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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the proxy statement relating to the 2017 annual meeting of shareholders are incorporated by reference
into the following part of this annual report:

Part IIT — Items 10, 11, 12, 13 and 14
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Forward-looking Information

The following information should be read along with the Consolidated Financial Statements, including the
accompanying Notes appearing in this report. Any of the following are “forward-looking” statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended: (1) statements in this annual report on Form 10-K that reflect projections or expectations of our
future financial or economic performance; (2) statements that are not historical information; (3) statements of our
beliefs, intentions, plans and objectives for future operations, including those contained in “Business,” ‘“Properties,” “Legal
Proceedings,” “Controls and Procedures” and ‘“Management’s Discussion and Analysis of Financial Condition and Results
of Operations”; (4) statements relating to our operations or activities for our fiscal year ending February 3, 2018 (“fiscal
2017”) and beyond, including, but not limited to, statements regarding expected amounts of capital expenditures and
store openings, relocations, remodels and closures; and (5) statements relating to our future contingencies. When
possible, we have attempted to identify forward-looking statements by using words such as “expects,” “anticipates,”
“approximates,” “believes,” “estimates,” “hopes,” “intends,” “may,” “plans,” “could,” “should,” “will,” “would” and any varia
negative formulations of such words and similar expressions. We can give no assurance that actual results or events
will not differ materially from those expressed or implied in any such forward-looking statements. Forward-looking
statements included in this report are based on information available to us as of the filing date of this report, but
subject to known and unknown risks, uncertainties and other factors that could cause actual results to differ materially
from those contemplated by the forward-looking statements. Such factors include, but are not limited to, the
following: any actual or perceived deterioration in the conditions that drive consumer confidence and spending,
including, but not limited to, levels of unemployment, fuel, energy and food costs, wage rates, tax rates, home values,
consumer net worth and the availability of credit; uncertainties regarding the impact of any governmental responses to
the foregoing conditions; competitive factors and pricing pressures; our ability to predict and respond to rapidly
changing fashion trends and consumer demands; adverse weather or similar conditions that may affect our sales or
operations; inventory risks due to shifts in market demand, including the ability to liquidate excess inventory at
anticipated margins; and other factors discussed under “Risk Factors” in Part I, Item 1A of this annual report on Form
10-K for the fiscal year ended January 28, 2017 (“fiscal 2016), as amended or supplemented, and in other reports we
file with or furnish to the Securities and Exchange Commission (“SEC”) from time to time. We do not undertake, and
expressly decline, any obligation to update any such forward-looking information contained in this report, whether as
a result of new information, future events, or otherwise.

29 ¢ LT3

As used herein, the terms “we,” “our,” “us” (or when the context requires otherwise and similar terms), the “Company” or
“Cato” include The Cato Corporation and its subsidiaries, except that when used with reference to common stock or
other securities described herein and in describing the positions held by management of the Company, such terms
include only The Cato Corporation. Our website is located at www.catocorp.com where we make available, free of
charge, our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy
statements and other reports (including amendments to these reports) filed or furnished pursuant to Section 13(a) or
15(d) under the Securities Exchange Act of 1934. These reports are available as soon as reasonably practicable after
we electronically file these materials with the SEC. We also post on our website the charters of our Audit,
Compensation and Corporate Governance and Nominating Committees; our Corporate Governance Guidelines, Code
of Business Conduct and Ethics; and any amendments or waivers thereto; and any other publicly available corporate
governance materials contemplated by SEC or New York Stock Exchange regulations. The information contained on
our website, www.catocorp.com, is not, and should in no way be construed as, a part of this or any other report that
we filed with or furnished to the SEC.

Forward-looking Information 8
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PART 1

Item 1. Business:

General

The Company, founded in 1946, operated 1,371 fashion specialty stores at January 28, 2017, in 33 states,
principally in the southeastern United States, under the names “Cato,” “Cato Fashions,” “Cato Plus,” “It’s Fashion,” “It’s Fash:
Metro” and “Versona.” The Cato concept seeks to offer quality fashion apparel and accessories at low prices, every day
in junior/missy and plus sizes. The Cato concept’s stores and e-commerce website feature a broad assortment of
apparel and accessories, including dressy, career, and casual sportswear, dresses, coats, shoes, lingerie, costume
jewelry and handbags. A major portion of the Cato concept’s merchandise is sold under its private label and is
produced by various vendors in accordance with the concept’s specifications. The It’s Fashion and It’s Fashion Metro
concepts offer fashion with a focus on the latest trendy styles for the entire family at low prices every day. The
Versona concept’s stores and e-commerce website offer quality fashion apparel items, jewelry and accessories at
exceptional values every day. The Company’s stores range in size from 2,000 to 19,000 square feet and are located
primarily in strip shopping centers anchored by national discounters or market-dominant grocery stores. The
Company emphasizes friendly customer service and coordinated merchandise presentations in an appealing store
environment. The Company offers its own credit card and layaway plan. Credit and layaway sales under the
Company’s plan represented 8% of retail sales in fiscal 2016. See Note 14 to the Consolidated Financial Statements,
“Reportable Segment Information,” for a discussion of information regarding the Company’s two reportable segments:
retail and credit.

Business

The Company’s primary objective is to be the leading fashion specialty retailer for fashion and value in its markets.
Management believes the Company’s success is dependent upon its ability to differentiate its stores from department
stores, mass merchandise discount stores and competing specialty stores. The key elements of the Company’s business
strategy are:

Merchandise Assortment. The Company’s stores offer a wide assortment of on-trend apparel and accessory items in
primarily junior/missy, plus sizes, mens and kids sizes newborn to 7 with an emphasis on color, product coordination
and selection. Colors and styles are coordinated and presented so that outfit selection is easily made.

Value Pricing. The Company offers quality merchandise that is generally priced below comparable merchandise
offered by department stores and mall specialty apparel chains, but is generally more fashionable than merchandise

Forward-looking Information 10
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offered by discount stores. Management believes that the Company has positioned itself as the every day low price
leader in its market segment.

Strip Shopping Center Locations. The Company locates its stores principally in convenient strip centers anchored
by national discounters or market-dominant grocery stores that attract large numbers of potential customers.

Customer Service. Store managers and sales associates are trained to provide prompt and courteous
service and to assist customers in merchandise selection and wardrobe coordination.

Credit and Layaway Programs. The Company offers its own credit card and a layaway plan to make the purchase
of its merchandise more convenient for its customers.
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Merchandising

Merchandising

The Company seeks to offer a broad selection of high quality and exceptional value apparel and accessories to suit
the various lifestyles of fashion and value-conscious customers. In addition, the Company strives to offer on-trend
fashion in exciting colors with consistent fit and quality.

The Company’s merchandise lines include dressy, career, and casual sportswear, dresses, coats, shoes, lingerie,
costume jewelry, handbags, men’s wear and lines for kids and newborns. The Company primarily offers exclusive
merchandise with fashion and quality comparable to mall specialty stores at low prices, every day.

The Company believes that the collaboration of its merchandising and design teams with an expanded in-house
product development and direct sourcing function has enhanced merchandise offerings and delivers quality, exclusive
on-trend styles at lower prices. The product development and direct sourcing operations provide research on emerging
fashion and color trends, technical services and direct sourcing options.

As a part of its merchandising strategy, members of the Company’s merchandising and design staff frequently
attend trade shows to stay abreast of latest trends and styles, visit selected stores to monitor the merchandise offerings
of other retailers, regularly communicate with store operations associates and frequently confer with key vendors. The
Company also takes aggressive markdowns on slow-selling merchandise and typically does not carry over
merchandise to the next season.

Purchasing, Allocation and Distribution

Although the Company purchases merchandise from approximately 428 suppliers, most of its merchandise is
purchased from approximately 100 primary vendors. In fiscal 2016, purchases from the Company’s largest vendor
accounted for approximately 8% of the Company’s total purchases. The Company is not dependent on its largest
vendor or any other vendor for merchandise purchases, and the loss of any single vendor or group of vendors would
not have a material adverse effect on the Company’s operating results or financial condition. A substantial portion of
the Company’s merchandise is sold under its private labels and is produced by various vendors in accordance with the
Company’s strict specifications. The Company sources a majority of its merchandise directly from manufacturers
overseas. The Company purchases its remaining merchandise from domestic importers and vendors, which typically
minimizes the time necessary to purchase and obtain shipments. The Company opened its own overseas sourcing
operations in the fall of 2014, replacing the Company’s former sourcing agent in 2015. Although a significant portion
of the Company’s merchandise is manufactured overseas, the Company does not expect that any economic, political or
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social unrest in any one country would have a material adverse effect on the Company’s ability to obtain adequate
supplies of merchandise. However, the Company can give no assurance that any changes or disruptions in its
merchandise supply chain would not materially and adversely affect the Company. See “Risk Factors — Risks Relating
To Our Business — Because we source a significant portion of our merchandise directly and indirectly from overseas,
we are subject to risks associated with international operations; changes, disruptions, cost changes or other problems
affecting the Company’s merchandise supply chain could materially and adversely affect the Company’s business,
results of operations and financial condition.”

An important component of the Company’s strategy is the allocation of merchandise to individual stores based on
an analysis of sales trends by merchandise category, customer profiles and climatic conditions. A merchandise control
system provides current information on the sales activity of each merchandise style in each of the Company’s stores.
Point-of-sale terminals in the stores collect and transmit sales and inventory information to the Company’s central
database, permitting timely response to sales trends on a store-by-store basis.

Merchandising 13
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All merchandise is shipped directly to the Company’s distribution center in Charlotte, North Carolina, where it is
inspected and then allocated by the merchandise distribution staff for shipment to individual stores. The flow of
merchandise from receipt at the distribution center to shipment to stores is controlled by an on-line system. Shipments
are made by common carrier, and each store receives at least one shipment per week. The centralization of the
Company’s distribution process also subjects it to risks in the event of damage to or destruction of its distribution
facility or other disruptions affecting the distribution center or the flow of goods into or out of Charlotte, North
Carolina. See “Risk Factors — Risks Relating To Our Business — A disruption or shutdown of our centralized distribution
center or transportation network could materially and adversely affect our business and results of operations.”

Advertising

The Company uses television, in-store signage, graphics, a Company website, an e-commerce website and social
media as its primary advertising media. The Company’s total advertising expenditures were approximately 0.8%,
0.8% and 0.6% of retail sales for fiscal years 2016, 2015 and 2014, respectively.

Store Operations

The Company’s store operations management team consists of one director of stores, five territorial managers, 17
regional managers and 140 district managers. Regional managers receive a salary plus a bonus based on achieving
targeted goals for sales, payroll and shrinkage control. District managers receive a salary plus a bonus based on
achieving targeted objectives for district sales increases and shrinkage control. Stores are typically staffed with a
manager, two assistant managers and additional part-time sales associates depending on the size of the store and
seasonal personnel needs. Store managers receive a salary and all other store personnel are paid on an hourly basis.
Store managers, assistant managers and sales associates are eligible for monthly and semi-annual bonuses based on
achieving targeted goals for their store’s sales increases and shrinkage control.

The Company constantly strives to improve its training programs to develop associates. Over 80% of store and
field management are promoted from within, allowing the Company to internally staff an expanding store base. The
Company has training programs at each level of store operations. New store managers are trained in training stores
managed by experienced associates who have achieved superior results in meeting the Company’s goals for store sales,
payroll expense and shrinkage control. The type and extent of district manager training varies depending on whether
the district manager is promoted from within or recruited from outside the Company.

Store Locations

14
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Most of the Company’s stores are located in the southeastern United States in a variety of markets
ranging from small towns to large metropolitan areas with trade area populations of 20,000 or more. Stores average
approximately 4,500 square feet in size.

All of the Company’s stores are leased. Approximately 97% are located in strip shopping centers and 3% in
enclosed shopping malls. The Company typically locates stores in strip shopping centers anchored by a national
discounter, primarily Wal-Mart Supercenters, or market-dominant grocery stores. The Company’s strip center locations
provide ample parking and shopping convenience for its customers.

The Company’s store development activities consist of opening new stores in new and existing markets and
relocating selected existing stores to more desirable locations in the same market area. The following table sets forth
information with respect to the Company’s development activities since fiscal 2012:

15
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Store Development

Number of
Stores
Number of
Beginning of Number Number Stores
Fiscal Year Year Opened Closed End of Year
2012, 1,288 34 12 1,310
2013 1,310 32 22 1,320
2014 . 1,320 33 7 1,346
2015 1,346
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