her
proxy in person, but a shareholder’s attendance at the meeting alone will not revoke any proxy that the shareholder has previously given.

If a shareholder chooses either of the first two methods, the shareholder must take the described action no later than the beginning of the meeting. Once
voting on a particular matter is completed at the meeting, a shareholder will not be able to revoke his or her
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proxy or to change his or her vote as to that matter. Unless a shareholder’s proxy is so revoked or changed, the shares of common stock represented by each
proxy received by the Company will be voted at the meeting and at any adjournments or postponements of the meeting. If a shareholder’s shares of common
stock are held in street name by a broker, bank or other financial institution, such shareholder must contact them to change his or her vote. Execution of the
proxy will in no way affect a shareholder’s right to attend the meeting and vote in person. If a shareholder specifies how the proxy is to be voted on any
business to come before the meeting, it will be voted in accordance with such specification. If no specification is made, it will be voted FOR the election of
Jeffrey T. Bertsch, Lynn J. Davis and Eric S. Rangen as Class III Directors (Proposal I) and FOR the approval of the 2007 Long-Term Management Incentive
Compensation Plan, together with the reservation of 500,000 shares of common stock for issuance under the 2007 plan (Proposal II). Each of the above
named director nominees have been previously elected by the shareholders.

As of the close of business on October 17, 2007, the record date for determining shareholders entitled to notice of, and to vote at, the meeting, the
Company had 6,572,464 outstanding shares of common stock, par value $1.00 per share, which is the only class of the Company’s capital stock entitled to
vote at the meeting. Each share of common stock issued and outstanding as of the record date is entitled to one vote upon each matter to be presented at the
meeting, and cumulative voting for directors is not permitted. A quorum, consisting of a majority of the outstanding shares of common stock entitled to vote
at the meeting, must be present in person or represented by proxy before action may be taken at the meeting.

Votes cast by proxy or in person will be counted by the inspector of election appointed for the meeting who will be present at the meeting. The
affirmative vote of a plurality of the shares of common stock present in person or represented by proxy at the meeting is required for the election of the
director nominees named in this proxy statement. Adoption of the proposal to approve the 2007 Long-Term Management Incentive Compensation Plan
requires the affirmative vote of a majority of the shares of common stock present in person or represented by proxy at the meeting. The inspector of election
will treat abstentions as shares that are present and entitled to vote for purposes of determining a quorum, but abstentions and broker non-votes shall not be
counted as votes for or against the proposal being voted on.

While the Board knows of no other matter to be presented at the meeting or any adjournment or postponement of the meeting, all proxies returned to the
Company will be voted on any such matter in accordance with the judgment of the proxies.
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EXPENSE OF SOLICITATION

The cost of the solicitation of proxies on behalf of the Board will be paid by the Company. Solicitation of proxies will be principally by mail. In addition,
the officers or employees of the Company and others may solicit proxies, either personally, by telephone, by special letter, or by other forms of
communication. The Company will also make arrangements with banks, brokerage houses and other custodians, nominees and fiduciaries to send proxies and
proxy material to their principals and will reimburse them for reasonable expenses in so doing. Officers and employees of the Company will not receive
additional compensation in connection with the solicitation of proxies.

PROPOSAL I 

ELECTION OF DIRECTORS

Our Restated Articles of Incorporation, as amended, permit the election of 13 Directors. The Board currently consists of ten persons divided into three
classes. At this time, the Board has determined to maintain the size of the Board at ten members. At each Annual Meeting the terms of one class of Directors
expire and persons are elected to that class for terms of three years or until their respective successors are duly qualified and elected or until their earlier
resignation, removal or termination.

The Board has nominated, based on the recommendation of the Nominating and Compensation Committee, Jeffrey T. Bertsch, Lynn J. Davis and Eric S.
Rangen for election as Class III Directors of the Company. The Class III Directors’ next term expires at the time of the year 2010 Annual Meeting and until
their respective successors have been elected and qualified or until their earlier resignation, removal or termination. It is the intention of the proxies named
herein to vote FOR these nominees unless otherwise directed in the proxy. All of the nominees have been previously elected by the shareholders.

All nominees named above have consented to serve as Directors if elected. In the event that any of the nominees should fail to stand for election, the
persons named as proxy in the enclosed form of proxy intend to vote for substitute nominees as may be selected by the Board. The proxies cannot be voted
for a greater number of persons than the number of nominees named in this proxy statement.

The Board recommends a vote for its Director nominees named in this proxy statement. Proxies solicited by the Board will be so voted unless
shareholders specify otherwise in their proxies.
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Name  Age  
Director

Since  
Principal Occupation and Other Directorships or

Employment During the Last Five Years

 
DIRECTORS CONTINUING TO SERVE WHOSE TERMS EXPIRE AT THE 2007 ANNUAL MEETING, CLASS III
Jeffrey T. Bertsch  52  1997  Senior Vice President Corporate Services, 1989 to present, Flexsteel Industries, Inc.; Director,



American Trust and Savings Bank, Dubuque, Iowa.
Lynn J. Davis(1)(2)  60  1999  Retired President and Chief Operating Officer, 2005 to 2006, August Technology (supplier of

inspection equipment for microelectronic industry); Partner, 2002 to 2005, Tate Capital Partners;
President, 2001, ADC Telecommunications, Inc.; Director, Automated Quality Technologies,
Inc. (mfr. of non-contact measurement equipment); Director, Superconductor Technologies, Inc.
(mfr. of wireless communication infrastructure).

Eric S. Rangen(1)(2)  50  2002  Senior Vice President and Chief Accounting Officer, UnitedHealth Group (diversified health and
well-being company), 2006 to present; Executive Vice President and Chief Financial Officer,
2001 to 2006, Alliant Techsystems Inc. (advanced weapons and space systems company);
Partner, 1994 to 2001, Deloitte & Touche LLP.

 
DIRECTORS CONTINUING TO SERVE WHOSE TERMS EXPIRE AT THE 2008 ANNUAL MEETING, CLASS I
Thomas E. Holloran(1)(2)    78  1971  Professor Emeritus, College of Business, Senior Distinguished Fellow, School of Law,

University of St. Thomas, St. Paul; former Director, Medtronic, Inc. (a medical device company)
1960 to 2000.

L. Bruce Boylen  75  1993  Retired Vice President, Fleetwood Enterprises, Inc. (mfr. of recreational vehicles and
manufactured homes).

Ronald J. Klosterman  59  2005  Chief Executive Officer, 2006 to present; President, 2005 to present; Chief Operating Officer,
2005 to 2006, Executive Vice President and Chief Financial Officer, 1995 to 2005, Director of
Operations, 2004 to 2005, Flexsteel Industries, Inc.; Director, EDSB (an Iowa bank); Director,
Iowa Health System (network of hospitals in Iowa and Illinois).

 
DIRECTORS WHOSE TERMS EXPIRE AT THE 2009 ANNUAL MEETING, CLASS II
James R. Richardson  63  1990  Senior Vice President Sales and Marketing, 1994 to present, Flexsteel Industries, Inc.
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Name  Age  
Director

Since  
Principal Occupation and Other Directorships or

Employment During the Last Five Years

Patrick M. Crahan  59  1997  Senior Vice President Commercial Seating, 2003 to present, Vice President and General Manager,
Dubuque Upholstering Division, 1989 to 2003, Flexsteel Industries, Inc.; Trustee, University of
Dubuque; Trustee, Dubuque Racing Association (not-for-profit gaming); Director, Dubuque Bank
and Trust Company, Dubuque, Iowa.

Robert E. Deignan(1)(2)    68  2001  Senior Counsel, Baker & McKenzie LLP (law firm).

Mary C. Bottie(1)(2)  49  2003  Retired Vice President of Marketing and Operations, Motorola, Inc.

(1) Member of Audit and Ethics Committee
(2) Member of Nominating and Compensation Committee

EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

The Nominating and Compensation Committee of the Board of Directors, referred to as the Committee, is responsible for establishing our policy for
compensating executive officers. The Committee is comprised of independent directors as defined in The Nasdaq Stock Market listing standards. The
Committee also has oversight responsibility of our annual incentive plans, stock option plans, long-term incentive plans and other benefit plans for our
executive officers.

Compensation Philosophy and Objectives — Our overall compensation philosophy is that compensation levels should be adequate to attract and retain
highly-qualified executives without being unreasonable or excessive relative to market practice. See “Corporate Governance – Committees of the Board –
Nominating and Compensation Committee” for a more detailed discussion of our compensation philosophy and practices. See “Performance-based
Compensation,” “Annual Incentive” and “Long-Term Incentives” below for further discussions of performance-based compensation. While a portion of
our executives’ compensation fluctuates with annual results, the total compensation program is structured to include long-term performance awards to
motivate our executives to work for sustained growth in shareholder value.

Performance-based Compensation — We have historically provided performance-based compensation through the use of both annual and long-term
incentives. See “Annual Incentive” below for a discussion of our annual performance-based compensation. Long-term incentive awards have historically
been based on a three-year
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average of return on equity, adjusted for infrequent or non-recurring items. The beginning of each fiscal year marked the start of another three-year
performance period.



During the past fiscal year, the Committee reviewed the structure of our existing long-term management incentive compensation plan with the assistance
of the independent consulting firm of Mercer Human Resources Consulting, referred to as Mercer. Based on this review, the Committee recommended to our
Board of Directors that it adopt a new form of long-term management incentive plan because our current shareholder approved management incentive plan
has not resulted in the pay-out of significant incentive compensation in prior years and has not created a positive influence for our executives. The plan
recommended by the Committee incorporates different corporate performance measures from those included in the current plan to better incent our executives
to grow shareholder value. Based upon the recommendation of the Committee, our Board of Directors adopted, and has submitted to a vote of our
shareholders at the 2007 Annual Meeting, the proposed 2007 Long-Term Management Incentive Compensation Plan, referred to as the 2007 plan. See
“Proposal II – Approval of 2007 Long-Term Management Incentive Compensation Plan” for a more complete discussion of the terms and conditions of
the 2007 plan.

Components of Executive Compensation — The principal components of our executive compensation program have historically included base salaries,
annual cash bonuses, and long-term incentives using our common stock. Beginning with fiscal 2008, long-term incentives will use a combination of our
common stock and cash. The change to long-term compensation that includes a combination of our common stock and cash was made to allow the executive
to utilize the cash portion of the award to pay income taxes on the total amount awarded under the plan.

Base Salary — An individual executive’s base salary is based upon the executive’s level of responsibility, cumulative knowledge and experience, past
individual performance, contributions to past corporate performance, and competitive rates of pay. The Committee reviews each executive officer’s salary
annually and makes adjustments, as appropriate, based on the Chief Executive Officer’s recommendation and in light of any change in the executive’s
responsibility, changes in competitive salary levels, and the executive’s past performance.

The base salary of Ronald Klosterman, our Chief Executive Officer since December 31, 2006, increased by $83,000 or 28% in fiscal 2007 as compared
to fiscal 2006 in recognition of his promotion to Chief Executive Officer from his prior positions of President and Chief Operating Officer. Similarly, the base
salary of Timothy E. Hall, our
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Chief Financial Officer, Vice President-Finance and Secretary, increased by $42,000 or 30% in fiscal 2007 as compared to fiscal 2006 in recognition of a full
year in the position of Chief Financial Officer, a position that he was promoted to in June 2005, and to bring his base salary more in line with the salaries of
other chief financial officers in the companies surveyed by Mercer. The base salaries of our other named executive officers (K. Bruce Lauritsen, our Chief
Executive Officer through December 30, 2006, Donald D. Dreher, our Senior Vice President, and the President and Chief Executive Officer of DMI Furniture,
Inc., James R. Richardson, Senior Vice President of Sales and Marketing, and Thomas D. Burkart, our Senior Vice President Vehicle Seating) increased in
fiscal 2007 as compared to fiscal 2006 based on annual merit increases in executive base salaries as follows:

Named Executive Officer     
2007 Salary
Increase ($)    

2007 Salary
Increase (%)  

K. Bruce Lauritsen     $45,000    10%  
Donald D. Dreher     $10,000      3%  
James R. Richardson     $  8,000      3%  
Thomas D. Burkart     $15,500      6%  

The Committee and we believe that the base salaries of the named executive officers for fiscal 2007 were at acceptable market rates as they were
generally near the median of the base salary levels of comparable executives in the companies surveyed by Mercer.

Annual Incentive — The purpose of our annual incentive program is to provide a direct monetary incentive to our executive officers to achieve
company objectives for the year. For this reason, our annual incentive program is structured as an annual cash bonus tied to the achievement of corporate
performance objectives during the year. Historically, the Committee has used a 12% return on equity adjusted for infrequent or non-recurring items as the
target measure from which minimum and maximum levels were determined. Corresponding incentive award levels, expressed as a percentage of the
executive’s salary ranging from 40% to 50%, also were based primarily on an individual’s responsibility level. If minimum performance levels are not met, no
bonus award is made. After the completion of the year, the Committee ratifies cash bonuses as awarded based principally on the extent to which targets have
been achieved. For fiscal year 2007, the Committee set performance objectives, which varied, for each executive based on the executive’s areas of
responsibility. The Committee also reviewed our Chief Executive Officer’s recommendations on the appropriate performance objectives to use for each
executive. The fiscal year 2007 performance objectives, including weighting for each objective, for our named executive officers were as follows:
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 • 60% consolidated net income, 20% consolidated net sales and 20% consolidated free cash flow for each of K. Bruce Lauritsen, Ronald J.
Klosterman and Timothy E. Hall;

 • 10% consolidated net income, and 90% related to individual goals under his areas of responsibility for Donald D. Dreher;

 • 10% consolidated net income, 10% consolidated free cash flow, and 80% related to individual goals under their respective areas of
responsibility for James R. Richardson and Thomas D. Burkart.

Under the terms of Mr. Dreher’s current employment agreement, he is entitled to an annual bonus of not less than $50,000. The Committee has full
discretion to increase awards earned under the annual incentive program and elected to increase the award payable to Ronald J. Klosterman, Timothy E. Hall
and Thomas D. Burkart to better reflect their fiscal year 2007 performance. Annual cash bonuses made to named executive officers for fiscal year 2007 for



achievement of performance objectives are reflected in the column titled “Non-Equity Incentive Plan Compensation” of the Summary Compensation Table on
page 12.

Long-Term Incentives — Our long-term incentive compensation program involves the use of stock under two types of awards: long-term incentive
awards tied to achievement of corporate performance goals and stock options. Both types of awards are intended to focus executives’ attention on the
achievement of our long- term performance objectives to align the executive officers’ interests with those of shareholders. The level of award opportunities,
as combined under both plans, are intended to be consistent with typical levels of comparable companies identified by the compensation consultant and reflect
the Committee’s assessment of an individual’s level of responsibility and performance.

Long-term incentive awards have been paid under the current shareholder approved management incentive plan. Historically, awards have given
executives the opportunity to earn shares of our common stock if the three-year average return on equity objectives is achieved. Two-thirds of any earned
shares are subject to forfeiture provisions tied to the executive’s continued service with us. This provision is intended to enhance our ability to retain key
executives and provide a long-term performance focus. None of our named executive officers earned shares under the long-term incentive compensation
program for fiscal 2007. Under the 2007 plan, different corporate performance measures may be used in the discretion of the Committee. As with annual
incentives, various levels of performance goals and corresponding compensation amounts are established by the Committee at the beginning of each
performance period taking into consideration the
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Chief Executive Officer’s recommendations. No awards are earned if a minimum level is not achieved. The Committee has discretion to adjust any awards
earned under the 2007 plan.

The Committee has selected our consolidated operating results for organic net sales growth and fully-diluted earnings per share, as defined in the 2007
plan, for the two-year transitional performance period beginning July 1, 2008 and ending on June 30, 2009 and the three-year performance period beginning
on July 1, 2008 and ending on June 30, 2010. These two performance measures were selected as being most relevant to reflecting our corporate performance
at this time. In particular, we believe that our organic net sales growth measure is an indication of a growing and dynamic organization that reflects
information presented in our strategic plan while our fully-diluted earnings per share measure is broadly accepted as a relevant measure of the overall quality
of an investment in us and our performance. The Committee has also specified that payouts for awards earned under the 2008-2009 and 2008-2010
performance periods will be 60% stock and 40% cash.

Stock options, as awarded under shareholder-approved plans, give executives the opportunity to purchase our common stock for a term not to exceed ten
years and at a price of no less than the closing sale price of our common stock on the date of grant. Executives benefit from stock options only to the extent
stock price appreciates after the grant of the option. The Committee recognizes that each executive officer, rather than the Committee, decides whether or not
to exercise an option at any given time. For this reason, the Committee’s decision to grant a stock option to an executive officer does not take into account any
gains realized by the executive officer due to a decision to exercise a pre-existing option in any given year. Historically, stock options are immediately
exercisable and have not been subject to vesting over time. Given this company tradition and the long tenure of our executives, the Committee has no current
plans to impose a vesting schedule on future grants of stock options. The Committee has not repriced stock options or replaced stock options that are
underwater in the past and does not intend to engage in either practice in the future. Stock options are granted at the Committee’s regularly scheduled meeting
held in December of each year, based on recommendations from the Chief Executive Officer. Most Committee meetings are scheduled a year in advance. We
make scheduling decisions for Committee meetings without regard to anticipated earnings or other major announcements. The Committee will consider
granting stock options to newly hired executives on a case-by-case basis. The aggregate grant date fair value of stock options granted to our named executive
officers during fiscal year 2007, computed in accordance with Financial Accounting Standards Board Statement of Financial Accounting Standard No. 123(R)
(“FAS 123(R)”), is reflected in the column
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titled “Option Awards” in the Summary Compensation Table on page 12 and in the column titled “Grant Date Fair Value of Stock and Stock Option Awards”
in the Grants of Plan-Based Award table on page 15.

Employee Benefits — We offer core employee benefits on a non-discriminatory basis to all of our full-time employees, including our executives, in
order to provide our workforce with a reasonable level of financial support in the event of illness, injury or retirement and to be competitive in the
marketplace. These non-discriminatory benefits include:

 • medical coverages;

 • disability coverage;

 • paid sick leave;

 • life insurance;

 • paid vacation leave;

 • matching contribution paid to 401(k) savings plan; and

 • retirement plan contribution.

The cost of both employee and post-employment benefits listed above is partially borne by each employee, including each executive officer.



Post-Termination Benefits — Donald D. Dreher, our Senior Vice President, and President and Chief Executive Officer of DMI Furniture, Inc., has post-
termination benefits under his employment agreement dated October 1, 2006 which are described under “Executive Compensation – Potential Payments
Upon Termination or Change-In-Control” below. We provided these benefits to Mr. Dreher as it was a condition to his agreement to continue employment
with us. We do not provide any special termination or change-in-control benefits to our other executive officers.

Nonqualified Deferred Compensation and Senior Officer Supplemental Retirement Plan Benefits — We offer a voluntary deferred compensation
plan, and a senior officer supplemental retirement plan to our executive officers, other than Donald D. Dreher (who receives the benefits required by his
employment agreement), to provide additional compensation to them on a post-employment basis. We believe these additional benefits motivate our
executive officers to exert their best efforts in the performance of their jobs. See the discussions following the Summary Compensation Table on page 12 and
the Nonqualified Deferred Compensation table on page 19 for a description of our deferred compensation and retirement plan benefits offered to our
executive officers.

Perquisites — We offer the following perquisites to our executive officers:

 • car allowance or use of a company-provided car;
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 • country club dues;

 • tax planning services;

 • supplemental health insurance; and

 • furniture program.

These perquisites are provided to retain superior executives for key positions, to assist their business development efforts and to remain competitive in
the marketplace. Mr. Dreher’s current employment agreement provides that we provide him with life insurance; health, disability and travel accident
insurance consistent with DMI Furniture, Inc’s coverage; automobile allowance; reimbursement for certain medical care expenses; personal tax and financial
planning expense allowance; and country club dues. The value of the perquisites provided to our named executive officers is set forth in the column titled
“All other compensation” of the Summary Compensation Table on page 12.

Tax and Accounting Implications — As part of its role, the Committee reviews and considers the deductibility of executive compensation under Section
162(m) of the Internal Revenue Code, which provides that the Company may not deduct compensation of more than $1,000,000 that is paid to certain
individuals. We believe that the compensation paid to our executive officers are generally fully deductible for federal income tax purposes. However, in
certain situations, the Committee may approve compensation that will not meet these requirements in order to ensure competitive levels of total compensation
for our executive officers. For fiscal 2007, the current levels of compensation for our executive officers were less than the $1,000,000 level of non-
deductibility.

Compensation Committee Report

The Nominating and Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis contained in this proxy statement
with management. Based on the review and discussions with management with respect to the Compensation Discussion and Analysis, the Nominating and
Compensation Committee has recommended to the Board of Directors that the Compensation Discussion and Analysis be included in this proxy statement.

The foregoing report is provided by the following directors, who constitute the Nominating and Compensation Committee:

Robert E. Deignan
Chair

Mary C. Bottie Lynn J. Davis Thomas E. Holloran Eric S. Rangen
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Summary Compensation Table

The following table sets forth the cash and non-cash compensation for the last fiscal year awarded to or earned by (i) each individual that served as our
Chief Executive Officer during our fiscal year ended June 30, 2007, referred to as fiscal 2007; (ii) each individual that served as our Chief Financial Officer
during fiscal 2007; and (iii) our three most highly compensated individuals who served as executive officers of Flexsteel other than our Chief Executive
Officers and Chief Financial Officer at the end of fiscal 2007. The Chief Executive Officers, the Chief Financial Officer and the other executive officers
named below are collectively referred to in this proxy statement as the named executive officers.

Name and
Principal Position

(a)   
Year
(b)   

Salary
($)
(c)   

Option
Awards

($)(3)

(f)   

Non-Equity
Incentive Plan
Compensation

($)(4)

(g)   

All Other
Compensation

($)
(i)   

Total ($)
(j)  

K. Bruce Lauritsen(1)

Chief Executive Officer     2007   $ 409,750  $ 30,450  $ 0  $ 226,671(5) $ 666,871 
Ronald J. Klosterman(2)     2007    385,200   30,450   95,530   156,675(5)  667,855 



Chief Executive Officer
Timothy E. Hall
Chief Financial Officer     2007    183,000   20,300   35,370   59,178(5)  297,848 

Thomas D. Burkart, 
Senior Vice President Vehicle Seating     2007    257,700   20,300   30,620   86,475(5)  395,095 

Donald D. Dreher, 
President and Chief Executive Officer
of DMI Furniture, Inc.     2007    306,300   20,300   50,000   21,200(6)  397,800 

James R. Richardson, 
Senior Vice President Marketing     2007    277,800   20,300   61,260   102,959(5)  462,319 

(1) Mr. Lauritsen ceased serving as Chief Executive Officer on December 31, 2006, and he passed away on May 20, 2007.

(2) Mr. Klosterman has served as Chief Executive Officer since December 31, 2006.

(3) The amounts shown represent the aggregate grant date fair value computed in accordance with FAS 123(R).

(4) The amounts shown represent the amounts earned under our annual incentive program.
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(5) Includes for the named executive officer indicated amounts paid or accrued for the following perquisites and personal benefits: car allowance or
company-provided car, tax planning services, country club dues, supplemental health insurance, furniture program, company retirement plan
contributions and matching contributions to our 401(k) plan. The amount of our contribution to the senior officer supplemental retirement plan is
included in the Nonqualified Deferred Compensation table as the line titled “Supplemental Plan” in the column titled “Registrant Contributions in
Last FY” on page 19.

(6) Includes for the named executive officer indicated amounts paid for the following perquisites and personal benefits: car allowance or company-
provided car, tax planning services, country club dues, and matching contributions to our 401(k) plan.

We offer the following retirement plan benefits to our executive officers, other than Donald D. Dreher (who receives the benefits required by his
employment agreement):

•   Retirement Savings Plans.   We maintain the Flexsteel Industries, Inc. Salaried Employees Retirement and 401(k) Plan, referred to as the Retirement
Plan, a qualified plan available generally to all salaried employees. The Retirement Plan provides that we can make discretionary contributions, on a non-
discriminatory basis, under the Retirement Plan. There was no discretionary contribution during fiscal 2007. The Retirement Plan also provides for each
participant to make elective contributions up to 50% of base salary and annual cash bonus (pay), subject to Internal Revenue Code limits, which are matched
by us at 25% of the first 4% of pay contributed by the participant. In addition, the Retirement Plan requires that we contribute 4% of pay up to the Social
Security base and 6% of pay in excess of the Social Security base on behalf of each participant in the plan. The amount of these matching contributions and
other required company contributions is shown in the Summary Compensation Table in the column titled “All other compensation” on page 12.

•   Nonqualified Voluntary Deferred Compensation and Senior Officer Supplemental Retirement Plans.   

Voluntary Deferred Compensation – We maintain the Flexsteel Industries, Inc. Voluntary Deferred Compensation Plan, referred to as the Voluntary
Plan, which allows our executive officers the opportunity to voluntarily defer, based on annual elections, 10% to 30% of their base salary, 10% to 100% of
annual incentive compensation and 33% to 100% of the their long-term incentive compensation. We offer this opportunity to our executive officers to assist
them in income tax and estate planning purposes. The executive officer may elect an earnings credit based on the prime interest rate effective on January 1 of
each calendar year, the annual return of the S&P 500 Index as of the end of the calendar year, or a combination of the two. Distributions are made upon the
earliest of
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the participant’s death, disability, or the date which is six months after the date of the executive’s separation of service. The Voluntary Plan does not permit us
to make contributions.

Senior Officer Supplemental Retirement Plan – We maintain supplemental retirement plans, collectively referred to as the Supplemental Plan, which
provide for additional annual defined contributions toward retirement benefits to our senior executive officers. The additional contribution is stipulated in the
executive’s individual agreements or in the document governing the arrangements. The combined annual contribution rate for fiscal 2007 for the named
executive officers were as follows:

Name    
Combined Rate
of Contribution  

K. Bruce Lauritsen     32%  
Ronald J. Klosterman    23%  
Timothy E. Hall     13%  
Thomas D. Burkart     16%  
Donald D. Dreher     NA     



James R. Richardson     21%  

Earnings are credited to the accumulated contributions based on the investment return of assets we designate for this obligation. The amount of the
contribution for each named executive officer is reported in the Summary Compensation Table in the column titled “All other compensation”. Distributions
begin when the executive attains age 65 and retires or in some cases when the executive terminates employment. Distributions are paid in installments or
lump sums as elected by the executive. Under the Supplemental Plan our named executive officers are entitled to monthly payments of $5,000 until they
reach or would have reached age 65 upon termination of employment due to death or disability.

14

Grants of Plan-Based Award

The following table sets forth certain information relating to non-equity and equity incentive plan awards granted to our named executive officers as of
June 30, 2007. For purposes of the table below, we refer to our fiscal 2008 annual incentive plan as FY08 AIP, our transitional two-year performance period
for fiscal years 2008 and 2009 under our long-term incentive compensation program as FY08–09 LTIP and our three-year performance period for fiscal years
2008, 2009 and 2010 under our long-term incentive compensation program as FY08–10 LTIP. There is no way of knowing at this time what our actual
performance will be or what the actual award payout will be under the non-equity and equity incentive plans.

Name
(a)   

Grant
Date
(b)   

Estimated Future Payouts
Under Non-Equity

Incentive Plan Awards   

Estimated Future Payouts
Under Equity

Incentive Plan Awards   

All Other
Option

Awards:
Number of
Securities

Underlying
Options

(#)
(j)   

Exercise
or Base
Price of
Option
Awards
($/Sh)

(k)   

Grant
Date Fair
Value of

Stock and
Option
Awards

(l)   

  

Threshold
($)
(c)   

Target
($)
(d)   

Maximum
($)
(e)   

Threshold
(#)
(f)   

Target
(#)
(g)   

Maximum
(#)
(h)   

           

K. Bruce Lauritsen     12/11/06                     15,000  $ 12.65  $ 30,450 
Ronald J. Klosterman     12/11/06                     15,000  $ 12.65   30,450 

FY08 AIP     6/04/07  $ 75,800  $ 216,600  $ 346,600                   
FY08-09 LTIP     6/04/07   24,300   69,300   110,900   2,561   7,315   11,704          
FY08-10 LTIP     6/04/07   36,400   104,000   166,300   3,842   10,973   17,556          

Timothy E. Hall     12/11/06                     10,000  $ 12.65   20,300 
FY08 AIP     6/04/07   29,400   84,000   134,400                   
FY08-09 LTIP     6/04/07   7,800   22,400   35,800   827   2,364   3,783          
FY08-10 LTIP     6/04/07   11,800   33,600   53,800   1,241   3,546   5,674          

Thomas D. Burkart     12/11/06                     10,000  $ 12.65   20,300 
FY08 AIP     6/04/07   36,300   103,700   165,900                   
FY08-09 LTIP     6/04/07   7,300   20,700   33,200   765   2,190   3,504          
FY08-10 LTIP     6/04/07   10,900   31,100   49,800   1,148   3,285   5,256          
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Name
(a)   

Grant
Date
(b)   

Estimated Future Payouts
Under Non-Equity

Incentive Plan Awards   

Estimated Future Payouts
Under Equity

Incentive Plan Awards   

All Other
Option

Awards:
Number of
Securities

Underlying
Options

(#)
(j)   

Exercise
or Base
Price of
Option
Awards
($/Sh)

(k)   

Grant
Date Fair
Value of

Stock and
Option
Awards

(l)   

  

Threshold
($)
(c)   

Target
($)
(d)   

Maximum
($)
(e)   

Threshold
(#)
(f)   

Target
(#)
(g)   

Maximum
(#)
(h)   

           

Donald D. Dreher     12/11/06                     10,000  $ 12.65   20,300 
FY08 AIP     6/04/07   50,000   274,700   439,600                   

James R. Richardson     12/11/06                     10,000  $ 12.65   20,300 
FY08 AIP     6/04/07   40,200   114,700   183,600                   
FY08-09 LTIP     6/04/07   8,000   22,900   36,700   847   2,421   3,873          
FY08-10 LTIP     6/04/07   12,100   34,400   55,100   1,270   3,631   5,809          

The following discussion is to provide an understanding of the information presented in the table above. For more detailed information see the Annual
Incentive discussion on page 7 and the Long-term Incentives discussion on page 8.

The percentage of compensation to be earned under the annual and long-term incentive plans are consistent with those offered historically by us with at
target compensation of 40% of base salary, with the exception of Ronald J. Klosterman and Donald D. Dreher. Mr. Klosterman’s at target compensation
percentage is 50% due to his position and responsibilities. Mr. Dreher’s employment agreement states that the at target percentage is 75% of base
compensation. The at threshold compensation percentage is 14% of base compensation, with the exception of Mr. Klosterman whose at threshold percentage
is 17.5% of base compensation due to the reasons listed above. Mr. Dreher’s minimum award is $50,000 per his employment agreement. The maximum
percentage that can be achieved is 64% of base compensation, with the exception of Ronald J. Klosterman and Donald D. Dreher. Mr. Klosterman’s
percentage is 80% of base compensation due to his position and Mr. Dreher’s percentage is 120% of base compensation per his employment agreement. The
Nominating and Compensation Committee and management set the performance targets at the higher-end of our expected performance.

The Grant Date Fair Value of Stock and Option Awards shown in the table above were determined in accordance with FAS 123(R) and are included in
the Summary Compensation Table on page 12 in the column titled “Option Awards”.

There were no awards made to K. Bruce Lauritsen for fiscal year 2007 as he passed away on May 20, 2007.
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Outstanding Equity Awards at Fiscal Year-End

The following table sets forth certain information relating to equity awards outstanding at June 30, 2007 for each of our named executive officers.

  Option Awards(1)   

Name
(a)   

Number of Securities Underlying
Unexercised Options (#)

Exercisable
(b)   

Option
Exercise Price

($)
(e)   

Option
Expiration

Date
(f)  

K. Bruce Lauritsen(2)     15,000   $ 12.65   05/19/2009 
    15,000    14.40   05/19/2009 
    15,000    16.49   05/19/2009 
    15,000    19.21   05/19/2009 
    15,000    15.925   05/19/2009 
      5,300    10.30   05/19/2009 
      4,700    10.75   05/19/2009 
    12,000    13.25   05/19/2009 

Ronald J. Klosterman     15,000    12.65   12/11/2016 
    12,000    14.40   12/13/2015 
    12,000    16.49   12/04/2014 
    12,000    19.21   11/25/2013 
    10,750    15.925   12/09/2012 
      7,500    13.25   11/02/2009 

Timothy E. Hall     10,000    12.65   12/11/2016 
      5,250    14.40   12/13/2015 
      4,250    16.49   12/04/2014 
      4,000    19.21   11/25/2013 
      3,000    15.925   12/09/2012 

Thomas D. Burkart     10,000    12.65   12/11/2016 
    10,750    14.40   12/13/2015 
    10,750    16.49   12/04/2014 
    10,750    19.21   11/25/2013 
    10,750    15.925   12/09/2012 

Donald D. Dreher     10,000    12.65   12/11/2016 
    10,750    14.40   12/13/2015 
    10,000    16.49   12/04/2014 
      8,000    19.21   11/25/2013 
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  Option Awards(1)   

Name
(a)   

Number of Securities Underlying
Unexercised Options (#)

Exercisable
(b)   

Option
Exercise Price

($)
(e)   

Option
Expiration

Date
(f)  

James R. Richardson     10,000    12.65   12/11/2016 
    10,750    14.40   12/13/2015 
    10,750    16.49   12/04/2014 
    10,750    19.21   11/25/2013 
    10,750    15.925   12/09/2012 
      1,050    10.30   11/02/2011 
         700    10.75   11/14/2010 
      9,000    13.25   11/02/2009 

(1) All option awards are fully vested as of the date of grant.

(2) Mr. Lauritsen passed away on May 20, 2007, and his estate currently has the rights to exercise these options. Under the terms of the stock option
plans, the options must be exercised within two years of Mr. Lauritsen’s death.
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Nonqualified Deferred Compensation

The following information sets forth certain information relating to nonqualified deferred compensation as of June 30, 2007 for our named executive
officers.

Name
(a)   

Executive
Contributions

in Last FY
($)
(b)   

Registrant
Contributions
in Last FY(1)

($)
(c)   

Aggregate
Earnings

in Last FY
($)
(d)   

Aggregate
Withdrawals/
Distributions

($)
(e)   

Aggregate
Balance
at Last
FYE
($)
(f)  

K. Bruce Lauritsen
Supplemental Plan     NA  $ 161,816  $ 44,997  $ ($63,595)  $ 1,467,720 
Voluntary Plan    $ 0   NA  $ 17,464  $ ($96,266)  $ 305,929 

Ronald J. Klosterman                  
Supplemental Plan     NA  $ 101,377  $ 16,724  $ 0  $ 646,183 
Voluntary Plan    $ 0   NA  $ 0  $ 0  $ 0 

Timothy E. Hall
Supplemental Plan     NA  $ 26,841  $ 373  $ 0  $ 36,449 
Voluntary Plan    $ 0   NA  $ 0  $ 0  $ 0 

Thomas D. Burkart                  
Supplemental Plan     NA  $ 42,729  $ 24,234  $ 0  $ 792,211 
Voluntary Plan    $ 0   NA  $ 0  $ 0  $ 0 

Donald D. Dreher                  
Supplemental Plan     NA   NA   NA   NA   NA 
Voluntary Plan     NA   NA   NA   NA   NA 

James R. Richardson                  
Supplemental Plan     NA  $ 59,324  $ 24,064  $ 0  $ 805,457 
Voluntary Plan    $ 0   NA  $ 10,090  $ 0  $ 218,704 

(1) These amounts are included in the column titled “All other compensation” of the Summary Compensation Table on page 12.

For a description of the Supplemental Plan and Voluntary Plan, see the discussion following the Summary Compensation Table beginning on page 12.
We are not permitted to make contributions to the Voluntary Plan nor are our executives permitted to make contributions to the Supplemental Plan.
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Potential Payments Upon Termination or Change-In Control

Donald D. Dreher, our Senior Vice President, and President and Chief Executive Officer of DMI Furniture, Inc., is the only named executive officer
entitled to receive post-termination benefits upon termination of employment as provided under his employment agreement described below. None of our
named executive officers are entitled to change-in-control benefits. Our named executive officers are entitled to monthly payments of $5,000 until they reach
or would have reached age 65 upon termination of employment due to death or disability. Other than the foregoing, our named executive officers do not
receive any benefits or payments upon termination of employment with us.

Employment Agreement for Donald D. Dreher.    On October 1, 2006, we entered into an employment agreement with Donald D. Dreher, a Senior Vice
President of Flexsteel and Chief Executive Officer and President of DMI Furniture, Inc. The employment agreement is effective through December 31, 2009,
unless terminated prior to that time as provided in the employment agreement. We have the right to terminate the employment agreement upon 30 days
advance notice without cause and can terminate the employment agreement for cause (as defined in the employment agreement) upon 120 days advance
notice. Under the terms of the employment agreement, Mr. Dreher is entitled to a base annual salary of $354,300 and an annual bonus, subject to achieving
annual performance levels established by our Board, of not less than $50,000. Mr. Dreher’s employment agreement also provides that we provide him with
life insurance; health, disability and travel accident insurance consistent with DMI Furniture, Inc’s coverage; automobile allowance; reimbursement for
certain medical care expenses; personal tax and financial planning expense allowance; and country club dues. If Mr. Dreher becomes disabled, his fringe
benefits continue through December 31, 2009. If the employment agreement is terminated without cause prior to December 31, 2009, Mr. Dreher is entitled to
payment in one lump sum of the balance of his base salary through December 31, 2009 so long as he agrees to comply with the noncompete provisions of the
employment agreement. The employment agreement also contains a 24-month post-termination noncompete provision and a non-solicitation and
confidentiality provisions. Assuming Mr. Dreher was terminated without cause effective June 30, 2007, he would have been entitled to an estimated lump sum
cash severance payment in the aggregate amount of approximately $550,000. If he had been terminated due to disability effective June 30, 2007, Mr. Dreher
would have been entitled to the continuation of all of his fringe benefits through December 31, 2009 with an estimated present value of approximately



$26,000. The foregoing amounts are estimates of the amounts that would have been paid out to Mr. Dreher upon his termination of employment. The actual
amounts to be paid out can only be determined at the time Mr. Dreher in fact terminates employment with us.
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DIRECTOR COMPENSATION

The following table sets forth the cash and non-cash compensation for fiscal 2007 awarded to or earned by each of our directors who is not also a named
executive officer.

Name   

Fees Earned or
Paid in Cash

($)(1)   

Option
Awards

($)(2)   
Total

($)  
L. Bruce Boylen    $ 44,200  $ 4,950  $ 49,150 
Mary C. Bottie     33,100   4,950   38,050 
Lynn J. Davis     35,700   4,950   40,650 
Robert E. Deignan     32,000   4,950   36,950 
Thomas E. Holloran(3)     30,700   4,950   35,650 
Eric S. Rangen     33,100   4,950   38,050 

(1) Each Director who is not employed by us is paid a retainer at the rate of $12,000 per year. In addition, each is paid a fee of $3,000 for each Board
meeting each attends. The Chairman of the Board is paid a retainer of $20,800 per year and a fee of $5,200 for each Board meeting attended. For
attending a committee meeting or a meeting of independent directors each is paid a fee of $1,300. The Chairman of each Committee is paid $1,500
for each meeting attended. We pay no additional remuneration to our employees who are Directors.

(2) The amounts shown represent the aggregate grant date fair value computed in accordance with FAS 123(R). Each Director who is not employed by us
receives on the first business day after each annual meeting a non-discretionary, non-qualified stock option grant for 2,500 shares valued at fair
market value on the date of grant, exercisable for 10 years. Each person who becomes for the first time a non-employee member of the Board,
including by reason of election, appointment or lapse of three (3) years since employment by us, will receive an immediate one-time option grant for
2,500 shares.

(3) We have a long-standing agreement with Thomas E. Holloran pursuant to which we will pay to him, or his beneficiaries, $20,000 after he ceases to be
a Director as additional compensation in recognition of Director services rendered.

CORPORATE GOVERNANCE

Board of Directors

Our Board of Directors is currently comprised of the ten members identified under Proposal 1 (Election of Directors). The Board of Directors has not
appointed, or nominated for election at the 2007 annual meeting of shareholders, a person to fill the vacancy on the Board of Directors resulting from the
death of Mr. Lauritsen in May 2007. During the fiscal year ended June 30, 2007, four meetings of the Board were held. All of the directors of the Company
attended no less than 75% of the meetings of the Board and
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the committees on which they served. The Company does not have a formal policy regarding attendance by Board members at the Company’s annual
meetings, but the Board encourages all its members to attend the annual meeting of shareholders. All members of the Board of Directors attended the prior
year’s annual meeting.

The Board has determined that the following directors, which constitute a majority of the Board of Directors, are independent directors as defined by The
Nasdaq Stock Market LLC listing standards: Mary C. Bottie, L. Bruce Boylen, Lynn J. Davis, Robert E. Deignan, Thomas E. Holloran and Eric S. Rangen.
The independent directors meet periodically in executive session without the Chief Executive Officer or other management directors present. The Chairman
of the Audit and Ethics Committee presides at these meetings.

Ability of Shareholders to Communicate with the Board of Directors

The Board has provided the means by which shareholders may send communications to the Board or to individual members of the Board. Such
communications, whether by letter, email or telephone should be directed to the Secretary of the Company who will forward them to the intended recipients.
However, unsolicited advertisements or invitations to conferences or promotional material, in the discretion of the Secretary, may not be forwarded to the
directors.

Committees of the Board

Our Board of Directors has established two standing committees of the Board. The names of the committees and the principal duties are as follows:



Audit and Ethics Committee — Confers with the independent registered public accounting firm on various matters, including the scope and results of
the audit; authorizes special reviews or audits; reviews internal auditing procedures and the adequacy of internal controls; and reviews policies and practices
respecting compliance with laws, conflicts of interest and ethical standards of the Company. The Committee held four meetings during the fiscal year ended
June 30, 2007. The Committee members are Thomas E. Holloran, Mary C. Bottie, Lynn J. Davis, Robert E. Deignan and Eric S. Rangen. The Board has
adopted a written charter for the Audit and Ethics Committee. The Board believes all Audit and Ethics Committee members are independent as defined by
The Nasdaq Stock Market LLC listing standards. The Board has determined that at least one member of the Audit and Ethics Committee qualifies as an “audit
committee financial expert” within the meaning of the Securities Exchange Act of 1934, as amended, referred to as the 1934 Act, and has designated Eric S.
Rangen as the audit committee financial expert.
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Nominating and Compensation Committee — Makes recommendations regarding Board compensation, reviews performance and compensation of all
executive officers, determines stock option grants, and advises regarding employee benefit plans. Reviews timely proposed nominations received from any
source including nominations by shareholders and makes recommendations to the Board regarding all director nominees.

The Board has adopted a written charter for the Nominating and Compensation Committee. The Board believes all Nominating and Compensation
Committee members are independent as defined by The Nasdaq Stock Market LLC listing standards. The Committee held three meetings during the fiscal
year ended June 30, 2007. The Committee members are Robert E. Deignan, Mary C. Bottie, Lynn J. Davis, Thomas E. Holloran and Eric S. Rangen.

Executive Compensation Objectives — The fundamental objective of our executive compensation program is to support the achievement of our business
objectives while creating shareholder value. We and the Nominating and Compensation Committee believe that executive compensation policy and practice
should be designed to achieve the following objectives:

 • Align the executives’ interest with our shareholders by providing a significant portion of compensation in our common stock.

 • Provide an incentive to executives to improve our financial performance by tying a meaningful portion of compensation to the achievement of
corporate financial objectives.

 • Enable us to attract and retain key executives whose skills and capabilities are needed for our continued growth and success by offering
competitive total compensation opportunities and providing attractive career opportunities.

Competitive Positioning; Compensation Consultant — The Nominating and Compensation Committee typically reviews executive compensation levels
on an annual basis to ensure that we will be able to attract and retain the caliber of executives needed to run our business and that pay for executives is
reasonable and appropriate relative to market practice. In making these evaluations, the Nominating and Compensation Committee annually reviews the result
of surveys of executive salary and annual bonus levels among durable goods manufacturers of comparable size. The Committee periodically completes an in-
depth analysis of salary, annual bonus, and long-term incentive opportunities among specific competitors assisted by an independent compensation consulting
firm. The surveyed companies are included in the Household Furniture Index
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used as the peer group for purposes of our stock performance graph. The most recent survey was completed for the Nominating and Compensation
Committee in fiscal 2006 with the assistance of the independent consulting firm of Mercer Human Resources Consulting, referred to as Mercer. Mercer was
engaged by the Nominating and Compensation Committee. In addition, the Nominating and Compensation Committee worked with Mercer to develop the
proposed 2007 plan during fiscal 2007. While the pay of an individual executive may vary, our policy is to target aggregate compensation for executive
officers at average competitive levels, provided there is commensurate performance by the executive.

Role of Executives in Establishing Compensation — Our Chief Executive Officer plays an integral role in recommending compensation for executive
officers. Our Chief Executive Officer participates in Nominating and Compensation Committee meetings to provide background information on our business,
financial and operational objectives, and his evaluation of, and compensation recommendations for, the executive officers in light of their contributions to
achieving our business, financial and operational objectives. Our Chief Executive Officer annually reviews the performance of each executive officer. The
conclusions reached and compensation recommendations based on these reviews, including salary adjustments, cash bonuses and long-term performance-
based compensation, are presented to the Nominating and Compensation Committee. Nominating and Compensation Committee members also develop their
own opinions on the annual performance of our named executive officers based on their interactions with them at quarterly Board meetings. The Nominating
and Compensation Committee has the discretion to modify any of the Chief Executive Officer’s recommendations. As required by the listing standards of The
NASDAQ Stock Market LLC, our Chief Executive Officer does not participate in deliberations concerning, or vote on, the compensation arrangements for
himself.

Stock Option Granting Policy — At the Nominating and Compensation Committee’s quarterly meeting in June 2007, the Nominating and
Compensation Committee formalized its stock option granting practices by adopting a policy for the grant of stock options. The policy reflects the
Nominating and Compensation Committee’s long-standing approach to stock option grants described above. In addition, the policy provides, among other
things, that all grants of stock options must be approved by the Nominating and Compensation Committee at in person or telephonic meetings generally on an
annual basis; stock options may not be granted to a current director, officer or employee during any quarterly or other blackout period as defined in our insider
trading policy; the grant date for each option will be the date of the Nominating and Compensation Committee meeting at which action was taken to approve
the stock option; the exercise price for the stock option will
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be equal to the last sale price per share of our common stock as reported on The Nasdaq Stock Market LLC on the grant date; specifies procedures for
granting stock options to newly hired executives; and that any program, plan or practice to time or select the grant dates of stock options in coordination with
the release by us of material non-public information is prohibited.

Nomination Matters — The Nominating and Compensation Committee will consider each candidate’s general business and industry experience, his or
her ability to act on behalf of shareholders, overall Board diversity, potential concerns regarding independence or conflicts of interest and other factors
relevant in evaluating Board nominees. If the Nominating and Compensation Committee approves a candidate for further review following an initial
screening, the Nominating and Compensation Committee will establish an interview process for the candidate. Generally, the candidate will meet with the
members of the Nominating and Compensation Committee, along with our Chief Executive Officer.  Contemporaneously with the interview process, the
Nominating and Compensation Committee will conduct a comprehensive conflicts-of-interest assessment of the candidate.  The Nominating and
Compensation Committee will consider reports of the interviews and the conflicts-of-interest assessment to determine whether to recommend the candidate to
the full Board of Directors.  The Nominating and Compensation Committee will also take into consideration the candidate’s personal attributes, including,
without limitation, personal integrity, loyalty to us and concern for our success and welfare, willingness to apply sound and independent business judgment,
awareness of a director’s vital part in good corporate citizenship and image, time available for meetings and consultation on Company matters and willingness
to assume broad, fiduciary responsibility. 

Recommendations for candidates to be considered for election to the Board at our annual shareholder meetings may be submitted to the Nominating and
Compensation Committee by our shareholders. Candidates recommended by our shareholders will be considered under the same standards as candidates that
are identified by the Nominating and Compensation Committee.  Nominations by shareholders must be received by the Secretary of the Company at least 18
days before the annual meeting and set forth nominee information as required by the Company’s 1983 Restated Articles of Incorporation, as amended, which
are available upon request to the Secretary of the Company. To enable the committee to evaluate the candidate’s qualifications, shareholder recommendations
must include the following information:

 • The name, age, business address and if known, residence address of each nominee proposed in such notice;
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 • The principal occupation or employment of each such nominee; and

 • The number of shares of stock of the Company, which are beneficially owned by each such nominee.

Committee Charters — Subject to applicable law and regulatory requirements, the Board may establish additional or different committees from time to
time. The charters of the Audit and Ethics Committee and Nominating and Compensation Committee are available at www.flexsteel.com. The charter of the
Audit and Ethics Committee was attached to our proxy statement for the 2006 annual meeting of shareholders as Appendix A. The Audit and Ethics
Committee charter was adopted by the Board on December 7, 2003 and was most recently re-approved by the Audit and Ethics Committee on June 4, 2007.
The Nominating and Compensation Committee charter was adopted by the Board on September 13, 2004 and was amended and restated by the Board on
June 4, 2007. A copy of the amended and restated charter of the Nominating and Compensation Committee is attached to this proxy statement as Appendix A.

Audit and Ethics Committee Report

The Audit and Ethics Committee has reviewed and discussed the audited financial statements with management. The Audit and Ethics Committee has
discussed with Deloitte & Touche LLP, the Company’s independent registered public accounting firm, the matters required to be discussed by Public
Company Accounting Oversight Board (PCAOB) AU 380, “Communication with Audit Committees”, as may be modified or supplemented. The Audit and
Ethics Committee has received the written disclosures and the letter from Deloitte & Touche LLP required by Independence Standards Board Standard No. 1,
as may be modified or supplemented, and has discussed with Deloitte & Touche LLP, the firm’s independence. Based on the review and discussions referred
to above in this report, the Audit and Ethics Committee recommended to the Board that the audited financial statements be included in the Company’s Annual
Report on Form 10-K for the last fiscal year for filing with the SEC.

This report has been prepared by members of the Audit and Ethics Committee. Members of this Committee are:

Thomas E. Holloran
Chair

Mary C. Bottie Lynn J. Davis Robert E. Deignan Eric S. Rangen

Compensation Committee Interlocks and Insider Participation

The current members of the Company’s Nominating and Compensation Committee are Robert E. Deignan, Chairman, Mary C. Bottie, Lynn J. Davis,
Thomas E. Holloran and
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Eric S. Rangen, none of whom is, or has been, an officer or employee of the Company. No executive officer of the Company served as a director of another
entity that had an executive officer serving on the Company’s compensation committee. No executive officer of the Company served as a member of the
compensation committee of another entity which had an executive officer who served as a director of the Company.

Code of Ethics

The Company has had a written code of ethics titled Guidelines for Business Conduct for many years. The code of ethics applies to the Company’s
directors and employees including the Chief Executive Officer, Chief Financial Officer and Principal Accounting Officer. The code of ethics includes
guidelines relating to the ethical handling of actual or potential conflicts of interest, compliance with laws, accurate financial reporting, and procedures for
promoting compliance with, and reporting violations of, the code of ethics. The code of ethics is available on the Company’s website at www.flexsteel.com.
The Company intends to post any amendments to or waivers of its code of ethics (to the extent applicable to the Company’s Chief Executive Officer, Chief
Financial Officer or Principal Accounting Officer) at this location on its website.
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OWNERSHIP OF STOCK BY
DIRECTORS AND EXECUTIVE OFFICERS

The table below sets forth the shares of the Company’s common stock beneficially owned by the Company’s directors, the named executive officers, and
by all directors and executive officers as a group as of September 18, 2007. Unless otherwise indicated, to the best knowledge of the Company, all persons
named in the table have sole voting and investment power with respect to the shares shown.

Name   Title   

Amount of Common
Stock Beneficially

Owned(1)(2)(5)   

Percent
of Common

Stock
Outstanding(6)  

Jeffrey T. Bertsch     Senior Vice President Corporate Services, Director    357,254(3)  5.4%
Mary C. Bottie     Director    7,600   0.1%
L. Bruce Boylen     Chairman of the Board of Directors    16,000   0.2%
Patrick M. Crahan     Senior Vice President Commercial Seating, Director    171,757   2.6%
Lynn J. Davis     Director    15,000   0.2%
Robert E. Deignan     Director    14,000   0.2%
Thomas E. Holloran     Director    26,680   0.4%
Ronald J. Klosterman     Chief Executive Officer and President, Director    127,137   1.9%
K. Bruce Lauritsen     Vice Chairman, Director    183,451   2.8%
Eric S. Rangen     Director    12,500   0.2%
James R. Richardson     Senior Vice President Sales and Marketing, Director    432,880(4)  6.5%
Thomas D. Burkart     Senior Vice President Vehicle Seating    112,961   1.7%
Donald D. Dreher     Senior Vice President, President and Chief Executive

Officer DMI Furniture, Inc.
   39,750   0.6%

Timothy E. Hall     Chief Financial Officer, Vice President-Finance, Secretary    34,195   0.5%
All Directors and Executive Officers as a Group (15)   1,633,599   23.0%  

(1) Includes the following number of shares which may be acquired by exercise of stock options: J.T. Bertsch – 62,000; M.C. Bottie – 7,500; L.B. Boylen
– 16,000; P.M. Crahan – 53,000;

28

 L.J. Davis – 7,500; R.E. Deignan – 10,000; T.E. Holloran – 16,000; R. J. Klosterman – 54,250; K.B. Lauritsen – 82,000; E.S. Rangen – 12,000; J.R.
Richardson – 53,750; T.D. Burkart – 43,000; D.D. Dreher – 38,750; T.E. Hall – 26,500.

(2) Includes shares, if any, owned beneficially by their respective spouses.

(3) Does not include 186,138 shares held in irrevocable trusts for which trusts American Trust & Savings Bank serves as sole trustee. Under the Terms of



Trust, J. T. Bertsch has a possible contingent interest in each trust. J. T. Bertsch disclaims beneficial ownership in the shares held by each such trust.

(4) Includes 180,763 shares held in the Irrevocable Arthur D. Richardson Trust for which J.R. Richardson serves as co-trustee and over which shares J.R.
Richardson has the rights of voting and disposition.

(5) Includes the following number of shares deferred pursuant to election to participate in the Company’s Voluntary Deferred Compensation Plan: J.T.
Bertsch – 9,769; P.M. Crahan – 12,049; K.B. Lauritsen – 20,911; J.R. Richardson – 15,049.

(6) Shares of the Company’s common stock not outstanding but deemed beneficially owned because the respective person or group has the right to
acquire the shares as of September 18, 2007, or within 60 days of such date, are treated as outstanding for purposes of calculating the percentage of
common stock outstanding for such person or group.

OWNERSHIP OF STOCK BY
CERTAIN BENEFICIAL OWNERS

To the best knowledge of the Company, no person owns beneficially 5% or more of the outstanding common stock of the Company as of September 18,
2007 except as is set forth below.

Name and Address of Beneficial Owner   

Amount of
Common Stock

Beneficially
Owned (1)   

Percent
of

Class(4)  
Jeffrey T. Bertsch, P.O. Box 877, Dubuque, IA 52004     357,257(2)  5.4%
James R. Richardson, P.O. Box 877, Dubuque, IA 52004     432,880(3)  6.5%
Dimensional Fund Advisors, Inc., 1299 Ocean Avenue, Santa Monica, CA 90401     424,878   6.5%
Towle & Co., 1610 Des Peres Road, Suite 250, St. Louis, MO 63131     328,855   5.0%

(1) To the best knowledge of the Company, no beneficial owner named above has the right to acquire beneficial ownership in additional shares, except as
disclosed in footnotes (1) and (5) of Ownership of Stock by Directors and Executive Officers.
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(2) Does not include 186,138 shares held in irrevocable trusts as disclosed in footnote (3) of Ownership of Stock by Directors and Executive Officers.

(3) Includes 180,763 shares held in the Irrevocable Arthur D. Richardson Trust for which J.R. Richardson serves as co-trustee and over which shares J.R.
Richardson has the rights of voting and disposition.

(4) Shares of the Company’s common stock not outstanding but deemed beneficially owned because the respective person or group has the right to
acquire the shares as of September 18, 2007, or within 60 days of such date, are treated as outstanding for purposes of calculating the percentage of
common stock outstanding for such person or group.

EXECUTIVE OFFICERS

The executive officers of the Company, their ages, positions (in each case as of June 30, 2007), and the month and year they were first elected or
appointed an officer of the registrant, are as follows:

Name (age)  Position (date first became officer)
Ronald J. Klosterman (59) Chief Executive Officer and President (June 1989)
James R. Richardson (63)  Senior Vice President of Residential Sales and Marketing (November 1979)
Thomas D. Burkart (64)  Senior Vice President of Vehicle Seating (February 1984)
Patrick M. Crahan (59)  Senior Vice President of Commercial Seating (June 1989)
Jeffrey T. Bertsch (52)  Senior Vice President of Corporate Services (June 1989)
Donald D. Dreher (58)  Senior Vice President, and President & CEO of DMI Furniture, Inc.

(December 2004)
James E. Gilbertson (57)  Vice President of Vehicle Seating (June 1989)
Timothy E. Hall (49)  Vice President-Finance, Chief Financial Officer & Secretary (December

2000)

Each named executive officer has held the same office or an executive or management position with the Company for at least five years except
Mr. Dreher who has served as President and CEO of DMI Furniture, Inc. from 1986 to present.

30

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM



Deloitte & Touche LLP served as the Company’s independent registered public accounting firm for the fiscal year ended June 30, 2007. Representatives
of Deloitte & Touche LLP are expected to be present at the annual meeting and will be available to respond to appropriate questions from shareholders. They
will also have an opportunity to make a statement at the annual meeting if they desire to do so.

Pre-Approval of Audit and Non-Audit Services

The Audit and Ethics Committee’s policy is to preapprove both the type of audit and non-audit services to be provided by Deloitte & Touche LLP and
the estimated fees related to these services. Professional services provided during the fiscal year ended June 30, 2007 were reviewed by the Audit and Ethics
Committee and the possible effect on the firm’s independence was considered. The Audit and Ethics Committee has considered and found the provision of
services for non-audit services compatible with maintaining Deloitte & Touche LLP’s independence.

Audit and Non-Audit Fees

The following table presents fees for professional audit and other services rendered by Deloitte & Touche LLP during the last two fiscal years.

  2007   2006  
Audit Fees – Professional fees and expenses for audit of financial statements and internal control over financial
reporting services billed in fiscal 2007 and 2006 consisted of (i) audit of the Company’s annual consolidated
financial statements; (ii) reviews of the Company’s quarterly consolidated financial statements; (iii) consents
and other services related to Securities and Exchange Commission matters; and (iv) consultations on financial
accounting and reporting matters arising during the course of the audit and reviews.

   $ 409,000  $ 384,000 

Audit Related Fees – Professional fees and expenses for audit-related services rendered in fiscal 2007 and 2006
consisted of (i) $19,000 in fiscal 2007 for other SEC-related matters; and (ii) employee benefit plan audits,
$31,000 and $13,000, respectively.

   $ 50,000  $ 13,000 

Tax Fees – Professional fees and expenses for tax services billed in fiscal 2006 consisted of tax planning and
advice services totaling $5,000 and consisted of tax advice related to structuring certain proposed transactions;
and general tax planning matters.

    —  $ 5,000 

All Other Fees – No other professional services were provided during fiscal 2007 and 2006.     —   — 
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PROPOSAL II 

APPROVAL OF 2007 LONG-TERM MANAGEMENT
INCENTIVE COMPENSATION PLAN

During fiscal 2007, the Nominating and Compensation Committee reviewed the structure of our existing long-term management incentive compensation
plan with the assistance of Mercer Human Resource Consulting, an independent compensation consulting firm. Based on this review, the Nominating and
Compensation Committee recommended to our Board of Directors that it adopt a new form of long-term management incentive compensation plan because
our current shareholder approved management incentive compensation plan has not resulted in the pay-out of significant incentive compensation in prior
years and has not created a positive influence for our executives. The plan recommended by the Nominating and Compensation Committee incorporates
different corporate performance measures from those included in the current plan to better motivate our executives to grow shareholder value.

Based upon the recommendation of the Nominating and Compensation Committee, our Board of Directors adopted on June 4, 2007, and has submitted
to a vote of our shareholders at the 2007 Annual Shareholders’ Meeting, the 2007 Long-Term Management Incentive Compensation Plan, referred to as the
2007 plan. The following is a brief but not comprehensive summary of the 2007 plan. The complete text of the 2007 plan is attached as Appendix B and
reference is made to Appendix B for a complete statement of the provisions of the 2007 plan. The 2007 plan will be administered by the Nominating and
Compensation Committee. The Plan will terminate by action of the Board or the Nominating and Compensation Committee, or ten years from its effective
date. Any awards granted prior to the termination of the 2007 plan will continue to be effect in accordance with the terms of the 2007 plan.

Officers and key employees, a group consisting of approximately 10 persons, are eligible to participate in the 2007 plan as determined in the sole
discretion of the Nominating and Compensation Committee. At the recommendation of the Nominating and Compensation Committee, the Board of Directors
has reserved 500,000 shares of common stock for issuance under the 2007 plan. It is expected that participants will be selected on the basis of demonstrated
ability to contribute substantially to the effective management of the Company. To be eligible for an award under the 2007 plan for a given performance
period, a participant must remain in the Company’s employment for the entire performance period and through the date of payout. A newly hired employee
eligible to participate in the 2007 plan will be eligible to receive a pro-rated award if the individual
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starts employment with the Company at or prior to the first day of the second year of the performance period. No award may be granted if employment is less
than 24 months of a performance period. An employee promoted into eligibility for an award during a performance period is eligible for an award under the
2007 plan if the promotion becomes effective at or prior to the first day of the second year of the performance period. No award may be granted if the
promotion becomes effective less than 24 months prior to the end of the performance period.

If a participant terminates employment with the Company due to death, disability or retirement, the participant will receive pro-rated awards for all
active performance periods based on actual performance as of the nearest calculable date. In the event of retirement, any awards will be contingent upon
required severance agreements. All awards not yet paid under the 2007 plan will be canceled for a participant who terminates employment with the Company



as a result of a voluntary termination, an involuntary termination without cause, or a termination for cause, in each case as defined in the 2007 plan, or certain
resignations specified in the 2007 plan. The participant will have no further rights or interests in a canceled award or payments.

Under the terms of the proposed 2007 plan, long-term incentive awards will be based on one or more of the performance measures specified in the 2007
plan for each performance period. For the two-year transitional performance period beginning July 1, 2008 and ending June 30, 2009 and the three-year
performance period beginning on July 1, 2008 and ending on June 30, 2010, the Nominating and Compensation Committee has selected our consolidated
operating results for organic net sales growth and fully-diluted earnings per share. Organic net sales is defined as gross sales less returns, allowances for
damaged or missing goods, and any discounts allowed, and the exclusion of non-organic effects of takeovers, mergers or acquisitions. Fully-diluted earnings
per share is defined as the Company’s net income for the period, excluding unusual or infrequent events, divided by average common shares outstanding for
the period with the average common shares outstanding denominator includes the exercise of all convertible securities. These two performance measures were
selected as being most relevant to reflecting our corporate performance at this time. In particular, we believe that our organic net sales growth measure is an
indication of a growing and dynamic organization that reflects information presented in our strategic plan while our fully-diluted earnings per share measure
is broadly accepted as a relevant measure of the overall quality of an investment in us and our performance.

The Nominating and Compensation Committee can modify the measures it has selected for the two-year transitional and three-year performance periods
described above
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for future performance periods or substitute new measures for new performance periods. The 2007 plan provides that the new measures can be one or more or
a combination of the following consolidated (company-wide) or subsidiary, division or operating unit financial measures: (1) pre-tax or after-tax income
(before or after allocation of corporate overhead and bonus), (2) net income (before or after taxes), (3) reduction in expenses, (4) pre-tax or after-tax operating
income, (5) earnings (including earnings before taxes, earnings before interest and taxes, or earnings before interest, taxes, depreciation and amortization, (6)
gross revenue, (7) working capital, (8) profit margin or gross profits, (9) share price, (10) cash flow or cash flow per share (before or after dividends), (11)
cash flow return on investment, (12) return on capital (including return on total capital or return on invested capital, (13) return on assets or net assets, (14)
market share, (15) pre-tax or after-tax earnings per share, (16) pre-tax or after-tax operating earnings per share, (17) total stockholder return, (18) growth
measures, including revenue growth, as compared with a peer group or other benchmark, (19) economic value-added models or equivalent metrics, (20)
comparisons with various stock market indices, (21) improvement in or attainment of expense levels or working capital levels, (22) operating margins, gross
margins or cash margins, (23) year-end cash, (24) debt reductions, (25) stockholder equity, (26) regulatory achievements, (27) implementation, completion or
attainment of measurable objective with respect to research, development, products or projects, production volume levels, acquisitions and divestitures and
recruiting and maintaining personnel, (28) customer satisfaction, (29) operating efficiency, productivity rations, or (30) strategic business criteria, consisting
of one or more objectives based on meeting specified revenue, market penetration, geographic business expansion goals (including accomplishing regulatory
approval for projects), cost or cost savings targets, accomplishing critical milestones for projects, and goals relating to acquisitions or divestitures, in each
case before or after such objective income and expense allocations or adjustments as the Nominating and Compensation Committee may specify within the
applicable performance period.

The measures used in setting performance goals under the 2007 plan will be determined in accordance with U.S. GAAP and in a manner consistent with
the methods used for the Company’s audited financial statements. The Nominating and Compensation Committee has the discretion to exclude the following
effects from performance calculations made under the 2007 plan: effects of extraordinary, unusual, special or one-time events; effects of legal, accounting or
regulatory changes; effects of events that are outside of management’s control; effects of events that are not reflective of a decision made (or area overseen)
by management; effects of “preventive” measures taken by management; effects from the disposal of a business segment; or effects of tax adjustments.
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Within the “applicable period” of each three-year performance period, the Nominating and Compensation Committee establishes a target number of
shares of our common stock that each executive can earn subject to our achievement over the three-year performance period of threshold, target and excellent
levels of the selected corporate performance measures. Threshold and excellent levels will be expressed as a multiple of the target level. The Nominating and
Compensation Committee will also establish the weighting of each corporate performance measure for purposes of the performance calculations with the
“applicable period” of each performance period. The “applicable period” of a performance period is the period starting on or before the first day of the
performance period and ending no later than the earlier of (a) the 90th day of the performance period or (b) the date on which 25 percent of the performance
period has been completed. The target number of shares will differ for each executive based on the executive’s current level of responsibility, past
performance and recommendations of our Chief Executive Officer. As with the current plan, the beginning of each fiscal year triggers the start of another
three-year performance period. This plan structure results in three active performance periods being in place at any given time.

Awards will be paid to participants as soon as practicable after the end of a three-year performance period and verification of results. It is expected that
payouts will typically occur within 75 days of the end of a performance period. No amounts earned under the 2007 plan will require additional criteria to
complete the earning process. Performance shares will be valued using the closing share price of the Company’s common stock on the ending date of the
performance period. The Company may deduct from all net amounts paid under the 2007 plan any federal, state or local taxes required by law to be withheld
from such payments.

A participant’s awards will become immediately vested and will pay out assuming target performance for all active performance periods upon the
occurrence of a change of control of the Company (as defined in the 2007 plan). The Nominating and Compensation Committee may amend or discontinue
the 2007 plan at any time without prior notification to participants, but no amendment to the 2007 plan may adversely affect an outstanding award.

The closing sale price of our common stock on October 17, 2007 as reported by The NASDAQ Global Market was $14.19 per share.



The affirmative vote of the holders of a majority of the outstanding shares of common stock present in person or represented by proxy and entitled to
vote at the meeting will be required for approval of the Plan.
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The Board recommends a vote FOR the proposal to approve the 2007 Long-Term Management Incentive Compensation Plan, together with the
reservation of 500,000 shares of common stock for issuance under the 2007 plan. Unless otherwise specified, the proxies solicited by the Board will be
voted FOR the proposal.

EQUITY COMPENSATION PLAN INFORMATION

The following table summarizes information as of June 30, 2007 about the Company’s equity compensation plans, including the Company’s stock option
plans and management incentive plan. All of these plans have been approved by shareholders.

Plan Category   

(a)
Number of securities to
be issued upon exercise
of outstanding options,

warrants and rights   

(b)
Weighted-average
exercise price of

outstanding options,
warrants and rights   

(c)
Number of securities

remaining available for
future issuance under
equity compensation

plans (excluding securities
reflected in column (a))  

Equity compensation plans approved by security holders     786,919  $ 15.45   566,107 
Equity compensation plans not approved by security holders     0      0 

Total     786,919  $ 15.45   566,107 

INTEREST OF MANAGEMENT AND OTHERS IN CERTAIN TRANSACTIONS

Management Directors’ Interests in Financial Institutions

Jeffrey T. Bertsch, an executive officer and director of the Company, is a director of American Trust and Savings Bank where the Company maintains a
$4.0 million line of credit, cumulative letter of credit facilities of $5.1 million and where its routine daily banking transactions are processed. The Company
receives no special services or pricing on the services performed by this bank due to the directorship of Mr. Bertsch. At June 30, 2007, $0.7 million was
outstanding on the line of credit at the prime rate minus 1%. It is expected that the Company’s relationship with this bank will continue in the future.
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Review and Approval of Related Party Transactions

Policy
The Audit and Ethics Committee is responsible for reviewing and approving (with the concurrence of a majority of the disinterested members of the

Board of Directors) any related party and affiliated party transactions as provided in the Audit and Ethics Committee Charter adopted by the Board of
Directors of the Company on December 7, 2003. In addition, Section 4350(h) of the rules of The Nasdaq Stock Market LLC provide that all related party
transactions must be reviewed for conflicts of interest by the Audit and Ethics Committee. In accordance with policies adopted by the Audit and Ethics
Committee, the following transactions must be presented to the Audit and Ethics Committee for its review and approval:

 1. Any transaction in which (i) the amount involved exceeds $120,000, (ii) the Company was or is to be a participant (within the meaning of
Regulation S-K, Item 404(a)), and (iii) a related person (as defined in Regulation S-K, Item 404(a)) has or will have a direct or indirect
material interest (within the meaning of Regulation S-K, Item 404(a)).

 2. Any contract or other transaction between the Company and one or more directors of the Company, or between the Company and an
organization in or of which one or more directors of the Company are directors, officers, or legal representatives or have a material financial
interest within the meaning of Minnesota Statutes, Section 302A.255.

Procedure
In addition to the Company’s Board of Directors complying with the requirements of Minnesota Statutes, Section 302A.255 with respect to any proposed

transaction with a potential director’s conflict of interest, all proposed transactions covered by the policy must be approved in advance by a majority of the
members of the Audit and Ethics Committee. If a proposed transaction covered by the policy involves a member of the Audit and Ethics Committee, such
member may not participate in the Audit and Ethics Committee’s deliberations concerning, or vote on, such proposed transaction.

Prior to approving any proposed transaction covered by the policy, the following information concerning the proposed transaction will be fully disclosed
to the Audit and Ethics Committee:

 1. The names of all parties and participants involved in the proposed transaction, including the relationship of all such parties and participants to
the Company and any of its subsidiaries.
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 2. The basis on which the related person is deemed to be a related person within the meaning of Regulation S-K, Item 404(a), if applicable.

 3. The material facts and terms of the proposed transaction.

 4. The material facts as to the interest of the related person in the proposed transaction.

 5. Any other information that the Audit and Ethics Committee requests concerning the proposed transaction.

The Audit and Ethics Committee may require that all or any part of such information be provided to it in writing.

The Audit and Ethics Committee may approve only those transactions covered by the policy that a majority of the members of the Audit and Ethics
Committee in good faith determine to be (i) fair and reasonable to the Company, (ii) on terms no less favorable than could be obtained by the Company if the
proposed transaction did not involve a director or the related person, as the case may be, and (iii) in the best interests of the Company.

PROPOSALS BY SHAREHOLDERS

Shareholders wishing to have a proposal considered for inclusion in the Company’s proxy statement for the 2008 annual meeting must submit the
proposal in writing and direct it to the Secretary of the Company at the address shown in this proxy statement. The Company must receive it no later than
June 30, 2008. The proposal must be in accordance with the provisions of Rule 14a-8 promulgated by the SEC under the 1934 Act. It is suggested the
proposal be submitted by certified mail, return receipt requested. Shareholders who intend to present a proposal at the 2008 annual meeting without including
such proposal in the Company’s proxy statement must provide the Company notice of such proposal no later than September 16, 2008. The Company
reserves the right to reject, rule out of order, or take other appropriate action with respect to any proposal that does not comply with these and other applicable
requirements.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our officers and directors, and persons who own more than ten percent of a
registered class of our equity securities, to file reports of ownership and changes in ownership with the SEC.
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Officers, directors and greater than ten percent shareholders are required by SEC regulation to furnish us with copies of all Section 16(a) forms they file.

Based on the Section 16(a) forms furnished to us and other information, we believe that all officers, directors and greater than ten percent shareholders
met all applicable filing requirements under Section 16(a) during Fiscal 2007.

OTHER MATTERS

The percentage total number of the outstanding shares represented at each of the last three years shareholders’ annual meetings was as follows: 2004 –
91.1%; 2005 – 85.0%; 2006 - 86.6%.

Upon written request the Company will provide, without charge, a copy of its annual report on Form 10-K without certain exhibits for the year
ended June 30, 2007. Requests should be directed to the Secretary of the Company at P.O. Box 877, Dubuque, Iowa 52004-0977.

The Board does not know of any other matter which may come before the meeting. However, should any other matter properly come before the meeting,
the persons named in the proxy card will vote in accordance with their judgment upon such matters unless a contrary direction is indicated by lining or
crossing out the authority on the proxy card.

If any matters properly come before the 2008 annual meeting, but the Company did not receive notice of it prior to September 16, 2008, the persons
named in our proxy card for that annual meeting will have the discretion to vote the proxies on such matters in accordance with their best judgment.
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Shareholders are urged to vote, date, sign and return the proxy card in the enclosed envelope to which no postage need be affixed if mailed in the United
States. Prompt response is helpful and your cooperation will be appreciated.



BY ORDER OF THE BOARD OF DIRECTORS

TIMOTHY E. HALL 
Secretary

Dated:  November 1, 2007 
Dubuque, Iowa
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APPENDIX A

FLEXSTEEL INDUSTRIES, INC. 
AMENDED AND RESTATED 

NOMINATING AND COMPENSATION COMMITTEE CHARTER

PURPOSE

The Nominating and Compensation Committee (the “Committee”) is established by and amongst the Board of Directors (“Board” or “Board of
Directors”) of Flexsteel Industries, Inc. (the “Company”) for the primary purpose of assisting the Board in the oversight of:

 • identifying individuals qualified to become Board members;

 • recommending director nominees for election at the next annual meeting of shareholders;

 • evaluating executive officer compensation plans, policies and programs;

 • review benefit plans for the Company’s officers and employees; and

 • providing an annual report on executive compensation for inclusion in the Company’s proxy statement.

The Committee has the authority to retain search firms, other advisors and legal counsel, as the Committee shall deem appropriate in identifying director
candidates.

The Committee has the authority to obtain advice and assistance from outside legal, accounting, or other advisors as deemed appropriate to perform its
duties and responsibilities.

The Committee has the authority to retain compensation consultants as the Committee may deem appropriate to assist in the evaluation of the
compensation and benefits of the Company’s CEO and other officers.

The Committee will have the authority to approve the fees and other retention terms of any search firm, compensation consultant or other outside
advisor, including legal and accounting advisors (collectively, the “Advisors”), retained by the Committee. The Company will provide appropriate funding, as
determined by the Committee, for payment of fees and costs to any Advisors hired by the Committee.

A-1

The Committee will primarily fulfill its responsibilities by carrying out the activities enumerated in this Charter. The Committee will report regularly to
the Board of Directors regarding the execution of its duties and responsibilities.

COMPOSITION AND MEETINGS

The Committee shall be comprised of three or more directors as determined by the Board, each of whom shall be independent directors (as defined by all
applicable rules and regulations), and free from any relationship that, in the opinion of the Board, would interfere with the exercise of his or her independent
judgment as a member of the Committee. Committee members will serve until their resignation, retirement, removal by the Board or until their successors are
duly appointed and qualified. Committee members may be removed by the Board in its sole discretion for any reason or no reason. The Board may fill any
vacancy on the Committee. The chair of the Committee will be designated by the full Board or, if it does not do so, the Committee members will elect a chair
by the affirmative vote of a majority of the Committee’s members. The Committee shall have the authority to delegate any of its responsibilities to
subcommittees as the Committee may deem appropriate, provided that the subcommittees are composed entirely of independent directors as provided above.



The Committee shall meet at least two times annually, or more frequently as determined by the Committee or the Board. The chair of the Committee will
preside at each meeting and, in consultation with the other members of the Committee, will set the frequency and length of each meeting and the agenda of
items to be addressed at each meeting. The Committee will prepare minutes of each meeting, which will be provided to all Committee members and the full
Board at the next regularly scheduled meeting of the Committee or the Board, as applicable. In addition, the Committee will make regular reports to the
Board and will propose any necessary action to the Board. The Committee may request that any directors, officers or employees of the Company, or other
persons whose advice and counsel are sought by the Committee, attend any meetings of the Committee to provide such pertinent information as the
Committee may request.

RESPONSIBILITIES AND DUTIES

To fulfill its responsibilities and duties, the Committee shall:

A. Nominations

 1. Review the qualification of candidates for director identified by the Committee or suggested by Board members, stockholders, management and
others.

A-2

 2. Consider the performance of incumbent directors and other relevant factors in determining whether to nominate directors for re-election.

 3. Recommend to the Board a slate of nominees for election or re-election to the Board at each annual meeting of shareholders.

 4. Recommend to the Board candidates to be appointed or elected to the Board as necessary to fill vacancies.

B. Compensation

 1. Review and approve corporate goals and objectives, relevant to CEO and other executive officers’ compensation; including annual performance
objectives.

 2. Review and approve all compensation arrangements between the Company and its named executive officers. The Company’s CEO may be present at
the meeting deliberations on these matters, but is not allowed to vote on these matters.

 3. Evaluate the performance of the CEO and other executive officers against the corporate goals and objectives and determine appropriate compensation
levels for the CEO based on such evaluations. The Company’s CEO may not be present during deliberations or votes on these matters.

 4. Periodically review the executive compensation programs and make recommendations to the Board of Directors with respect to new or modified
plans, including incentive compensation and equity-based compensation.

 5. Review, approve and administer all equity based compensation plans and grant stock awards or stock options under such plans.

 6. Review and approve benefit plans of the Company’s executives, other officers and other employees.

 7. Prepare and publish an annual compensation committee report for inclusion in the Company’s proxy statement in accordance with applicable rules
and regulations of the U.S. Securities and Exchange Commission (“SEC”) and The NASDAQ Stock Market, LLC (“NASDAQ”)and any other report
or disclosure required to be prepared by the Committee pursuant to the rules of the SEC and NASDAQ for inclusion in the Company’s annual
shareholder meeting proxy statement or other SEC filing.

 8. Review and discuss the Compensation Discussion and Analysis required by SEC rules for inclusion in the Company’s annual shareholder meeting
proxy statement,
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  Annual Report on Form 10-K or information statement, as the case may be, and based on such review and discussion determine whether or not to
recommend to the Board that such Compensation Discussion and Analysis be included in such filing.

 9. Review the adequacy of this Charter on an annual basis and recommend any proposed changes to the Board for approval.

The Committee shall perform any other activities consistent with this Charter, the Company’s by-laws and governing law, as the Committee or the Board
deems necessary or appropriate.

 Date Adopted:  June 4, 2007
 

 By:  /s/  Robert E. Deignan
  FLEXSTEEL INDUSTRIES, INC.

Chairman – Nominating and
Compensation Committee



A-4

APPENDIX B

FLEXSTEEL INDUSTRIES, INC. 
2007 LONG-TERM MANAGEMENT INCENTIVE COMPENSATION PLAN

 

Objective — The Long-term Management Incentive Compensation Plan (“the Plan”) is intended to attract, retain, and reward key management
employees of Flexsteel Industries, Inc. and its subsidiaries (“the Company”) and to promote long-term value creation for the Company. The plan is designed
to:

 • Support the Company’s strategic business initiatives;

 • Contribute to competitive compensation opportunities;

 • Tie executive rewards to value creation for the Company and its shareholders; and

 • Focus management’s collective attention on the long-term performance of the Company.

Definitions — Certain terms are defined in Attachment A for the purposes of the Plan.

Administration — The Plan shall be administered by the Nominating & Compensation Committee of the Board of Directors (the “Committee”). The
Committee will select one of its members to act as its Chairman and will make such rules and regulations for its operation, as it deems appropriate. A majority
of the Committee shall constitute a quorum and the act of a majority of the members of the Committee present at a meeting at which a quorum is present will
constitute an act of the Committee.

The Committee has discretion to (i) interpret the Plan; (ii) prescribe, amend, and rescind any rules and regulations necessary or appropriate for the
administration of the Plan; and (iii) make such other determinations and take such other action as it deems necessary or advisable. Without limiting the
generality of the foregoing sentence, the Committee may, in its sole discretion (but in a uniform and consistent manner), treat all or any portion of any period
during which a holder is on military leave or on an approved leave of absence (as defined by the Committee) from the Company as a period of employment of
such holder by the Company for the purpose of this plan. Any interpretation, determination, or other action made or taken by the Committee shall be final,
binding, and conclusive on all interested parties.
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Members of the Committee who are employees of the Company shall have no vote on any matter relating to the Plan that comes before the Committee.

Term of the Plan — The Plan will be considered in effect from the effective date established when the Plan is approved by the Board of Directors of the
Company (the “Board”). The Plan will terminate by action of the Board or Committee, or ten years from the effective date. Awards granted hereunder, prior
to the Plan’s termination, will continue to be effective in accordance with the terms and conditions of the Plan and any applicable Notification of Award.

Eligibility — The officers and other key employees of the Company are eligible to participate as determined by the Committee. Eligibility under the
Plan or participation in the Plan is not a guarantee of employment. To be eligible for a full Award under the Plan for a given Performance Period, a Participant
must remain in the Company’s employ for the entire Performance Period and through the date of payout. For individuals that are not eligible under the Plan at
the onset of a given Performance Period, the following guidelines apply:

 1. Newly-hired Employee

At the sole discretion of the Committee, a newly hired employee shall be eligible to receive a pro-rated Award if the individual commences
employment with the Company at or prior to the first day of the second year of the Performance Period (i.e., minimum twenty-four months of
employment for the Performance Period). No Award shall be granted if employment is less than twenty-four months of a Performance Period.

 2. Mid-period Promotion

At the sole discretion of the Committee, an employee who is promoted into eligibility during an active Performance Period shall be eligible if
the promotion becomes effective at or prior to the first day of the second year of the Performance Period (i.e., promotion becomes effective a
minimum of twenty-four months prior to the end of the Performance Period). No Award shall be granted if the promotion becomes effective less than
twenty-four months prior to the end of a Performance Period.

Termination of Service — In the event a Participant separates from service to the Company, Awards made to the Participant will be treated as follows:

 1. Retirement, Death, Disability
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A Participant who retires, dies, or experiences Disability will receive pro-rated Awards for all active Performance Periods based on actual
performance as of the nearest calculable date. In the event of Retirement, any Awards will be contingent upon required severance agreements.

 2. Other Termination

All notice of Awards not yet paid under the Plan will be canceled for a Participant who separates from the Company under Voluntary
Termination of Service; Involuntary Termination of Service, not for Cause; Termination of Service for Cause; or resignation where such resignation
is determined by the Committee to be in anticipation of or related to a possible Termination of Service for Cause. The employee will have no further
right or interest under this Plan with respect to any Awards or payments, and the Company will have no further obligation with respect thereto.

Incentive Opportunity — At the start of the Performance Period, Participants will receive notice of a target number of Performance Shares (the
Committee, in its sole discretion, will annually review and establish target grants for all Participants) and the performance measures and goals. At the end of
the Performance Period, a Participant may earn a number of Performance Shares equal to the target, or a number greater or lesser than the target (including
zero), subject to established threshold, target and excellent levels of performance as established by the Committee. The value of each Performance Share is
pegged to the value of the Company stock. Any declared stock dividends or stock splits will adjust the number of Performance Shares associated with each
level of performance, accordingly.

In general, the Committee will establish a target number of Performance Shares by Participant by determining a desired target dollar grant value and
dividing the figure by the Company stock price at the time of grant. Threshold and maximum levels of Performance Shares will represent multiples of target
(e.g., 0.25x at threshold and 2.00x at excellent). A Participant’s incentive opportunities for each Performance Period will be set forth in the Notification of
Award.

Performance Measurement Periods — The measurement period for all Performance Periods under the Plan will be three years, commencing with the
Company’s fiscal year on July 1 and ending on June 30. The Committee, in its sole discretion, may allow for transitional Performance Periods under the Plan
with different duration than defined in the foregoing sentence. Each year, a new Performance Period will commence such that, when fully implemented, there
will be three overlapping, active Performance Periods at any given time.
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Performance Measures and Goals — Performance goals under the Plan will be based on the following two measures:

 1. Organic Net Sales Growth (consolidated results of the Company) – The Company believes that Organic Net Sales Growth is an indication of a
growing and dynamic organization. The Company also believes that Organic Net Sales Growth is reflective of the information presented in the
strategic plan prepared by the Company.

For purposes of incentive calculations under the Plan, Organic Net Sales will be defined as gross sales less returns, allowances for damaged or
missing goods, and any discounts allowed, as well as the exclusion of non-organic effects of takeovers, mergers, or acquisitions.

 2. Fully-diluted Earnings per Share (consolidated results of the Company) – The Company believes that Fully-diluted Earnings per Share can be
consistently measured, is understandable by Participants, and can be readily communicated. The Company also believes that its shareholders accept
this measure broadly as a relevant measure of the overall quality of their investment in the Company, and therefore the Company’s performance.

For the purposes of performance measurement under the Plan, fully-diluted earnings per share will be defined as the Company’s Net Income for
the period divided by Average Common Shares Outstanding for the period, where the Average Common Shares Outstanding denominator
contemplates the exercise of all convertible securities. For the purposes of the Plan, convertible securities are all outstanding convertible preferred
shares, convertible debentures, stock options (primarily employee-based), and warrants.

The Committee may modify the definition of either measure and/or substitute new measures for new Performance Periods. These new measures can be
one or more of the following consolidated (company-wide) or subsidiary, division or operating unit financial measures: (1) pre-tax or after-tax income (before
or after allocation of corporate overhead and bonus), (2) net income (before or after taxes), (3) reduction in expenses, (4) pre-tax or after-tax operating
income, (5) earnings (including earnings before taxes, earnings before interest and taxes, or earnings before interest, taxes, depreciation and amortization, (6)
gross revenue, (7) working capital, (8) profit margin or gross profits, (9) share price, (10) cash flow or cash flow per share (before or after dividends), (11)
cash flow return on investment, (12) return on capital (including return on total capital or return on invested capital), (13) return on assets or net assets, (14)
market share, (15) pre-tax or after-tax
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earnings per share, (16) pre-tax or after-tax operating earnings per share, (17) total stockholder return, (18) growth measures, including revenue growth, as
compared with a peer group or other benchmark, (19) economic value-added models or equivalent metrics, (20) comparisons with various stock market
indices, (21) improvement in or attainment of expense levels or working capital levels, (22) operating margins, gross margins or cash margins, (23) year-end
cash, (24) debt reductions, (25) stockholder equity, (26) regulatory achievements, (27) implementation, completion or attainment of measurable objective with
respect to research, development, products or projects, production volume levels, acquisitions and divestitures and recruiting and maintaining personnel, (28)
customer satisfaction, (29) operating efficiency, productivity ratios, (30) strategic business criteria, consisting of one or more objectives based on meeting
specified revenue, market penetration, geographic business expansion goals (including accomplishing regulatory approval for projects), cost or cost savings
targets, accomplishing critical milestones for projects, and goals relating to acquisitions or divestitures, or any combination thereof (in each case before or
after such objective income and expense allocations or adjustments as the Committee may specify within the applicable period).

Performance goals may be expressed on an absolute and/or relative basis, may be based on or otherwise employ comparisons based on current internal
targets, the past performance of the Company (including the performance of one or more subsidiaries, divisions and/or operating units) and/or the past or
current performance of other companies, and in the case of earnings-based measures, may use or employ comparisons relating to capital (including, but not
limited to, the cost of capital), stockholders’ equity and/or shares outstanding, or to assets or net assets. In all cases, the performance goals shall be such that
they satisfy any applicable requirements under Treas. Reg. Sec. 1.162-27(e)(2) (as amended from time to time), that the achievement of such goals be
“substantially uncertain” at the time that they are established, and that the award opportunity be defined in such a way that a third party with knowledge of the
relevant facts could determine whether and to what extent the performance goal has been met, and, subject to the Committee’s right to apply negative
discretion (within the meaning of Treas. Reg. Sec. 1.162-27(d)(iii)), the amount of the Award payable as a result of such performance.

To the extent applicable, the measures used in setting performance goals set under the Plan for any given performance period shall be determined in
accordance with GAAP and in a manner consistent with the methods used the Company’s audited financial statements. The Committee, in its sole discretion,
may exclude the following from performance calculations under the Plan: effects of extraordinary, unusual, special, or one-time events; effects of legal,
accounting, or regulatory changes; effects of events that are outside of
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management’s control; effects of events that are not reflective of a decision made (or area overseen) by management; effects of “preventive” measures taken
by management; effects from the disposal of a business segment; or effects of tax adjustments.

For these purposes, the “applicable period” with respect to any Performance Period is the period commencing on or before the first day of the
Performance Period and ending no later than the earlier of (a) the 90th day of the Performance Period, or (b) the date on which 25 percent of the Performance
Period has been completed. For each Performance Period, the Committee will, in its sole discretion and within the applicable period, establish the goals (i.e.,
Threshold, Target, and Excellent) associated with each performance measure and determine the weighting of each measure for the purposes of incentive
calculations under the Plan.

Award Payout — Awards will be paid to Participants as soon as practicable following the end of the Performance Period and verification of results
(typically within 75 days of the end of the Performance Period). No amounts earned under the Plan will require additional criteria (e.g., the passage of time)
to complete the earning process. Performance shares will be valued using the closing share price on the ending date of the Performance Period.

At the sole discretion of the Committee, Awards will be made using a mix of shares and cash. The cash portion of the payout will not exceed 50% of a
Participant’s total Award value as calculated at the end of the Performance Period.

Payment under the Plan is subject to compliance by the Participant with any written agreement between the Participant and the Company, including an
employment agreement, non-compete agreement, or other agreement relating to confidential information. If the Participant breaches any such agreement,
he/she shall immediately forfeit his/her right to receive any unpaid amounts earned under the Plan.

The Company has the right to deduct from all net amounts paid under the Plan any federal, state, or local taxes required by law to be withheld with
respect to such payments.

Miscellaneous Provisions

 1. Notwithstanding anything to the contrary in a Notification of Award under the Plan, a Participant’s Awards will become immediately vested and will
pay out assuming target performance for all active Performance Periods upon the occurrence of a Change of Control.

 

 2. The Plan may be amended or discontinued by the Committee at any time without prior notification to Participants. However, no amendment may
adversely affect an outstanding Award made under the Plan.
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 3. The Committee maintains sole discretion to adjust Awards.
 

 4. The Committee will, to the extent permitted by law, have the sole and absolute authority to make retroactive adjustments to any Awards paid to
Participants where the payment was predicated upon the achievement of erroneous financial or strategic business results, or where the Participant
engaged in intentional misconduct that increased his/ her incentive income. Where applicable, the Company will seek to recover any amount
determined to have been inappropriately received by a Participant under the Plan.

 

 5. The Committee may obtain such agreements or undertakings, if any, as the Committee may deem necessary or advisable to assure compliance with



any law or regulation of any governmental authority. The Plan and any Award made hereunder shall be subject to all applicable federal and state
laws, rules and regulations, and to such approvals by any government or regulatory agency as may be required.

 

 6. No member of the Board or Committee, nor any officer or employee of the Company acting on behalf of the Board or the Committee, shall be
personally liable for any action, determination, or interpretation taken or made in good faith with respect to the Plan. All members of the Board or
Committee, and each and any officer or employee of the Company acting on their behalf will, to the extent permitted by law, be fully indemnified
and protected by the Company in respect of any such action, determination, or interpretation.

 

 7. The interests of Participants under the Plan are not subject to claims, indebtedness, attachment, execution, garnishment, or other legal or equitable
process. Participant interests under the Plan may not be transferred or assigned, other than by will or by the laws of descent and distribution. If the
Participant attempts to alienate, assign, pledge, hypothecate, or otherwise dispose of Awards or other rights under the Plan, except as provided for in
this Plan or in an Notification of Award pursuant to this Plan, or in the event of any levy, attachment, execution, or similar process upon the right or
interest conferred by this Plan or the Notification of Award, the Board may terminate the Participant’s Award by notice to him/ her, and it shall
thereupon become null and void.

 

 8. Under the terms of the Plan, the Company and the Participants agree to arbitrate any issue, misunderstanding, disagreement, or dispute in connection
with the terms of the Plan in accordance with the rules of the American Arbitration Association. Any and all costs associated with the Participants’
enforcement of the provisions of the Plan through arbitration shall be borne by the Company.
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Attachment A

 1. “Award” means a grant or Performance Shares made under the Plan.
 

 2. “Cause” means (i) serious, willful misconduct with respect to the Participant’s duties as an Employee of the Company; (ii) engaging in any
competitive behavior defined below; (iii) the Participant’s indictment for a felony; (iv) the Participant’s commission of fraud, embezzlement, theft, or
other act involving dishonesty, or a crime constituting moral turpitude, in any case, whether or not involving the Company, that, in the opinion of the
Company, renders the Participant’s continued employment harmful to the Company; or (v) substance abuse on the part of the Participant; (vi) the
Participant acting in bad faith relative to the Company’s business interests.

 

 For purposes of this Plan, a Participant shall be deemed to engage in competitive behavior if he/ she (a) directly or indirectly, without the
consent of the Company, solicits or provides any services such as those provided by the Company for anyone (i) who is a customer or client of the
Company; or, (ii) who is a prospective customer or client of the Company with whom the Company has discussed possible business relationships; (b)
requests, induces, or attempts to influence any distributor or supplier of goods or services to the Company to curtail or cancel any business they may
transact with the Company; or (c) requests, induces, or attempts to influence, any client or customer of the Company whom he/ she has done business
with, or potential client or customer whom he/ she has been in contact with, to curtail or cancel any business they may transact with the Company.

 

 3. “Change of Control” means any of the following: (i) any consolidation or merger of the Company in which the Company is not the continuing or
surviving corporation; (ii) any sale, lease, exchange or other transfer (in one transaction or a series of related transactions) of all, or substantially all,
of the assets of the Company; (iii) the stockholders of the Company approve any plan or proposal for the liquidation or dissolution of the Company;
(iv) any individual, entity, or group acquires 50% or more of the outstanding Common Stock of the Company or of the combined voting power of the
outstanding voting securities of the Company; or (v) the individuals who, as of January 1, 2007, are members of the Board (“the Incumbent Board”)
cease to constitute a majority of the Board; provided, however, that if the election or appointment of any new director is
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  approved by at least two-thirds of the Incumbent Board, such new director shall, for purposes of the Plan, thereafter be considered a member of the
Incumbent Board.

 

 4. “Code” means the Internal Revenue Code of 1986, as amended.
 

 5. “Disability” means except as otherwise provided by the Committee, the Participant shall be considered to have a “Disability” during the period in
which the Participant is unable, by reason of a medically determinable physical or mental impairment, to engage in any substantial gainful activity,
which condition, in the opinion of a physician approved by the Committee, is expected to have a duration of not less than 120 consecutive days.

 

 6. “Employee” refers to any person who is employed by the Company, is on the Company’s payroll, and whose wages are subject to withholding
under the Federal Insurance Contributions Act, codified in Code § 3121.

 

 7. “Involuntary Termination” means: (i) without the Participant’s express written consent, a comprehensive and substantial reduction in all or most of
the Participant’s primary duties, authority, and responsibilities compared to the Participant’s duties, authority, and responsibilities immediately
prior to such reduction; (ii) without the Participant’s express written consent, a significant reduction in the Participant’s base salary compared to
the Participant’s base salary in effect immediately prior to such reduction; provided, however, that a reduction in the Participant’s base salary of
less than twenty percent (20%) or a reduction in the Participant’s base salary that is part of an overall reduction in compensation also applied to
other executives of the Company as a result of decreased business performance by the Company or one of its business units, shall not constitute an
Involuntary Termination; or (iii) any purported termination of the Participant by the Company that is not effected for Disability or Cause.

 



 8. “Notification of Award” means a written agreement between a Participant and the Company, which sets out the terms of the grant of Performance
Shares under the plan.

 

 9. “Participant” shall mean an Employee of the Company to whom a Notification of Award is given under this Plan.
 

 10. “Performance Period” means the three-year period as specified in the Notification of Award.
 

 11. “Performance Share” refers to the Award instrument under the Plan.
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 12. “Retirement” means a Participant’s date of termination which is designated by the Committee as a “Retirement” for purposes of the Plan or, if
applicable, a Participant’s date of termination after the normal retirement date specified in a plan maintained by the Company under which the
Participant is covered, and which is qualified under section 401(a) of the Code.

 

 13. “Termination of Service” occurs when a Participant shall cease to serve as an Employee of the Company, for any reason.
 

 14. “Voluntary Termination” shall mean any termination of the employment hereunder, otherwise than as a result of death or Disability, termination for
Cause, or Involuntary Termination will be deemed to be a Voluntary Termination.
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FLEXSTEEL INDUSTRIES, INC. 
P.O. BOX 877 
DUBUQUE, IOWA 52004-0877

THIS PROXY IS SOLICITED ON BEHALF OF THE 
BOARD OF DIRECTORS FOR THE ANNUAL MEETING 
OF STOCKHOLDERS TO BE HELD DECEMBER 10, 2007

        The undersigned, a shareholder of Flexsteel Industries, Inc., hereby appoints Timothy E. Hall and Eric S. Rangen, and each of them, as proxies, with full
power of substitution, to vote on behalf of the undersigned the same number of shares which the undersigned is then entitled to vote at the Annual Meeting of
the Shareholders of Flexsteel Industries, Inc., to be held on Monday, December 10, 2007 at 2:00 P.M. at the Hilton Minneapolis, 1001 Marquette Avenue,
Minneapolis, Minnesota 55403, and at any adjournments or postponements thereof as follows:

        The Board of Directors recommends a vote FOR:

 Proposal No. 1 — Election of three (3) Class III Directors (Term will Expire at the 2010 Annual Meeting):

Jeffrey T. Bertsch
(Class III)

Lynn J. Davis
(Class III)

Eric S. Rangen
(Class III)

o FOR all Nominees
(Except as marked to

o WITHHELD from all
Nominees

o WITHHELD from the following only: (Write name(s)
below)

 the contrary)  

  

Proposal No. 2 — Approval of the 2007 Long Term Management Incentive
Compensation Plan, together with the reservation of 500,000 shares of common stock
for issuance under the 2007 plan:

o   FOR o AGAINST o ABSTAIN

In their discretion to vote upon such other business as may properly come before the meeting, or any adjournments or postponements thereof, UNLESS THE
SHAREHOLDER LINES OR CROSSES OUT THIS AUTHORITY.

(Important: continued, and to be signed and dated, on the reverse side)

(Continued from other side)

The Undersigned hereby revokes any proxy or proxies to vote such shares heretofore given.

PLEASE VOTE, DATE, SIGN, AND RETURN IN THE ENCLOSED ENVELOPE.

Dated
 

 , 2007.
 
 
 

 

(Signature)
 
 

 

      Signature of shareholder shall correspond exactly with the

Notice of 2007 
Annual Meeting 

and 
Proxy Statement



name appearing hereon. If a joint account, each owner must
sign. When signing as attorney, executor, administrator, trustee,
guardian or corporate official, give your full title as such.

This proxy when properly executed will be voted in the manner directed hereon by the above-signed shareholder. If no direction is given, this proxy will be voted
FOR Proposals 1 and 2, and the grant of authority to vote upon such other business as may properly come before the meeting or any adjournments or
postponements thereof will not be crossed out.


