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SELECTED FINANCIAL DATA]

The statement of operations data and the balance sheet data have been derived from the Company’s

Consolidated Financial Statements and should be read in conjunction with Management’s Discussion and Analysis

of Financial Condition and Results of Operations and the Consolidated Financial Statements and Notes thereto

included elsewhere herein.

(In thousands)

Net sales

Cost of sales

Gross profit
Selling and administrative expenses

Merger and other related costs

Operating profit (loss)

Interest expense

Income (loss) from continuing
operations before income
taxes and cumulative effect of
accounting change

Income tax expense (benefit)

Income (loss) from continuing
operations before cumulative
effect of accounting change

Discontinued operations

Cumulative effect of
accounting change

Net income (loss)

Fiscal Year Ended (a)

ool Feb. 3,2001(b)  Jan. 29,2000 Jan. 30,1999  Jan. 31, 1998

$3,433,321 $3,277,088 $2,933,690 $2,550,668 $2,492,839
2,092,183 1,891,345 1,668,623 1,474,767 1,502,211
1,341,138 1,385,743 1,265,067 1,075,901 990,628
1368,397 1,200,277 1,095,453 918,699 858,775
45,000
(27,259 185,466 169,614 157,202 86,853
20,202 22,947 16,447 15,795 16,699
(47461) 162,519 153,167 141,407 70,154
(18,747) 64,195 60,501 55,144 32,983
(28,714) 98,324 92,666 86,263 37171
8,480 (478,976) 3,444 23,155 48,764
(12,649
(20,234) $ (380,652) $ 96110 $ 96769 $ 85935

(a) References throughout this document to fiscal 2001, fiscal 2000, and fiscal 1999 refer to the fiscal years ended
February 2, 2002, February 3, 2001, and January 29, 2000, respectively.

(b) Fiscal 2000 is comprised of 53 weeks.



SELECTED FINANCIAL DATA]

Fiscal Year Ended (a)
=0 aies s Feb. 3,2001(b)  Jan. 29,2000 Jan. 30,1999  Jan. 31, 1998

(In thousands, except per share amounts
and store counts)

Income (loss) per common share — basic:

Continuing operations $ 0.88 $ 0.84 $ 079 $ 0.35

Discontinued operations (430 0.03 0.21 0.45

Cumulative effect of

accounting change .11
$ (42 $ 0.87 $ 089 $ 080

Income (loss) per common share — diluted:

Continuing operations $ 0.87 $ 0.82 $ 0.76 $ 033

Discontinued operations (4.26) 0.03 0.21 0.44

Cumulative effect of

accounting change .11
$ (339 $ 0.85 $ 0.86 $ 0.77

Weighted-average common shares

outstanding:

Basic 113,660 111,432 110,360 109,199 107,621

Diluted 113,660 12,414 112,952 112,800 112,063
Balance Sheet Data:

Total assets $1533,209 $1,585,396 $1,911,298 $1,884,300 $1,595,394

Working capital 672,200 775,573 521,350 584,436 351,627

Long-term obligations 204,000 268,000 50,000 285,000 104,310

Shareholders' equity $ 927533 $ 927812 $1,300,062 $1,181,902 $1,034,542
Store Data:

Gross square footage 33,595 31,896 29,015 26,623

New stores opened 83 124 137 18

Stores closed 23 22 34 26

Stores open at end of year 1,290 1,230 1,128 1,025

(a) References throughout this document to fiscal 2001, fiscal 2000, and fiscal 1999 refer to the fiscal years ended
February 2, 2002, February 3, 2001, and January 29, 2000, respectively.

(b) Fiscal 2000 is comprised of 53 weeks.




MANAGEMENT’S DISCUSSION AND ANALYSIS

The Private Securities Litigation Reform Act of 1995 (the “Act”) provides a “safe harbor” for forward-looking
statements to encourage companies to provide prospective information, so long as those statements are identified as
forward-looking and are accompanied by meaningful cautionary statements identifying important factors that could
cause actual results to differ materially from those discussed in the statement. The Company wishes to take advan-
tage of the “safe harbor” provisions of the Act.

This report, as well as other verbal or written statements or reports made by or on the behalf of the Company,
may contain or may incorporate material by reference which includes forward-looking statements within the meaning
of the Act. Statements, other than those based on historical facts, which address activities, events, or developments
that the Company expects or anticipates will or may occur in the future, including such things as future capital expen-
ditures (including the amount and nature thereof), business strategy, expansion and growth of the Company’s busi-
ness and operations, and other similar matters are forward-looking statements, which are based upon a number of
assumptions concerning future conditions that may ultimately prove to be inaccurate. Although the Company
believes the expectations expressed in such forward-looking statements are based on reasonable assumptions within
the bounds of its knowledge of its business, actual events and results may materially differ from anticipated results
described in such statement.

The Company’s ability to achieve such results is subject to certain risks and uncertainties, any one, or a combi-
nation, of which could materially affect the results of the Company’s operations. These factors include: sourcing and
purchasing merchandise, the cost of the merchandise, economic and weather conditions which affect buying patterns
of the Company’s customers, changes in consumer spending and consumer debt levels, inflation, the Company’s abili-
ty to anticipate buying patterns and implement appropriate inventory strategies, continued availability of capital and
financing, competitive pressures and pricing pressures, and other risks described from time to time in the Company’s
filings with the Securities and Exchange Commission. Consequently, all of the forward-looking statements are qualified
by these cautionary statements, and there can be no assurance that the results or developments anticipated by the
Company will be realized or that they will have the expected effects on the Company or its business or operations.

Readers are cautioned not to place undue reliance on forward-looking statements, which speak only as of the
date thereof. The Company undertakes no obligation to publicly release any revisions to the forward-looking state-
ments contained in this report, or to update them to reflect events or circumstances occurring after the date of this

report, or to reflect the occurrence of unanticipated events.



MANAGEMENT’S DISCUSSION AND ANALYSIS]

OVERVIEW

The discussion and analysis presented below should be read in conjunction with the Consolidated Financial

Statements and related Notes appearing elsewhere in this report.

Business Operations

The Company is the nation’s largest broadline closeout retailer. The Company’s goal is to build upon its leadership
position in closeout retailing, a growing segment of the retailing industry, by expanding its market presence in both
existing and new markets. The Company believes that the combination of its strengths in merchandising, purchasing,
site selection, distribution, and cost containment has made it a low-cost value retailer well-positioned for future growth.

At February 2, 2002, the Company operated a total of 1,335 stores operating as BIG LOTS, BIG LOTS FURNITURE,
PIC ‘N’ SAVE, and MAC FRUGAL'S BARGAINSeCLOSEOUTS. Wholesale operations are conducted through BIG LOTS
WHOLESALE, CONSOLIDATED INTERNATIONAL, WISCONSIN TQY, and with online shopping at biglotswholesale.com.

The following table compares components of the statements of operations of the Company as a percentage of

net sales. Results for 2001 include the impact of a $50.4 million (after-tax) non-cash charge described elsewhere herein.

Fiscal Year

2001 2000 1999

Net sales 100.0% 100.0% 100.0%
Gross profit 39.1 423 43.1
Selling and administrative expenses 39.9 36.6 373
Operating profit (loss) 0.8 57 5.8
Interest expense 0.6 0.7 06

Income (loss) from continuing operations
before income taxes 14 5.0 52

Income tax expense (benefit) (0.6) 20 20

Income (loss) from continuing operations 0.8) 30 32
Discontinued operations 0.2 (14.6) 0.1

Net income (loss) 0.6)% (11.6)% 3.3%

The Company has historically experienced, and expects to continue to experience, seasonal fluctuations, with a
significant percentage of its net sales and operating profit being realized in the fourth fiscal quarter. In addition, the
Company’s quarterly results can be affected by the timing of store openings and closings, the amount of net sales con-

tributed by new and existing stores, and the timing of certain holidays.




MANAGEMENT’S DISCUSSION AND ANALYSIS

Name Change and Reincorporation

On May 16, 2001, the Company announced that it had changed its name to Big Lots, Inc. and its ticker symbol
to NYSE: BLI. The name change was approved at the Annual Shareholders’ Meeting on May 15, 2001. Also
approved was a proposal to change the state of the Company’s incorporation from Delaware to Ohio. This change
was affected by merging Consolidated Stores Corporation, a Delaware corporation (“Consolidated (Delaware)”),
with and into the Company (the “Merger”). At the effective time of the Merger, the separate corporate existence of
Consolidated (Delaware) ceased, and the Company succeeded to all business, properties, assets, and liabilities of
Consolidated (Delaware). The shares of common stock of Consolidated (Delaware) issued and outstanding immedi-
ately prior to the effective time of the Merger were, by virtue of the Merger, converted into an equal number of
shares of fully paid and non-assessable common shares of the Company.

In connection with this change, all stores under the names Odd Lots, Mac Frugal’s, and Pic ‘N’ Save are being
converted to Big Lots over a two-year period. Through February 2, 2002, 205 stores had been successfully convert-
ed to the Big Lots name. As of the end of fiscal 2001, 1,167 of the Company’s 1,335 stores were under the Big Lots
name. The Company expects that the remaining stores will be converted to the Big Lots name during 2002. In con-
nection with this process, the Company has made certain improvements to the converted sites. The improvements
made vary by location and include, among other things, painting, lighting retrofits, new signage (interior and exteri-
or), new flooring, and updated restrooms. The Company believes that Big Lots is its most recognizable brand name
and that this change offers numerous opportunities to increase brand awareness among customers, suppliers,
investors, and the general public. The Company believes the change will also allow it to leverage future television
advertising and other expenses.

On August 22, 2001, the Company announced that its Board of Directors had unanimously voted to redeem the
preferred stock rights issued under the Company’s Rights Agreement, sometimes referred to as a “poison pill.” The
redemption was a direct result of the Company’s redomestication into Ohio, as approved by its shareholders at the
Company’s 2001 Annual Meeting. At the 2000 Annual Meeting, a non-binding shareholder proposal passed seeking
the termination of the Company’s Rights Agreement. The Board believes that the statutory protections offered by
the Company’s new state of incorporation provide adequate safeguards to permit the Board and the Company’s
shareholders to fully and fairly evaluate any takeover offer, whether coercive or not. Accordingly, the Board found
it to be in the best interest of the Company and its shareholders to redeem the preferred stock rights issued under

the Rights Agreement.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Sale of Division

On June 27, 2000, the Company announced its decision to separate the toy and closeout businesses by divesting
the Company’s KB Toy Division. The financial statements and notes have been reclassified for all applicable periods
presented to reflect the toy segment as a discontinued operation.

On December 7, 2000, the Company closed the sale of its KB Toy Division to an affiliate of Bain Capital, Inc.
In connection with the sale, the Company recorded an after-tax loss of $479.0 million consisting of a $48.2 million
after-tax loss from operations and a $430.8 million after-tax loss on the disposal of the KB Toy Division.

The buyer purchased the business in conjunction with KB Toy’s management, who were retained to lead the
KB Toy business. Gross proceeds totaled approximately $305 million, consisting primarily of $258 million in cash, a
note with a face amount of $45 million, and a warrant to acquire common stock of the buyer’s parent. The note
receivable matures on December 7, 2010 and bears interest at a rate of 8 percent. The interest is payable in annual
installments to be paid by issuing additional notes with substantially identical terms as the original note. The warrant
provides that the Company is entitled to purchase up to 2.5 percent of the common stock of the buyer’s parent for a
stated per share price. The stock can be purchased any time prior to December 7, 2005. The note and warrant are
being accounted for on the cost basis. Proceeds from the sale were used primarily to pay down existing borrowings
under the Company’s Prior Revolver (defined elsewhere herein).

The Company has, as part of the sale agreement, retained the responsibility for certain KB insurance claims
incurred through the date of closing of the sale (December 7, 2000). During the fourth quarter of 2001, the Company
determined that the estimate for the related insurance reserves exceeded the expected liability. Accordingly, a
portion of the insurance reserves established in connection with the sale of the KB Toy Division were adjusted and
recorded as income from discontinued operations on the Company’s statement of operations. This adjustment

resulted in $8.5 million of after-tax income from discontinued operations in the fourth quarter of 2001.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Non-Cash 2001 Fourth Quarter Charge

In the fourth quarter of fiscal 2001, the Company recorded a non-cash charge of $50.4 million (after-tax), or
$0.44 per diluted share. The charge represented a) costs to modify the Company’s product assortment and exit
certain merchandise categories ($6.1 million after-tax), b) adjustments to the estimated capitalized freight costs
related to inbound imported inventories in response to better systems and information ($15.0 million after-tax),
¢) adjustments to inventory-related costs that were identified as a result of the completion of a significant multi-
year conversion to a detailed stock keeping unit-level* inventory management system ($16.7 million after-tax), and
d) changes in estimates and estimating methodology related to insurance reserves ($12.6 million after-tax). These
charges are included in the Company’s 2001 fourth quarter financial statements.

A critical element of the Company’s overall business strategy has been a multi-year initiative to improve its
information systems, the final phase of which was completed in fiscal 2001. The new systems have given the
Company the ability to track and manage inventories at the SKU level with improved visibility and data. The new
systems have also provided better information on inventory balances, and have given management the capability
to assess profitability and financial returns down to the SKU level.

Based on an analysis of SKU-level information, the Company decided to modify its product assortment and
exit certain categories of merchandise. This decision allowed the Company to expand its consumables and home
décor categories, both of which management believes have superior financial returns. The markdowns associated
with these discontinued products, all of which were taken during the fourth quarter of fiscal 2001, accounted for
approximately $6.1 million (after-tax) of the charge described above. The Company believes this action will result
in a more productive product assortment and a greater emphasis on the everyday consumable items that help
drive repeat store traffic.

The second component of the charge related to the estimated capitalized import freight costs which are
incurred in connection with inbound inventories sourced from outside the United States. New information systems
have improved the Company’s ability to manage merchandise flow and freight costs. These improved systems
have also provided better information and tools for determining the proper amount of capitalized import freight
costs to be recorded on the balance sheet. Accordingly, based on this new information, the Company has revised
its estimates and methodology, resulting in a $15.0 million (after-tax) charge.

The third component of the charge pertained to inventory-related costs that had not been allocated to the
cost of merchandise in the Company’s detailed inventory stock ledger and, accordingly, were not being fully allo-
cated to cost of goods sold. The Company identified this issue in the fourth quarter of 2001 as a result of the con-
version to the new SKU-based systems, resulting in a $16.7 million (after-tax) charge.

The fourth and final component of the charge related to insurance reserves. At the end of fiscal 2001, the
Company analyzed its insurance reserve accounts and implemented a new methodology that provided better
actuarial estimates of future claims. This new methodology, combined with an upward trend in 2001 claims,
resulted in a $12.6 million (after-tax) charge to increase the Company’s insurance reserves. This charge consisted
of two elements. The first related to the adjustment of reserves established in connection with the sale of the KB
Toy Division, which resulted in $8.5 million (after-tax) income from discontinued operations. The second element

of the charge was $21.1 million (after-tax) to increase reserves related to continuing operations.

* Hereinalfter the term stock keeping unit is referred to as “SKU.”



MANAGEMENT’S DISCUSSION AND ANALYSIS

Net Sales

Net sales increased to $3,433.3 million for the fifty-two week fiscal year 2001 from $3,277.1 million for the
fifty-three week fiscal 2000, an increase of $156.2 million, or 4.8%. This increase was attributable to sales from 78 new
stores, offset in part by the closing of 33 stores, and a comparable store sales increase of 2.0%. Customer transac-
tions increased 0.3% and the value of the average basket increased 1.7%. Comparable store sales growth was driven

primarily by sales of consumables, home décor, and furniture along with incremental volume from conversion stores.

Gross Profit

Gross profit decreased $44.6 million, or 3.2%, in fiscal 2001 to $1,341.1 million from $1,385.7 million in fiscal 2000.
Gross profit as a percentage of net sales was 39.1% in 2001 compared to 42.3% in the previous year. The decline in
gross profit was primarily due to a non-cash fourth quarter charge of $37.8 million after-tax ($62.4 million before tax).
This charge represented the cost to modify the Company’s product assortment and exit certain categories, adjust-
ments to the estimated capitalized import freight balances, and inventory-related costs that were identified as a result
of the completion of a significant multi-year conversion to a detailed SKU-level inventory management system. The
remaining decline in gross profit percentage was primarily due to aggressive markdowns and promotions taken to
sell through seasonal merchandise and apparel. The decline was also impacted by a shift in product mix as cus-
tomers increased purchases of lower margin consumable goods and reduced spending on more discretionary, higher

margin items.

Selling and Administrative Expenses

Selling and administrative expenses increased $168.1 million in fiscal 2001 from $1,200.3 million in fiscal 2000. As
a percentage of net sales, selling and administrative expenses were 39.9% in fiscal 2001 compared to 36.6% in fiscal
2000. The major cause of the increase was due to a $21.1 million after-tax ($34.9 million before tax) non-cash fourth
quarter charge resulting from a change in estimate relating to insurance reserves, combined with an upward trend in
2001 claims. The remaining selling and administrative rate increase was primarily driven by the deleveraging impact
of lower comparable store sales combined with planned strategic initiatives, including increased advertising, store

maintenance, and customer service investments.

Interest Expense
Interest expense decreased to $20.2 million in fiscal 2001 from $22.9 million in fiscal 2000. The decrease in

interest expense reflects favorable effective interest rates and a lower average debt balance.

Income Taxes

The effective tax rate of the Company was 39.5% in both fiscal 2001 and 2000.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Net Sales

Net sales increased to $3,277.1 million for the fifty-three week fiscal year 2000 from $2,933.7 million for the fifty-
two week fiscal 1999, an increase of $343.4 million, or 11.7%. This increase was attributable to sales from 83 new
stores, offset in part by the closing of 23 stores, and a comparable store sales increase of 3.7% that was driven
primarily by sales of seasonal goods and furniture. Customer transactions decreased 2.1% while the value of the

average basket increased 5.8%.

Gross Profit

Gross profit increased $120.6 million, or 9.5%, in fiscal 2000 to $1,385.7 million from $1,265.1 million in fiscal 1999.
Gross profit as a percentage of net sales was 42.3% in 2000 compared to 43.1% in the previous year. The decline in
gross profit percentage was primarily due to increased markdowns taken in the fourth quarter to drive customer
traffic during the holiday season and sell through seasonal merchandise, as well as a shift in the level of consumable

merchandise available throughout the year.

Selling and Administrative Expenses

Selling and administrative expenses increased $104.8 million in fiscal 2000 from $1,095.5 million in fiscal 1999.
As a percentage of net sales, selling and administrative expenses were 36.6% in fiscal 2000 compared to 37.3% in 1999.
Fiscal 2000 selling and administrative rate improvement was primarily attributable to more effective leveraging of fixed
expenses in the first two quarters of the year combined with more efficient distribution and transportation throughout
the year. Additionally, the Company benefited from the fifty-third week of sales in fiscal 2000 as its relatively fixed

expense base could be leveraged with the extra week of sales.

Interest Expense
Interest expense increased to $22.9 million in fiscal 2000 from $16.4 million in fiscal 1999. The change in interest

expense reflects higher average borrowing levels and higher effective interest rates.

Income Taxes

The effective tax rate of the Company was 39.5% in both fiscal 2000 and 1999.



MANAGEMENT’S DISCUSSION AND ANALYSIS

On May 8, 2001, the Company entered into a $512.5 million senior unsecured revolving credit agreement
(“Revolving Credit Agreement”) with a group of financial institutions, which consists of a $358.75 million three-year
revolving credit facility and a $153.75 million 364-day facility, renewable annually. The Revolving Credit Agreement
replaced the Company’s $500 million senior unsecured Revolving Credit Facility (“Prior Revolver”) that was due to
expire on May 6, 2002. The average interest rate under the Revolving Credit Agreement during fiscal 2001 was
5.41 percent.

Also on May 8, 2001, the Company completed a $204 million private placement of unsecured senior notes
(“Senior Notes”) with maturities ranging from four to six years. The Senior Notes were issued with a weighted-aver-
age yield of 7.71 percent and rank parri passu with the Company’s Revolving Credit Agreement. Proceeds from the
issue were used to pay down the Prior Revolver.

Both the Revolving Credit and Senior Note Agreements contain customary affirmative and negative covenants
including financial covenants requiring the Company to maintain specified fixed charge coverage and leverage ratios
as well as a minimum level of net worth.

On October 30, 2001, the financial covenants of the Revolving Credit Agreement were amended to provide the
Company with increased operating flexibility. On February 25, 2002, both the Revolving Credit Agreement and the
Senior Note Agreement were amended to exclude the non-cash 2001 fourth quarter charge, described elsewhere here-
in, from the fixed charge coverage and leverage ratio financial covenant calculations. As part of the amendments, the
Company provided collateral, consisting principally of its inventories, as security for both the Revolving Credit and
Senior Note Agreements, and agreed to certain changes in other terms.

The second amendment to the Revolving Credit Agreement imposed certain limitations on the extent to which
the Company may borrow under the Revolving Credit Agreement. The Company’s borrowing base will fluctuate
monthly based on the value of the Company’s inventory, as determined in accordance with the Revolving Credit
Agreement. The Company believes that the value of its inventory, while it will vary seasonally, is sufficient to provide
it with the liquidity to meet its borrowing needs.

The primary sources of liquidity for the Company have been cash flow from operations, proceeds from the
Senior Notes, and as necessary, borrowings under the Revolving Credit Agreement. Working capital at February 2,
2002, was $672.2 million and for the year then ended net cash provided by operations was $150.9 million. The
Company had no direct borrowings under the Revolving Credit Agreement at February 2, 2002. At such date, the
Company was contingently liable for outstanding letters of credit totaling $32.8 million, and had $17.5 million of
invested funds.

Capital expenditures were $107.6 million in fiscal 2001, $114.8 million in fiscal 2000, and $83.1 million in fiscal
1999. Capital expenditures in 2001 were primarily driven by investments in strategic initiatives in conjunction with
the Company’s strategic repositioning, as well as new store openings and the completion of a new distribution center
in Tremont, Pennsylvania. Capital expenditures in 1999 and 2000 were primarily driven by new store openings and
additional distribution center capacity. Capital expenditure requirements in 2002 are anticipated to be approximately
$100 million, primarily to convert remaining stores to the Big Lots name, invest in new stores and store expansions,

as well as the continued construction of a new distribution facility in Durant, Oklahoma.



MANAGEMENT’S DISCUSSION AND ANALYSIS

The Company is subject to market risk from exposure to changes in interest rates based on its financing, investing,
and cash management activities. The Company does not expect changes in interest rates in 2002 to have a material
effect on income or cash flows; however, there can be no assurances that interest rates will not materially change.

The Company continues to believe that it has, or if necessary has the ability to obtain, adequate resources to fund
ongoing operating requirements, future capital expenditures related to the expansion of existing businesses, develop-
ment of new projects, and currently maturing obligations. Additionally, management is not aware of any current trends,
events, demands, commitments or uncertainties which reasonably can be expected to have a material impact on the

liquidity, capital resources, financial position or results of operations of the Company.

As disclosed in the Summary of Significant Accounting Policies in the Notes to the Consolidated Financial
Statements, the preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions about future events that affect the
amounts reported in the financial statements and accompanying notes. Future events and their effects cannot be deter-
mined with absolute certainty. Therefore, the determination of estimates requires the exercise of judgement.

The Company’s accounting policies are more fully described in the Summary of Significant Accounting Policies in
the Notes to the Consolidated Financial Statements. The Company has certain accounting policies which are
described below.

Merchandise inventory. Merchandise inventory is carried at the lower of cost or market on a first-in, first-out
basis, primarily on the retail method. Certain assumptions are made to assess that inventory is recorded properly at
the lower of cost or market, based on historical experience and current information.

Longlived assets. The Company has long-lived assets which consist primarily of property and equipment. The
Company estimates useful lives on buildings and equipment using assumptions based on historical data and industry
trends. In evaluating the fair value and future benefits of long-lived assets, the anticipated undiscounted future net cash
flow of the related long-lived assets is calculated and compared to the carrying value on the Company’s books.
Management believes that the long-lived assets’ carrying values and useful lives are appropriate.

Insurance reserves. The Company is self-insured for certain losses relating to general liability, workers’ compen-
sation, and employee medical benefit claims. The Company has purchased stop-loss coverage in order to limit its expo-
sure to significant claims. Accrued insurance liabilities are based on claims filed and estimates of claims incurred but
not reported.

Income taxes. The Company has generated deferred tax assets or liabilities due to temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income
tax purposes. The Company has established a valuation allowance to reduce its deferred tax assets to the balance that
is more likely than not to be realized. The Company records income tax liabilities utilizing known obligations and

estimates of potential obligations.



MANAGEMENT’S DISCUSSION AND ANAI.YSIS]

CRITICAL ACCOUNTING POLICIES AND ESTIMATES (conciudea)

Pension liabilities. Pension and other retirement benefits, including all relevant assumptions required by
accounting principles generally accepted in the United States of America, are evaluated each year. Due to the technical
nature of retirement accounting, outside actuaries are used to provide assistance in calculating the estimated future
obligations. Since there are many estimates and assumptions involved in retirement benefits, differences between actu-
al future events and prior estimates and assumptions could result in adjustments to pension expenses and obligations.

Legal obligations. In the normal course of business, the Company must make continuing estimates of potential
future legal obligations and liabilities, which requires the use of management’s judgement on the outcome of various
issues. Management may also use outside legal advice to assist in the estimating process, however, the ultimate
outcome of various legal issues could be different than management’s estimates, and adjustments to income could
be required.

The above listing is not intended to be a comprehensive list of all the Company’s accounting policies. In many
cases, the accounting treatment of a particular transaction is specifically dictated by accounting principles generally
accepted in the United States of America, with no need for management’s judgement in their application. There are also
areas in which management’s judgement in selecting any available alternative would not produce a materially different
result. See the Company’s audited Consolidated Financial Statements and Notes thereto which contain accounting poli-

cies and other disclosures required by accounting principles generally accepted in the United States of America.

RECENT ACCOUNTING PRONOUNCEMENTS

Recent Accounting Pronouncements are discussed in the Summary of Significant Accounting Policies in the Notes

to the Consolidated Financial Statements.

COMMITMENTS

Commitments are discussed in the Long-Term Obligations, the Commitments and Contingencies, and the Leases

Notes to the Consolidated Financial Statements.




REPORT

To the Board of Directors of Big Lots, Inc.:

We have audited the accompanying consolidated balance sheets of BIG LOTS, INC. and subsidiaries as of
February 2, 2002 and February 3, 2001, and the related consolidated statements of operations, shareholders’ equity
and cash flows for each of the three fiscal years in the period ended February 2, 2002. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the consolidated
financial position of BIG LOTS, INC. and subsidiaries at February 2, 2002 and February 3, 2001, and the consolidated
results of their operations and their cash flows for each of the three fiscal years in the period ended February 2, 2002,

in conformity with accounting principles generally accepted in the United States of America.

fbded’\e 4 gw P

Deloitte & Touche LLP
Dayton, Ohio
February 26, 2002



CONSOLIDATED STATEMENTS OF OPERATIONS |

Fiscal Year

2000 1999
(In thousands, except per share amounts)
Net sales $3,433,321 $3,277088 $2,933,690
Costs and expenses:
Cost of sales 2,092,183 1,891,345 1,668,623
Selling and administrative expenses 1,368,397 1,200,277 1,095,453
Interest expense 20,202 22,947 16,447
3,480,782 3,114,569 2,780,523
Income (loss) from continuing operations
before income taxes (47,461) 162,519 153,167
Income tax expense (benefit) (18,747) 64,195 60,501
Income (loss) from continuing operations (28,714 98,324 92,666
Discontinued operations 8,480 (478,976) 3,444
Net income (loss) (20,234 $ (380,652 $ 96,10
Income (loss) per common share — basic:
Continuing operations $ 0.88 $ 0.84
Discontinued operations (4.30) 0.03
$ (342 $ 087
Income (loss) per common share — diluted:
Continuing operations $ 0.87 $ 0.82
Discontinued operations (4.26) 0.03
$ (339 $ 0.85

The accompanying notes are an integral part of these financial statements.
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February 2, 2002
(In thousands, except par values)
ASSETS
Current assets:
Cash and cash equivalents $ 28,822
Inventories 705,293
Deferred income taxes 207,358
Refundable income taxes 9,308
Other current assets 43,293
Total current assets 994,074
Property and equipment — net 515,023
Other assets 24,112

$1533,209

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Accounts payable $ 205,522
Accrued liabilities 116,352

Total current liabilities 321,874

Long-term obligations 204,000
Deferred income taxes and other liabilities 79,802
Commitments and contingencies
Shareholders' equity:

Common shares — authorized 290,000 shares, $.01 par value; issued
114,398 shares and 112,079 shares, respectively 1144

Additional paid-in capital 435,970
Retained earnings 490,419

Total shareholders' equity 927533

$1533,209

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

February 3, 2001

$ 30,661
744,945
177188

84,048
63,725

1,100,567

481,909
2920

$1,585,396

$ 201,564
123,430

324,994

268,000
64,590

1121
416,038
510,653

927812

$1,585,396
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Additional
Common Paid-In Retained
Shares Capital Earnings Total

(In thousands)
Balance — January 30, 1999 $1,095 $385,612 $795,195 $1,181,902
Net income 96,110 96,110
Exercise of stock options 12 16,175 16,187
Contribution to savings plan 3 5,860 5,863
Balance — January 29, 2000 1,110 407647 891,305 1,300,062
Net loss (380,652 (380,652
Exercise of stock options 8 4508 4516
Contribution to savings plan 3 3,883 3,886
Balance — February 3, 2001 416,038 510,653 927,812
Net loss (20,234)
Exercise of stock options 15,551
Contribution to savings plan 5,519
Redemption of preferred stock rights (1138)
Balance — February 2, 2002 $435,970 $490,419 $ 927533

The accompanying notes are an integral part of these financial statements.
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(In thousands)
Operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to
net cash provided by (used in) operating activities:

Discontinued operations
Depreciation and amortization
Deferred income taxes

Other

Change in assets and liabilities

Cash provided by (used in) discontinued operations

Net cash provided by (used in) operating activities

Investment activities:
Capital expenditures
Cash proceeds from sale of business

Other

Net cash provided by (used in) investing activities

Financing activities:
Proceeds from (payment of) credit arrangements
Redemption of preferred stock rights

Proceeds from exercise of stock options

Net cash provided by (used in) financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents:

Beginning of year

End of year

(20,234

8,480)
68,986
(20,209)
6,772
124,008

150,933

(107,561)

6,123
(101,438)

(62,549)
(1,138)
12,353

(51334)
(1839

30,661

$ 28822

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

Fiscal Year

2000 1999
$(380,652) 96,110
478,976 (3,444)
62,290 58,488
(119,321) 7812
3,781 18,647
(103,166 (54,765)
(249,842) 65,091
(307934 187,939
(114,847) (83,068)
257613
19,465 355
162,231 (82,713)
77900 (94,900)
2,127 10,105
80,027 (84,795
(65,676) 20,431
96,337 75,906
$ 30661 96,337




NOTES TO CONSOLIDATED
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Description of Business

The Company is the nation’s largest broadline closeout retailer. At February 2, 2002, the Company operated a
total of 1,335 stores operating as BIG LOTS, BIG LOTS FURNITURE, PIC ‘N’ SAVE, and MAC FRUGAL'S
BARGAINSeCLOSEOUTS. Wholesale operations are conducted through BIG LOTS WHOLESALE, CONSOLIDATED
INTERNATIONAL, WISCONSIN TOY, and with online shopping at biglotswholesale.com.

Fiscal Year
The Company follows the concept of a 52/53 week fiscal year which ends on the Saturday nearest to

January 31. Fiscal 2001 and 1999 were comprised of 52 weeks, while fiscal 2000 was comprised of 53 weeks.

Basis of Presentation
The Consolidated Financial Statements include the accounts of the Company and those subsidiaries of which
the Company, directly or indirectly, has the ability to exercise significant influence over operating and financial

policies. All significant intercompany transactions have been eliminated.

Management Estimates

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

differ from those estimates.

Cash and Cash Equivalents
Cash and cash equivalents consist of highly liquid investments which are unrestricted as to withdrawal or
use, and which have an original maturity of three months or less. Cash equivalents are stated at cost, which

approximates market value.

Inventories

Inventories are stated at the lower of cost or market, first-in first-out basis, primarily on the retail method.

Property and Equipment

Depreciation and amortization are provided on the straight-line method over the estimated useful lives of the
assets. Service lives are principally forty years for buildings and from three to ten years for other property and
equipment. The Company reviews its long-lived asset balances whenever events or changes in circumstances indi-

cate that the carrying amount of an asset may not be recoverable.



NOTES TO CONSOLIDATED
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Computer Software Costs
The Company records software development costs in accordance with the American Institute of Certified
Public Accountants’ Statement of Position 98-1, “Accounting for the Costs of Computer Software Developed or

Obtained for Internal Use.”

Intangible Assets
Trademarks, servicemarks, and other intangible assets are amortized on a straight-line basis over a period of

fifteen years.

Investments
Noncurrent investments in equity and debt securities are classified as other assets in the consolidated bal-
ance sheets and are stated at fair value. Any unrealized gains on equity securities classified as available-for-sale are

recorded in other comprehensive income net of applicable income taxes.

Insurance Reserves

The Company is self-insured for certain losses relating to general liability, workers’ compensation, and
employee medical benefit claims. The Company has purchased stop-loss coverage in order to limit its exposure
to significant claims. Accrued insurance liabilities are based on claims filed and estimates of claims incurred but

not reported.

Revenue Recognition
The Company recognizes retail sales in its stores at the time the customer takes possession of merchandise.
Wholesale sales are recognized at the time merchandise is shipped to the customer. All sales are net of estimated

returns and allowances and exclude sales tax.

Other Comprehensive Income
The Company’s other comprehensive income is equal to net income as there are no items that qualify as

components of comprehensive income.

Reclassification

Certain prior year amounts have been reclassified to conform to current year presentation.

Recent Accounting Pronouncements

Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended, requires derivatives to be recorded on the balance sheet as assets or liabilities,
measured at fair value. Gains or losses from derivatives resulting from changes in fair value are recorded
depending upon whether the instruments meet the criteria for hedge accounting. This Statement was adopted
effective February 4, 2001, and does not have an impact on the financial position, results of operations, or cash

flows .
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Recent Accounting Pronouncements (Concluded)

In June 2001, the Financial Accounting Standards Board issued SFAS No. 141, “Business Combinations,” and
SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 eliminates the pooling-of-interests method of
accounting for combinations. SFAS No. 142 eliminates the amortization of goodwill and requires goodwill to be
reviewed for impairment at least annually and expensed to earnings only in the periods in which the recorded
value of goodwill is more than the fair value. SFAS No. 141 is effective for all business combinations initiated after
June 30, 2001, and SFAS No. 142 is effective for fiscal years beginning after December 15, 2001. The Company does
not believe these pronouncements will have an impact on the financial position, results of operations, or cash flows.

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” SFAS No. 143 requires that an obligation associated with the retirement of a tangible long-lived asset
be recognized as a liability when incurred. Subsequent to initial measurement, an entity recognizes changes in the
amount of the liability resulting from the passage of time and revisions to either the timing or amount of estimated
cash flows. SFAS No. 143 is effective for financial statements issued for fiscal years beginning after June 15, 2002.
The Company does not believe this pronouncement will have an impact on the financial position, results of opera-
tions, or cash flows.

In August 2001, the Financial Accounting Standards Board issued SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-lived Assets.” This Statement supersedes SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of,” and the accounting and reporting
provisions of APB Opinion No. 30, “Reporting the Results of Operations — Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” that
address the disposal of a segment of a business. The Statement also amends Accounting Research Bulletin (ARB)
No. 51, “Consolidated Financial Statements,” to eliminate the exception to consolidation for a subsidiary for which
control is likely to be temporary. The Statement is effective for financial statements issued for fiscal years begin-
ning after December 15, 2001, and interim periods within those fiscal years, and generally would be applied
prospectively for disposal activities initiated by a commitment to a plan made after the entity’s initial adoption of
this Statement. The Company does not believe this pronouncement will have an impact on the financial position,

results of operations, or cash flows.
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DISCONTINUED OPERATIONS

On June 27, 2000, the Company announced its decision to separate the toy and closeout businesses by divest-
ing the Company’s KB Toy Division. The financial statements and notes have been reclassified for all applicable
periods presented to reflect the toy segment as a discontinued operation.

On December 7, 2000, the Company closed the sale of its KB Toy Division to an affiliate of Bain Capital, Inc. In
connection with the sale, the Company recorded an after-tax loss of $479.0 million consisting of a $48.2 million
after-tax loss from operations and a $430.8 million after-tax loss on the disposal of the KB Toy Division.

The buyer purchased the business in conjunction with KB Toy’s management, who were retained to lead the
KB Toy business. Gross proceeds totaled approximately $305 million, consisting primarily of $258 million in cash, a
note with a face amount of $45 million, and a warrant to acquire common stock of the buyer’s parent. The note
receivable matures on December 7, 2010 and bears interest at a rate of 8 percent. The interest is payable in annual
installments to be paid by issuing additional notes with substantially identical terms as the original note. The war-
rant provides that the Company is entitled to purchase up to 2.5 percent of the common stock of the buyer’s par-
ent for a stated per share price. The stock can be purchased any time prior to December 7, 2005. The note and war-
rant are being accounted for on the cost basis. Proceeds from the sale were used primarily to pay down existing
borrowings under the Company’s Prior Revolver.

The Company has, as part of the sale agreement, retained the responsibility for certain KB insurance claims
incurred through the date of closing of the sale (December 7, 2000). During the fourth quarter of 2001, the Company
determined that the estimate for the related insurance reserves exceeded the expected liability. Accordingly, a por-
tion of the insurance reserves established in connection with the sale of the KB Toy Division were adjusted and
recorded as income from discontinued operations on the Company’s statement of operations. This adjustment

resulted in $8.5 million of after-tax income from discontinued operations in the fourth quarter of 2001.

The following are the components of discontinued operations:

2000 1999
(In thousands)
Income (loss) from operations of KB Toy Division, net of income taxes of
$(31,470) and $2,699 in 2000 and 1999, respectively $ (48,201) $ 3444
Income (loss) on disposal of KB Toy Division, net of income taxes of $5,423
and $(201,953) in 2001 and 2000, respectively (430,775)

$(478,976) $ 3444
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In the fourth quarter of fiscal 2001, the Company recorded a non-cash charge of $50.4 million (after-tax), or
$0.44 per diluted share. The charge represented a) costs to modify the Company’s product assortment and exit
certain merchandise categories ($6.1 million after-tax), b) adjustments to the estimated capitalized freight costs
related to inbound imported inventories in response to better systems and information ($15.0 million after-tax),
¢) adjustments to inventory-related costs that were identified as a result of the completion of a significant multi-
year conversion to a detailed SKU-level inventory management system ($16.7 million after-tax), and d) changes in
estimates and estimating methodology related to insurance reserves ($12.6 million after-tax). These charges are
included in the Company’s 2001 fourth quarter financial statements.

A critical element of the Company’s overall business strategy has been a multi-year initiative to improve its
information systems, the final phase of which was completed in fiscal 2001. The new systems have given the
Company the ability to track and manage inventories at the SKU level with improved visibility and data. The new
systems have also provided better information on inventory balances, and have given management the capability
to assess profitability and financial returns down to the SKU level.

Based on an analysis of SKU-level information, the Company decided to modify its product assortment and
exit certain categories of merchandise. This decision allowed the Company to expand its consumables and home
décor categories, both of which management believes have superior financial returns. The markdowns associated
with these discontinued products, all of which were taken during the fourth quarter of fiscal 2001, accounted for
approximately $6.1 million (after-tax) of the charge described above. The Company believes this action will result
in a more productive product assortment and a greater emphasis on the everyday consumable items that help
drive repeat store traffic.

The second component of the charge related to the estimated capitalized import freight costs which are
incurred in connection with inbound inventories sourced from outside the United States. New information systems
have improved the Company’s ability to manage merchandise flow and freight costs. These improved systems
have also provided better information and tools for determining the proper amount of capitalized import freight
costs to be recorded on the balance sheet. Accordingly, based on this new information, the Company has revised
its estimates and methodology, resulting in a $15.0 million (after-tax) charge.

The third component of the charge pertained to inventory-related costs that had not been allocated to the
cost of merchandise in the Company’s detailed inventory stock ledger and, accordingly, were not being fully allocat-
ed to cost of goods sold. The Company identified this issue in the fourth quarter of 2001 as a result of the conver-
sion to the new SKU-based systems, resulting in a $16.7 million (after-tax) charge.

The fourth and final component of the charge related to insurance reserves. At the end of fiscal 2001, the
Company analyzed its insurance reserve accounts and implemented a new methodology that provided better actu-
arial estimates of future claims. This new methodology, combined with an upward trend in 2001 claims, resulted in
a $12.6 million (after-tax) charge to increase the Company’s insurance reserves. This charge consisted of two ele-
ments. The first related to the adjustment of reserves established in connection with the sale of the KB Toy
Division, which resulted in $8.5 million (after-tax) income from discontinued operations. The second element of the

charge was $21.1 million (after-tax) to increase reserves related to continuing operations.
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INCOME TAXES

The provision for income taxes is comprised of the following:

2001 2000 1999
(In thousands)
Federal - currently payable $ 5,529 $95,090 $50,041
Deferred - federal, state, and local (25,096) (49,751) 5,905
State and local - currently payable 820 18,856 4555

$(18,747) $64,195 $60,501

A reconciliation between the statutory federal income tax rate and the effective tax rate follows:

2000 1999
Statutory federal income tax rate 35.0% 35.0%
Effect of:
State and local income taxes, net of federal tax benefit 45 25
Work opportunity tax credits 0.6) 0.3
Other 06 23
Effective tax rate 39.5% 39.5%
Income tax payments and refunds are as follows:
2001 2000 1999
(In thousands)
Income taxes paid $ 8,969 $68,390 $42,984
Income taxes refunded (76,558) (20,679 (2,488)
Net income taxes paid (refunded) $(67,589) $47711 $40,496

Deferred taxes reflect the effects of temporary differences between carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes. Components of the Company’s deferred

tax assets and liabilities are presented in the following table:

2000
(In thousands)
Deferred tax assets:
Uniform inventory capitalization $ 21,142 $23,127
Workers” compensation and other insurance reserves 38,378 23,354
Net operating loss carryforwards 72,518 76,254
Other (each less than 5% of total deferred tax assets) 102,873 72,246
Valuation allowance (27,553) (17,793)
Total deferred tax assets 207,358 177188
Deferred tax liabilities:
Depreciation 31,182 34527
Other (each less than 5% of total deferred tax liabilities) 47169 30,063
Total deferred tax liabilities 78,351 64,590

Net deferred tax assets $129,007 $112,598
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INCOME TAXES (Concluded)

The Company has federal pre-tax net operating loss carryforwards arising from the disposition of its KB Toy
Division of approximately $139.3 million (approximately $48.7 million tax benefit) that will expire in fiscal 2020. The
Company has determined that based on profitability, it is more likely than not that the federal net operating loss
carryforwards will be realized in future periods. The Company also has recorded a cumulative state net operating
loss benefit of approximately $23.8 million. The state net operating loss carryforwards will expire from fiscal 2004
through fiscal 2021.

The Company has the following tax credit carryforwards:

Amount Expiration Date

Federal:

Alternative Minimum Tax $5,244,000 None

Work Opportunity Tax Credits 6,187,000 None

Low Income Housing Tax Credits 200,000 fiscal 2018-2021

Foreign Tax Credits 1,146,000 fiscal 2003-2004
State:

Enterprise Zone Credits 2,150,000 fiscal 2006

The Company has established valuation allowances to reflect that it is more likely than not that a portion of the
federal and state deferred tax assets may not be realized.

On March 9, 2002, President George W. Bush signed into law the Job Creation and Worker Assistance Act of 2002,
(H.R. 3090) which includes a provision that extends the general net operating loss carryback period to five years for
federal tax net operating losses arising in taxable years ending in 2001 and 2002. At the end of fiscal 2001, the
Company had approximately $139.3 million (approximately $48.7 million tax benefit) of federal taxable loss carryfor-
wards from the sale of its KB Toy Division generated in fiscal 2000 which the Company will now be able to carryback.

It is anticipated that these net operating losses will be fully utilized in the newly expanded carryback period.

LONG-TERM OBLIGATIONS

Long-term debt was comprised of the following:

2000
(In thousands)
Credit Agreements $268,000
Senior Notes $204,000
$204,000 $268,000

Interest paid was $19.1 million in 2001, $39.7 million in 2000, and $27.4 million in 1999, which includes capital-

ized interest of $2.4 million, $2.8 million, and $1.7 million, respectively.
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Credit Agreements

On May 8, 2001, the Company entered into a $512.5 million senior unsecured revolving credit agreement
(“Revolving Credit Agreement”) with a group of financial institutions, which consists of a $358.75 million three-year
revolving credit facility and a $153.75 million 364-day facility, renewable annually. The Revolving Credit Agreement
replaced the Company’s $500 million senior unsecured Revolving Credit Facility (“Prior Revolver”) that was due to
expire on May 6, 2002. The average interest rate under the Revolving Credit Agreement during fiscal 2001 was
5.41 percent.

The Revolving Credit Agreement contains customary affirmative and negative covenants including financial
covenants requiring the Company to maintain specified fixed charge coverage and leverage ratios as well as a
minimum level of net worth.

On October 30, 2001, the financial covenants of the Revolving Credit Agreement were amended to provide the
Company with increased operating flexibility. On February 25, 2002, the Revolving Credit Agreement was amended to
exclude the non-cash 2001 fourth quarter charge from the fixed charge coverage and leverage ratio financial covenant
calculations. As part of the amendment, the Company provided collateral, consisting principally of its inventories, as
security for the loans and agreed to certain changes in other terms.

The second amendment to the Revolving Credit Agreement imposed certain limitations on the extent to which
the Company may borrow under the Revolving Credit Agreement. The Company’s borrowing base will fluctuate
monthly based on the value of the Company’s inventory, as determined under the Revolving Credit Agreement. The
Company believes that the value of its inventory, while it will vary seasonally, is sufficient to provide it with the liquid-
ity to meet its borrowing needs.

The Company had no direct borrowings under the Revolving Credit Agreement at February 2, 2002. At such
date, the Company was contingently liable for outstanding letters of credit totaling $32.8 million, and had $17.5 million

of invested funds.

Senior Notes

On May 8, 2001, the Company completed a $204 million private placement of unsecured senior notes (“Senior
Notes”) with maturities ranging from four to six years. The Senior Notes were issued with a weighted-average yield of
7.71 percent and rank parri passu with the Company’s Revolving Credit Agreement. Proceeds from the issue were
used to pay down the Prior Revolver.

The Senior Note Agreement contains customary affirmative and negative covenants including financial covenants
requiring the Company to maintain specified fixed charge coverage and leverage ratios as well as a minimum level of
net worth.

On February 25, 2002, the Senior Note Agreement was amended to exclude the non-cash 2001 fourth quarter
charge from the fixed charge coverage and leverage ratio financial covenant calculations. As part of the amendment,
the Company provided collateral, consisting principally of its inventories, as security for the Senior Notes and agreed

to certain changes in other terms.
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The Company has commitments to certain vendors for future inventory purchases totaling approximately
$445.4 million at February 2, 2002. Terms of the commitments provide for these inventory purchases to be made
through fiscal 2004 or later as may be extended. There are no annual minimum purchase requirements.

The Company and certain subsidiaries are named as defendants in various legal proceedings and claims, includ-
ing various employment related matters, which are incidental to their ordinary course of business. Management
believes they have meritorious defenses and will aggressively defend the Company in these actions. No liabilities
have been recorded relating to these matters because the obligations are not viewed as probable.

The Company is self-insured for certain losses relating to general liability, workers’ compensation, and employee
medical benefit claims. The Company has purchased stop-loss coverage in order to limit its exposure to significant

claims. Accrued insurance liabilities are based on claims filed and estimates of claims incurred but not reported.

Pension Benefits

The Company has a qualified defined benefit pension plan (“Pension Plan”) covering certain employees hired
on or before March 31, 1994, and a non-qualified supplemental defined benefit pension plan (“Supplemental Pension
Plan”). Benefits under each plan are based on credited years of service and the employee’s compensation during
the last five years of employment. The Company’s funding policy of the Pension Plan is to contribute annually the
amount required to meet ERISA funding standards and to provide not only for benefits attributed to service to date
but also for those anticipated to be earned in the future. The Company maintains the Supplemental Pension Plan
for those executives whose benefits were frozen in the Pension Plan on or subsequent to January 1, 1996. The
Supplemental Pension Plan constitutes a contract to pay benefits upon retirement as therein defined. The
Supplemental Pension Plan is designed to pay the same benefits in the same amount as if the participants contin-
ued to accrue benefits under the Pension Plan. The Company has no obligation to fund the Supplemental Pension
Plan, and all assets and amounts payable under the Supplemental Pension Plan are subject to the claims of the gen-

eral creditors of the Company.
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EMPLOYEE BENEFIT PLANS (continuea)

Pension Benefits (Continued)

The following provides a reconciliation of projected benefit obligations, plan assets, and funded status of all

plans as of December 31.

(In thousands)
Change in projected benefit obligation:
Projected benefit obligation at beginning of year
Service cost
Interest cost
Benefits paid
Plan amendment
Actuarial (gain) loss

Projected benefit obligation at end of year

Change in plan assets:
Fair market value at beginning of year
Actual return on plan assets
Employer contribution
Benefits paid

Fair market value at end of year

Funded status

Unrecognized actuarial loss
Unrecognized transition obligation
Unrecognized prior service cost

Accrued benefit cost

Assumptions used in each year of the actuarial computations were:

Discount rate
Rate of increase in compensation levels
Expected long-term rate of return

The components of net periodic pension cost are comprised of the following:

(In thousands)
Service cost - benefits earned in the period

Interest cost on projected benefit obligation
Expected investment return on plan assets

Net amortization and deferral

Net periodic pension cost

2000
$35,924 $34,.921
3,377 3,221
2,658 2,382
(2,363) (2,625)
152
1,932 (1,975)
$41,680 $35,924
$25,993 $26,610
(1,331) (1,559)
2,963 3,567
(2,363) (2,625)
$25,262 $25,993
$(16,417) $(9,931)
11,510 6,553
159 172
17 271
$ (4,731) $(3,477)
2000
7.6%
5.5%
9.0%
2001 2000 1999
$3,377 $3,221 $3,350
2,658 2382 2,074
2,227 2,312 (2,008)
409 (20 778
$4,217 $3,271 $4.194
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EMPLOYEE BENEFIT PLANS (conciudea)

Pension Benefits (Concluded)

The following sets forth certain information for the qualified defined benefit pension plan and the non-qualified

supplemental defined benefit pension plan.
Unfunded Non-Qualified

Funded Qualified Defined Supplemental Defined
Benefit Pension Plan Benefit Pension Plan
2001 2000 2000
(In thousands)
Projected benefit obligation $37,988 $33,223 $2,701
Accumulated benefit obligation 28,178 24,168 1,388

Fair market value of plan assets 25,262 25,993

Savings Plan

The Company has a savings plan with a 401(k) deferral feature and a Top Hat Plan with a similar deferral fea-
ture for all eligible employees. Provisions of $2.0 million, $6.9 million, and $5.3 million have been charged to opera-
tions in fiscal 2001, 2000, and 1999, respectively.

LEASES

Leased property consists primarily of the Company’s retail stores and certain warehouse space. Many of the
store leases have rent escalations and provide that the Company pay for real estate taxes, utilities, liability insur-
ance, and maintenance. Certain leases provide for contingent rents, in addition to the fixed monthly rent, based on
a percentage of store sales above a specified level. In addition, some leases provide options to extend the original

terms for an additional two to twenty years. Minimum lease commitments as of February 2, 2002, are as follows:

Operating Leases

(In thousands)

2002 $144,215
2003 129,527
2004 106,790
2005 84,699
2006 59,445
Subsequent to 2006 107,875

$632,551
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LEASES (Concluded)

Total rental expense charged to operations for operating leases of stores and warehouses consisted of the following:

2001 2000 1999

(In thousands)
Minimum rentals $160,058 $150,270 $155,237
Contingent rentals 1,169 (285 1,051

$161,227 $149,985 $156,288

SHAREHOLDERS’ EQUITY

Income Per Share

There are no adjustments required to be made to weighted-average common shares outstanding for purposes
of computing basic and diluted income per share and there were no securities outstanding at February 2, 2002,
which were excluded from the computation of income per share. Fully diluted shares are not presented for the year
ended February 2, 2002, as the Company incurred a loss and to include these shares would be antidilutive. At
February 2, 2002, an aggregate of 200,663 common shares subject to unexercised stock options have been excluded

from the computation of diluted earnings per share.

A reconciliation of the number of weighted-average common shares outstanding used in the basic and diluted
income per share computations is as follows:
Weighted-Average Common Shares Outstanding

2001 2000 1999
(In thousands)
Basic 113,660 11,432 110,360
Dilutive effect of stock options 982 2,592
Diluted 113,660 112,414 112,952

Stockholder Rights Plan

On August 22, 2001, the Company announced that its Board of Directors had unanimously voted to redeem
the preferred stock rights under the Company’s Rights Agreement. The redemption was a direct result of the
Company’s redomestication into Ohio, as approved by its shareholders at the Company’s 2001 Annual Meeting.
Pursuant to the terms of the Rights Agreement, the Company redeemed the rights by paying a redemption
price of $0.01 per right. The redemption was made to all shareholders of record as of the close of business on August
31, 2001.
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STOCK PLANS

Stock Option Plans

The Big Lots, Inc. 1996 Performance Incentive Plan, as amended (“Incentive Plan”), provides for the issuance
of stock options, restricted stock, performance units, stock equivalent units, and stock appreciation rights
(“SARs™). The number of newly issued common shares available for issuance under the Incentive Plan at the time
of the plan’s inception was 3,125,000 plus an additional one percent of the total number of issued shares, including
any Treasury Stock, at the start of the Company’s fiscal year plus shares available but not issued in previous years
of the Incentive Plan. Total newly issued common shares available for use under the Incentive Plan shall not exceed
15 percent of the total issued and outstanding common shares as of any measurement date. At February 2, 2002,
11,351,757 common shares were available for issuance under the Incentive Plan. The term of each award is deter-
mined by a committee of the Board of Directors charged with administering the Incentive Plan. Stock options grant-
ed under the Incentive Plan may be either nonqualified or incentive stock options and the exercise price may not
be less than the fair market value, as defined by the Incentive Plan, of the underlying common shares on the date of
award. The award price of a SAR is to be a fixed amount not less than 100 percent of the fair market value of a com-
mon share at the date of award. Upon an effective change in control of the Company, all awards outstanding under
the Incentive Plan automatically vest.

The Company has a Director Stock Option Plan (“DSOP”), for nonemployee directors, pursuant to which up to
781,250 common shares may be issued upon exercise of options granted thereunder. The DSOP is administered by
the Compensation Committee of the Board of Directors pursuant to an established formula. Neither the Board of
Directors nor the Compensation Committee exercise any discretion in administration of the DSOP. Grants are made
annually, approximately 90 days following the annual meeting of shareholders, at an exercise price equal to 100 per-
cent of the fair market value on the date of grant. The present formula provides for an annual grant of 5,000 options
to each nonemployee director which becomes fully exercisable over a three-year period: 20 percent the first year

and 40 percent each subsequent year, beginning one year subsequent to grant.

Changes in the status of outstanding options were as follows:

Options Price (a)

Qutstanding at January 30, 1999 11,942,887 $16.85
Granted 392,500 19.42
Exercised 1177126 717
Forfeited 303,793 26.64
Outstanding at January 29, 2000 10,854,468 1773
Granted 2,474,000 11.70
Exercised 754,145 3.02
Forfeited 1,778,098 19.77
OQutstanding at February 3, 2001 10,796,225

Granted 2,497,019

Exercised 1,775,649

Forfeited 1,450,174
Qutstanding at February 2, 2002 10,067,421

(a) Weighted-average per share exercise price.
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STOCK PLANS (Concluded)

The following table summarizes information about the Company’s stock option plans at February 2, 2002:

Range of Prices Options Outstanding Options Exercisable
Weighted . .

Average Weighted Weighted

Number of Remaining Average Number of Average

Greater Less Than Options Contractual Exercise Options Exercise
Than or Equal to OQutstanding Life (Years) Price Exercisable Price
$1 $10 253,732 6.6 $ 934 92,932 $ 857
$10 $20 7587669 6.5 1255 3,534,850 1287
$20 $30 1,180,626 52 26.12 1,093,826 26.46
$30 $40 1,006,894 6.1 3738 575,626 3724
$40 38,500 58 40.82 35,100 40.84
10,067,421 6.3 $16.65 5,332,334 $18.40

The Company previously adopted SFAS No. 123, “Accounting for Stock-Based Compensation” and, as

permitted by this standard, will continue to apply the recognition and measurement principles of Accounting

Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” to its stock options and

other stock-based employee compensation awards.

If compensation cost for stock option awards had been determined based on the fair value at the grant date,

consistent with the method prescribed by SFAS No. 123, pro forma net income (loss) and income (loss) per share

would have been as follows:

2000 1999

(In thousands, except per share amounts)
Net income (l0ss):

As reported $(20,234 $1(380,652) $96,110

Pro forma (26,990) (384,826) 83,847
Income (l0ss) per common share - basic:

As reported $ .18 $ (342 $ 087

Pro forma 0.24 (3.45 0.76
Income (l0ss) per common share - diluted:

As reported $ .18 $ (339 $ 085

Pro forma 0.24 (3.42 0.74

The fair value of each option grant is estimated on the date of the grant using the Black-Scholes option-pricing

model with the following weighted-average assumptions:

2000 1999
Weighted-average fair value of options granted $11.76 $19.71
Risk-free interest rates 4.8% 6.4%
Expected life (years) 25 22
Expected volatility 66.0% 69.0%
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ADDITIONAL DATA

The following is a summary of certain financial data:

2000
(In thousands)
Property and equipment - at cost:
Land $ 39,240 $ 36,040
Buildings 4473800 359,951
Fixtures and equipment 504,228 441,113
Transportation equipment 23,692 23,824
1,014,960 860,928
Construction-in-progress 7 65,996
1,014,967 926,924
Less accumulated depreciation 499,944 445,015
$ 515,023 $ 481,909
Accrued liabilities:
Salaries and wages $ 36,391 $ 45874
Property, payroll, and other taxes 76,509 76,973
Other 3,452 583
$ 116,352 $ 123,430

The following analysis supplements changes in current assets and current liabilities presented in the Consolidated
Statements of Cash Flows:

2001 2000 1999
(In thousands)
Inventories $ 39,652 $ 9,019 $(46,061)
Other current assets 12,826 (21,235 (2,814)
Accounts payable 3,958 12,446 (9,868)
Accrued liabilities (7078) 26,935 (3,001
Income taxes 74,740 (112,293) 6,979

$124,098 $(103,166) $(54,765)

The $74.7 million change in income taxes in 2001 is primarily due to a $73.2 million federal income tax refund.
The refund was generated through the recovery of federal taxes paid for 1998 and 1999 due to the carryback of the
fiscal 2000 net operating loss from the sale of the KB Toy Division.
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SELECTED QUARTERLY FINANCIAL DATA (Unaudited)

Summarized quarterly financial data for fiscal 2001, 2000, and 1999 is presented below:
First Second Third Fourth Year

(In thousands, except per share amounts) (a)

2001
Net sales $773,621 $748,380 $ 773,106 $1138,214 $3,433,321
Gross profit 313,918 299,927 316,641 410,652 1,341,138
Income (loss) from continuing operations 298 (10,699 (16,364 (1949 (28,714
Net income (loss) 298 (10,699 (16,364 6,531 (20,234
Income (loss) per common share - basic:
Continuing operations 0.00 (0.09 .14 0.02) (0.25
Discontinued operations 0.00 0.00 0.00 0.08 0.07
0.00 (0.09) (0.14) $ 006 (0.18)
Income (loss) per common share - diluted:
Continuing operations 0.00 (0.09) (0.14) (0.02) (0.25)
Discontinued operations 0.00 0.00 0.00 0.08 0.07
$ 0.0 (0.09 (0.14) $ 006 (0.18)
2000
Net sales $723,139 $708518 $ 733,495 $1,111,936 $ 3,277,088
Gross profit 303,693 298,510 312,574 470,966 1,385,743
Income from continuing operations 14,324 9,277 6,570 68,153 98,324
Net income (loss) (13,177) 62679 (400,018) 95,222 (380,652)
Income (loss) per common share - basic:
Continuing operations 0.13 0.08 0.06 0.61 0.88
Discontinued operations 0.25 0.64) 3.65 0.24 (4.30
$ 0.12) $ (056 $ (359 $ 085 $ 3.42)
Income (loss) per common share - diluted:
Continuing operations 0.13 0.08 0.06 0.61 087
Discontinued operations 0.25 0.64) 3.61) 0.24 (4.26)
$ (0.12 $ (056 $ (355 $ 08 § (339
1999
Net sales $644,579 $641,638 $673,530 $ 973,943 $ 2,933,690
Gross profit 278,476 273,246 285,990 427355 1,265,067
Income from continuing operations 12,773 8,419 7720 63,754 92,666
Net income (loss) (3,721) (4,416 (15,012 119,259 96,110
Income (loss) per common share - basic:
Continuing operations 0.12 0.08 0.07 0.58 0.84
Discontinued operations (0.15) 0.12) .21 0.50 0.03
$ (003 $ (004 $ 01 $ 108 $ 0.87
Income (loss) per common share - diluted:
Continuing operations 0.1 0.07 0.07 0.57 0.82
Discontinued operations 0.14) (0.11) (0.20) 0.49 0.03
$  (0.03) $ (004 $ (013 $ 106 $ 0.85

(a) Income (loss) per share calculations for each quarter are based on the applicable weighted-average shares
outstanding for each period and may not necessarily be equal to the full year income (loss) per share amount.



STORE LOCATIONS |

With the exception of 53 owned store sites, all stores are leased. Store leases generally provide for fixed
monthly rental payments plus the payment, in most cases, of real estate taxes, utilities, insurance, and common
area maintenance. In some locations, the leases provide formulas requiring the payment of a percentage of sales as
additional rent. Such payments are generally only required when sales reach a specified level. The typical lease is
for an initial term of five years with multiple three to five year renewal options. The following table sets forth store

location information as of February 2, 2002.

NUMBER OF STORES OPEN

Alabama 34 Montana 1
Arizona 24 Nebraska 4
Arkansas 9 Nevada 9
California 183 New Hampshire 6
Colorado 15 New Jersey 5
Connecticut 5 New Mexico 10
Delaware 2 New York 36
Florida 104 North Carolina 51
Georgia 62 North Dakota 2
Idaho 4 Ohio 129
Illinois 39 Oklahoma 16
Indiana 52 Oregon 9
lowa 8 Pennsylvania 47
Kansas 11 South Carolina 26
Kentucky 43 Tennessee 46
Louisiana 24 Texas 100
Maine 2 Utah |
Maryland 10 Virginia 38
Massachusetts 11 Washington 15
Michigan 47 West Virginia 25
Minnesota 6 Wisconsin 14
Mississippi 14 Wyoming 2
Missouri 26

Total Stores 1,335

Number of States 45
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