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PART I

Item 1. Business

Business Overview

J. C. Penney Company, Inc. is a holding company whose principal operating subsidiary is J. C. Penney Corporation,
Inc. (JCP). JCP was incorporated in Delaware in 1924, and J. C. Penney Company, Inc. was incorporated in Delaware
in 2002, when the holding company structure was implemented. The new holding company assumed the name J. C.
Penney Company, Inc. (Company). The holding company has no independent assets or operations, and no direct
subsidiaries other than JCP. Common stock of the Company is publicly traded under the symbol “JCP” on the New
York Stock Exchange. The Company is a co-obligor (or guarantor, as appropriate) regarding the payment of principal
and interest on JCP’s outstanding debt securities. The guarantee by the Company of certain of JCP’s outstanding debt
securities is full and unconditional. The holding company and its consolidated subsidiaries, including JCP, are

99 ¢ 9 ¢

collectively referred to in this Annual Report on Form 10-K as “we,” “us,” “our,” “ourselves,” “Company” or “jcpenney.”

Since our founding by James Cash Penney in 1902, we have grown to be a major retailer, operating 1,104 department
stores in 49 states and Puerto Rico as of February 2, 2013. Our fiscal year ends on the Saturday closest to January 31.
Unless otherwise stated, references to years in this report relate to fiscal years, rather than to calendar years. Fiscal
year 2012 ended on February 2, 2013; fiscal year 2011 ended on January 28, 2012; and fiscal year 2010 ended on
January 29, 2011. Fiscal year 2012 consisted of 53 weeks and fiscal years 2011 and 2010 consisted of 52 weeks.

Our business consists of selling merchandise and services to consumers through our department stores and through
our Internet website at jcp.com. Department stores and Internet generally serve the same type of customers and
provide virtually the same mix of merchandise, and department stores accept returns from sales made in stores and via
the Internet. We sell family apparel and footwear, accessories, fine and fashion jewelry, beauty products through
Sephora inside jcpenney and home furnishings. In addition, our department stores provide our customers with services
such as styling salon, optical, portrait photography and custom decorating.

Our merchandise mix of total net sales over the last three years was as follows:

2012 2011 2010
Women’s apparel 23% 25% 24%
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Men’s apparel and accessories 21% 20% 20%
Home 12% 15% 18%
Women’s accessories, including Sephora  13%  12% 12%
Children’s apparel 12% 12% 11%
Family footwear 7% 7% 7%
Fine jewelry 7% 4% 4%
Services and other 5% 5% 4%

100% 100% 100%

Business Strategy

At the beginning of 2012, we announced our plans to become America’s favorite store by creating a specialty
department store experience. During our first year of transformation, we focused on building a new foundation for the
future by reimagining all aspects of our business, including product, presentation, pricing and promotion.

We are making substantial changes in our merchandise and continue to edit and introduce more global brands into our
merchandise assortment. We are re-organizing our department stores into separately curated unique specialty stores
known as The Shops. The Shops will be organized around a pathway through our stores known as The Street™, a
bold new interface for retail, which includes places to relax, refresh, engage and check out. The Street will surround
The Square™, a dynamic seasonal space that will provide engaging experiences for our customers. Our pricing
strategy is founded on providing merchandise at low everyday prices and delivering even more exciting value through
sales, promotions and rewards.

During the first year of transformation we opened shops under the Levi's ®, [zod®, Liz Claiborne®, The Original
Arizona Jean Co.®, and jcp™ brands. We also opened 78 Sephora inside jcpenney stores, bringing the total to 386.
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Competition and Seasonality

The business of marketing merchandise and services is highly competitive. We are one of the largest department store
and e-commerce retailers in the United States, and we have numerous competitors, as further described in Item 1A,
Risk Factors. Many factors enter into the competition for the consumer’s patronage, including price, quality, style,
service, product mix, convenience and credit availability. Our annual earnings depend to a great extent on the results
of operations for the last quarter of the fiscal year, which includes the

holiday season, when a significant portion of our sales and profits are recorded.

Trademarks

The jecpenney®, Fair and Square™, jcp®, monet®, Liz Claiborne®, Okie Dokie®, Worthington®, a.n.a®, St. John’s
Bay®, The Original Arizona Jean Company®, Ambrielle®, Decree®, Linden Street™, StaffdbdJ. Ferrar®, jcpenney
Home Collection® and Studio by jcpenney Home Collection® trademarks, as well as certain other trademarks, have
been registered, or are the subject of pending trademark applications with the United States Patent and Trademark
Office and with the registries of many foreign countries and/or are protected by common law. We consider our marks
and the accompanying name recognition to be valuable to our business.

Website Availability

We maintain an Internet website at www.jcp.com and make available free of charge through this website our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all related amendments to
those reports, as soon as reasonably practicable after the materials are electronically filed with or furnished to the
Securities and Exchange Commission. In addition, our website provides press releases, access to webcasts of
management presentations and other materials useful in evaluating our Company.

Suppliers

We have a diversified supplier base, both domestic and foreign, and are not dependent to any significant degree on any single s
over 2,500 domestic and foreign suppliers, many of which have done business with us for many years. In addition to

our Plano, Texas home office, we, through our international purchasing subsidiary, maintained buying and quality

assurance offices in 12 foreign countries as of February 2, 2013.
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Employment

The Company and its consolidated subsidiaries employed approximately 116,000 full-time and part-time
employees as of February 2, 2013.

Environmental Matters

Environmental protection requirements did not have a material effect upon our operations during 2012. It is possible
that compliance with such requirements (including any new requirements) would lengthen lead time in expansion or
renovation plans and increase construction costs, and therefore operating costs, due in part to the expense and time
required to conduct environmental and ecological studies and any required remediation.

As of February 2, 2013, we estimated our total potential environmental liabilities to range from $30 million to $36
million and recorded our best estimate of $30 million in other liabilities in the Consolidated Balance Sheet as of that
date. This estimate covered potential liabilities primarily related to underground storage tanks, remediation of
environmental conditions involving our former drugstore locations and asbestos removal in connection with approved
plans to renovate or dispose of our facilities. We continue to assess required remediation and the adequacy of
environmental reserves as new information becomes available and known conditions are further delineated. If we were
to incur losses at the upper end of the estimated range, we do not believe that such losses would have a material effect
on our financial condition, results of operations or liquidity.

4
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Executive Officers of the Registrant

The following is a list, as of March 5, 2013, of the names and ages of the executive officers of J. C. Penney Company,
Inc. and of the offices and other positions held by each such person with the Company. These officers hold identical
positions with JCP. There is no family relationship between any of the named persons.

Name Offices and Other Positions Held With the Company Age
Ronald B. Johnson Chief Executive Officer 54
Michael W. Kramer  Chief Operating Officer 48
Daniel E. Walker Chief Talent Officer 62
Kenneth H. Hannah  Executive Vice President and Chief Financial Officer 44
Janet Dhillon Executive Vice President, General Counsel and Secretary 50
Mark R. Sweeney Senior Vice President and Controller 51

Mr. Johnson has served as Chief Executive Officer of the Company since November 2011. He previously served as
Senior Vice President, Retail of Apple, Inc. Prior to joining Apple in 2000, he held a variety of positions with Target
Corporation, including Senior Vice President of Merchandising. During his tenure at Target, Mr. Johnson had
responsibility for such categories as Men’s Apparel, Women’s Apparel and Accessories, Children’s and Home. He has
served as a director of the Company and as a director of JCP since 2011.

Mr. Kramer has served as Chief Operating Officer of the Company since December 2011. Prior to joining the
Company, he was President and Chief Executive Officer of Kellwood Company. From 2005 to 2008, Mr. Kramer was
Executive Vice President and Chief Financial Officer at Abercrombie & Fitch. From 2000 to 2005, he was at Apple,
Inc., where he served as Chief Financial Officer of Apple retail. Mr. Kramer previously held key financial leadership
roles with The Limited, Pizza Hut and Einstein Noah Bagel Corporation.

Mr. Walker has served as Chief Talent Officer of the Company since November 2011. He served as Chief Talent
Officer for Apple, Inc. from 2000 to 2004 and as Vice President of Human Resources at Gap from 1986 to 1992. Mr.
Walker founded and led The Human Revolution Studios prior to joining the Company, and Daniel Walker and
Associates, an executive search and consulting firm, prior to joining Apple. Prior to joining Gap, he was Director of
Human Resources for the Specialty Retail Group at General Mills and worked for Lazarus Department Stores, a
division of Federated Department Stores.

Mr. Hannah has served as Executive Vice President and Chief Financial Officer since May 2012. Prior to joining the
Company, he was Executive Vice President and President-Solar Energy of MEMC Electronic Materials, Inc. and had

9
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previously served as Executive Vice President and President-Solar Materials from 2009 to 2012 and Senior Vice
President and Chief Financial Officer from 2006 to 2009. Mr. Hannah previously held key financial leadership
positions at The Home Depot, Inc., The Boeing Company and General Electric Company. He has served as a director
of JCP since 2012.

Ms. Dhillon has served as Executive Vice President, General Counsel and Secretary of the Company since 2009. Prior
to joining the Company, she served as Senior Vice President and General Counsel and Chief Compliance Officer of
US Airways Group, Inc. and US Airways, Inc. from 2006 to 2009. Ms. Dhillon joined US Airways, Inc. in 2004 as
Managing Director and Associate General Counsel and served as Vice President and Deputy General Counsel of US
Airways Group, Inc. and US Airways, Inc. from 2005 to 2006. Ms. Dhillon was with the law firm of Skadden, Arps,
Slate, Meagher & Flom LLP from 1991 to 2004. She has served as a director of JCP since 2009.

Mr. Sweeney has served as Senior Vice President and Controller since September 2012. Prior to joining the Company,
he was Vice President and Operational Controller of General Electric Company from 2008 to 2012. He previously
served as Chief Financial Officer of GE-Hitachi Nuclear Energy, LLC from 2004 to 2008 and Global Controller of
General Electric’s Energy Division from 1997 to 2004. Prior to joining General Electric, Mr. Sweeney held financial
leadership positions with PepsiCo, Inc. from 1995 to 1997 and previously was a senior manager with KPMG LLP.

Item 1A. Risk Factors

The following risk factors should be read carefully in connection with evaluating our business and the
forward-looking information contained in this Annual Report on Form 10-K. Any of the following risks could
materially adversely affect our business, operating results, financial condition and the actual outcome of matters as to
which forward-looking statements are made in this Annual Report on Form 10-K.

10
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The success of our transformation is subject to both the risks affecting our business generally and the inherent
difficulties associated with implementing our new strategies.

Our ability to improve our operating results depends upon a significant number of factors, some of which are beyond
our control, including:

customer acceptance of our marketing and merchandise strategies;
our ability to respond to any increased competitive pressures in our industry;

- the extent to which our management team has properly understood the dynamics and demands of our market in
crafting the transformation;
our ability to achieve profitable sales and to make adjustments in response to changing conditions;
our ability to effectively manage inventory;
the success of our strategic initiatives and cost reduction initiatives;
the time to complete, and cost increases associated with, the Company’s capital improvements;

- our ability to respond to any unanticipated changes in expected cash flows, liquidity, cash needs and cash
expenditures, including our ability to obtain any additional financing or other liquidity enhancing transactions, if and
when needed;

- our ability to achieve positive cash flow, particularly during our peak inventory build-ups in advance of principal
selling seasons;
our employees’ ability to adapt to our new strategic initiatives and organizational structure;
our management team’s ability to execute our new strategic initiatives in a cost-effective manner;

- our ability to access adequate and uninterrupted supply of merchandise from suppliers at expected levels and on
acceptable terms; and
general economic conditions.

There is no assurance that we will be able to successfully implement our strategic initiatives, which could have an
adverse impact on our results of operations.

Our strategies to transform our business may not achieve the improvements we expect in our operating results.

We are executing a number of strategic initiatives as part of our transformation, including changes in our pricing
strategy, corporate branding, marketing, store layout and merchandise assortments. During this transition period,
changes to our pricing and marketing strategies have resulted in a prolonged decline in sales and our results of
operations have been significantly below our expectations. It may take longer than expected or planned to recover
from our negative sales trends and operating results, and actual results may be materially less than planned. As certain
of these strategic initiatives such as the Shops and the Street are focused on our largest stores, they may not have the
same impact on all of our stores. We may need to adjust any one or more of these strategic initiatives depending upon
our customers’ reactions to and acceptance of these initiatives. Any changes to our strategies could be substantial, and

11
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if implemented, could result in significant additional costs. Adjustments may also create confusion among our
customers, divert management and employees’ attention from other business concerns or otherwise disrupt our
business. There is no assurance that our pricing, branding, store layout, marketing and merchandising strategies, or
any future adjustments to our strategies, will improve our operating results.

We operate in a highly competitive industry that includes significant promotional activity, which could adversely
impact our sales and profitability.

The retail industry is highly competitive, with few barriers to entry. We compete with many other local, regional and
national retailers for customers, employees, locations, merchandise, services and other important aspects of our
business. Those competitors include other department stores, discounters, home furnishing stores, specialty retailers,
wholesale clubs, direct-to-consumer businesses, including the Internet, and other forms of retail commerce. Some
competitors are larger than jcpenney, and/or have greater financial resources available to them, and, as a result, may
be able to devote greater resources to sourcing, promoting and selling their products. Competition is characterized by
many factors, including merchandise assortment, advertising, price, quality, service, location, reputation and credit
availability. During the first year of our transformation, we discontinued our former promotional strategy and
encountered difficulties in communicating our value proposition. Although we have re-introduced certain
promotional activities, there can be no assurance that increased promotional activity will result in increased sales and
profitability. We have experienced, and anticipate that we will continue to experience for at least the foreseeable
future, significant competition from promotional activities of our competitors. The performance of competitors as
well as changes in their pricing and promotional policies, marketing activities, new store openings, launches of
Internet websites, brand launches and other merchandise and operational strategies could cause us to have lower sales,
lower gross margin and/or higher operating expenses such as marketing costs and other selling, general and
administrative expenses, which in turn could have an adverse impact on our profitability.

12
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Our sales and operating results depend on our ability to develop merchandise offerings that resonate with our existing
customers and help to attract new customers.

Our sales and operating results depend in part on our ability to predict and respond to changes in fashion trends and
customer preferences in a timely manner by consistently offering stylish, quality merchandise assortments at
competitive prices. We continuously assess emerging styles and trends and focus on developing a merchandise
assortment to meet customer preferences. Even with these efforts, we cannot be certain that we will be able to
successfully meet constantly changing customer demands. One of our strategic initiatives is to transform our largest
stores into a collection of Shops showcasing major apparel and brands. Our goal is for our transformed merchandise
and brand image to expand our customer base while continuing to appeal to our traditional, core customer. To the
extent our predictions regarding our merchandise or the vendors selected for our Shops differ from our customers’
preferences, we may be faced with reduced sales and excess inventories for some products and/or missed
opportunities for others. Any sustained failure to identify and respond to emerging trends in lifestyle and customer
preferences and buying trends could have an adverse impact on our business. In addition, merchandise misjudgments
may adversely impact the perception or reputation of our Company, which could result in declines in customer loyalty
and vendor relationship issues, and ultimately have a material adverse effect on our business, financial condition and
results of operations.

Our ability to increase sales and store productivity is largely dependent upon our ability to increase customer traffic.

Customer traffic depends upon our ability to successfully market compelling merchandise assortments as well as
present an appealing shopping environment and experience to existing customers and new customers. In the first year
of our transformation, our store customer traffic significantly decreased compared to the prior year. As part of the
re-imagination of our stores, we are changing our merchandise assortment, building new Shops and creating the Street
in our largest stores. These changes are designed to increase customer traffic and the amount of time that our
customers spend in our stores. There can be no assurance that our efforts to increase customer traffic and visit time in
our stores will be successful or will result in increased sales. We may need to respond to any declines in customer
traffic by increasing markdowns or changing marketing strategies to attract customers to our stores, which could
adversely impact our gross margins, operating results and cash flows from operating activities.

If we are unable to manage our inventory effectively, our gross margins could be adversely affected.

Our profitability depends upon our ability to manage appropriate inventory levels and respond quickly to shifts in
consumer demand patterns. We must properly execute our inventory management strategies by appropriately
allocating merchandise among our stores, timely and efficiently distributing inventory to stores, maintaining an
appropriate mix and level of inventory in stores, appropriately changing the allocation of floor space of stores among
product categories to respond to customer demand and effectively managing pricing and markdowns. If we

13
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overestimate customer demand for our merchandise, we will likely need to record inventory markdowns and move the
excess inventory to be sold at clearance prices which would negatively impact our gross margins and operating
results. If we underestimate customer demand for our merchandise, we may experience inventory shortages which
may result in missed sales opportunities and have a negative impact on customer loyalty.

The implementation of our new store layout may result in reduced sales or profitability.

Our new store layout is focused on presenting a streamlined visual display for our customers. A number of strategic
initiatives related to our store layout have the effect of reducing the amount of merchandise displayed in our

stores. Our Shops initiative showcases a curated selection of merchandise, which will require us to promptly replenish
inventory and maintain the Shops’ distinctive, organized appearance. Our Street initiative will devote significant space
to customer experiences, which will decrease the square footage allocated to merchandise in our stores. During the
transformation, a portion of our stores will be under construction, which could also reduce the amount of space
available to display merchandise and have an adverse impact on our appealing shopping environment. There is no
assurance that the execution of strategies to transform our new store layout will result in increased sales or
profitability.

We cannot assure that our internal and external sources of liquidity will at all times be sufficient for our cash
requirements.

We must have sufficient sources of liquidity to fund our working capital requirements, capital improvement plans,
service our outstanding indebtedness and finance investment opportunities. The principal sources of our liquidity are
funds generated from operating activities, available cash and cash equivalents, borrowings under our credit facilities,
other debt financings and sales of non-operating assets. Our operating losses during the first year of our
transformation have limited our capital resources. Our ability to achieve our business and cash flow plans is based on
a number of assumptions which involve significant judgments and estimates of future performance, borrowing
capacity and credit availability, which cannot at all times be assured. In addition, we are seeking a declaratory
judgment that we are not in breach of our Indenture dated April 1, 1994, which if decided unfavorably, could have an
adverse impact on our liquidity. See “Risk Factors — Legal and regulatory proceedings could have an adverse impact on
our results of operations” Accordingly, we cannot assure that cash flows and other internal and external sources of
liquidity will at all times be sufficient for our cash requirements. If necessary, we may need to consider actions and
steps to improve our cash position and

7
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mitigate any potential liquidity shortfall, such as modifying our business plan, pursuing additional financing to the
extent available, reducing capital expenditures, pursuing and evaluating other alternatives and opportunities to obtain
additional sources of liquidity and other potential actions seeking to reduce costs, which we cannot assure would be
successful. We cannot assure that any of these actions would be sufficient or available or available on favorable
terms. Any inability to generate or obtain sufficient levels of liquidity to meet our cash requirements at the level and
times needed could have a material adverse impact on our business, liquidity and financial position.

Our ability to obtain any additional financing or any refinancing of our debt, if needed at any time, depends upon
many factors, including our existing level of indebtedness and restrictions in our debt facilities, historical business
performance, financial projections, prospects and creditworthiness and external economic conditions and general
liquidity in the credit and capital markets. Any additional debt, equity or equity-linked financing may require
modification of our existing debt agreements, which we cannot assure would be obtainable. Any additional financing
or refinancing could also be at higher costs and require us to satisfy more restrictive covenants, which could further
limit or restrict our business and results of operations, or be dilutive to our stockholders.

The failure to retain, attract and motivate our employees, including employees in key positions, could have an adverse
impact on our results of operations.

Our results depend on the contributions of our employees, including our senior management team and other key
employees. This depends to a great extent on our ability to retain, attract and motivate talented employees throughout
the organization, many of whom, particularly in the stores, are in entry level or part-time positions with historically
high rates of turnover. The transformational changes to our business model will require new competencies in some
positions, which may be difficult to obtain at a reasonable cost, if at all. Our ability to meet our changing labor needs
while controlling our costs is also subject to external factors such as unemployment levels, competing wages and
potential union organizing efforts. Because of our lower than expected operating results during the first year of our
transformation, we have not generally paid bonuses, and salary increases and incentive compensation opportunities
could be limited. Any prolonged inability to provide salary increases or incentive compensation opportunities during
our transformation could have an adverse impact on our ability to attract, retain and motivate our employees. If we
are unable to retain, attract and motivate talented employees with the appropriate skill sets for our new business
model, or if the changes to our organizational structure or business model adversely affect morale or retention, we
may not achieve our objectives and our results of operations could be adversely impacted. In addition, the loss of one
or more of our key personnel or the inability to effectively identify a suitable successor to a key role in our senior
management could have a material adverse effect on our business.

The reduction and restructuring of our workforce may adversely impact our operating efficiency.

15
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As part of our cost reduction initiatives, we have significantly reduced our corporate and operations headcount,
including management level employees, and distribution and field employees. These reductions, combined with our
voluntary early retirement plan initiated in 2011 and voluntary departures of employees, have resulted in a substantial
amount of turnover of officers and line managers with specific knowledge relating to us, our operations and our
industry that could be difficult to replace. We now operate with significantly fewer individuals who have assumed
additional duties and responsibilities and we could have additional workforce reductions in the future. In addition, our
business has shifted towards a decentralized management structure that distributes significant control and
decision-making powers among our senior management team and other key employees, some of whom are located in
satellite offices. These workforce changes may negatively impact communication, morale, management cohesiveness
and effective decision-making, which could have an adverse impact on our operating efficiency.

Actions taken under our cost reduction initiatives may not produce the savings expected.

As part of our transformation, we have implemented cost reduction initiatives, including significant workforce
reductions, significant reductions in projected marketing spend and other cost and spend reductions. We have
forecasted substantial cost savings from these initiatives based on a number of assumptions and expectations which, if
achieved, would improve our profitability and cash flows from operating activities. There can be no assurance that
actual results achieved will not vary materially from what we have assumed and forecasted, which could have a
material adverse impact on our results of operations, liquidity and financial position.

We must protect against security breaches or other disclosures of private data of our customers as well as of our
employees and other third parties.

As part of our normal operations, we receive and maintain personal information about our customers, our employees
and other third parties. The confidentiality of all of our internal private data must at all times be protected against
security breaches or other disclosure. We have systems and processes in place that are designed to protect information
and protect against security and data breaches as well as fraudulent transactions and other activities. Despite our
safeguards and security processes and protections, we cannot be assured that all of our systems and processes are free
from vulnerability to security breaches or inadvertent data disclosure by third parties or us. Any failure to protect the
confidential data of our customers or of our employees or other third parties could
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materially damage our brand and reputation as well as result in significant damage claims, any of which could have a
material adverse impact on our business and results of operations.

Our operations are dependent on information technology systems; disruptions in those systems or increased costs
relating to their implementation could have an adverse impact on our results of operations.

Our operations are dependent upon the integrity, security and consistent operation of various systems and data centers,
including the point-of-sale systems in the stores, our Internet website, data centers that process transactions,
communication systems and various software applications used throughout our Company to track inventory flow,
process transactions and generate performance and financial reports.

In July 2012, we announced plans to implement an integrated suite of products from a third party vendor to simplify
our processes and reduce our use of customized existing legacy systems. We expect to implement the initial phase of
these systems in May 2013. Implementing new systems carries substantial risk, including implementation delays, cost
overruns, disruption of operations, potential loss of data or information, lower customer satisfaction resulting in lost
customers or sales, inability to deliver merchandise to our stores or our customers, and the potential inability to meet
reporting requirements. There can be no assurances that we will successfully launch the new systems as planned, that
the new systems will perform as expected or that the new systems will be implemented without disruptions to our
operations, any of which may cause critical information upon which we rely to be delayed, unreliable, corrupted,
insufficient or inaccessible.

We also outsource various information technology functions to third party service providers and may outsource other
functions in the future. We rely on those third party service providers to provide services on a timely and effective
basis and their failure to perform as expected or as required by contract could result in disruptions and costs to our
operations.

We are also implementing other technologies including programs that enable our employees to provide high quality
service to our customers and to provide our customers a better experience, including the use of mobile
point-of-service and an enhanced standard point-of-service technology. We may not be able to effectively implement
new technology-driven products and services or be successful in marketing these products and services to our
customers. Our new or upgraded technology might not provide the anticipated benefits, it might take longer than
expected to realize the anticipated benefits, may cost more than the expected costs to implement or the technology
might fail altogether.

Disruptions in our Internet website could have an adverse impact on our sales and results of operations.
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We sell merchandise over the Internet through our website, www.jcp.com. Our Internet operations are subject to
numerous risks, including rapid technological change and the implementation of new systems and platforms; liability
for online content; violations of state or federal laws, including those relating to online privacy; credit card fraud;
problems associated with the operation of our website and related support systems; computer viruses;
telecommunications failures; electronic break-ins and similar disruptions; and the allocation of inventory between our
website and department stores. The failure of our website to perform could result in disruptions and costs to our
operations and make it more difficult for customers to purchase merchandise online, which could have an adverse
impact on our sales and results of operations.

Changes in our credit ratings may limit our access to capital markets and adversely affect our liquidity.

The credit rating agencies periodically review our capital structure and the quality and stability of our earnings, as a
result of which we have experienced multiple corporate credit ratings downgrades. These downgrades, and any future
downgrades, to our long-term credit ratings could result in reduced access to the credit and capital markets and higher
interest costs on future financings. The future availability of financing will depend on a variety of factors, such as
economic and market conditions, the availability of credit and our credit ratings, as well as the possibility that lenders
could develop a negative perception of us. If required, we may not be able to obtain additional financing, on favorable
terms or at all.

Our profitability depends on our ability to source merchandise and deliver it to our customers in a timely and
cost-effective manner.

Our merchandise is sourced from a wide variety of suppliers, and our business depends on being able to find qualified
suppliers and access products in a timely and efficient manner. Inflationary pressures on commodity prices and other
input costs could increase our cost of goods, and an inability to pass such cost increases on to our customers or a
change in our merchandise mix as a result of such cost increases could have an adverse impact on our profitability.
Additionally, the impact of current and future economic conditions on our suppliers cannot be predicted and may
cause our suppliers to be unable to access financing or become insolvent and thus become unable to supply us with
products.
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Our arrangements with our suppliers and vendors may be impacted by our financial results or financial position.

Substantially all of our merchandise suppliers and vendors sell to us on open account purchase terms. There is a risk
that our suppliers and vendors could respond to any actual or apparent decrease in or any concern with our financial
results or liquidity by requiring or conditioning their sale of merchandise to us on more stringent payment terms, such
as by requiring standby letters of credit, earlier or advance payment of invoices, payment upon delivery or other
assurances or credit support or by choosing not to sell merchandise to us at all. There can be no assurance that one or
more of our suppliers may not slow or cease merchandise shipments or require or condition their sale or shipment of
merchandise on more stringent payment terms. If any of the above circumstances were to occur, our need for
additional liquidity in the near term could significantly increase. Such circumstances, if they were to occur, could
materially disrupt our supply of merchandise which could have a material adverse effect on our sales, customer
satisfaction, cash flows, liquidity and financial position.

Our revolving credit facility limits our borrowing capacity to the value of certain of our assets and contains provisions
that could restrict our operations.

Our borrowing capacity under our revolving credit facility varies according to the Company’s inventory levels,
accounts receivable and credit card receivables, net of certain reserves. In the event of any material decrease in the
amount of or appraised value of these assets, our borrowing capacity would similarly decrease, which could adversely
impact our business and liquidity.

Our revolving credit facility contains customary affirmative and negative covenants and certain restrictions on
operations become applicable if our availability falls below certain thresholds. These covenants could impose
significant operating and financial limitations and restrictions on us, including restrictions on our ability to enter into
particular transactions and to engage in other actions that we may believe are advisable or necessary for our
business. In addition, the revolving credit facility provides for a springing fixed charge coverage ratio if our
availability falls below a specified threshold.

In the event of a default that is not cured or waived within any applicable cure periods, the lenders’ commitment to
extend further credit under our revolving credit facility could be terminated, our outstanding obligations could become
immediately due and payable, outstanding letters of credit may be required to be cash collateralized and remedies may
be exercised against the collateral, which generally consists of the Company’s inventory, accounts receivable and
deposit accounts and cash credited thereto. If we are unable to borrow under our revolving credit facility, we may not
have the necessary cash resources for our operations and, if any event of default occurs, there is no assurance that we
would have the cash resources available to repay such accelerated obligations or cash collateralize our letters of credit,
which would have a material adverse effect on our business, financial condition and liquidity.
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Operating results and cash flows at the store level may cause us to incur asset impairment charges.

Long-lived assets, primarily property and equipment, are reviewed at the store level at least annually for impairment,
or whenever changes in circumstances indicate that a full recovery of net asset values through future cash flows is in
question. Our impairment review requires us to make estimates and projections regarding, but not limited to, sales,
operating profit and future cash flows. If these estimates or projections change or prove incorrect, we may be required
to record asset impairment charges on certain store locations and other property and equipment. In fiscal 2012, we
began shifting our business model from a promotional department store to a specialty department store and our sales
and operating profit declined significantly. If our operating performance begins to reflect a sustained decline and
actual results are not consistent with our estimates and projections, we may be exposed to significant asset impairment
charges in the future, which could be material to our results of operations.

We are subject to risks associated with importing merchandise from foreign countries.

A substantial portion of our merchandise is sourced by our vendors and by us outside of the United States. All of our
suppliers must comply with our supplier legal compliance program and applicable laws, including consumer and
product safety laws. Although we diversify our sourcing and production by country and supplier, the failure of a
supplier to produce and deliver our goods on time, to meet our quality standards and adhere to our product safety
requirements or to meet the requirements of our supplier compliance program or applicable laws, or our inability to
flow merchandise to our stores or through the Internet channel in the right quantities at the right time could adversely
affect our profitability and could result in damage to our reputation.

Although we have implemented policies and procedures designed to facilitate compliance with laws and regulations
relating to doing business in foreign markets and importing merchandise from abroad, there can be no assurance that
suppliers and other third parties with whom we do business will not violate such laws and regulations or our policies,
which could subject us to liability and could adversely affect our results of operations.
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We are subject to the various risks of importing merchandise from abroad and purchasing product made in foreign
countries, such as

potential disruptions in manufacturing, logistics and supply;

changes in duties, tariffs, quotas and voluntary export restrictions on imported merchandise;
strikes and other events affecting delivery;

consumer perceptions of the safety of imported merchandise;

product compliance with laws and regulations of the destination country;

- product liability claims from customers or penalties from government agencies relating to products that are recalled,
defective or otherwise noncompliant or alleged to be harmful;

- concerns about human rights, working conditions and other labor rights and conditions and environmental impact in
foreign countries where merchandise is produced and raw materials or components are sourced, and changing labor,
environmental and other laws in these countries;
compliance with laws and regulations concerning ethical business practices, such as the U.S. Foreign Corrupt
Practices Act; and
economic, political or other problems in countries from or through which merchandise is imported.

Political or financial instability, trade restrictions, tariffs, currency exchange rates, labor conditions, transport capacity
and costs, systems issues, problems in third party distribution and warehousing and other interruptions of the supply
chain, compliance with U.S. and foreign laws and regulations and other factors relating to international trade and
imported merchandise beyond our control could affect the availability and the price of our inventory. A significant
amount of merchandise we offer for sale is made in China and accordingly, a revaluation of the Chinese currency, or
increased market flexibility in the exchange rate for that currency, increasing its value relative to the U.S. dollar, could
potentially result in a significant increase in the cost of inventory. These risks and other factors relating to foreign
trade could subject us to liability or hinder our ability to access suitable merchandise on acceptable terms, which could
adversely impact our results of operations.

Our Company’s growth and profitability depend on the levels of consumer confidence and spending.

Our results of operations are sensitive to changes in overall economic and political conditions that impact consumer
spending, including discretionary spending. Many economic factors outside of our control, including the housing
market, interest rates, recession, inflation and deflation, energy costs and availability, consumer credit availability and
terms, consumer debt levels, tax rates and policy, and unemployment trends influence consumer confidence and
spending. The domestic and international political situation and actions also affect consumer confidence and spending.
Additional events that could impact our performance include pandemics, terrorist threats and activities, worldwide
military and domestic disturbances and conflicts, political instability and civil unrest. Declines in the level of
consumer spending could adversely affect our growth and profitability.
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Our business is seasonal, which impacts our results of operations.

Our annual earnings and cash flows depend to a great extent on the results of operations for the last quarter of our
fiscal year, which includes the holiday season. Our fiscal fourth-quarter results may fluctuate significantly, based on
many factors, including holiday spending patterns and weather conditions. This seasonality causes our operating
results to vary considerably from quarter to quarter.

Our profitability may be impacted by weather conditions.

Our merchandise assortments reflect assumptions regarding expected weather patterns and our profitability depends
on our ability to timely deliver seasonally appropriate inventory. Unseasonable or unexpected weather conditions such
as warm temperatures during the winter season or prolonged or extreme periods of warm or cold temperatures could
render a portion of our inventory incompatible with consumer needs. Extreme weather or natural disasters could also
severely hinder our ability to timely deliver seasonally appropriate merchandise, delay capital improvements or cause
us to close stores. A reduction in the demand for or supply of our seasonal merchandise could have an adverse effect
on our inventory levels, gross margins and results of operations.
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