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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 community retailer operating in the United States (“U.S.”) (see the
discussion below under the caption “Merchandise”). At February 3, 2018, we operated a total of 1,416 stores. Our goal
is to exceed the expectations of our core customer (whom we refer to as Jennifer) by providing her with great savings

on value-priced merchandise, which includes tasteful and “trend-right” import merchandise, consistent and replenishable
“never out” offerings, and brand-name closeouts. We are dedicated to providing Jennifer with friendly service,
trustworthy value, and affordable solutions in every season and category.

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 fiscal years 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 Ez: End

2018 52 February 4, 2018 gg‘;g“ary 2,
2017 53 January 29, 2017 gg‘;g“ary 3
2016 52 January 31, 2016 ;%Iil;ary 28,
2015 52 February 1,2015 0" 30,
2014 52 February 2.2014 0" 3
2013 52 February 3, 2013 l;gl;zuary L,

We manage our business on the basis of one segment: discount retailing. We evaluate and report overall sales and
merchandise performance based on the following key merchandising categories: Furniture, Seasonal, Soft Home,
Food, Consumables, Hard Home, and Electronics, Toys, & Accessories. The Furniture category includes our
upholstery, mattress, case goods, and ready-to-assemble departments. The Seasonal category includes our Christmas
trim, lawn & garden, summer, and other holiday departments. The Soft Home category includes our fashion bedding,
utility bedding, bath, window, decorative textile, home organization, area rugs, home décor, and frames departments.
The Food category includes our beverage & grocery, candy & snacks, and specialty foods departments. The
Consumables category includes our health, beauty and cosmetics, plastics, paper, chemical, and pet departments. The
Hard Home category includes our small appliances, table top, food preparation, stationery, greeting cards, and home
maintenance departments. The Electronics, Toys, & Accessories category includes our electronics, toys, jewelry, and
hosiery departments. Please refer to the consolidated financial statements and related notes in this Form 10-K for our
financial information. Specifically, see note 1 to the accompanying consolidated financial statements for our net sales
results by merchandise category for 2017, 2016, and 2015.
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In May 2001, Big Lots, Inc. was incorporated in Ohio and was the surviving entity in a merger with Consolidated
Stores Corporation. By virtue of the merger, Big Lots, Inc. succeeded to all the businesses, properties, assets, and
liabilities of Consolidated Stores Corporation.

Our principal executive offices are located at 300 Phillipi Road, Columbus, Ohio 43228, and our telephone number is
(614) 278 6800. In May 2018, our principal executive offices will have a new address and move to 4900 E.
Dublin-Granville Road, Columbus, Ohio 43081.
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We focus our merchandise strategy on providing outstanding value to Jennifer in all of our merchandise categories.
We utilize traditional sourcing methods and also take advantage of closeout channels to be able to offer outstanding
value. We evaluate our product offerings using a rating process that measures the quality, brand, fashion, and value of
each item. This process requires us to focus our product offering decisions on 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 that
enhancing our focus on our customers’ expectations has improved our ability to provide a desirable assortment of
offerings in our merchandise categories. For net sales and comparable store sales by merchandise category, see the
discussion below under the captions “2017 Compared To 2016 and “2016 Compared To 2015” 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:

2017 2016 2015 2014 2013
Stores open at the beginning of the year 1,432 1,449 1,460 1,493 1,495

Stores opened during the year 24 9 9 24 55
Stores closed during the year 40 )Y@26 ) @0 )BT )BT )
Stores open at the end of the year 1,416 1,432 1,449 1,460 1,493

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.

The following table details our U.S. stores by state at February 3, 2018:

Alabama 29 Maine 6 Ohio 96
Arizona 34 Maryland 26 Oklahoma 18
Arkansas 11 Massachusetts 21 Oregon 15
California 151 Michigan 45 Pennsylvania 67
Colorado 18 Minnesota 6 Rhode Island 1
Connecticut14 Mississippi 14 South Carolina 34
Delaware 5  Missouri 25 Tennessee 47
Florida 104 Montana 3 Texas 112
Georgia 53 Nebraska 3 Utah 8
Idaho 6 Nevada 13 Vermont 4
[linois 34 New Hampshire 7 Virginia 38
Indiana 44 New Jersey 27 Washington 26
Iowa 3 New Mexico 12 West Virginia 16
Kansas 8 New York 63 Wisconsin 10
Kentucky 40 North Carolina 72 Wyoming 2
Louisiana 23 North Dakota 1 District of Columbia 1
Total stores 1,416

Number of states 47

Of our 1,416 stores, 33% operate in four states: California, Texas, Florida, and Ohio, and net sales from stores in these
states represented 34% of our 2017 net sales. We have a concentration in these states based on their size, population,
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and customer base.
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At February 3, 2018, we had approximately 34,800 active associates comprised of 11,000 full-time and 23,800

part time associates. Approximately 68% of the associates employed throughout the year are employed on a part-time
basis. Temporary associates hired for the holiday selling season increased the number of associates to a peak of
approximately 38,100 in 2017. 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. We operate an
e-commerce platform which faces additional challenges from a wider range of retailers in a highly competitive
market.

Purchasing

The goal of our merchandising strategy is to consistently provide outstanding value to our customers in all of our
merchandise categories. We believe that we have achieved this goal by reducing our reliance on sourcing merchandise
through closeout offerings and expanding our planned purchases in most merchandise categories. In particular, over
the past few years, we have expanded our planned purchases in our Food, Consumables, Soft Home, and Furniture
merchandise categories to provide a merchandise assortment that our customers expect us to consistently offer in our
stores at a significant value. In connection with the implementation of our merchandising strategy, we have expanded
the role of our global sourcing department, and assessed our overseas vendor relationships. We expect our import
partners to responsibly source goods that our merchandising teams identify as having our desired mix of quality,
fashion, and value. During 2017, we purchased approximately 23% of our merchandise directly from overseas
vendors, including approximately 19% 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.

Although less prevalent in certain merchandise categories, the sourcing and purchasing of quality closeout
merchandise directly from manufacturers and other vendors, typically at prices lower than those paid by traditional
discount retailers, continues to represent an important competitive advantage for our Food and Consumables
categories. We believe that our strong vendor relationships and our strong credit profile support this sourcing model.
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 in these categories.

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 to help manage 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. During 2015, we announced our
intention to open a new distribution center in California and relocate our existing California distribution operations to

8
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this facility. Construction began on the new facility in 2017 and we expect the transition to occur in the summer of
2019.

In addition to our regional distribution centers that handle store merchandise, we operate two warehouses within our
Ohio distribution center. One warehouse distributes fixtures and supplies to our stores and our five regional
distribution centers and the other warehouse serves as a fulfillment center for our e-commerce operations.

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.
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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, e-mail, in-store
point-of-purchase, and print media.

During 2017, we performed a comprehensive review of our brand identity and began to define ourselves as a
community retailer. As a community retailer, we are focused on serving alongside Jennifer and investing in causes
that are important to her. We serve the community on a national level through our Big Lots Foundation which focuses
on healthcare, housing, hunger, and education. On a local level, we invest and support our associates throughout our
geographic regions and serve alongside Jennifer with our point of sale campaigns, and the positive impacts those
campaigns generate for our foundation partners. We believe our community retailing approach differentiates us from
the competition and allows us to make a difference in the communities we serve.

In all markets served by our stores, we design and distribute printed advertising circulars, through a combination of
newspaper insertions and mailings. In 2017, we distributed multi-page circulars representing 28 weeks of advertising
coverage, which was a one week decrease from 2016. We create regional versions of these circulars to tailor our
advertising message to market differences caused by product availability, climate, and customer preferences. Our
customer database 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 2017, we rolled-out our new rewards program, BIG Rewards
which replaced our former Buzz Club Rewards® program. The BIG Rewards program rewards our customers for
making frequent and high ticket purchases and offers a special birthday surprise to our BIG Rewards members.

Another element of our marketing approach focuses on brand management by communicating our message directly to
Jennifer through social and digital media outlets, including Facebook®, Instagram®, Twitter®, Pinterest®, and
YouTube®. Our marketing program also employs a traditional television campaign, which combines strategic
branding and promotional elements used in most of our other marketing media. Our highly-targeted media placement
strategy uses strategically selected networks and programs aired by national cable providers as the 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. Total advertising expense as a percentage of total net
sales was 1.7%, 1.8%, and 1.8% in 2017, 2016, and 2015, respectively.

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, which
includes the Christmas holiday selling season. In addition, our quarterly net sales and operating profits can be affected
by the timing of new store openings and store closings, advertising, and 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 during 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. If our sales performance is significantly better or worse during the
Christmas holiday selling season, we would expect a more pronounced impact on our annual financial results than if
our sales performance is significantly better or worse in a different season.

10
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The following table sets forth the seasonality of net sales and operating profit (loss) for 2017, 2016, and 2015 by fiscal
quarter:
First Second Third Fourth

Fiscal Year 2017

Net sales as a percentage of full year 246 %232 % 21.1 %31.1 %
Operating profit as a percentage of full year 265 159 1.9 55.7
Fiscal Year 2016

Net sales as a percentage of full year 252%23.1 % 213 %304 %
Operating profit as a percentage of full year 252 15.6 0.8 58.4
Fiscal Year 2015

Net sales as a percentage of full year 247 %233 % 21.5 %305 %

Operating profit (loss) as a percentage of full year 22.3 13.0 09 ) 656

The seasonality of our net sales and related merchandise inventory requirements influences the 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, and in funding our share
repurchase programs. We historically have higher net sales, operating profits, and cash flow provided by operations in
the fourth fiscal quarter, which generally allows us to substantially repay our seasonal borrowings and fund our share
repurchase programs. In 2017, our total indebtedness (outstanding borrowings and letters of credit) peaked in
November 2017 at approximately $425 million under our $700 million unsecured credit facility entered into in July
2011, and most recently amended in May 2015 (“2011 Credit Agreement”). The 2011 Credit Agreement expires in May
2020. At February 3, 2018, our total indebtedness under the 2011 Credit Agreement was $204.8 million, which
included $199.8 million in borrowings and $5.0 million in outstanding letters of credit. We expect that borrowings

will vary throughout 2018 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, the timing of and amount

of capital expenditures, 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 “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 or furnished the above
referenced reports.

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, 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,

12



Edgar Filing: BIG LOTS INC - Form 10-K

including our directors and our principal executive officer, principal financial officer, and principal 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 2017 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 or 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. Our ability to execute the business activities associated with our

14
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operating and strategic plans, particularly as we focus on becoming a community retailer, and effectively adapt our
plans to the changing marketplace, 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 broader
distribution (e.g., more stores and/or a more established online presence), and/or greater financial, 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 omnichannel retail marketplace, our business and results of
operations may be materially adversely affected.

With the saturation of mobile computing devices, competition from other retailers in the online retail marketplace is
very high and growing. 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 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. In 2016, we expanded our operations to include an e-commerce
platform to enhance our omnichannel experience. Operating an e-commerce platform is a complex undertaking and
there is no guarantee that the resources we have applied 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 meets changing customer demands
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 to customer demands. 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 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 2017,
we purchased approximately 23% of our products directly from overseas vendors, including 19% from vendors
located in China, and a significant amount of our domestically-purchased merchandise is manufactured abroad. Our
ability to 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

16
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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 U.S. against foreign practices or by
foreign countries against U.S. practices), political instability, the financial stability of vendors, merchandise quality
issues, and tariffs. U.S policy on trade restrictions is ever-changing and may result in new laws, regulations or treaties
that increase the costs of importing goods and/or limit the scope of available foreign vendors. These and other issues
affecting our international vendors could materially adversely affect our business and financial performance.
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Disruption to our distribution network, the capacity of our distribution centers, and our 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 (e.g., trans-Pacific freight carrier bankruptcies) and/or labor
strikes, disruptions or shortages in the transportation industry could negatively affect our distribution network, our
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 implementation of our online retail capabilities, we may face increased or unexpected
demands on distribution center operations, as well as new 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.
During 2016, our normal activities expanded to include conducting sales transactions through an online channel. 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 our 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 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 suffered serious security breaches, we may be vulnerable to data security breaches and data loss,
including cyberattacks. A material 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 us 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
material data or information security breach, our 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. 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.

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.
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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, cyberattacks 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 computer systems, which are more exposed to telecommunication failures.

9
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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 conditions, disposable income levels, and other conditions, such as unseasonable
weather, 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, tax reform, natural disasters or terrorist activities and other matters that influence
consumer spending. Specifically, our Soft Home, Hard Home, 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. Inclement weather can also negatively impact our Furniture category, as many customers
transport the product home personally. In particular, the economic conditions and weather patterns of four states
(California, Texas, Florida, and Ohio) are important as approximately 33% of our current stores operate and 34% of
our 2017 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. 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 and food 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.

In addition, 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
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.

We are 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, class action or
shareholder derivative 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, federal securities laws and
environmental and hazardous waste regulations. Due to the inherent uncertainties of litigation, we may not be able to
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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.

10
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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 our overall operations. 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 self-insured losses,
including potential increases in medical and indemnity costs, could result in significantly different expenses 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.

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” and in MD&A 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 us to negotiate favorable lease
renewals and new store leases, our financial position, results of operations, and liquidity may be negatively affected.
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Our inability 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. Additionally, we are subject cross-default
provisions within the synthetic lease agreement (the “Synthetic Lease”) that we entered into associated with our new
distribution center in California. 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.

11
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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. A significant decline in our financial
performance 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 is requiring us to
make significant changes to our lease management system systems.

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

€Changes in governmental laws and regulations, including matters related to taxation;

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;

Fluctuating commodity prices, including but not limited to diesel fuel and other fuels used by utilities to generate
power, may affect our gross profit and operating profit margins;

{nfringement of our intellectual property, including the Big Lots trademarks, could dilute their value; and

Other risks described from time to time in our filings with the SEC.

Item 1B. Unresolved Staff Comments

None.

12
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Item 2. Properties

Retail Operations

All of our stores are located in the U.S., predominantly in strip shopping centers, and have an average store size of
approximately 31,500 square feet, of which an average of 22,200 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” and

under the caption “Real Estate” in MD&A in this Form 10-K.

The average cost to open a new store in a leased facility during 2017 was approximately $1.4 million, including the
cost of inventory. All of our stores are leased, except for the 53 stores we own in the following states:

State Stores
Owned
Arizona 1
California 38
Colorado 3
Florida 3
Louisiana 1
Michigan 1
New Mexico 2
Ohio 1
Texas 3
Total 53

Additionally, in 2017, we closed one owned site, which we are not operating and is available for sale. Since this
owned site is no longer operating as an active store, it has been excluded from our store counts at February 3, 2018.

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
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. Forty-eight store leases have sales termination clauses that allow us to exit the location at
our option if we do not achieve certain sales volume results.

The following table summarizes the number of store lease expirations in each of the next five fiscal years and the total
thereafter. 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 table includes leases for stores
with more than one lease and leases for stores not yet open and excludes 7 month-to-month leases and 53 owned
locations.

Fiscal Year: Expiring Leases Leases Without Options

2018 242 49
2019 237 42
2020 243 36
2021 262 53
2022 199 15
Thereafter 186 14
13
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Warehouse and Distribution

At February 3, 2018, 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. The regional
distribution centers utilize warehouse management technology, which we believe enables highly accurate and efficient
processing of merchandise from vendors to our retail stores. The combined output of our regional distribution centers
was approximately 2.4 million merchandise cartons per week in 2017. 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. We operate our e-commerce fulfillment center out of our Columbus warehouse.

Distribution centers and warehouse space, and the corresponding square footage of the facilities, by location at
February 3, 2018, were as follows:

Location Year Opened Total Square Footage Number of Stores Served
(Square footage in thousands)

Rancho Cucamonga, CA 1984 1,423 253

Columbus, OH 1989 3,559 321

Montgomery, AL 1996 1,411 304

Tremont, PA 2000 1,295 331

Durant, OK 2004 1,297 207

Total 8,985 1,416

Corporate Office

We own the facility in Columbus, Ohio that serves as our headquarters for corporate associates. During 2016, we
entered into an agreement to lease a new facility for our corporate headquarters, which is also in Columbus, Ohio. We
continue to anticipate moving our corporate operations to this new facility in the first half of 2018.

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 settlement we entered into with the various counties in the State of

California.

Aside from these matters, no response is required under Item 103 of Regulation S-K. For a discussion of certain
litigated matters, also see note 10 to the accompanying consolidated financial statements

Item 4. Mine Safety Disclosures
None.
Supplemental Item. Executive Officers of the Registrant

Our executive officers at April 3, 2018 were as follows:

Name AgeOffices Held Officer
Since
David J. Campisi 62 Chief Executive Officer and President 2013
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Lisa M. Bachmann 56
Timothy A. Johnson 50

Michael A. 51
Schlonsky

Stephen M. Haffer 54
Ronald A. Robins, Jr.54
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Executive Vice President, Chief Merchandising and Operating Officer
Executive Vice President, Chief Administrative Officer and Chief Financial
Officer

Executive Vice President, Human Resources and Store Operations

Senior Vice President, Chief Customer Officer
Senior Vice President, General Counsel and Corporate Secretary

2002
2004

2000

2018
2015
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David J. Campisi is our Chief Executive Officer and President. On December 4, 2017, we announced that Mr.
Campisi was on a temporary medical leave of absence. Before joining Big Lots in May 2013, Mr. Campisi served as
the Chairman and Chief Executive Officer of Respect Your Universe, Inc., an activewear retailer. Mr. Campisi
previously served as the Chairman, President and Chief Executive Officer of The Sports Authority, Inc., a sporting
goods retailer. Prior to that, Mr. Campisi served as Executive Vice President and General Merchandise Manager,
Women’s Apparel, Accessories, Intimates and Cosmetics of Kohl’s Corporation, a department store retailer.
Additionally, Mr. Campisi served as Senior Vice President and General Merchandise Manager, Apparel, Home, and
Home Electronics of Fred Meyer’s Corporation, a department store retailer.

Lisa M. Bachmann is responsible for merchandising and global sourcing, information technology, merchandise
presentation, and merchandise planning and allocation. On December 4, 2017, we announced that in connection with
Mr. Campisi’s temporary medical leave of absence, the Board assigned Mr. Campisi’s executive responsibilities to Ms.
Bachmann and Mr. Johnson. Ms. Bachmann was promoted to Executive Vice President, Chief Merchandising and
Operating Officer in August 2015, at which time she assumed responsibility for merchandising and global sourcing.
Prior to that, Ms. Bachmann was promoted to Executive Vice President, Chief Operating Officer in August 2012 and
Executive Vice President, Supply Chain Management and Chief Information Officer in March 2010. Ms. Bachmann
joined us as Senior Vice President, Merchandise Planning, Allocation and Presentation in March 2002.

Timothy A. Johnson is responsible for financial reporting and controls, financial planning and analysis, treasury, risk
management, tax, internal audit, investor relations, real estate, asset protection and distribution and transportation
services. On December 4, 2017, we announced that in connection with Mr. Campisi’s temporary medical leave of
absence, the Board assigned Mr. Campisi’s executive responsibilities to Ms. Bachmann and Mr. Johnson. Mr. Johnson
was promoted to Executive Vice President, Chief Administrative Officer and Chief Financial Officer in August 2015,
at which time he assumed responsibility for distribution and transportation services. Prior to that Mr. Johnson was
promoted to Executive Vice President, Chief Financial Officer in March 2014. Mr. Johnson assumed responsibility for
real estate in June 2013 and asset protection in November 2013. Mr. Johnson was promoted to Senior Vice President,
Chief Financial Officer in August 2012, at which time he assumed responsibility for treasury and risk management.
He was promoted to Senior Vice President of Finance in July 2011. He joined us in August 2000 as Director of
Strategic Planning.

Michael A. Schlonsky is responsible for store operations, talent management and oversight of human resources. He
was promoted to Executive Vice President in August 2015, at which time he assumed responsibility for store
operations. He was promoted to Senior Vice President, Human Resources in August 2012 and promoted to Vice
President, Associate Relations and Benefits in 2010. Prior to that, Mr. Schlonsky was promoted to Vice President,
Associate Relations and Risk Management in 2005. Mr. Schlonsky joined us in 1993 as Staff Counsel and was
promoted to Director, Risk Management in 1998, and to Vice President, Risk Management and Administrative
Services in 2000.

Stephen M. Haffer is responsible for customer engagement, and messaging touchpoints, including marketing,
advertising, brand development and e-commerce. Mr. Haffer joined us in 2018 as Senior Vice President, Chief
Customer Officer. Prior to joining us, Mr. Haffer was an executive at American Signature, Inc., the parent company
for Value City Furniture and American Signature Home stores, where he served in a number of roles over a 25-year
career spanning marketing, e-commerce, information technology and business development, leading up to his
appointment as Chief Innovation Officer in 2016.

Ronald A. Robins, Jr. is responsible for legal affairs and compliance. Mr. Robins joined us in 2015 as Senior Vice

President, General Counsel and Corporate Secretary. Prior to joining us, Mr. Robins was a partner at Vorys, Sater,
Seymour and Pease LLP and also previously served as General Counsel, Chief Compliance Officer, and Secretary of
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Abercrombie & Fitch Co., an apparel retailer.
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Part I1

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common shares are listed on the New York Stock Exchange (“NYSE”) under the symbol “BIG.” The following table
reflects the high and low sales prices for our common shares as reported on the NYSE composite tape for the fiscal
periods indicated:
2017 2016
High Low High Low
First Quarter  $55.10 $46.84 $47.95 $35.86
Second Quarter 51.77 45.10 53.95 41.61
Third Quarter 54.18 46.95 56.30 42.40
Fourth Quarter $64.42 $50.67 $56.54 $42.58

In June 2014, we announced that our Board of Directors commenced a cash dividend program. Since the
commencement of the program, we have declared and paid fifteen consecutive quarterly cash dividends. The
following reflects our quarterly dividend payments for 2016 and 2017:
2017 2016
First Quarter  $0.25 $0.21
Second Quarter 0.25 0.21
Third Quarter 0.25 0.21
Fourth Quarter 0.25 0.21
Total $1.00 $0.84

In the first quarter of 2018, our Board of Directors declared a dividend payable on April 6, 2018 to shareholders of
record on March 23, 2018 and increased the amount of the dividend from $0.25 to $0.30 per share. Although it is the
present intention of our Board of Directors to continue to pay a quarterly cash dividend in the future, the
determination to pay future dividends will be at 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.

After making investments in the business and paying declared dividends, we have utilized the excess of our cash
provided by operations for share repurchase programs. Any future decisions on the uses of excess cash will be
determined by our Board of Directors taking into account business conditions then existing, including our financial
condition, results of operations, capital requirements, compliance with applicable laws and agreements, opportunities
for reinvesting cash, and other factors deemed relevant by our Board of Directors.

The following table sets forth information regarding our repurchase of common shares during the fourth fiscal quarter
of 2017:
(In thousands, except price per share data)
Period (a) Total (b) (c) Total (d)
Number of Average Number of Approximate
Shares Price  Shares Dollar Value
Purchased Paid per Purchased of Shares that
@ Share (U as Part of May Yet Be
Publicly  Purchased
Announced Under the
Plansor  Plans or
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Programs Programs

October 29, 2017 - November 25,2017 — $53.88 — $

November 26, 2017 - December 23, 2017 — 5410 — —

December 24, 2017 - February 3, 2018 — 5737 — —
Total — $5478 — $
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In November 2017, December 2017, and January 2018, in connection with the vesting of certain outstanding
(Drestricted stock awards and restricted stock units, we acquired 48, 308, and 97 of our common shares, respectively,
which were withheld to satisfy minimum statutory income tax withholdings.

On March 7, 2018, our Board of Directors authorized a program for the repurchase of up to $100.0 million of our
common shares (“2018 Repurchase Program”). The 2018 Repurchase Program has no scheduled termination date.

At the close of trading on the NYSE on March 30, 2018, there were approximately 630 registered holders of record of
our common shares.

The following graph and table compares, for the five fiscal years ended February 3, 2018, the cumulative total
shareholder return for our common shares, the S&P 500 Index, and the S&P 500 Retailing Index. Measurement points
are the last trading day of each of our fiscal years ended February 1, 2014, January 31, 2015, January 30, 2016,
January 28, 2017 and February 3, 2018. The graph and table assume that $100 was invested on February 2, 2013, in
each of our common shares, the S&P 500 Index, and the S&P 500 Retailing Index and reinvestment of any dividends.
The stock price performance on the following graph and table is not necessarily indicative of future stock price
performance.

Indexed Returns

Years Ended

Base

Period

January January January January January January
Company / Index 2013 2014 2015 2016 2017 2018
Big Lots, Inc. $100.00$82.84 $143.62$123.38$157.47$190.59
S&P 500 Index 100.00 120.46 137.60 136.68 165.20 202.93

S&P 500 Retailing Index $100.00$125.35$150.54$175.82$208.43$294.52
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Item 6. Selected Financial Data

The following statements of operations and balance sheet data have been derived from our consolidated financial
statements and should be read in conjunction with MD&A and the consolidated financial statements and related notes
included herein.

Fiscal Year

(In thousands, except per share amounts and store 2017 ® 2016 @ 2015 @ 2014 @ 2013 @

counts)

Net sales $5,270,980 $5,200,439 $5,190,582 $5,177,078 $5,124,755
Cost of sales (exclusive of depreciation expense 3128538 3.101.020 3.123442 3.133.124 3.117.386
shown separately below)

Gross margin 2,142,442 2,099,419 2,067,140 2,043,954 2,007,369
Selling and administrative expenses 1,723,996 1,730,956 1,708,499 1,699,764 1,664,031
Depreciation expense 117,093 120,460 122,854 119,702 113,228
Operating profit 301,353 248,003 235,787 224,488 230,110
Interest expense (6,711 )(5,091 )(3,683 )(2,588 )(3,293 )
Other income (expense) 712 1,387 (5,254 )— (12 )
gigsme from continuing operations before income 295.354 244,299 226.850 221.900 226.805
Income tax expense 105,522 91,471 83,977 85,239 85,515
Income from continuing operations 189,832 152,828 142,873 136,661 141,290
Loss from discontinued operations, net of tax — — — (22,385  )(15,995 )
Net income $189,832 $152,828 $142,873 $114,276 $125,295
Earnings per common share - basic:

Continuing operations $4.43 $3.37 $2.83 $2.49 $2.46

Discontinued operations — — — 0.41 )(0.28 )

$4.43 $3.37 $2.83 $2.08 $2.18

Earnings per common share - diluted:

Continuing operations $4.38 $3.32 $2.80 $2.46 $2.44

Discontinued operations — — — (0.40 )(0.28 )
$4.38 $3.32 $2.80 $2.06 $2.16

Weighted-average common shares outstanding:

Basic 42,818 45,316 50,517 54,935 57,415
Diluted 43,300 45,974 50,964 55,552 57,958
Cash dividends declared per common share $1.00 $0.84 $0.76 $0.51 $—
Balance sheet data:

Total assets $1,651,726 $1,607,707 $1,640,370 $1,635,891 $1,739,599
Working capital 432,365 315,784 315,984 411,446 483,833
Cash and cash equivalents 51,176 51,164 54,144 52,261 68,629
Long-term obligations under bank credit facility 199,800 106,400 62,300 62,100 77,000
Shareholders’ equity $669,587 $650,630 $720,470 $789,550 $901,427
Cash flow data:

Cash provided by operating activities $250,368 $311,925 $342,352 $318,562 $198,334
Cash used in investing activities $(156,508 )$(84,701 )$(113,193 )$(90,749 )$(97,495 )
Store data:

Total gross square footage 44,638 44,570 44914 45,134 45,708
Total selling square footage 31,399 31,519 31,775 32,006 32,732
Stores open at end of the fiscal year 1,416 1,432 1,449 1,460 1,493
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(a) The period presented is comprised of 52 weeks.
(b) The period presented is comprised of 53 weeks.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

The discussion and analysis presented below should be read in conjunction with the accompanying consolidated
financial statements and related notes. Please refer to “Item 1A. Risk Factors” of this Form 10-K for a discussion of
forward-looking statements and certain risk factors that may have a material adverse effect on our business, financial
condition, results of operations, and/or liquidity.

Our fiscal year ends on the Saturday nearest to January 31, which results in some fiscal years with 52 weeks and some
with 53 weeks. Fiscal year 2017 was comprised of 53 weeks, while fiscal years 2016 and 2015 were each comprised
of 52 weeks. Fiscal year 2018 will be comprised of 52 weeks.

Operating Results Summary

The following are the results from 2017 that we believe are key indicators of our operating performance when
compared to 2016.

Net sales increased $70.5 million, or 1.4%.

.Comparable store sales for stores open at least fifteen months, including e-commerce, increased $18.9 million, or
0.4%.

Gross margin dollars increased $43.0 million with a 20 basis point increase in gross margin rate to 40.6% of sales.
Selling and administrative expenses decreased $7.0 million. As a percentage of net sales, selling and administrative
expenses decreased 60 basis points to 32.7% of net sales.

Operating profit rate increased 90 basis points to 5.7%.

ODiluted earnings per share increased 31.9% to $4.38 per share, compared to $3.32 per share in 2016.

Our return on invested capital increased to 22.9% from 19.0%.

{nventory of $872.8 million represented a $14.1 million increase, or 1.6%, from 2016.

We acquired approximately 3.1 million of our outstanding common shares for $150.0 million, under our 2017
Repurchase Program (as defined below in “Capital Resources and Liquidity”), at a weighted average price of $48.04 per
share.

We declared and paid four quarterly cash dividends in the amount of $0.25 per common share, for a total paid amount
of approximately $44.7 million.

The following table compares components of our consolidated statements of operations as a percentage of net sales:
2017 2016 2015

Net sales 100.0 %100.0 % 100.0 %
Cost of sales (exclusive of depreciation expense shown separately below) 59.4  59.6  60.2
Gross margin 40.6 404  39.8
Selling and administrative expenses 32.7 333 329
Depreciation expense 2.2 2.3 24
Operating profit 5.7 4.8 4.5
Interest expense 0.1 ) 0.1 ) (0.1 )
Other income (expense) 0.0 0.0 0.1 )
Income before income taxes 5.6 4.7 44
Income tax expense 2.0 1.8 1.6

Net income 36 %29 %28 %
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See the discussion below under the captions “2017 Compared To 2016 and “2016 Compared To 2015 for additional
details regarding the specific components of our operating results.

In 2017, our selling and administrative expenses include recoveries of $3.0 million from our insurance carriers related
to a legal matter. Additionally, our income tax expense reflects a $4.5 million charge for the impact of the Tax Cuts
and Jobs Act of 2017 related to our net deferred tax position and a $3.5 million benefit for the reduction in our federal
tax rate.

In 2016, our selling and administrative expenses include $27.8 million of costs associated with the termination of our
pension plans, which was completed near the end of fiscal 2016, partially offset by a $3.8 million gain on the sale of a
company-owned property in California.

In 2015, our selling and administrative expenses include both a $4.5 million charge associated with the settlement of a
legal matter and $12.9 million of costs associated with the termination of our pension plans, which commenced in
2015 and was completed near the end of fiscal 2016.

Operating Strategy

In 2013, we introduced our Edit to Amplify operating strategy (“Edit to Amplify”). Edit to Amplify applies to all aspects
of our business, but particularly focuses on merchandising, marketing, and our customers’ shopping experience, which

we believe represent the key drivers of our net sales. During 2016, we began to focus our Edit to Amplify strategy on

what we call “ownable” or “winnable” merchandise categories. In 2017, we continued to focus on our core customer,
Jennifer, who we believe is cause minded, home focused, and deal driven. Our goal is to offer Jennifer affordable
solutions in every season and category. Through our “ownable” and “winnable” merchandise categories, we are committed
to offering product assortments that score highly in quality, brand, fashion, and value (“QBFV”) at a price tag Jennifer
will love and exceeding Jennifer’s expectations by employing a customer-first mentality, including friendly

experiences, and delivering a product assortment that meets her everyday needs and delivers exciting surprises

intended to drive discretionary purchases.

In 2018, we expect to continue to enhance our operating strategy, and anticipate:

€arnings per diluted share to be $4.75 to $4.95.

€Comparable store sales increase in the low single digits.

Opening 30 new stores and closing 40 stores.

Cash flow (operating activities less capital expenditures) of approximately $120 to $130 million.

Cash returned to shareholders of approximately $150 million, through our quarterly dividend program and the 2018
Repurchase Program.

Additional discussion and analysis of our financial performance and the assumptions and expectations upon which we
are basing our guidance for our future results is set forth below under the caption “2017 Compared To 2016.”

Merchandising

We intend to achieve our goal of exceeding Jennifer’s expectations by offering quality product assortments and

friendly solutions that align with our understanding of her hidden needs. We are committed to providing Jennifer

products with high levels of QBFYV at a reliable value. Our Edit to Amplify strategy evaluates our product mix using

the separate components of “Edit” and “Amplify.” The “Edit” component focuses on downsizing, or potentially eliminating,
those departments within our merchandise categories and product offerings that we believe Jennifer does not prioritize

or where we believe we do not maintain a competitive advantage. The “Amplify” component enhances the assortment of
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those merchandise categories and product offerings that we believe are important to Jennifer’s shopping experience,
and in which we believe we have a competitive advantage. We continue to enhance the “Amplify” component of our
strategy and have narrowed our focus to internally define our merchandise categories as “ownable” or “winnable.” An
“ownable” merchandise category is one where we believe Jennifer views us as a destination to shop for a tasteful
assortment of products and affordable solutions. We believe that our value proposition and in-store execution
differentiates us from the competition in our “ownable” categories. A “winnable” merchandise category is one where we
believe the reliable value of our focused, trend-right assortment and/or closeout merchandise differentiates us from the
competition when Jennifer shops for these key product offerings. We believe that our Furniture, Seasonal, Soft Home,
Food, and Consumables merchandise categories are “ownable” or “winnable” and align our business with how our core
customer shops our stores, while our Hard Home and Electronics, Toys, & Accessories merchandise categories

provide convenient adjacencies to our “ownable” or “winnable” categories.
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We define our Furniture and Seasonal categories as “ownable”:

Our Furniture category primarily focuses on our core customer’s home furnishing needs, such as upholstery,
mattresses, case goods, and ready-to-assemble. In Furniture, we believe our competitive advantage is attributable to
our sourcing relationships, our in-store availability, and everyday value offerings. A significant majority of our
offerings in this category consists of replenishable products sourced either from recognized brand-name
manufacturers or sold under our own brands. Our long-standing relationships with certain brand-name manufacturers,
most notably in our mattresses and upholstery departments, allow us to work directly with them to create product
offerings specifically for our stores, which enables us to provide a high-quality product at a competitive price.
Additionally, we believe our “buy today, take home today” practice of carrying in-stock inventory of our core furniture
offerings, which allows Jennifer to take home her purchase at the end of her shopping experience, positively
differentiates us from our competition. We encourage Jennifer to shop in store by allowing her to touch and feel the
quality and comfort of our products. We believe that offering a focused assortment, which is displayed in furniture
vignettes, provides Jennifer a solution for decorating her home when combined with our home decor offerings.

Our Seasonal category is “ownable” in our patio furniture, gazebos, and Christmas trim departments. We believe we
have a competitive advantage in this category by creating trend-right products with strong value proposition in our
own brands. We believe our in-store shopping experience differentiates us from the competition. We have a large
selection of samples assembled and displayed throughout the seasonal section of our store and have packaged the box
stock so that it is very easy for Jennifer to purchase and take home. Much of this merchandise is sourced on an import
basis, which allows us to maintain our competitive pricing. Additionally, our Seasonal category offers a mix of
departments / products that complement her outdoor experience and holiday decorating desires. We continue to work
with our vendors to expand our assortment to respond to Jennifer's evolving wants and needs.

We define our Soft Home, Food, and Consumables categories as “winnable’:

Our Soft Home category is considered a “winnable” category, but has the potential to be an “ownable” category in areas
such as bedding, bath, home fashion, and accents. Over the past few years, we have enhanced our assortment in Soft
Home by allocating more selling space to the category to support a wider range of replenishable, fashion-based
products. Our competitive advantage in Soft Home is centered around (1) a trend-right, focused assortment with
improved quality and perceived value; and (2) our ability to outfit Jennifer’s home with the décor that compliments an
in-store furniture purchase. We have worked to develop a “solutions” approach when combining our Soft Home
offerings with our Furniture and Seasonal categories through our cross-merchandising efforts on color palette
coordination. This helps Jennifer envision how the product can work in her home and enhances our brand image.

Our Food and Consumables categories focus primarily on catering to Jennifer's daily essentials, or “need, use, buy
most” items, by providing reliable value and consistency of product offerings. We believe we possess a competitive
advantage in the Food and Consumables categories based on our sourcing capabilities for closeout merchandise.
Manufacturers and vendors have closeout merchandise for a variety of different reasons, including other retailers
canceling orders or going out of business, production overruns, or marketing or packaging changes. We believe our
vendor relationships, along with our size and financial strength, afford us these opportunities. To supplement our
closeout business, we have focused on improving and expanding our “never out” product assortment to provide more
consistency in those areas where Jennifer desires consistently available product offerings. We have added top brands
to our “never out” programs in both Food and Consumables and believe our assortment and value proposition will
continue to differentiate us in this highly competitive industry.

We consider our Hard Home and Electronics, Toys, & Accessories as convenience categories:
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Our Hard Home and Electronics, Toys, & Accessories categories serve as convenient adjacencies to our “ownable” and
“winnable” categories. Over the past few years, we have intentionally narrowed our assortments in these categories and
allocated linear footage to the “ownable” and “winnable” categories. Our product assortments in these categories focus on
value and savings in areas such as food prep, table top, home maintenance, small appliances, and electronics.
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Our merchandising management team is aligned with our merchandise categories. The primary goal of this team is to
increase our total company comparable store sales (“comp” or “comps”). We focus our performance review of members
within merchandise management on comps by merchandise category, as we believe it is the key metric that will drive
our long-term net sales. By focusing on growing our “ownable” and “winnable” merchandise categories, and managing
contraction in certain departments within those categories, we believe our merchandise management team can
effectively address the changing shopping behaviors of our customers and implement more tailored solutions within
each merchandise category, which we believe will lead to continued growth in our comps in the future.

Marketing

The top priority of our marketing activities is to increase our comps. In 2016, we began a comprehensive review of
our brand identity to gain further insights into Jennifer’s perception of our brand and how best to improve the overall
effectiveness of our marketing efforts. After extensive research, we identified three key insights about Jennifer: she is
(1) deal-driven, (2) home-focused and (3) cause-minded. We determined that we needed to identify Jennifer’s hidden
needs and align them with our greatest strengths. We learned Jennifer feels most special when serving others and
investing in causes bigger than herself. We believe that this aligns with our involvement in the community and
mission at the Big Lots Foundation to improve and enrich the lives of families and children. As a result, we began to
develop a new brand identity focused on the vision of community orientation and serving as Jennifer’s second family.
Our mission is simple, we exist to serve everyone like family. We strive to be known for our three core traits: (1)
friendly, (2) reliable and trustworthy value, and (3) community driven, and intend to embed these traits in everything
that we do. We want to be known as a new kind of community retailer that serves the community and offers
affordable solutions for every season and category. In 2018, we plan to launch a new campaign to share our new brand
identity with Jennifer and introduce our new brand line “Serve Big, Save Lots.”

As we implement our new brand identity, we have shifted our marketing efforts to focus on strengthening our new
brand and connecting with our core customer, Jennifer. We continue to increase our use of social and digital media
outlets including conducting entire campaigns through these outlets (specifically on Facebook®, Instagram®,
Pinterest®, Twitter®, and YouTube®) to drive increased brand awareness with our core customer and to attempt to
speak to new potential customers. These outlets provide us with a channel to deliver our brand message directly to
Jennifer, while also providing her with the opportunity to share direct feedback with us, which can enhance our
understanding of what is most important to her and improve the shopping experience in our stores.

Given our customer’s proficiency with mobile devices and digital media, we focus on communicating with her through
those channels. In the past we have used our Buzz Club Rewards® Program to communicate our promotions and

deals. In 2017, we launched a new loyalty program, BIG Rewards, to more effectively incentivize our loyal

customers. Our new program rewards Jennifer with a coupon after every third purchase, offers her a birthday surprise,
and special rewards after large-ticket furniture purchases. We believe our BIG Rewards Program will help increase
engagement with Jennifer and clearly communicate our offerings.

In addition to electronic, social and digital media, our marketing communication efforts involve a mix of television
advertising, printed ad circulars, and in-store signage. The primary goals of our television advertising are to promote
our brand and, from time to time, promote products or special discounts in our stores. We have begun using more
local television advertising and digital streaming media in concentrated markets, which allows us to connect deeper
and more frequently with Jennifer. Our printed advertising circulars and our in-store signage initiatives focus on
promoting our value proposition on our unique merchandise offerings.

Shopping Experience
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Starting in 2015, a major focus of our business has been to increase our investment in our store teams and improve
in-store execution through a number of initiatives designed to deliver more consistent experiences, while catering to
Jennifer's needs. Those key initiatives include redefining the roles and responsibilities of our store associates, and
implementing a new scheduling system and standardized furniture sales training. We completed full chain roll outs of
private label credit card, which provide access to revolving credit, through a third party, for use on both larger ticket
items and daily purchases, and furniture coverage/warranty programs, which provides a method for obtaining
multi-year warranty coverage for furniture purchases. We continue to promote our Easy Leasing lease-to-own
program, which provides a single use opportunity for access to third-party financing.
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In 2017, we introduced our “Store of the Future” concept which incorporates our new brand identity and seeks to
enhance the way Jennifer shops our stores, including:

Showcasing our “ownable” and “winnable” merchandise categories by moving our Furniture department to the front
center of the prototype store with Seasonal and Soft Home on either side to improve the coordination of our home
decorating solutions. We moved Food and Consumables to the back of the prototype store, while keeping them visible
with clear sight lines from the entrance of the store. We have also added color coordinated way-finding signage to
help Jennifer navigate our stores.

Creating a warm and personalized tone throughout the store through improved lighting, new flooring, softening the
colors on our walls, and greeting Jennifer with a “Hello” wall as she enters the store. We increased the length of our
check-out counter and removed signage and clutter to make checking out more friendly and efficient. Additionally,
we have added furniture vignettes and incorporated lifestyle photography to provide visual solutions for Jennifer.

Highlighting our focus on the community with a “connect with the community” board that highlights local
events and support. The wall behind the check out counters thanks Jennifer for shopping her community
Big Lots. We personalized the signage throughout the store and back room to reflect our friendly and
community-oriented values.

In addition to our efforts to improve the in-store shopping experience, we continue to focus on improving our
e-commerce platform, which we launched in the spring of 2016. Our integrated e-commerce platform offers a
narrowed assortment of our in-store offerings. In 2017, we began offering on our e-commerce platform expanded
fabric and color options on select products in our Furniture and Seasonal categories, including items only available
online. We continue to strengthen our relationships with our key vendor partners to enhance and expand our product
assortments. See “Real Estate” below for the projected roll-out schedule for the Store of the Future concept.

Real Estate

Historically, we have determined that our average store size of approximately 22,000 selling square feet is appropriate
for us to provide our core customer with a positive shopping experience and properly present a representative
assortment of merchandise categories that our core customer finds meaningful. In late 2016, we engaged a third party
specialist and began a study to analyze our store design and layout in relation to the changing retail landscape and
needs of our core customers. During 2017, we began testing certain design and layout revisions and adaptations and
evaluated the customer feedback and operating results. In 2017, we rolled-out our Store of the Future layout to two
geographic markets and expect to convert over 600 stores to the new format by 2020. As we transition to our new
Store of the Future design, we intend to open slightly larger stores with an average size of approximately 23,000
selling square feet. As we increase our capital investment in our stores, we have worked with our landlords to
negotiate longer lease terms and renewal options. Through 2018, we expect to convert nearly 15% of our fleet to the
Store of the Future layout through remodels and new store openings.

As discussed in “Item 2. Properties,” of this Form 10-K, we have 242 store leases that will expire in 2018. During 2018,
we anticipate opening 30 new stores and closing approximately 40 of our existing locations. The majority of these
closings are to relocate stores to improved locations within the same local market, with the balance resulting from a
lack of renewal options or our belief that a location’s sales and operating profit volume are not strong enough to
warrant additional investment in the location. As part of our evaluation of potential store closings, we consider our
ability to transfer sales from a closing store to other nearby locations and generate a better overall financial result for
the geographic market. For our remaining store locations with fiscal 2018 lease expirations, we expect to exercise our
renewal option or negotiate lease renewal terms sufficient to allow us to continue operations and achieve an

acceptable return on our investment.
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2017 COMPARED TO 2016
Net Sales

Net sales by merchandise category (in dollars and as a percentage of total net sales), net sales change (in dollars and
percentage), and comps in 2017 compared to 2016 were as follows:

(In thousands) 2017 2016 Change Comps
Furniture $1,237,02223.6 % $1,195,36523.0 % $41,657 3.5 % 1.8 %
Food 824,487 15.6 830,508 16.0 (6,021 )(0.7) (1.8)
Consumables 822,533 15.6 817,747 157 4,786 0.6 0.2)
Soft Home 789,596 15.0 750,814 144 38,782 5.2 4.2
Seasonal 765,907 14.5 739,106 14.2 26,801 3.6 3.6
Hard Home 428,788 8.1 437,575 84 (8,787 )(2.0) (2.5)
Electronics, Toys, & Accessories 402,647 7.6 429,324 8.3 (26,677 )(6.2) (7.8)
Net sales $5,270,980100.0% $5,200,439100.0% $70,541 1.4 % 04 %

We periodically assess and make minor adjustments to our product hierarchy, which can impact the roll-up of our
merchandise categories. Our financial reporting process utilizes the most current product hierarchy in reporting net
sales by merchandise category for all periods presented. Therefore, there may be minor reclassifications of net sales
by merchandise category compared to previously reported amounts.

Net sales increased $70.5 million, or 1.4%, to $5,271.0 million in 2017, compared to $5,200.4 million in 2016. The
increase in net sales was principally due to an extra week of sales, as 2017 had 53 weeks, which increased net sales by
$69.1 million, coupled with a 0.4% increase in comps, which increased net sales by $18.9 million. The increases in net
sales were partially offset by the net decrease of 16 stores since the end of 2016, which decreased net sales by $17.5
million.

Our Soft Home, Seasonal, and Furniture merchandise categories generated positive comps:

Soft Home experienced increases in net sales and comps which were primarily driven by continued improvement in
the product assortment, quality, and perceived value by our customers, particularly in our bath and kitchen textiles.
The positive comps and increased net sales in our Seasonal category were primarily the result of strength in our
summer and lawn & garden departments, which was the result of improved product assortment, particularly in
outdoor décor and patio furniture, and strategically higher inventory levels in 2017 compared to 2016.

The Furniture category experienced increased net sales and comps during 2017, primarily driven by strength in our
upholstery and mattress departments and the positive impact of our Easy Leasing lease-to-own program and our
third-party, private label credit card offering.

The positive comps in our Seasonal, Soft Home, and Furniture merchandise categories were partially offset by
negative comps in our Consumables, Food, Hard Home and Electronics, Toys, & Accessories merchandise categories:
Consumables experienced a slight decrease in comps in numerous departments due to the timing of closeout inventory
purchases, which was partially offset by positive comps in our health, beauty, and cosmetics department due to the
introduction of an everyday, branded product program and space expansions in our bath / body wash and
over-the-counter / nutritional health departments.

The Food category experienced decreased net sales and comps due to product mix imbalances, particularly in our
snacks and dry goods, and a highly competitive marketplace. We invested in growing our Food inventory position
from the beginning of the year to address these imbalances and in improving our assortment of “never out” products.
The negative comps and decreased net sales in Hard Home and Electronics, Toys, & Accessories resulted from an
intentionally narrowed merchandise assortment.
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For 2018, we expect net sales to be in the range of flat to up slightly compared to 2017, which is based on an

anticipated increase in comps in the low single digits, partially offset by a lower overall store count and the absence of

the 53rd week. We expect comps above the company average in our Furniture, Soft Home and Seasonal categories,

driven by continued focus on these “ownable” and “winnable” categories. We anticipate below company average comps in
our Hard Home and Electronics, Toys, & Accessories categories due to continued downsizing and narrowed product
assortments.
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Gross Margin

Gross margin dollars increased $43.0 million, or 2.0%, to $2,142.4 million in 2017, compared to $2,099.4 million in
2016. The increase in gross margin dollars was principally due to an increase in net sales, which increased gross
margin dollars by approximately $28.5 million along with a higher gross margin rate, which increased gross margin
dollars by approximately $14.5 million. Gross margin as a percentage of net sales increased 20 basis points to 40.6%
in 2017 compared to 40.4% in 2016. The gross margin rate increase was the result of a higher initial mark-up, driven
by favorable cumulative inbound freight costs and lower product costs, and a lower shrink rate, partially offset by a
higher overall markdown rate.

For 2018, we expect our gross margin rate to be up slightly compared to 2017, which is driven by continued sales
growth in our higher margin “ownable” and “winnable” categories and a lower shrink rate.

Selling and Administrative Expenses

Selling and administrative expenses were $1,724.0 million in 2017, compared to $1,731.0 million in 2016. The
decrease of $7.0 million, or 0.4%, was primarily due to the absence of pension termination related expenses of $27.8
million, decreases in accrued bonus expense of $9.5 million, legal settlement costs of $7.7 million, share-based
compensation expense of $5.2 million, self-insurance costs of $4.1 million, and utility expenses of $3.1 million,
partially offset by increases in store operations payroll of $12.2 million, distribution and outbound transportation costs
of $9.6 million, occupancy charges of $8.6 million, and corporate office payroll expenses of $6.3 million, the absence
of a gain on the real estate sale of $3.8 million, and an increase in professional fees of $2.9 million. In 2016, the
pension expense included all costs associated with the termination of our pension plan including settlement charges
and professional fees. The decrease in accrued bonus expense was driven by our performance relative to our operating
plan in 2017 as compared to our out-performance relative to our operating plan in 2016. During 2016, we incurred
$4.8 million in charges related to State of California wage and hour claims brought against both our stores and our
distribution center and an action related to our handling of hazardous materials and hazardous waste in California.
Additionally, in the third quarter of 2017, we collected $3.0 million in recoveries from our insurance carriers related to
the previously disclosed tabletop torches matter. The decrease in share-based compensation expense was primarily a
result of fewer performance share units expensing in 2017 compared to 2016. The decrease in self-insurance costs was
driven by a decreased occurrence of high cost claims within our health benefit program. The decrease in utility
expenses was primarily driven by cost saving initiatives, such as our LED lighting replacement project. The increase
in store operations payroll was driven by the addition of the 53rd week in fiscal 2017. The increase in distribution and
outbound transportation costs was driven by higher fuel prices in 2017 compared to 2016, coupled with additional
expenses as we continue to sell and ship larger sized items in our Furniture and Seasonal categories. The increase in
occupancy charges was primarily driven by annual rent increases for the renewal of expiring leases, coupled with
increases in real estate taxes. The increase in corporate office payroll expenses was primarily driven by annual merit
increases and the addition of the 53rd week in fiscal 2017. In the fourth quarter of 2016, we recorded a gain on real
estate resulting from the sale of an owned store location, while no similar transaction occurred in 2017. The increase
in professional fees was driven by consulting fees for various corporate projects.

As a percentage of net sales, selling and administrative expenses decreased by 60 basis points to 32.7% in 2017
compared to 33.3% in 2016. Our future selling and administrative expense as a percentage of net sales depends on
many factors, including our level of net sales, our ability to implement additional efficiencies, principally in our store
and distribution center operations, and fluctuating commodity prices, such as diesel fuel, which directly affects our
outbound transportation cost.

For 2018, selling and administrative expenses as a percentage of net sales are expected to increase from 2017.
Specifically, we anticipate selling and administrative expenses as a percentage of net sales will increase due to
utilizing savings from U.S. federal tax reform to reinvest in our associate-related costs, including wages, and an
increase in costs to support our investments in our Store of the Future initiative and our new corporate h