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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nop
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Edgar Filing: BIG LOTS INC - Form 10-K

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yesp Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this

chapter) is not contained herein, and will not be contained to the best of registrant's knowledge, in definitive proxy or

information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.
0




Edgar Filing: BIG LOTS INC - Form 10-K

Table of Contents

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of “large accelerated filer,” ‘“‘accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filerp ~ Accelerated filer o Non-accelerated filer o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yeso Nop

The aggregate market value of the Common Shares held by non-affiliates of the Registrant (assuming for these
purposes that all executive officers and directors are “affiliates” of the Registrant) was $2,360,292,069 on August 2,
2014, the last business day of the Registrant's most recently completed second fiscal quarter (based on the closing
price of the Registrant's Common Shares on such date as reported on the New York Stock Exchange).

The number of the registrant’s common shares, $0.01 par value, outstanding as of March 27, 2015, was 53,932,236.

Documents Incorporated by Reference

Portions of the registrant's Proxy Statement for its 2015 Annual Meeting of Shareholders are incorporated by
reference into Part III of this Annual Report on Form 10-K.
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Part I
Item 1. Business

The Company

Big Lots, Inc., an Ohio corporation, through its wholly owned subsidiaries (collectively referred to herein as “we,” “us,”
and “our” except as used in the reports of our independent registered public accounting firm included in Item 8 of this
Annual Report on Form 10-K (“Form 10-K”)), is a unique, non-traditional, discount retailer in the United States of
America (“U.S.”) (see the discussion below under the caption “Merchandise”). At January 31, 2015, we operated a total of
1,460 stores in the U.S. Our goal is to exceed our core customers' expectations by providing her with great savings on
value-priced merchandise, which includes brand-name closeouts. You can locate us on the Internet at

www.biglots.com. The contents of our websites are not part of this report.

Similar to many other retailers, our fiscal year ends on the Saturday nearest to January 31, which results in some fiscal
years being comprised of 52 weeks and some being comprised of 53 weeks. Unless otherwise stated, references to
years in this Form 10-K relate to fiscal years rather than to calendar years. The following table provides a summary of
our fiscal year calendar and the associated number of weeks in each fiscal year:

Fiscal Year Number of Weeks Year Begin Date Year End Date

2015 52 February 1, 2015 January 30, 2016
2014 52 February 2, 2014 January 31, 2015
2013 52 February 3, 2013 February 1, 2014
2012 53 January 29, 2012 February 2, 2013
2011 52 January 30, 2011 January 28, 2012
2010 52 January 31, 2010 January 29, 2011

We manage our business on the basis of one segment: discount retailing. Please refer to the consolidated financial
statements and related notes in this Form 10-K for our financial information. We evaluate and report overall sales and
merchandise performance based on the following key merchandising categories: Food, Consumables, Soft Home,
Hard Home, Furniture & Home Décor, Seasonal, and Electronics & Accessories. The Food category includes our
beverage & grocery, candy & snacks, and specialty foods departments. The Consumables category includes our health
and beauty, plastics, paper, chemical, and pet departments. The Soft Home category includes the fashion bedding,
utility bedding, bath, decorative textile, window, and area rugs departments. The Hard Home category includes our
small appliances, table top, food preparation, stationery, greeting cards, tools, paint, and home maintenance
departments. The Furniture & Home Décor category includes our upholstery, mattress, ready-to-assemble, case goods,
home décor, and frames departments. The Seasonal category includes our lawn & garden, summer, Christmas, toys,
books, sporting goods, and other holiday departments. The Electronics & Accessories category includes the
electronics, jewelry, apparel, hosiery, and infant accessories departments. See note 16 to the accompanying
consolidated financial statements for the net sales results by merchandise category for 2014, 2013, and 2012.

In May 2001, Big Lots, Inc. was incorporated in Ohio and was the surviving entity in a merger with Consolidated
Stores Corporation, a Delaware corporation. By virtue of the merger, Big Lots, Inc. succeeded to all the business,
properties, assets, and liabilities of Consolidated Stores Corporation. In July 2011, we acquired 100% of the
outstanding shares of Liquidation World Inc. (subsequently named Big Lots Canada, Inc.). In 2014, we completed the
wind down and dissolution of Big Lots Canada, Inc.

Our principal executive offices are located at 300 Phillipi Road, Columbus, Ohio 43228, and our telephone number is
(614) 278 6800.
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Merchandise

Our business has historically been focused on selling value-based merchandise that was sourced through closeout
channels, which can result in inconsistent offerings to our customers. In 2014, we implemented a merchandising
strategy to improve the consistency of the value-based merchandise available in our stores by reducing our level of
reliance on sourcing closeout offerings in certain merchandise categories. In order to improve the consistency of our
merchandise, we introduced new disciplines for purchasing merchandise through the use of a ratings process that
measures quality, brand, fashion, and value. This new discipline requires us to focus our decision-making activities
around our customers’ expectations and enables us to compare the potential performance of traditionally-sourced
merchandise, either domestic or import, to closeout merchandise, which is generally sourced from production
overruns, packaging changes, discontinued products, order cancellations, liquidations, returns, and other disruptions in
the supply chain of manufacturers. We believe this greater level of focus on our customers’ expectations will enhance
our ability to provide a great mix of offerings in our unique array of merchandise categories and improve our
inventory turnover. For net sales and comparable store sales by merchandise category, see the discussion below under
the captions “2014 Compared To 2013 and “2013 Compared To 2012” in “Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations” (“MD&A”) of this Form 10-K.

Real Estate

The following table compares the number of our stores in operation at the beginning and end of each of the last five
fiscal years:

2014 2013 2012 2011 2010
U.S.
Stores open at the beginning of the year 1,493 1,495 1,451 1,398 1,361
Stores opened during the year 24 55 87 92 80
Stores closed during the year (57 ) (57 ) (43 ) (@39 ) (43 )
Stores open at the end of the year 1,460 1,493 1,495 1,451 1,398

During 2009, the U.S. commercial real estate market softened and, as a result, the availability of space improved and
rental rates eased, which enabled us to experience net new store growth from 2009 through 2012. During the second
half of 2012, we determined that rental rates had begun to stabilize, and in many markets increase, and the availability
of quality real estate that met our criteria for performance was declining. The combination of these real estate factors,
softness in our financial performance, and transition of senior management led us to slow our net new store growth
plans in 2013, which carried into 2014. For additional information about our real estate strategy, see the discussion
under the caption “Operating Strategy - Real Estate” in the accompanying MD&A in this Form 10-K.

In addition, in 2011, we acquired 89 stores in Canada as a result of our acquisition of Liquidation World Inc.
(subsequently named Big Lots Canada, Inc.), which are not included in the above table. During the first quarter of
2014, we wound down and discontinued the operations of Big Lots Canada, Inc. and closed all of our stores in
Canada.
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The following table details our U.S. stores by state at January 31, 2015:

Alabama 30 Maine 6 Ohio 99
Arizona 39 Maryland 26 Oklahoma 18
Arkansas 12 Massachusetts 19 Oregon 15
California 159 Michigan 46 Pennsylvania 69
Colorado 19 Minnesota 7 Rhode Island 1
Connecticut 13 Mississippi 14 South Carolina 34
Delaware 5 Missouri 25 South Dakota 1
Florida 105 Montana 3 Tennessee 47
Georgia 55 Nebraska 3 Texas 116
Idaho 6 Nevada 13 Utah 9
[linois 35 New Hampshire 7 Vermont 4
Indiana 46 New Jersey 28 Virginia 41
Iowa 3 New Mexico 12 Washington 28
Kansas 8 New York 63 West Virginia 17
Kentucky 40 North Carolina 74 Wisconsin 12
Louisiana 24 North Dakota 1 Wyoming 2
District of Columbia 1
Total stores 1,460
Number of states 48

Of our 1,460 stores, 33% operate in four states: California, Texas, Ohio, and Florida, and net sales from stores in these
states represented 35% of our 2014 net sales. We have a concentration in these states based on their size, population,
and customer base.

Associates

At January 31, 2015, we had approximately 36,100 active associates comprised of 12,300 full time and 23,800

part time associates. Approximately 66% of the associates employed throughout the year are employed on a part time
basis. Temporary associates hired during the fall and winter holiday selling season increased the number of associates
to a peak of approximately 40,700 in 2014. We consider our relationship with our associates to be good, and we are
not a party to any labor agreements.

Competition

We operate in the highly competitive retail industry. We face strong sales competition from other general
merchandise, discount, food, furniture, arts and crafts, and dollar store retailers, which operate in traditional brick and
mortar stores and/or online. Additionally, we compete with a number of companies for retail site locations, to attract
and retain quality employees, and to acquire our broad merchandising assortment from vendors.

Purchasing

Our goal is to deliver great savings to our customers through value-based merchandise offerings. In 2014, we
implemented a merchandising strategy to improve the consistency of the value-based merchandise available in our
stores by reducing our level of reliance on sourcing closeout offerings in certain merchandise categories. As such, we
increased the amount of our purchases of domestically-sourced merchandise. In particular, we expanded our planned
purchases in our Food, Soft Home, and Furniture & Home Décor merchandise categories in 2014, which represent
merchandise that our customers expect us to consistently offer in our stores at a significant value savings.
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Although reduced in certain categories, the sourcing and purchasing of quality closeout merchandise directly from
manufacturers and other vendors typically at prices below those paid by traditional discount retailers continues to be
an important part of our business. We believe that we have built strong relationships with many brand-name vendors
and our relationships and purchasing power enable us to source merchandise that provides exceptional value to our
customers. We have the ability to source and purchase significant quantities of closeout merchandise and to control
distribution throughout our nationwide store footprint, in accordance with vendor guidelines. We believe our sourcing
model, along with our strong credit profile, provides a high level of service and convenience to our vendors. We
intend to continue to deepen our relationships with our top 200 vendors. Our sourcing channels also include
bankruptcies, liquidations, and insurance claims. We expect that the unpredictability of the retail and manufacturing
environments coupled with what we believe is our significant purchasing power position will continue to support our
ability to source quality closeout merchandise at competitive prices.

During 2014, we purchased approximately 24% of our merchandise directly from overseas vendors, including
approximately 20% from vendors located in China. Additionally, a significant amount of our domestically-purchased
merchandise is manufactured abroad. As a result, a significant portion of our merchandise supply is subject to certain
risks described in “Item 1A. Risk Factors” of this Form 10-K.

Warehouse and Distribution

The majority of our merchandise offerings are processed for retail sale and distributed to our stores from our five
regional distribution centers located in Pennsylvania, Ohio, Alabama, Oklahoma, and California. We selected the
locations of our distribution centers in order to minimize transportation costs and the distance from distribution
centers to our stores. While certain of our merchandise vendors deliver directly to our stores, the large majority of our
inventory is staged and delivered from our distribution centers to facilitate prompt and efficient distribution and
transportation of merchandise to our stores and help maximize our sales and inventory turnover rate.

In addition to the regional distribution centers that handle merchandise, we operate a warehouse, within our Ohio
distribution center, that distributes fixtures to our stores, and supplies to our stores and our five regional distribution
centers.

For additional information regarding our warehouses and distribution facilities and related initiatives, see the
discussion under the caption “Warehouse and Distribution” in “Item 2. Properties” of this Form 10-K.

Advertising and Promotion

Our brand image is an important part of our marketing program. Our principal trademarks, including the Big Lots®
family of trademarks, have been registered with the U.S. Patent and Trademark Office. We use a variety of marketing
vehicles to promote our brand operations, including television, internet, social media, in-store point-of-purchase, and
print media.

In all markets served by our stores, we design and distribute printed advertising circulars, through a combination of
newspaper insertions and mailings. In 2014, we distributed multi-page circulars constituting 30 weeks of advertising
coverage, which was consistent with promotions in multi-page circulars in 2013. We create regional versions of these
circulars to tailor our advertising message to market differences caused by product availability, climate, and customer
preferences. A newer element of our marketing efforts focuses on brand management in social and digital media
outlets. We have devoted focused resources to communicate our message directly to our core customers through
Facebook®, Twitter®, Pinterest®, and YouTube®. A more traditional element of our marketing program is our
television campaign, which combines elements of strategic branding and promotion. These same elements are also
used in most of our other marketing media. Our highly-targeted media placement strategy uses national cable as the

10
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foundation of our television advertising. In addition, we use in-store promotional materials, including in store signage,
to emphasize special bargains and significant values offered to our customers.

Our customer database, which we refer to as the Buzz Club®, is an important marketing tool that allows us to
communicate in a cost effective manner with our customers, including e-mail delivery of our circulars. In addition to
the Buzz Club®, we operate the Buzz Club Rewards® program (“Rewards”), which allows us to send specialized
promotions to targeted customer groups with the intention of reinforcing and expanding their desire to shop at our
stores. Total advertising expense as a percentage of total net sales was 1.9% in each of 2014, 2013, and 2012.

11
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Seasonality

We have historically experienced, and expect to continue to experience, seasonal fluctuations in our sales and
profitability, with a larger percentage of our net sales and operating profit realized in our fourth fiscal quarter. In
addition, our quarterly net sales and operating profits can be affected by the timing of new store openings and store
closings, the timing of advertising, and the timing of certain holidays. We historically receive a higher proportion of
merchandise, carry higher inventory levels, and incur higher outbound shipping and payroll expenses as a percentage
of sales in our third fiscal quarter in anticipation of increased sales activity during our fourth fiscal quarter.
Performance of our fourth fiscal quarter typically reflects a leveraging effect which has a favorable impact on our
operating results because net sales are higher and certain of our costs, such as rent and depreciation, are fixed and do
not vary as sales levels escalate.

The seasonality of our net sales and related merchandise inventory requirements influences our availability of and
demand for cash or access to credit. We historically have drawn upon our credit facility to assist in funding our
working capital requirements, which typically peak near the end of our third fiscal quarter. We historically have
higher net sales, operating profits, and cash flow provided by operations in the fourth fiscal quarter which allows us to
substantially repay our seasonal borrowings. In 2014, our total indebtedness (outstanding borrowings and letters of
credit) peaked in November 2014 at approximately $348 million under our $700 million unsecured credit facility
entered into in July 2011 (*“2011 Credit Agreement”), and amended in May 2013 and which expires in May 2018. At
January 31, 2015, our total indebtedness under the 2011 Credit Agreement was $66.5 million, which included $62.1
million in borrowings and $4.4 million in outstanding letters of credit. We expect that borrowings will vary
throughout 2015 depending on various factors, including our seasonal need to acquire merchandise inventory prior to
the peak selling season, the timing and amount of sales to our customers, and the timing of share repurchase or
dividend payment activity. For a discussion of our sources and uses of funds, see “Item 5. Market for Registrant's
Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities” and the discussion under the
caption “Capital Resources and Liquidity” in the accompanying MD&A, in this Form 10-K.

Available Information

We make available, free of charge, through the “Investor Relations” section of our website (www.biglots.com) under the
“SEC Filings” caption, our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form
8-K, and amendments to those reports filed or furnished pursuant to Section 13 or 15(d) of the Securities Exchange

Act of 1934, as amended (“Exchange Act”), as soon as reasonably practicable after we file such material with, or furnish
it to, the Securities and Exchange Commission (“SEC”). Our filings with the SEC may be read and copied at the SEC’s
Public Reference Room at 100 F Street, NE, Washington, DC 20549. Information on the operation of the Public
Reference Room may be obtained by calling 1-800-SEC-0330. These filings are also available on the SEC’s website at
http://www.sec.gov free of charge as soon as reasonably practicable after we have filed the above referenced reports.

In this Form 10-K, we incorporate by reference certain information from parts of our Proxy Statement for our 2015
Annual Meeting of Shareholders (‘2015 Proxy Statement”).

In the “Investor Relations” section of our website (www.biglots.com) under the “Corporate Governance” and “SEC Filings”
captions, the following information relating to our corporate governance may be found: Corporate Governance

Guidelines; charters of our Board of Directors’ Audit, Compensation, and Nominating/Corporate Governance

Committees; and our Public Policy and Environmental Affairs Committee; Code of Business Conduct and Ethics;

Code of Ethics for Financial Officers; Chief Executive Officer and Chief Financial Officer certifications related to our

SEC filings; the means by which shareholders may communicate with our Board of Directors; and transactions in our
securities by our directors and executive officers. The Code of Business Conduct and Ethics applies to all of our

associates, including our directors and our principal executive officer, principal financial officer, and principal

12
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accounting officer. The Code of Ethics for Financial Professionals applies to our Chief Executive Officer and all other
Senior Financial Officers (as that term is defined therein) and contains provisions specifically applicable to the
individuals serving in those positions. We intend to satisfy the requirement under Item 5.05 of Form 8-K regarding
disclosure of amendments to and waivers from, if any, our Code of Business Conduct and Ethics (to the extent
applicable to our directors and executive officers (including our principal executive officer, principal financial officer
and principal accounting officer)) and our Code of Ethics for Financial Professionals in the “Investor Relations” section
of our website (www.biglots.com) under the “Corporate Governance” caption. We will provide any of the foregoing
information without charge upon written request to our Corporate Secretary. The contents of our website are not
incorporated into, or otherwise made a part of, this Form 10-K.

13
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Item 1A. Risk Factors

The statements in this section describe the material risks to our business and should be considered carefully. In
addition, these statements constitute cautionary statements under the Private Securities Litigation Reform Act of 1995.

Our disclosure and analysis in this Form 10-K and in our 2014 Annual Report to Shareholders contain

forward-looking statements that set forth anticipated results based on management’s plans and assumptions. From time

to time, we also provide forward-looking statements in other materials we release to the public as well as oral
forward-looking statements. Such statements give our current expectations or forecasts of future events; they do not

relate strictly to historical or current facts. Such statements are commonly identified by using words such as “anticipate,”
“estimate,” “expect,” “objective,” “goal,” “project,” “intend,” “plan,” “believe,” “will,” “should,” “may,” “target,” “forecast,
and similar expressions in connection with any discussion of future operating or financial performance. In particular,
forward-looking statements include statements relating to future actions, future performance, or results of current and
anticipated products, sales efforts, expenses, interest rates, the outcome of contingencies, such as legal proceedings,

and financial results.

EEINT3 99 ¢ 9 <. 29 ¢

We cannot guarantee that any forward-looking statement will be realized. Achievement of future results is subject to
risks, uncertainties, and potentially inaccurate assumptions. If known or unknown risks or uncertainties materialize, or
should underlying assumptions prove inaccurate, actual results could differ materially from past results and those
anticipated, estimated, or projected results set forth in the forward-looking statements. You should bear this in mind as
you consider forward-looking statements.

You are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date thereof.
We undertake no obligation to publicly update forward-looking statements, whether as a result of new information,
future events, or otherwise. You are advised, however, to consult any further disclosures we make on related subjects
in our Quarterly Reports on Form 10-Q and Current Reports on Form 8-K filed with the SEC.

The following cautionary discussion of material risks, uncertainties, and assumptions relevant to our businesses
describes factors that, individually or in the aggregate, we believe could cause our actual results to differ materially
from expected and historical results. Additional risks not presently known to us or that we presently believe to be
immaterial also may adversely impact us. Should any risks or uncertainties develop into actual events, these
developments could have material adverse effects on our business, financial condition, results of operations, and
liquidity. Consequently, all of the forward-looking statements are qualified by these cautionary statements, and there
can be no assurance that the results or developments we anticipate will be realized or that they will have the expected
effects on our business or operations. We note these factors for investors as permitted by the Private Securities
Litigation Reform Act of 1995. There can be no assurances that we have correctly and completely identified, assessed,
and accounted for all factors that do or may affect our business, financial condition, results of operations, and
liquidity, as it is not possible to predict or identify all such factors. Consequently, you should not consider the
following to be a complete discussion of all potential risks or uncertainties.

Our ability to achieve the results contemplated by forward-looking statements is subject to a number of factors, any
one, or a combination, of which could materially affect our business, financial condition, results of operations, or

liquidity. These factors may include, but are not limited to:

If we are unable to successfully execute our operating strategies, our operating performance could be significantly
impacted.

There is a risk that we will be unable to meet or exceed our operating performance targets and goals in the future if
our strategies and initiatives are unsuccessful. In 2013, we hired a new Chief Executive Officer who has since

14
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replaced several members of our senior leadership team. This team has developed and begun execution of our new
strategic plan. Our ability to continue the development of our strategic plan and to further execute the business
activities associated with our strategic and operating plans, could impact our ability to meet our operating performance
targets. See the accompanying MD&A in this Form 10-K for additional information concerning our operating

strategy.

15
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If we are unable to compete effectively in the highly competitive discount retail industry, our business and results of
operations may be materially adversely affected.

The discount retail industry, which includes both traditional brick and mortar stores and online marketplaces, is highly
competitive. As discussed in Item 1 of this Form 10-K, we compete for customers, products, employees, real estate,
and other aspects of our business with a number of other companies. Some of our competitors have greater financial,
broader distribution (e.g., more stores and a current online presence), marketing, and other resources than us. It is
possible that increased competition, significant discounting, or improved performance by our competitors may reduce
our market share, gross margin, and operating margin, and may materially adversely affect our business and results of
operations.

If we are unable to compete effectively in today’s omni-channel retail marketplace, our business and results of
operations may be materially adversely affected.

We are currently developing an omni-channel retail strategy, including our online retailing capabilities. With the
continued expansion of mobile computing devices, competition from other retailers in the online retail marketplace is
expected to increase. Certain of our competitors, and a number of pure online retailers, have established online
operations against which we compete for customers and products. It is possible that the increasing competition in the
online retail space may reduce our market share, gross margin, and operating margin, and may materially adversely
affect our business and results of operations in other ways. Our current strategic plan includes providing an
omni-channel experience and online retailing capabilities, which we intend to use to increase the volume of our total
net sales. Development of an online retail marketplace is a complex undertaking and there is no guarantee that the
resources we apply to this effort will result in increased revenues or improved operating performance. If our online
retailing initiatives do not meet our customers’ expectations, the initiatives may reduce our customers’ desire to
purchase goods from us both online and at our brick and mortar stores and may materially adversely affect our
business and results of operations.

Our inability to properly manage our inventory levels and offer merchandise that our customers want may materially
impact our business and financial performance.

We must maintain sufficient inventory levels to successfully operate our business. However, we also must seek to
avoid accumulating excess inventory to maintain appropriate in-stock levels. We obtain approximately one quarter of
our merchandise directly from vendors outside of the U.S. These foreign vendors often require lengthy advance notice
of our requirements in order to be able to supply products in the quantities that we request. This usually requires us to
order merchandise and enter into purchase order contracts for the purchase of such merchandise well in advance of the
time these products are offered for sale. As a result, we may experience difficulty in responding to a changing retail
environment, which makes us vulnerable to changes in price and in consumer preferences. In addition, we attempt to
maximize our operating profit and operating efficiency by delivering proper quantities of merchandise to our stores in
a timely manner. If we do not accurately anticipate future demand for a particular product or the time it will take to
replenish inventory levels, our inventory levels may not be appropriate and our results of operations may be
negatively impacted.

We rely on manufacturers located in foreign countries for significant amounts of merchandise and a significant
amount of our domestically-purchased merchandise is manufactured abroad. Our business may be materially
adversely affected by risks associated with international trade.

Global sourcing of many of the products we sell is an important factor in driving higher operating profit. During 2014,

we purchased approximately 24% of our products directly from overseas vendors including 20% from vendors located
in China, and a significant amount of our domestically-purchased merchandise is manufactured abroad. Our ability to

16
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identify qualified vendors and to access products in a timely and efficient manner is a significant challenge, especially
with respect to goods sourced outside of the U.S. Global sourcing and foreign trade involve numerous factors and
uncertainties beyond our control including increased shipping costs, increased import duties, more restrictive quotas,
loss of most favored nation trading status, currency and exchange rate fluctuations, work stoppages, transportation
delays, economic uncertainties such as inflation, foreign government regulations, political unrest, natural disasters,
war, terrorism, trade restrictions (including retaliation by the United States against foreign practices), political
instability, the financial stability of vendors, merchandise quality issues, and tariffs. These and other issues affecting
our international vendors could materially adversely affect our business and financial performance.
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Changes by vendors related to the management of their inventories may reduce the quantity and quality of brand-name
closeout merchandise available to us or may increase our cost to acquire brand-name closeout merchandise, either of
which may materially adversely affect our revenues and gross margin.

We have very little control over the supply, design, function, availability, or cost of much of the closeout merchandise
that we source for sale in our stores. Our ability to meet or exceed our operating performance targets depends upon the
sufficient availability of closeout merchandise that we can acquire and offer at prices that represent a value to our
customers. To the extent that certain of our vendors are better able to manage their inventory levels and reduce the
amount of their excess inventory, the amount of closeout merchandise available to us could be materially reduced.
Shortages or disruptions in the availability of closeout merchandise of a quality acceptable to our customers and us
would likely have a material adverse effect on our sales and gross margin and may result in customer dissatisfaction.

Disruption to our distribution network, the capacity of our distribution centers, and the timely receipt of merchandise
inventory could adversely affect our operating performance.

We rely on our ability to replenish depleted merchandise inventory through deliveries to our distribution centers and
from the distribution centers to our stores by various means of transportation, including shipments by sea, rail and
truck carriers. A decrease in the capacity of carriers and/or labor strikes / disruptions (e.g., the West Coast, including
the port of Los Angeles, disruption during the latter part of 2014 and early months of 2015) or shortages in the
transportation industry could negatively affect our distribution network, the timely receipt of merchandise and
transportation costs. In addition, long-term disruptions to the U.S. and international transportation infrastructure from
wars, political unrest, terrorism, natural disasters, governmental budget constraints and other significant events that
lead to delays or interruptions of service could adversely affect our business. Also, a fire, earthquake, or other disaster
at one of our distribution centers could disrupt our timely receipt, processing and shipment of merchandise to our
stores which could adversely affect our business. Additionally, as we seek to expand our operation through the
development of our online retail capabilities, we may face increased or unexpected demands on distribution center
operations, as well as unexpected demands on our distribution network.

If we are unable to secure customer, employee, vendor and company data, our systems could be compromised, our
reputation could be damaged, and we could be subject to penalties or lawsuits.

In the normal course of business, we process and collect relevant data about our customers, employees and vendors.
The protection of our customer, employee, vendor and company data is critical to us. We have implemented
procedures, processes and technologies designed to safeguard our customers’ debit and credit card information and
other private data, our employees’ and vendors’ private data, and the Company’s records and intellectual property. We
also utilize third party service providers in connection with certain technology related activities, including credit card
processing, website hosting, data encryption and software support. We require these providers to take appropriate
measures to secure such data and information and to assess their ability to do so. Despite our procedures, technologies
and other information security measures, we cannot be certain that our information technology systems or the
information technology systems of our third-party service providers are or will be able to prevent, contain or detect all
cyberattacks, cyberterrorism, or security breaches. As evidenced by other retailers who have recently suffered serious
security breaches, we may be vulnerable to data security breaches and data loss, including cyberattacks. A breach of
our security measures or our third-party service providers’ security measures, the misuse of our customer, employee,
vendor and company data or information or our failure to comply with applicable privacy and information security
laws and regulations could result in the exposure of sensitive data or information, attract a substantial amount of
negative media attention, damage our customer or employee relationships and our reputation and brand, distract the
attention of management from their other responsibilities, subject the company to government enforcement actions,
private litigation, penalties and costly response measures, and result in lost sales and a reduction in the market value of
our common shares. While we have insurance, in the event we experience a data or information security breach, our
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insurance may not be sufficient to cover the impact to our business, or insurance proceeds may not be paid timely.

In addition, the regulatory environment surrounding data and information security and privacy is increasingly
demanding, as new and revised requirements are frequently imposed across our business. For example, during 2015
we will be required to comply with new chip card standards. Compliance with more demanding privacy and
information security laws and standards may result in significant expense due to increased investment in technology
and the development of new operational processes.

’
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If we are unable to maintain or upgrade our computer systems or if we are unable to convert to alternate systems in an
efficient and timely manner, our operations may be disrupted or become less efficient.

We depend on a variety of information technology and computer systems for the efficient functioning of our business.
We rely on certain hardware, telecommunications and software vendors to maintain and periodically upgrade many of
these systems so that we can continue to support our business. Various components of our information technology and
computer systems, including hardware, networks, and software, are licensed to us by third party vendors. We rely
extensively on our information technology and computer systems to process transactions, summarize results, and
manage our business. Our information technology and computer systems are subject to damage or interruption from
power outages, computer and telecommunications failures, computer viruses, cyberattack or other security breaches,
catastrophic events such as fires, floods, earthquakes, tornados, hurricanes, acts of war or terrorism, and usage errors
by our employees or our contractors. In recent years, we have begun using hosted solutions for certain of our
information technology and computers systems, which are more exposed to telecommunication failures. If our
information technology or computer systems are damaged or cease to function properly, we may have to make a
significant investment to fix or replace them, and we may suffer loss of critical data and interruptions or delays in our
operations as a result. Any material interruption experienced by our information technology or computer systems
could negatively affect our business and results of operations. Costs and potential interruptions associated with the
implementation of new or upgraded systems and technology or with maintenance or adequate support of our existing
systems could disrupt or reduce the efficiency of our business.

Declines in general economic condition, disposable income levels, and other conditions could lead to reduced
consumer demand for our merchandise thereby materially affecting our revenues and gross margin.

Our results of operations can be directly impacted by the health of the U.S. economy. Our business and financial
performance may be adversely impacted by current and future economic conditions, including factors that may restrict
or otherwise negatively impact consumer financing, disposable income levels, unemployment levels, energy costs,
interest rates, recession, inflation, the impact of unseasonable weather, natural disasters or terrorist activities and other
matters that influence consumer spending. Specifically, our Soft Home, Hard Home, Home Decor & Furniture and
Seasonal merchandise categories may be threatened when disposable income levels are negatively impacted by
economic conditions. Additionally, the net sales of cyclical product offerings in our Seasonal category may be
threatened when we experience extended periods of unseasonable weather. In particular, the economic conditions and
weather patterns of four states (Ohio, Texas, California, and Florida) are important as approximately 33% of our
current stores operate and 35% of our 2014 net sales occurred in these states.

Changes in federal or state legislation and regulations, including the effects of legislation and regulations on product
safety and hazardous materials, could increase our cost of doing business and adversely affect our operating
performance.

We are exposed to the risk that new federal or state legislation, including new product safety and hazardous material
laws and regulations, may negatively impact our operations and adversely affect our operating performance.
Additional changes in product safety legislation or regulations may lead to product recalls and the disposal or
write-off of merchandise, as well as fines or penalties and reputational damage. If our merchandise, including food
and consumable products, do not meet applicable governmental safety standards or our customers’ expectations
regarding quality or safety, we could experience lost sales, increased costs and be exposed to legal and reputational
risk. Additionally, if we discard or dispose of our merchandise, particularly that which is non-salable, in a fashion that
is inconsistent with jurisdictional standards, we could expose ourselves to certain fines and litigation costs related to
hazardous material regulations. Our inability to comply on a timely basis with regulatory requirements, execute
product recalls in a timely manner, or consistently implement waste management standards, could result in fines or
penalties which could have a material adverse effect on our financial results. In addition, negative customer
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perceptions regarding the safety of the products we sell could cause us to lose market share to our competitors. If this
occurs, it may be difficult for us to regain lost sales.

10
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We may be subject to periodic litigation and regulatory proceedings, including Fair Labor Standards Act, state wage
and hour, and shareholder class action lawsuits, which may adversely affect our business and financial performance.

From time to time, we are involved in lawsuits and regulatory actions, including various collective or class action
lawsuits that are brought against us for alleged violations of the Fair Labor Standards Act, state wage and hour laws,
sales tax and consumer protection laws, False Claims Act, and federal securities laws. We also are involved in
shareholder derivative lawsuits and investigations concerning our compliance with environmental and hazardous
waste regulations. Due to the inherent uncertainties of litigation, we may not be able to accurately determine the
impact on us of any future adverse outcome of such proceedings. The ultimate resolution of these matters could have a
material adverse impact on our financial condition, results of operations, and liquidity. In addition, regardless of the
outcome, these proceedings could result in substantial cost to us and may require us to devote substantial attention and
resources to defend ourselves. For a description of certain current legal proceedings, see note 10 to the accompanying
consolidated financial statements.

Our current insurance program may expose us to unexpected costs and negatively affect our financial performance.

Our insurance coverage is subject to deductibles, self-insured retentions, limits of liability and similar provisions that
we believe are prudent based on the dispersion of our operations. However, we may incur certain types of losses that
we cannot insure or which we believe are not economically reasonable to insure, such as losses due to acts of war,
employee and certain other crime, and some natural disasters. If we incur these losses and they are material, our
business could suffer. Certain material events may result in sizable losses for the insurance industry and adversely
impact the availability of adequate insurance coverage or result in excessive premium increases. To offset negative
cost trends in the insurance market, we may elect to self-insure, accept higher deductibles or reduce the amount of
coverage in response to these market changes. In addition, we self-insure a significant portion of expected losses
under our workers’ compensation, general liability, including automobile, and group health insurance programs.
Unanticipated changes in any applicable actuarial assumptions and management estimates underlying our recorded
liabilities for these losses, including potential increases in medical and indemnity costs, could result in materially
different amounts of expense than expected under these programs, which could have a material adverse effect on our
financial condition and results of operations. Although we continue to maintain property insurance for catastrophic
events, we are self-insured for losses up to the amount of our deductibles. If we experience a greater number of
self-insured losses than we anticipate, our financial performance could be adversely affected.

If we are unable to attract, train, and retain highly qualified associates while also controlling our labor costs, our
financial performance may be negatively affected.

Our customers expect a positive shopping experience, which is driven by a high level of customer service from our
associates and a quality presentation of our merchandise. To grow our operations and meet the needs and expectations
of our customers, we must attract, train, and retain a large number of highly qualified associates, while at the same
time control labor costs. We compete with other retail businesses for many of our associates in hourly and part-time
positions. These positions have historically had high turnover rates, which can lead to increased training and retention
costs. In addition, our ability to control labor costs is subject to numerous external factors, including prevailing wage
rates, the impact of legislation or regulations governing labor relations or benefits, and health insurance costs.

The loss of key personnel may have a material impact on our future results of operations.
We believe that we benefit substantially from the leadership and experience of our senior executives. The loss of
services of these individuals could have a material adverse impact on our business. Competition for key personnel in

the retail industry is intense and our future success will depend on our ability to recruit, train, and retain our senior
executives and other qualified personnel.
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If we are unable to retain existing and secure suitable new store locations under favorable lease terms, our financial
performance may be negatively affected.

We lease almost all of our stores and a significant number of these leases expire or are up for renewal each year, as
noted below in “Item 2. Properties” in this Form 10-K. Our strategy to improve our financial performance includes sales
growth while managing the occupancy cost of each of our stores. The primary component of our sales growth strategy
revolves around increasing our comparable store sales, which will require renewing many leases each year. Additional
components of our sales growth strategy are to relocate certain stores to a new location within an existing market and

to open new store locations, either as an expansion in an existing market or as an entrance into a new market. If the
commercial real estate market does not allow for us to negotiate favorable lease renewals and new store leases, our
financial position, results of operations, and liquidity may be negatively affected.

Our inability, if any, to comply with the terms of the 2011 Credit Agreement may have a material adverse effect on
our capital resources, financial condition, results of operations, and liquidity.

We have the ability to borrow funds under the 2011 Credit Agreement and we utilize this ability at various times
depending on operating or other cash flow requirements. The 2011 Credit Agreement contains financial and other
covenants, including, but not limited to, limitations on indebtedness, liens, and investments, as well as the
maintenance of a leverage ratio and a fixed charge coverage ratio. A violation of any of these covenants may permit
the lenders to restrict our ability to further access loans and letters of credit and may require the immediate repayment
of any outstanding loans. Our failure to comply with these covenants may have a material adverse effect on our capital
resources, financial condition, results of operations, and liquidity.

A significant decline in our operating profit and taxable income may impair our ability to realize the value of our
long-lived assets and deferred tax assets.

We are required by accounting rules to periodically assess our property and equipment and deferred tax assets for
impairment and recognize an impairment loss or valuation charge, if necessary. In performing these assessments, we
use our historical financial performance to determine whether we have potential impairments or valuation concerns
and as evidence to support our assumptions about future financial performance. If our financial performance
significantly declines, it could negatively affect the results of our assessments of the recoverability of our property and
equipment and our deferred tax assets and trigger the impairment of these assets. Impairment or valuation charges
taken against property and equipment and deferred tax assets could be material and could have a material adverse
impact on our capital resources, financial condition, results of operations, and liquidity (see the discussion under the
caption “Critical Accounting Policies and Estimates” in the accompanying MD&A in this Form 10-K for additional
information regarding our accounting policies for long-lived assets and income taxes).

Changes in accounting guidance could significantly affect our results of operations and the presentation of those
results.

Changes in accounting standards, including new interpretations and applications of accounting standards, may have
adverse effects on our financial condition, results of operations, and liquidity. The Financial Accounting Standards
Board (“FASB”) has issued and/or adopted new guidance that proposes numerous significant changes to current
accounting standards. This new guidance could significantly change the presentation of financial information and our
results of operations. Additionally, the new guidance may require us to make systems and other changes that could
increase our operating costs. Specifically, implementing future accounting guidance related to leases could require us
to make significant changes to our lease management system or other accounting systems.

The price of our common shares as traded on the New York Stock Exchange may be volatile.

24



Edgar Filing: BIG LOTS INC - Form 10-K

Our stock price may fluctuate substantially as a result of factors beyond our control, including but not limited to,
general economic and stock market conditions, risks relating to our business and industry as discussed above, strategic
actions by us or our competitors, variations in our quarterly operating performance, our future sales or purchases of
our common shares, and investor perceptions of the investment opportunity associated with our common shares
relative to other investment alternatives.

Additionally, based on the announcement of our quarterly dividend program, our stock price may reflect the
expectation that we will declare cash dividends at the current level or greater levels in the future. Future dividends are
subject to the discretion of our Board of Directors, and will depend on our financial condition, results of operations,
capital requirements, compliance with applicable laws and agreements and any other factors deemed relevant by our
Board. If we fail to meet any of the expectations related to future growth, profitability, or dividends, our stock price
may decline significantly, which could have a material adverse impact on investor confidence and employee retention.

12
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We also may be subject to a number of other factors which may, individually or in the aggregate, materially or
adversely affect our business. These factors include, but are not limited to:

Fluctuating commodity prices, including but not limited to diesel fuel and other fuels used to generate power by
utilities, may affect our gross profit and operating profit margins.
Changes in governmental laws and regulations, including matters related to taxation. In particular, income tax reform
tn which the marginal tax rates are significantly reduced could adversely impact the value of our net deferred tax
assets;
A downgrade in our credit rating could negatively affect our ability to access capital or could increase our borrowing
costs;
Events or circumstances could occur which could create bad publicity for us or for types of merchandise offered in
our stores which may negatively impact our business results including our sales;
dnfringement of our intellectual property, including the Big Lots trademarks, could dilute their value;
Other risks described from time to time in our filings with the SEC.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

Retail Operations

All of our stores are located in the United States, predominantly in strip shopping centers, and have an average store
size of approximately 30,900 square feet, of which an average of 21,900 is selling square feet. For additional
information about the properties in our retail operations, see the discussion under the caption “Real Estate” in “Item 1.
Business” in this Form 10-K.

The average cost to open a new store in a leased facility during 2014 was approximately $1.1 million, including the
cost of inventory. Except for 55 owned sites, all of our stores are leased. Additionally, we still own one site, which we
closed in 2012, for which we have not yet completed the sale transaction. Since this owned site is no longer operating
as an active store, it has been excluded from our store count at January 31, 2015. The 55 owned stores are located in
the following states:

State Stores
Owned
Arizona 2
California 39
Colorado 3
Florida 3
Louisiana 1
Michigan 1
New Mexico 2
Ohio 1
Texas 3
Total 55

Store leases generally obligate us for fixed monthly rental payments plus the payment, in most cases, of our applicable
portion of real estate taxes, common area maintenance costs (“CAM?”), and property insurance. Some leases require the
payment of a percentage of sales in addition to minimum rent. Such payments generally are required only when sales
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exceed a specified level. Our typical store lease is for an initial minimum term of five to ten years with multiple
five-year renewal options. Sixty-nine store leases have sales termination clauses which can result in our exiting a
location at our option if certain sales volume results are not achieved.
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The following table summarizes the number of store lease expirations in each of the next five fiscal years and the total
thereafter. In addition, as stated above, many of our store leases have renewal options. The table also includes the
number of leases that are scheduled to expire each year that do not have a renewal option. The information includes
stores with more than one lease and leases for stores not yet open. It excludes 5 month-to-month leases and 55 owned
locations.

. Expiring Le? 5es
Fiscal Year: Without
Leases .

Options

2015 262 64

2016 278 46

2017 222 38

2018 251 42

2019 220 39

Thereafter 173 18

Warehouse and Distribution

At January 31, 2015, we owned approximately 9.0 million square feet of distribution center and warehouse space. We
own and operate five regional distribution centers strategically located across the United States in Ohio, California,
Alabama, Oklahoma, and Pennsylvania. The regional distribution centers utilize warehouse management technology,
which we believe enables high accuracy and efficient processing of merchandise from vendors to our retail stores. The
combined output of our regional distribution centers was approximately 2.6 million cartons per week in 2014. Certain
vendors deliver merchandise directly to our stores when it supports our operational goal to deliver merchandise from
our vendors to the sales floor in the most efficient manner.

The number of owned distribution centers and warehouse space and the corresponding square footage of the facilities
by state at January 31, 2015, were as follows:
Square Footage

State Owned Leased Total Owned Leased Total
(Square footage in thousands)
Ohio 1 — 1 3,559 — 3,559
California 1 — 1 1,423 — 1,423
Alabama 1 — 1 1,411 — 1,411
Oklahoma 1 — 1 1,297 — 1,297
Pennsylvania 1 — 1 1,295 — 1,295
Total 5 — 5 8,985 — 8,985

Corporate Office
We own the facility in Columbus, Ohio that serves as our general office for corporate associates.
Item 3. Legal Proceedings

Item 103 of SEC Regulation S-K requires that we disclose actual or known contemplated legal proceedings to which a
governmental authority and we are each a party and that arise under laws dealing with the discharge of materials into
the environment or the protection of the environment, if the proceeding reasonably involves potential monetary
sanctions of $100,000 or more. Accordingly, please refer to the discussion in note 10 to the accompanying
consolidated financial statements regarding the subpoena we received from the District Attorney for the County of
Alameda, State of California and the matter regarding the California Air Resources Board.
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