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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
(Mark one)

ý QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended July 29, 2017 

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from __________ to __________

Commission file number: 0-14678

Ross Stores, Inc.
(Exact name of registrant as specified in its charter)
Delaware 94-1390387
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)

5130 Hacienda Drive, Dublin, California 94568-7579
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code (925) 965-4400

Former name, former address and former fiscal year, if N/A
changed since last report.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes ý No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).
Yes ý    No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ý  Accelerated filer o  Non-accelerated filer o  Smaller reporting company o
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o   No ý

The number of shares of Common Stock, with $.01 par value, outstanding on August 16, 2017 was 385,592,082.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Condensed Consolidated Statements of Earnings

Three Months Ended Six Months Ended

($000, except stores and per share data, unaudited) July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Sales $3,431,603 $3,180,917 $6,738,032 $6,269,912

Costs and Expenses
Cost of goods sold 2,420,942 2,251,845 4,750,908 4,428,050
Selling, general and administrative 498,276 469,511 973,095 906,435
Interest expense, net 2,341 4,213 5,510 8,577
Total costs and expenses 2,921,559 2,725,569 5,729,513 5,343,062

Earnings before taxes 510,044 455,348 1,008,519 926,850
Provision for taxes on earnings 193,505 173,442 370,962 354,310
Net earnings $316,539 $281,906 $637,557 $572,540

Earnings per share
Basic $0.83 $0.72 $1.66 $1.45
Diluted $0.82 $0.71 $1.64 $1.44

Weighted average shares outstanding (000)
Basic 383,011 393,568 384,722 394,684
Diluted 385,571 395,930 387,657 397,381

Dividends
Cash dividends declared per share $0.1600 $0.1350 $0.3200 $0.2700

Stores open at end of period 1,589 1,501 1,589 1,501
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Comprehensive Income

Three Months Ended Six Months Ended

($000, unaudited) July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Net earnings $316,539 $281,906 $637,557 $572,540

Other comprehensive (loss) income:
Change in unrealized loss on investments, net of tax (16 ) (11 ) (32 ) (23 )
Comprehensive income $316,523 $281,895 $637,525 $572,517
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Balance Sheets

($000, unaudited) July 29,
2017

January 28,
2017

July 30,
2016

Assets
Current Assets
Cash and cash equivalents $1,150,932 $1,111,599 $927,718
Short-term investments — — 1,213
Accounts receivable 103,359 75,154 97,139
Merchandise inventory 1,608,333 1,512,886 1,560,209
Prepaid expenses and other 141,793 113,410 127,401
Total current assets 3,004,417 2,813,049 2,713,680

Property and Equipment
Land and buildings 1,106,845 1,101,334 1,091,246
Fixtures and equipment 2,483,550 2,421,645 2,317,183
Leasehold improvements 1,029,457 998,508 953,700
Construction-in-progress 95,324 69,767 70,197

4,715,176 4,591,254 4,432,326
Less accumulated depreciation and amortization 2,388,063 2,263,206 2,121,845
Property and equipment, net 2,327,113 2,328,048 2,310,481

Long-term investments 1,259 1,288 1,325
Other long-term assets 181,690 166,966 168,748
Total assets $5,514,479 $5,309,351 $5,194,234

Liabilities and Stockholders’ Equity
Current Liabilities
Accounts payable $1,172,847 $1,021,735 $1,125,836
Accrued expenses and other 411,083 398,126 397,150
Accrued payroll and benefits 245,031 316,492 228,195
Income taxes payable — 16,153 —
Total current liabilities 1,828,961 1,752,506 1,751,181

Long-term debt 396,729 396,493 396,259
Other long-term liabilities 319,770 290,950 296,867
Deferred income taxes 129,135 121,385 135,597

Commitments and contingencies

Stockholders’ Equity
Common stock 3,859 3,919 3,971
Additional paid-in capital 1,253,724 1,215,715 1,179,373
Treasury stock (316,002 ) (272,846 ) (268,847 )
Accumulated other comprehensive income 59 91 159
Retained earnings 1,898,244 1,801,138 1,699,674
Total stockholders’ equity 2,839,884 2,748,017 2,614,330
Total liabilities and stockholders’ equity $5,514,479 $5,309,351 $5,194,234
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Cash Flows
Six Months Ended

($000, unaudited) July 29,
2017

July 30,
2016

Cash Flows From Operating Activities
Net earnings $637,557 $572,540
Adjustments to reconcile net earnings to net cash provided
by operating activities:
Depreciation and amortization 150,905 148,630
Stock-based compensation 42,719 36,206
Deferred income taxes 8,426 5,509
Change in assets and liabilities:
Merchandise inventory (95,447 ) (141,105 )
Other current assets (56,520 ) (34,773 )
Accounts payable 154,828 192,610
Other current liabilities (59,104 ) (13,108 )
Other long-term, net 14,566 13,045
Net cash provided by operating activities 797,930 779,554

Cash Flows From Investing Activities
Additions to property and equipment (169,316 ) (147,426 )
Increase in restricted cash and investments (247 ) (143 )
Proceeds from investments 19 514
Net cash used in investing activities (169,544 ) (147,055 )

Cash Flows From Financing Activities
Excess tax benefit from stock-based compensation — 22,682
Issuance of common stock related to stock plans 9,157 9,862
Treasury stock purchased (43,163 ) (39,328 )
Repurchase of common stock (430,085 ) (351,515 )
Dividends paid (124,962 ) (108,084 )
Net cash used in financing activities (589,053 ) (466,383 )

Net increase in cash and cash equivalents 39,333 166,116

Cash and cash equivalents:
Beginning of period 1,111,599 761,602
End of period $1,150,932 $927,718

Supplemental Cash Flow Disclosures
Interest paid $9,053 $9,053
Income taxes paid $379,154 $313,142
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Notes to Condensed Consolidated Financial Statements

Three and Six Months Ended July 29, 2017 and July 30, 2016 
(Unaudited)

Note A: Summary of Significant Accounting Policies

Basis of presentation. The accompanying unaudited interim condensed consolidated financial statements have been
prepared from the records of Ross Stores, Inc. and subsidiaries (the “Company”) without audit and, in the opinion of
management, include all adjustments (consisting of only normal, recurring adjustments) necessary to present fairly the
Company’s financial position as of July 29, 2017 and July 30, 2016, the results of operations and comprehensive
income for the three and six month periods ended July 29, 2017 and July 30, 2016, and cash flows for the six month
periods ended July 29, 2017 and July 30, 2016. The Condensed Consolidated Balance Sheet as of January 28, 2017,
presented herein, has been derived from the Company’s audited consolidated financial statements for the fiscal year
then ended.

Accounting policies followed by the Company are described in Note A to the audited consolidated financial
statements for the fiscal year ended January 28, 2017. Certain information and disclosures normally included in the
notes to annual consolidated financial statements prepared in accordance with accounting principles generally
accepted in the United States of America have been condensed or omitted for purposes of these interim condensed
consolidated financial statements. The interim condensed consolidated financial statements should be read in
conjunction with the audited consolidated financial statements, including notes thereto, contained in the Company’s
Annual Report on Form 10-K for the year ended January 28, 2017.

The results of operations and comprehensive income for the three and six month periods ended July 29, 2017 and
July 30, 2016 presented herein are not necessarily indicative of the results to be expected for the full fiscal year.

Restricted cash, cash equivalents, and investments. The Company has restricted cash, cash equivalents, and
investments that serve as collateral for certain insurance obligations of the Company. These restricted funds are
invested in bank deposits, money market mutual funds, U.S. Government and agency securities, and corporate
securities and cannot be withdrawn from the Company’s account without the prior written consent of the secured
parties. The following table summarizes total restricted cash, cash equivalents, and investments which were included
in Prepaid expenses and other and Other long-term assets in the Condensed Consolidated Balance Sheets as of
July 29, 2017, January 28, 2017, and July 30, 2016:

Restricted Assets ($000) July 29,
2017

January 28,
2017

July 30,
2016

Prepaid expenses and other $13,683 $ 13,642 $15,798
Other long-term assets 54,732 54,567 56,010
Total $68,415 $ 68,209 $71,808

The classification between current and long-term is based on the timing of expected payments of the insurance
obligations.

Property and equipment. As of July 29, 2017 and July 30, 2016, the Company had $6.5 million and $4.6 million,
respectively, of property and equipment purchased but not yet paid. These purchases are included in Property and
Equipment, Accounts payable, and Accrued expenses and other in the accompanying Condensed Consolidated
Balance Sheets.
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Cash Dividends. Dividends included in the Condensed Consolidated Statements of Cash Flows reflect cash dividends
paid during the periods shown. Dividends per share reported on the Condensed Consolidated Statements of Earnings
reflect cash dividends declared during the periods shown.

The Company's Board of Directors declared a cash dividend of $0.1600 per common share in February and May 2017
and $0.1350 per common share in March, May, August, and November 2016, respectively.

In August 2017, the Company's Board of Directors declared a cash dividend of $0.1600 per common share, payable
on September 29, 2017.

Litigation, claims, and assessments. Like many retailers, the Company has been named in class action lawsuits,
primarily in California, alleging violation of wage and hour/employment laws and consumer protection laws. Class
action litigation remains pending as of July 29, 2017.

6
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The Company is also party to various other legal and regulatory proceedings arising in the normal course of business.
Actions filed against the Company may include commercial, product and product safety, consumer, intellectual
property, and labor and employment-related claims, including lawsuits in which private plaintiffs or governmental
agencies allege that the Company violated federal, state, and/or local laws. Actions against the Company are in
various procedural stages. Many of these proceedings raise factual and legal issues and are subject to uncertainties.

In the opinion of management, the resolution of pending class action litigation and other currently pending legal and
regulatory proceedings will not have a material adverse effect on the Company’s financial condition, results of
operations, or cash flows.

Recently issued accounting standards. In May 2014, the Financial Accounting Standards Board (“FASB”) issued
Accounting Standards Update (ASU) 2014-09, Revenue from Contracts with Customers (Topic 606). The guidance
provides a five-step analysis of transactions to determine when and how revenue is recognized. The core principle of
the guidance is that a company should recognize revenue when the customer obtains control of promised goods or
services in an amount that reflects the consideration which the company expects to receive in exchange for those
goods or services. ASU 2014-09 is effective for the Company’s annual and interim reporting periods beginning in
fiscal 2018. While the Company does not expect the adoption of this new guidance to be material to its consolidated
financial statements, it does expect adoption to result in a change in the timing of recognizing revenue from breakage
for stored value cards. Breakage will be estimated and recognized based upon the historical pattern of redemption,
rather than when redemption is considered remote. Additionally, the Company expects to recognize allowances for
estimated sales returns on a gross rather than net basis in the Consolidated Financial Statements. The Company
expects to adopt the new standard under the modified retrospective method and will recognize a cumulative-effect
adjustment in retained earnings as of the adoption date.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The ASU requires balance sheet recognition
for all leases with lease terms greater than one year including a lease liability, which is a lessee‘s obligation to make
lease payments arising from a lease, measured on a discounted basis; and a right-of-use asset, which is an asset that
represents the lessee’s right to use, or control the use of, a specified asset for the lease term. ASU 2016-02 is effective
for the Company's annual and interim reporting periods beginning in fiscal 2019. The Company is currently evaluating
the effect adoption of this new guidance will have on its consolidated financial statements. Due to the substantial
number of leases that it has, the Company believes this ASU will increase assets and liabilities by the same material
amount on its consolidated balance sheet. The Company's current undiscounted minimum commitments under
noncancelable operating leases is approximately $3.6 billion. The Company does not believe adoption of this ASU
will have a significant impact to its consolidated statements of earnings, stockholders’ equity, and cash flows.

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash. ASU
2016-18 requires restricted cash and restricted cash equivalents be included with cash and cash equivalents when
reconciling the total beginning and ending amounts on the statement of cash flows. The standard also requires
companies who report cash and restricted cash separately on the balance sheet to reconcile those amounts to the
statement of cash flows. ASU 2016-18 is effective for the Company's annual and interim reporting periods beginning
in fiscal 2018. The Company does not believe adoption of this ASU will have a significant impact to its consolidated
financial statements.

Recently adopted accounting standards. In March 2016, the FASB issued ASU 2016-09, Compensation - Stock
Compensation (Topic 718) - Improvements to Employee Share-Based Payment Accounting. ASU 2016-09 provides
for changes to accounting for stock compensation including 1) excess tax benefits and tax deficiencies related to share
based payment awards will be recognized as income tax benefit or expense in the reporting period in which they occur
(previously such amounts were recognized in additional paid-in capital); 2) excess tax benefits will be classified as an
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operating activity in the statement of cash flows; and 3) the option to elect to estimate forfeitures or account for them
when they occur. The impact of recording excess tax benefits in income taxes in the Condensed Consolidated
Statement of Earnings may be material depending upon the Company's future stock price on vest date in relation to the
fair value of awards on grant date and the Company's future grants of stock-based compensation.

The Company adopted ASU 2016-09 in the first quarter of fiscal 2017 and elected to apply this adoption
prospectively, except for forfeitures which it adopted on a modified retrospective basis. Accordingly, prior periods
have not been adjusted. As a result of adoption, for the six month period ended July 29, 2017, the Company
recognized $15.1 million of excess tax benefits related to share-based payments as a reduction to its provision for
income taxes. These items were historically recorded in additional paid-in capital. The Company also presented cash
flows related to excess tax benefits as an operating activity in the Condensed Consolidated Statement of Cash Flows
and elected to account for forfeitures as incurred beginning on January 29, 2017. The

7
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impact of this accounting policy election for forfeitures was a cumulative-effect adjustment to decrease retained
earnings by $1.1 million, net of tax, as of January 29, 2017.

Note B: Fair Value Measurements

The carrying value of cash and cash equivalents, short- and long-term investments, restricted cash and cash
equivalents, restricted investments, accounts receivable, other long-term assets, accounts payable, and other long-term
liabilities approximates their estimated fair value.

Accounting standards pertaining to fair value measurements establish a three-tier fair value hierarchy which prioritizes
the inputs used in measuring fair value. The inputs used to measure fair value include: Level 1, observable inputs such
as quoted prices in active markets; Level 2, inputs other than quoted prices in active markets that are either directly or
indirectly observable; and Level 3, unobservable inputs in which little or no market data exists. This fair value
hierarchy requires the Company to develop its own assumptions and maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair value. Corporate, U.S. government and agency, and
mortgage-backed securities are classified within Level 1 or Level 2 because these securities are valued using quoted
market prices or alternative pricing sources and models utilizing market observable inputs.

There were no transfers between Level 1 and Level 2 categories during the three and six month periods ended July 29,
2017. The fair value of the Company’s financial instruments are as follows:

($000) July 29,
2017

January 28,
2017

July 30,
2016

Cash and cash equivalents (Level 1) $1,150,932 $1,111,599 $927,718

Investments (Level 2) $1,259 $1,288 $2,538

Restricted cash and cash equivalents (Level 1) $64,838 $64,581 $68,101

Restricted investments
Level 1 $— $— $3,707
Level 2 $3,577 $3,628 $—

The underlying assets in the Company’s non-qualified deferred compensation program as of July 29, 2017, January 28,
2017, and July 30, 2016 (included in Other long-term assets and in Other long-term liabilities) primarily consist of
participant-directed money market, stable value, stock, and bond funds. The fair value measurement for funds with
quoted market prices in active markets (Level 1) and for funds without quoted market prices in active markets (Level
2) are as follows:

($000) July 29,
2017

January 28,
2017

July 30,
2016

Level 1 $97,282 $ 84,933 $83,651
Level 2 17,429 15,490 16,317
Total $114,711 $ 100,423 $99,968
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Note C: Stock-Based Compensation

Stock-based compensation. For the three and six month periods ended July 29, 2017 and July 30, 2016, the Company
recognized stock-based compensation expense as follows:

Three Months
Ended

Six Months
Ended

($000) July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Restricted stock $11,019 $9,484 $21,720 $18,549
Performance awards 10,670 8,290 19,453 16,239
Employee stock purchase plan 792 716 1,546 1,418
Total $22,481 $18,490 $42,719 $36,206

Total stock-based compensation expense recognized in the Company's Condensed Consolidated Statements of
Earnings for the three and six month periods ended July 29, 2017 and July 30, 2016 is as follows:

Three Months
Ended

Six Months
Ended

Statements of Earnings Classification ($000) July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Cost of goods sold $10,316 $8,278 $20,111 $16,108
Selling, general and administrative 12,165 10,212 22,608 20,098
Total $22,481 $18,490 $42,719 $36,206

The tax benefits related to stock-based compensation expense for the three and six month periods ended July 29, 2017
were $7.8 million and $14.8 million, respectively. The tax benefits related to stock-based compensation expense for
the three and six month periods ended July 30, 2016 were $6.4 million and $12.5 million, respectively.

Restricted stock awards. The Company grants shares of restricted stock to directors, officers, and key employees. The
market value of shares of restricted stock at the date of grant is amortized to expense over the vesting period of
generally three to five years.

During the three and six month periods ended July 29, 2017 and July 30, 2016, shares purchased by the Company for
tax withholding totaled 69,934 and 646,747, and 45,063 and 682,060, respectively, and are considered treasury shares
which are available for reissuance.

Performance share awards. The Company has a performance share award program for senior executives. A
performance share award represents a right to receive shares of restricted stock on a specified settlement date based on
the Company’s attainment of a profitability-based performance goal during the performance period, which is the
Company’s fiscal year. If attained, the restricted stock then vests over a service period, generally two to three years
from the date the performance award was granted.

As of July 29, 2017, shares related to unvested restricted stock and performance share awards totaled 5.2 million
shares. A summary of restricted stock and performance share award activity for the six month period ended July 29,
2017 is presented below:

(000, except per share data) Number of
shares

Weighted
average
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grant date
fair value

Unvested at January 28, 2017 5,563 $ 43.19
Awarded 1,185 65.16
Released (1,494 ) 37.99
Forfeited (29 ) 49.75
Unvested at July 29, 2017 5,225 $ 50.39

9
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The unamortized compensation expense at July 29, 2017 was $133.6 million which is expected to be recognized over
a weighted-average remaining period of 2.2 years. The unamortized compensation expense at July 30, 2016 was
$118.9 million, which was expected to be recognized over a weighted-average remaining period of 2.2 years.

Employee stock purchase plan. Under the Employee Stock Purchase Plan (“ESPP”), eligible employees participating in
the quarterly offering period can choose to have up to the lesser of 10% of their annual base earnings or the IRS
annual share purchase limit of $25,000 in aggregate market value to purchase the Company’s common stock. The
purchase price of the stock is 85% of the closing market price on the date of purchase. Purchases occur on a quarterly
basis (on the last trading day of each calendar quarter). The Company recognizes expense for ESPP purchase rights
equal to the value of the 15% discount given on the purchase date.

2017 Equity Incentive Plan. At the Company's Annual Meeting on May 17, 2017, stockholders approved the Ross
Stores, Inc. 2017 Equity Incentive Plan ("2017 Plan") which replaced the Company's 2008 Equity Incentive Plan
("Predecessor Plan"). The 2017 Plan, which was authorized to issue a maximum of 12.0 million shares, was
immediately effective upon approval and no further awards were granted under the Predecessor Plan, which was
terminated.

Note D: Earnings Per Share

The Company computes and reports both basic earnings per share ("EPS") and diluted EPS. Basic EPS is computed
by dividing net earnings by the weighted average number of common shares outstanding for the period. Diluted EPS
is computed by dividing net earnings by the sum of the weighted average number of common shares and dilutive
common stock equivalents outstanding during the period. Diluted EPS reflects the total potential dilution that could
occur from outstanding equity plan awards, including unexercised stock options, and unvested shares of both
performance and non-performance based awards of restricted stock.

For the three and six month periods ended July 29, 2017, approximately 650,500 and 462,900 weighted average shares
were excluded from the calculation of diluted EPS because their effect would have been anti-dilutive for the period
presented. For the three and six month periods ended July 30, 2016, approximately 200 and 100 weighted average
shares were excluded from the calculation of diluted EPS because their effect would have been anti-dilutive for the
period presented.

The following is a reconciliation of the number of shares (denominator) used in the basic and diluted EPS
computations:

Three Months Ended Six Months Ended

Shares in (000s) Basic
EPS

Effect of
dilutive
common
stock
equivalents

Diluted
EPS

Basic
EPS

Effect of
dilutive
common
stock
equivalents

Diluted
EPS

July 29, 2017
Shares 383,0112,560 385,571 384,7222,935 387,657
Amount $0.83 $ (0.01 ) $ 0.82 $1.66 $ (0.02 ) $ 1.64

July 30, 2016
     Shares 393,5682,362 395,930 394,6842,697 397,381
     Amount $0.72 $ (0.01 ) $ 0.71 $1.45 $ (0.01 ) $ 1.44

Edgar Filing: ROSS STORES INC - Form 10-Q

15



10

Edgar Filing: ROSS STORES INC - Form 10-Q

16



Note E: Debt

Senior notes. Unsecured senior debt, net of unamortized discounts and debt issuance costs, consisted of the following:

($000) July 29,
2017

January 28,
2017

July 30,
2016

6.38% Series A Senior Notes due 2018 $84,956 $ 84,939 $84,923
6.53% Series B Senior Notes due 2021 64,912 64,902 64,892
3.375% Senior Notes due 2024 246,861 246,652 246,444
Total $396,729 $ 396,493 $396,259

As of July 29, 2017, the Company had outstanding unsecured 3.375% Senior Notes due September 2024 (the “2024
Notes”) with an aggregate principal amount of $250 million. Interest on the 2024 Notes is payable semi-annually.

As of July 29, 2017, the Company also had outstanding two other series of unsecured senior notes in the aggregate
principal amount of $150 million, held by various institutional investors. The Series A notes totaling $85 million are
due in December 2018 and bear interest at 6.38%. The Series B notes totaling $65 million are due in December 2021
and bear interest at 6.53%. Borrowings under these senior notes are subject to certain financial covenants, including
interest coverage and other financial ratios. As of July 29, 2017, the Company was in compliance with these
covenants.

As of July 29, 2017, January 28, 2017, and July 30, 2016, total unamortized discount and debt issuance costs were
$3.3 million, $3.5 million, and $3.7 million, respectively, and were classified as a reduction of Long-term debt.

The 2024 Notes, Series A, and Series B senior notes are all subject to prepayment penalties for early payment of
principal.

The aggregate fair value of the three outstanding senior note issuances was approximately $421 million, $419 million,
and $442 million as of July 29, 2017, January 28, 2017, and July 30, 2016, respectively. The fair value is estimated by
obtaining comparable market quotes which are considered to be Level 1 inputs under the fair value measurements and
disclosures guidance.

The table below shows the components of interest expense and income for the three and six month periods ended
July 29, 2017 and July 30, 2016:

Three Months
Ended

Six Months
Ended

($000) July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Interest expense on long-term debt $4,644 $ 4,643 $9,288 $ 9,286
Other interest expense 233 230 502 553
Capitalized interest (120 ) (5 ) (182 ) (9 )
Interest income (2,416 ) (655 ) (4,098 ) (1,253 )
Interest expense, net $2,341 $ 4,213 $5,510 $ 8,577

Revolving credit facility. The Company's $600 million unsecured revolving credit facility expires in April 2021 and
contains a $300 million sublimit for issuance of standby letters of credit (subject to increase in proportion to any
increase in the size of the credit facility). The facility also contains an option allowing the Company to increase the
size of its credit facility by up to an additional $200 million, with the agreement of the lenders. Interest on any
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borrowings under this facility is based on LIBOR plus an applicable margin (currently 100 basis points) and is
payable quarterly and upon maturity. The revolving credit facility may be extended, at the Company’s option, for an
additional one year period, subject to customary conditions. As of July 29, 2017, the Company had no borrowings or
standby letters of credit outstanding under this facility and the $600 million credit facility remains in place and
available.

The revolving credit facility is subject to a financial leverage ratio covenant. As of July 29, 2017, the Company was in
compliance with this covenant.
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Note F: Taxes on Earnings

For the six month period ended July 29, 2017, $15.1 million of excess tax benefits related to stock-based
compensation were recognized as a reduction to the provision for taxes on earnings as a result of the adoption of ASU
2016-09. Please refer to Note A for more details regarding the adoption of ASU 2016-09.

As of July 29, 2017, January 28, 2017, and July 30, 2016, the reserves for unrecognized tax benefits were $108.1
million, $98.6 million, and $105.4 million inclusive of $20.1 million, $17.5 million, and $21.7 million of related
interest and penalties, respectively. The Company accounts for interest and penalties related to unrecognized tax
benefits as a part of its provision for taxes on earnings. If recognized, $55.2 million would impact the Company’s
effective tax rate. The difference between the total amount of unrecognized tax benefits and the amounts that would
impact the effective tax rate relates to amounts attributable to deferred income tax assets and liabilities. These
amounts are net of federal and state income taxes.

It is reasonably possible that certain federal and state tax matters may be concluded or statutes of limitations may
lapse during the next twelve months. Accordingly, the total amount of unrecognized tax benefits may decrease,
reducing the provision for taxes on earnings by up to $3.1 million.

The Company is open to audit by the Internal Revenue Service under the statute of limitations for fiscal years 2013
through 2016. The Company’s state income tax returns are generally open to audit under the various statutes of
limitations for fiscal years 2012 through 2016. Certain federal and state tax returns are currently under audit by
various tax authorities. The Company does not expect the results of these audits to have a material impact on the
consolidated financial statements.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of Ross Stores, Inc.:

We have reviewed the accompanying condensed consolidated balance sheets of Ross Stores, Inc. and subsidiaries (the
“Company”) as of July 29, 2017 and July 30, 2016, and the related condensed consolidated statements of earnings and
comprehensive income for the three month and six month periods ended July 29, 2017 and July 30, 2016 and of cash
flows for the six month periods ended July 29, 2017 and July 30, 2016. These interim financial statements are the
responsibility of the Company's management.

We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board
(United States). A review of interim financial information consists principally of applying analytical procedures and
making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an
audit conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.
Based on our reviews, we are not aware of any material modifications that should be made to such condensed
consolidated interim financial statements for them to be in conformity with accounting principles generally accepted
in the United States of America.
We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Ross Stores, Inc. and subsidiaries as of January 28, 2017, and the
related consolidated statements of earnings, comprehensive income, stockholders' equity, and cash flows for the year
then ended (not presented herein); and in our report dated March 28, 2017, we expressed an unqualified opinion on
those consolidated financial statements. In our opinion, the information set forth in the accompanying condensed
consolidated balance sheet as of January 28, 2017, is fairly stated, in all material respects, in relation to the
consolidated balance sheet from which it has been derived.

/s/Deloitte & Touche LLP

San Francisco, California
September 6, 2017 

13

Edgar Filing: ROSS STORES INC - Form 10-Q

20



ITEM 2.    MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF
OPERATIONS

This section and other parts of this Form 10-Q contain forward-looking statements that involve risks and uncertainties.
Our actual results may differ materially from the results discussed in the forward-looking statements. Factors that
might cause such differences include, but are not limited to, those discussed below under the caption
"Forward-Looking Statements" and in Part I, Item 1A (Risk Factors) of our Annual Report on Form 10-K for 2016.
The following discussion should be read in conjunction with the condensed consolidated financial statements and
notes thereto included elsewhere in this Quarterly Report on Form 10-Q and the consolidated financial statements and
notes thereto in our Annual Report on Form 10-K for 2016. All information is based on our fiscal calendar.

Overview

Ross Stores, Inc. operates two brands of off-price retail apparel and home fashion stores -- Ross Dress for Less®

(“Ross”) and dd’s DISCOUNTS®. Ross is the largest off-price apparel and home fashion chain in the United States with
1,384 locations in 37 states, the District of Columbia and Guam as of July 29, 2017. Ross offers first-quality,
in-season, name brand and designer apparel, accessories, footwear, and home fashions for the entire family at savings
of 20% to 60% off department and specialty store regular prices every day. We also operate 205 dd’s DISCOUNTS
stores in 16 states that feature a more moderately-priced assortment of first-quality, in-season, name brand apparel,
accessories, footwear, and home fashions for the entire family at savings of 20% to 70% off moderate department and
discount store regular prices every day.

Results of Operations

The following table summarizes the financial results for the three and six month periods ended July 29, 2017 and
July 30, 2016:

Three Months
Ended Six Months Ended

July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Sales
Sales (millions) $3,432 $3,181 $6,738 $6,270
Sales growth 7.9 % 7.2 % 7.5 % 6.2 %
Comparable store sales growth 4 % 4 % 4 % 3 %

Costs and expenses (as a percent of sales)
Cost of goods sold 70.5 % 70.8 % 70.5 % 70.6 %
Selling, general and administrative 14.5 % 14.8 % 14.4 % 14.5 %
Interest expense, net 0.1 % 0.1 % 0.1 % 0.1 %

Earnings before taxes (as a percent of sales) 14.9 % 14.3 % 15.0 % 14.8 %

Net earnings (as a percent of sales) 9.2 % 8.9 % 9.5 % 9.1 %
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Stores. Our expansion strategy is to open additional stores based on market penetration, local demographic
characteristics, competition, expected store profitability, and the ability to leverage overhead expenses. We
continually evaluate opportunistic real estate acquisitions and opportunities for potential new store locations. We also
evaluate our current store locations and determine store closures based on similar criteria.

Three Months Ended Six Months Ended
Store Count July 29, 2017 July 30, 2016 July 29, 2017 July 30, 2016
Beginning of the period 1,561 1,473 1,533 1,446
Opened in the period 28 31 56 59
Closed in the period — (3 ) — (4 )
End of the period 1,589 1,501 1,589 1,501

Sales. Sales for the three month period ended July 29, 2017, increased $251 million, or 7.9%, compared to the three
month period ended July 30, 2016, due to the opening of 88 net new stores between July 30, 2016 and July 29, 2017
and a 4% increase in “comparable” store sales (defined as stores that have been open for more than 14 complete
months).

Sales for the six month period ended July 29, 2017, increased $468 million, or 7.5%, compared to the six month
period ended July 30, 2016, due to the opening of 88 net new stores between July 30, 2016 and July 29, 2017 and a
4% increase in comparable store sales.

Our sales mix for the three and six month periods ended July 29, 2017 and July 30, 2016 is shown below:

Three Months Ended Six Months Ended
July 29, 2017 July 30, 2016 July 29, 2017 July 30, 2016

Ladies 29 % 29 % 29 % 29 %
Home Accents and Bed and Bath 24 % 24 % 24 % 24 %
Shoes 14 % 13 % 14 % 14 %
Men's 14 % 14 % 13 % 13 %
Accessories, Lingerie, Fine Jewelry, and
Fragrances 12 % 12 % 12 % 12 %

Children's 7 % 8 % 8 % 8 %
Total 100 % 100 % 100 % 100 %

We intend to address the competitive climate for off-price apparel and home goods by pursuing and refining our
existing strategies and by continuing to strengthen our organization, diversify our merchandise mix, and more fully
develop our systems to improve regional and local merchandise offerings. Although our strategies and store expansion
program contributed to sales gains for the three and six month periods ended July 29, 2017, we cannot be sure that
they will result in a continuation of sales growth or in an increase in net earnings.

Cost of goods sold. Cost of goods sold for the three and six month periods ended July 29, 2017, increased $169
million and $323 million compared to the same periods in the prior year, mainly due to increased sales from the
opening of 88 net new stores and a 4% increase in comparable store sales.

Cost of goods sold as a percentage of sales for the three month period ended July 29, 2017, decreased approximately
25 basis points from the same period in the prior year, primarily due to a 35 basis point increase in merchandise
margin and lower occupancy and distribution costs of 20 and 10 basis points, respectively. These improvements were
partially offset by 25 and 15 basis point increases in freight expenses and buying costs, respectively.
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Cost of goods sold as a percentage of sales for the six month period ended July 29, 2017, decreased approximately 10
basis points from the same period in the prior year, primarily due to a 25 basis point increase in merchandise margin
and lower occupancy and distribution costs of 10 basis points each. These improvements were partially offset by 30
and five basis point increases in freight expenses and buying costs, respectively.
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We cannot be sure that the gross profit margins realized for the three and six month periods ended July 29, 2017, will
continue in the future.

Selling, general and administrative expenses. For the three and six month periods ended July 29, 2017, selling, general
and administrative expenses ("SG&A") increased $29 million and $67 million compared to the same periods in the
prior year, mainly due to increased store operating costs reflecting the opening of 88 net new stores between July 30,
2016 and July 29, 2017.

Selling, general and administrative expenses as a percentage of sales for the three and six month periods ended
July 29, 2017, improved approximately 25 and five basis points from the same periods in the prior year primarily due
to a non-recurring benefit from legal-related costs, partially offset by higher wages.

Interest expense, net. Net interest expense for the three and six month periods ended July 29, 2017, decreased
compared to the same periods in the prior year primarily due to an increase in interest income. Interest expense for the
three and six month periods ended July 29, 2017 and July 30, 2016 consists of the following:

Three Months
Ended

Six Months
Ended

($000) July 29,
2017

July 30,
2016

July 29,
2017

July 30,
2016

Interest expense on long-term debt $4,644 $ 4,643 $9,288 $ 9,286
Other interest expense 233 230 502 553
Capitalized interest (120 ) (5 ) (182 ) (9 )
Interest income (2,416 ) (655 ) (4,098 ) (1,253 )
Interest expense, net $2,341 $ 4,213 $5,510 $ 8,577

Taxes on earnings. Our effective tax rate for both the three month periods ended July 29, 2017 and July 30, 2016 was
approximately 38%, and our effective tax rates for the six month periods ended July 29, 2017 and July 30, 2016 were
approximately 37% and 38%, respectively. The decrease in effective tax rate for the six month period ended July 29,
2017, was primarily due to the recognition of excess tax benefits from stock-based compensation as a reduction to the
provision for taxes on earnings upon the adoption of ASU 2016-09 (see Note A). The effective tax rate represents the
applicable combined federal and state statutory rates reduced by the federal benefit of state taxes deductible on federal
returns. The effective tax rate is impacted by changes in tax law and accounting guidance, location of new stores, level
of earnings, and the resolution of tax positions with various taxing authorities. We anticipate that our effective tax rate
for fiscal 2017 will be between 37% and 38%.

Net earnings. Net earnings as a percentage of sales for the three month period ended July 29, 2017, was higher
compared to the same period in the prior year primarily due to lower cost of goods sold and lower SG&A as a
percentage of sales. Net earnings as a percentage of sales for the six month period ended July 29, 2017, was higher
compared to the same period in the prior year primarily due to lower cost of goods sold and lower SG&A as a
percentage of sales, and also due to a decrease in effective tax rate upon the adoption of ASU 2016-09 (see Note A).

Earnings per share. Diluted earnings per share for the three and six month periods ended July 29, 2017, were $0.82
and $1.64, compared to $0.71 and $1.44 for the three and six month periods ended July 30, 2016. The increase in
diluted earnings per share for the three and six month periods ended July 29, 2017, is attributable to an increase in net
earnings and a 3% and 2% reduction, respectively, in weighted average diluted shares outstanding due to stock
repurchases under our stock repurchase program.
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Financial Condition

Liquidity and Capital Resources

Our primary sources of funds for our business activities are cash flows from operations and short-term trade credit.
Our primary ongoing cash requirements are for merchandise inventory purchases, payroll, rent, taxes, and capital
expenditures in connection with new and existing stores, and investments in distribution centers, information systems,
and buying and corporate offices. We also use cash to repurchase stock under our stock repurchase program and to
pay dividends.

Six Months Ended

($000) July 29,
2017

July 30,
2016

Cash provided by operating activities $797,930 $779,554
Cash used in investing activities (169,544 ) (147,055 )
Cash used in financing activities (589,053 ) (466,383 )
Net increase in cash and cash equivalents $39,333 $166,116

Operating Activities

Net cash provided by operating activities was $797.9 million and $779.6 million for the six month periods ended
July 29, 2017 and July 30, 2016, respectively, and was primarily driven by net earnings excluding non-cash expenses
for depreciation and amortization. Our primary source of operating cash flow is the sale of our merchandise inventory.
We regularly review the age and condition of our merchandise and are able to maintain current merchandise inventory
in our stores through replenishment processes and liquidation of slower-moving merchandise through clearance
markdowns.

The increase in cash flow from operating activities for the six month period ended July 29, 2017, compared to the
same period in the prior year was primarily driven by higher earnings and also by the timing of merchandise receipts
and related payments versus last year, partially offset by higher estimated income tax payments. The timing of
merchandise receipts and related payments versus last year resulted in higher accounts payable leverage (defined as
accounts payable divided by merchandise inventory) which was 73%, 68%, and 72% as of July 29, 2017, January 28,
2017, and July 30, 2016, respectively.

As a regular part of our business, packaway inventory levels will vary over time based on availability of compelling
opportunities in the marketplace. Packaway merchandise is purchased with the intent that it will be stored in our
warehouses until a later date. The timing of the release of packaway inventory to our stores is principally driven by the
product mix and seasonality of the merchandise, and its relation to our store merchandise assortment plans. As such,
the aging of packaway varies by merchandise category and seasonality of purchase, but typically packaway remains in
storage less than six months. We expect to continue to take advantage of packaway inventory opportunities to
maximize our ability to deliver bargains to our customers.

Changes in packaway inventory levels impact our operating cash flow. As of July 29, 2017, packaway inventory was
46% of total inventory compared to 49% at the end of fiscal 2016. As of July 30, 2016, packaway inventory was 47%
of total inventory compared to 47% at the end of fiscal 2015.

Investing Activities
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Net cash used in investing activities was $169.5 million and $147.1 million for the six month periods ended July 29,
2017 and July 30, 2016, respectively. The increase in cash used for investing activities for the six month period ended
July 29, 2017, compared to the six month period ended July 30, 2016, was primarily due to an increase in our capital
expenditures.

Our capital expenditures were $169.3 million and $147.4 million for the six month periods ended July 29, 2017 and
July 30, 2016, respectively. Our capital expenditures include costs to open new stores and improve existing stores;
build, expand, and improve distribution centers; and for various other expenditures related to our information
technology systems, and our buying and corporate offices.

We are forecasting approximately $400 million in capital expenditures for fiscal year 2017 to fund costs for fixtures
and leasehold improvements to open new stores and improve existing stores; build, expand, and improve distribution
centers; and for various other expenditures related to our information technology systems, and our buying and
corporate offices. We expect to fund capital expenditures with available cash and cash flows from operations.
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Financing Activities

Net cash used in financing activities was $589.1 million and $466.4 million for the six month periods ended July 29,
2017 and July 30, 2016, respectively. For the six month periods ended July 29, 2017 and July 30, 2016, our liquidity
and capital requirements were provided by available cash and cash flows from operations. The increase in cash used
for financing activities for the six month period ended July 29, 2017, compared to the six month period ended July 30,
2016, was primarily due to an increase in the repurchase of our common stock under our stock repurchase program
and due to the adoption of ASU 2016-09 (see Note A) which resulted in the excess tax benefits related to share-based
payments presented prospectively in the 2017 fiscal period as an operating activity in our condensed consolidated
statement of cash flows.

We repurchased 6.9 million and 6.2 million shares of common stock for aggregate purchase prices of approximately
$430.1 million and $351.5 million during the six month periods ended July 29, 2017 and 
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