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OUR ROADMAP FOR IMPROVING PROFITABILITY

We believe the foundation is in place to increase profitability significantly this year and beyond Here are the top priorities

were focusing on in FY2014 to deliver on that potential

Gross margin expansion Clearly delivering improved shareholder return is anchored in driving more profitable

top-line sales Our new partnership with Revionics the leading provider of Price Optimization software solutions is

critical to improving results

Reducing inventory and improving turn By driving unproductive inventory out of the system through SKU

rationalization and updating the Companys demand planning software we will not only improve turnover metrics

but also reduce expense and debt levels

Growing high-margin businesses Overall margin last year was depressed due to negative sales trends specifically

in the apparel business Correcting the balance of our apparel assortment and recruiting higher degree of

merchandising talent will deliver top-line growth and improved gross margin as the margin rate in apparel is

materially higher than that of the Company as whole

Reducing shrink Historically shrink results at ALCO have been higher than industry standards We look to yield

improved results with better inventory planning and enhanced store training and execution

Updating our warehouse management system and reducing freight expense The Company has recently

partnered with Microsoft Dynamics to implement new warehouse management system We expect implementation

to be complete by the end of this year We will then add second distribution center to service the Companys

southern region at reduced level of outbound freight expense

Moving the Companys headquarters to Coppell TX While this is clearly transformational event for ALCO locating

the Company in metropolitan center is critical to further corporate growth and progress Recruiting and retaining top

talent is paramount to our continued success and the Dallas metro area with its deep pool of accomplished retail

professionals will provide us access to the level of retail experience needed to achieve our profitability targets

ALCOs executive leadership and Board of Directors are steadfastly committed to building on the foundational

improvements realized over the last two years The talent level of the Companys management has never been better and with

the implementation of these key operational initiatives ALCO is well on its way toward improved profitability Most important of all

we believe our core customers will continue to choose ALCO as their destination for exceptional value competitive merchandise

selection and superior store experience

Thank you for your support and your interest in ALCO

kA
Richard Wilson Royce Winsten

President and Chairman of the

Chief Executive Officer Board of Directors

Our tag line says it all Shop Smart Save Smart
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PART

ITEM BUSINESS

History

ALCO Stores Inc the Company was founded as general merchandising operation in 1901 in Abilene Kansas by Duckwall From

its founding until 1968 the Company conducted its retail operations as small variety or dime stores In 1968 the Company followed an emerging trend

to broad line retailing when it opened its first ALCO store The Companys overall business strategy involves identifing and opening ALCO stores in

towns that will provide the Company with the highest return on investment As of February 2013 the Company operates 217 ALCO stores located in

the central United States

The Company meets the requisite standard of smaller reporting company under Rule 12b-2 of the Securities Exchange Act of 1934 the

Exchange Act

The Company was incorporated on July 1915 under the laws of Kansas The Companys executive offices are located at 401 Cottage Street

Abilene Kansas 674 10-2832 and its telephone number is 785 263-3350 On April 10 2013 the Company issued press release to announce the

relocation of the Companys corporate headquarters from Abilene Kansas to Coppell Texas suburb of Dallas Texas The relocation of the

Companys corporate headquarters is scheduled to begin during June 2013 The relocation of the Companys corporate headquarters does not affect the

Companys distribution center in Abilene Kansas

General

The Company is regional retailer operating 217 stores in 23 states The Companys historical strategy has been to target smaller markets not

served by other regional or national broad line retail chains and to provide the most convenient access to retail shopping within each market The

Companys stores offer broad line of merchandise consisting of approximately 35000 items including automotive consumables and commodities

crafts domestics electronics furniture hardware health and beauty aids housewares jewelry ladies mens and childrens apparel and shoes pre

recorded music andL video sporting goods seasonal items stationery and toys

The Company has historically preferred markets that do not have direct competition from national or regional broad line retail stores The

Company has expanded its search for future store locations to include various urban markets that may have national or regional broad line retail stores in

the near proximity During the third quarter of fiscal 2012 the Company opened pilot store in Grand Prairie TX and subsequently opened two

additional pilot stores during November 2011 one in Pasadena TX and one in Houston TX

Of the Companys 217 ALCO stores more than 70% operate in primary markets that do not have another broad line retailer The current

ALCO store averages approximately 21000 square feet of selling space The Companys store expansion program is primarily directed toward opening

stores with design prototype of approximately 21000 square feet of selling space All of the Companys stores are serviced by the Companys 352000

square foot distribution center in Abilene Kansas

For fiscal years 2013 and 2012 the percentage of sales by product category were as follows

2013 2012

Merchandise Category

Consumables and commodities 34% 34%

Hardlines 34% 34%

Apparel and accessories 15% 16%

Home furnishings and decor 17% 16%

Total 100% 100%

Business Strategy

The Company intends to focus on executing business strategy that includes the following key components

Markets The Company intends to open ALCO stores in under-served markets Historically this strategy primarily included towns with

populations less than 5000 that are in trade areas with populations of less than 16000 where there is no direct competition from national or regional

broad line retailers economic and demographic criteria indicate the market is able to commercially support broad line retailer and the opening

of an ALCO store would significantly reduce the likelihood of the entry into such market by another broad line retailer The Company has expanded its

strategy for future store locations to include under-served areas within urban markets that may have national or regional broad line retail stores in the near

proximity During the third quarter of fiscal year 2012 the Company opened pilot store in Grand Prairie TX and subsequently opened two additional

pilot stores during November 2011 one in Pasadena TX and one in Houston TX

Market Selection The Company utilizes detailed process to analyze under-served markets which includes examining factors such as distance

from competition trade area demographics retail sales levels existence and stability of major employers location of county government disposable

income and distance from the Companys distribution center Markets that are determined to be sizable enough to support an ALCO store and that have

no direct competition from another broad line retailer are examined closely and eventually selected or passed over by the Companys experienced

management team

Store Expansion The Companys expansion program is designed primarily around the prototype Class 21 Store This prototype details shelf

space merchandise presentation store items to be offered parking storage requirements as well as other store design considerations The 21000 square

feet of selling space is large enough to permit full line of the Companys merchandise while minimizing capital expenditures labor costs and general

overhead costs The Company will also consider opportunities in acceptable markets to open ALCO stores in available space in buildings already

constructed



E-commerce The Company initiated transactional web site during November 2011 In July 2012 the Company expanded the product

selection on its website which now includes more than 20000 items of high-quality merchandise Products offered on the ALCOstores.com website

include video games and electronics housewares appliances and furniture health beauty aids baby goods office supplies automotive and sporting

goods and much more As in traditional ALCO stores consumers can choose from wide range of well-known brand names In addition the website

includes brands not found in the Companys retail stores

Advertising and Promotion The Company utilizes full-color photography advertising circulars of eight to 20 pages distributed through

newspaper insertion or in the case of inadequate newspaper coverage through direct mail During fiscal year 2013 these circulars were distributed 48

times The Companys marketing program is designed to create awareness and recognition of its competitive pricing on comprehensive merchandise

selection for the whole family During fiscal year 2014 the Company will distribute approximately 48 circulars

Store Environment The Companys stores are open clean bright and offer pleasant atmosphere with disciplined product presentation

attractive displays and efficient check-out procedures The Company endeavors to staff its stores with courteous highly motivated knowledgeable store

associates in order to provide convenient friendly and enjoyable shopping experience

Store Development

During fiscal year 2014 the Company expects to open no less than five stores and is currently in process of closing four stores The Company

continually reviews underperforming stores to determine potential closures and anticipates additional closures of underperforming stores will occur

during fiscal year 2014 During fiscal year 2013 the Company opened five additional stores and closed four stores resulting in year-end total of 217

stores The Companys strategy regarding store development is to increase sales and profitability at existing stores by continually refining the

merchandising mix and improving operating efficiencies and through new store openings in the Companys targeted base of under-served markets in the

central United States The following table summarizes the Companys store development during the past two fiscal years

2013 2012

Stores Opened

Stores Closed

Net New Stores

As of February 2013 the Company owned three locations and leased 214 locations The Companys present intention is to lease all new

stores however the Company may purchase some of the locations The investment to open new prototype ALCO store that is leased is approximately

$1.0 million for the equipment and inventory

Store Environment and Merchandising

The Company manages its stores to attractively and conveniently display full line of merchandise within the confines of the stores available

square footage Corporate merchandising direction is provided to each store to ensure consistent Company-wide store presentation To facilitate long-

term merchandising planning the Company divides its merchandise into three core categories driven by the Companys customer profile primary

secondary and convenience The primary core receives managements primary focus with wide assortment of merchandise being placed in the most

accessible locations within the stores and receiving significant promotional consideration The secondary core consists of categories of merchandise for

which the Company maintains strong assortment that is easily and readily identifiable by its customers The convenience core consists of categories of

merchandise for which the Company will maintain convenient but limited assortments focusing on key items that are in keeping with customers

expectations for broad line retail store Secondary and convenience cores include merchandise that the Company believes is important to carry as the

target customer expects to find them within broad line retail store and they ensure high level of customer traffic The Company continually evaluates

and ranks all product lines shifting product classifications when necessary to reflect the changing demand for products

Purchasing

Procurement and merchandising of products is directed by the President and performed by team of merchandise buyers Buyers are assisted

by management information system that provides them with current price volume information and on-hand quantities by SKU stock keeping unit

thus allowing them to react quickly with buying and pricing adjustments dictated by customer buying patterns

On November 29 2010 the Company announced partnership with Associated Wholesale Grocer AWG whereby the Company began

procuring several categories of product through AWG which allowed for the reduction of inventory improved inventory turnover and lower operating

expenses at its distribution
facility

in Abilene Kansas

The Company purchases its merchandise from approximately 1100 suppliers The Company generally does not utilize long-term supply

contracts AWG accounted for approximately 27% of the Companys total purchases in fiscal year 2013 Competing brand name and private label

products are available from other suppliers at competitive prices The Company believes that its relationships with its suppliers are good but change in

the relationship with AWG would potentially cause the Company to incur increases in its cost of certain merchandise

Pricing

The Companys pricing strategy with its promotional activities is designed to bring consistent value to the customer In fiscal year 2014

promotions on various items will be offered approximately 48 times through advertising circulars

On January 2013 the Company announced partnership with Revionics Inc the leading provider of end-to-end merchandise optimization

solutions which expires January 31 2018 and will support optimal pricing decisions throughout ALCOs 217 stores Revionics Life Cycle Price

Optimization solutions and Analytic Services will enable the Company to design and execute regional localized pricing initiatives timing of markdowns

promotional pricing and analysis of customer market baskets and key volume items



Distribution and Transportation

The Company operates 352000 square foot distribution center in Abilene Kansas from which it services all stores The distribution center is

responsible for distributing approximately 80% of the Companys merchandise with the balance being delivered directly to the Companys stores by its

vendors The distribution center maintains an integrated management information system allowing the Company to utilize such cost cutting efficiencies

as perpetual inventories safety programs and employee productivity software The Companys partnership with AWG allowed for the reduction of

inventory improvedL inventory turnover and lower operating expenses at its distribution facility in Abilene Kansas and increased the frequency of cross

dock opportunities the practice of unloading inbound materials directly into outbound trucks destined for delivery to its stores

Management Information Systems

The Company has made significant investment in the purchase and implementation of industry standard technology with the intent to lower

costs improve customer service improve associate productivity provide necessary controls and enhance general business planning and execution In

general the Companys merchandising systems are designed to integrate the key retailing functions of seasonal merchandise planning purchase order

management merchandise distribution sales information and inventory maintenance and replenishment All of the Companys stores have point of sale

POS computer terminals that capture sales information and transmit to the Companys data processing facilities where it is used to drive

management financial and supply chain functions

The Company has committed significant efforts towards establishing technical infrastructure and core of operational systems that will

support the Companys future needs The Company will continue to maintain and leverage this core of systems plus add industry leading business area

specific solutions to meet business objectives The Company has established an integrated infrastructure of data processes and technology that provides

the necessary business and regulatory controls while positioning for future growth and efficiency The Company is aligned on the need to use technology

to enhance customer service support fact based decision making improve associate productivity and drive business functionality and efficiency In

conjunction with maintaining its core systems the Company has evaluated and intends to increase its investment in technology to migrate various system

applications over the course of the next 36 months The initial investments will occur during fiscal year 2014 and may include its supply chain stock

ledger and warehouse management systems with anticipated implementation and migration beginning in 3-12 months Thereafter additional

investments to migrate other system applications may be considered with potential implementation and migration beginning in 6-24 months

Financial Information About Segments

The Company derives 100% of its revenue through the sale of merchandise in the United States See Item Financial Statements

Supplemental Data Note 12 for more information by product category

Store Locations

As of February 2013 the Company operated 217 stores in 23 states located in mostly smaller communities in the central United States The

stores average approximately 21000 square feet of selling space with an additional 5000 square feet utilized for merchandise processing temporary

storage and administration The current geographic distribution of the Companys stores is as follows

ALCO Stores

Arizona Montana

Arkansas Nebraska 13

Colorado 14 New Mexico

Florida North Dakota 12

Georgia
Ohio

Idaho Oklahoma

Illinois 10 South Dakota 11

Indiana 14 Texas 35

Iowa 10 Utah

Kansas 25 Wisconsin

Minnesota 12 Wyoming

Missouri

During the third quarter of fiscal year 2012 the Company opened pilot store in Grand Prairie TX and subsequently opened two additional

pilot stores during November 2011 one in Pasadena TX and one in Houston TX

Competition

While the broad line retail business in general is highly competitive the Companys business strategy is to locate its stores in smaller markets

where there is no direct competition with larger national or regional broad line retail chains and where it is believed no such competition is likely to

develop Accordingly the Companys primary method of competing is to offer its customers conveniently located store with wide range of

merchandise at value prices in trade areas with population of less than 16000 that do not have large national or regional broad line retail store The

Company believes that trade area size is significant deterrent to larger national and regional broad line retail chains

In the broad line retail business in general price merchandise selection merchandise quality advertising and customer service are all

important aspects of competing The Company encounters direct competition with national broad line retail stores in approximately 20% of its markets

and another 6% of the stores are in direct competition with regional broad line retail stores The competing national broad line retailers are generally

larger than the Company and the stores of such competitors in the Companys markets are substantially larger have somewhat wider selection of

merchandise and are very price competitive in some lines of merchandise Where there are no national or regional broad line retail stores directly

competing with the Companys stores the Companys customers nevertheless shop at broad line retail stores and other retailers located in regional trade

centers and to that extent the Company competes with such broad line stores and retailers The Company also competes
for retail sales with other

entities such as specialty retailers mass merchandisers dollar stores and the internet In the markets in which the Company operates Class 18 Store

approximately 18000 square feet the Company competes with dollar store in approximately 85 percent of these markets



Employees

As of February 2013 the Company employed approximately 3400 people Of these employees approximately 340 were employed in the

store support center and distribution center in Abilene Kansas and approximately 3100 in store locations Additional employees are hired on seasonal

basis most of whom are sales personnel The Company offers broad range of Company-paid benefits to its employees including 40 1k plan medical

and dental plans short-term and long-term disability insurance paid vacation and merchandise discounts Eligibility for and the level of these benefits

varies depending on employees full-time or part-time status andlor length of service There is no collective bargaining agreement for any of the

Companys employees The Company considers its relations with its employees to be excellent

Seasonality

The Company like that of most retailers is subject to seasonal influences The Companys highest sales levels occur in the fourth quarter of its

fiscal year which includes the Christmas holiday selling season For more information on seasonality see Item Managements Discussion and

Analysis of Financial Condition and Results of Operation Seasonality and Quarterly Results

Trademarks and Service Marks

The names Duckwall and ALCO are registered service marks of the Company The Company considers these marks and the accompanying

name recognition to be valuable to the business At the annual meeting of the Companys stockholders held on June 27 2012 the Companys

stockholders approved an amendment to the Companys Amended and Restated Articles of Incorporation to change the name of the Company to ALCO

Stores Inc The Company changed its name from Duckwall-ALCO Stores Inc to ALCO Stores Inc effective as of July 2012

Available Information

The Company files reports with the Securities and Exchange Commission SEC including Annual Reports on Form 10-K quarterly reports

on Form l0-Q current reports on Form 8-K and other reports as required The public may read and copy any materials the Company files with the SEC

at the SECs Public Reference Room at 100 Street NE Washington DC 20549 The public may obtain information on the operation of the Public

Reference Room by calling the SEC at -800-SEC-0330 The Company is an electronic filer and the SEC maintains an Internet site at www.sec.gov that

contains the reports proxy and information statements and other information filed electronically

The Companys internet website is www.ALCOstores.com Through the Investors portion of this website the Company makes available

free of charge our proxy statements Annual Reports on Form 10-K Interactive Data Files and any amendments to those reports as soon as reasonably

practicable after such material has been filed with or furnished to the SEC

Charters of the Companys Board of Directors Audit Committee and Compensation Committee and Code of Business Conduct and Ethics for

Directors and Senior Officers as well as for Associates have also been posted on our website under the caption Investors Corporate Governance

Information contained on the Companys website is not part of this Annual Report on Form 10-K The materials listed above will be provided

without charge to any stockholder submitting written request to the Companys Secretary at 401 Cottage Abilene Kansas 67410-2832

ITEM 1A RISK FACTORS

Our business is subject to variety of risks most of which are beyond our control

We are highly susceptible to the state of macroeconomic conditions and consumer confidence in the United States

All of our stores are located within the United States making our results highly dependent on U.S consumer confidence and the health of the

U.S economy slowdown in the U.S economy or other economic conditions affecting disposable consumer income such as employment levels

inflation business conditions fuel and energy costs consumer debt levels lack of available credit interest rates and tax rates may affect our business

adversely by reducing overall consumer spending or by causing customers to shift their spending to products other than those sold by us or to products

sold by us that are less profitable than other product choices all of which could result in lower net sales decreases in inventory turnover or reduction in

profitability due to lower margins In addition significant portion of our total sales is derived from stores located in these states Kansas Texas and

Nebraska resulting in further dependence on local economic conditions in these states Deterioration in macroeconomic conditions and consumer

confidence in the United States particularly in Kansas Texas or Nebraska could negatively affect our business in many ways including slowing sales

growth or reduction in overall sales and reducing gross margins

We are vulnerable to cost increases inflation and energy prices

Future increases in our costs such as the cost of merchandise shipping rates and freight and fuel costs may reduce our profitability These

cost changes may be the result of inflationary pressures or changes in foreign currency values versus the US dollar especially with respect to countries

whom produce the products we procure decline in the value of the US dollar versus currencies of the countries that produce the product will increase

our cost of goods and may reduce our sales or profitability Increases in other operating costs including changes in energy prices wage rates and
utility

costs may increase our costs of goods or operating expenses and reduce our profitability For example increases in the cost of diesel fuel may result in

an increase in transportation costs which may increase our overall operating costs and possibly lower profitability

We may be forced to lower prices to effectively compete which would adversely affect our financial results

The Company operates in the broad line retail business which is highly competitive Although the Company prefers markets that dont have

direct competition from national or regional broad line retail stores competition still exists Even in non-competitive markets the Companys customers

shop at broad line retail stores and other retailers located in regional trade centers The Company also competes for retail sales with other entities such

as specialty retailers mass merchandisers dollar stores and the internet This competitive environment subjects the Company to the risk of reduced

profitability because the Company may be forced to lower its prices resulting in lower margins in order to maintain its competitive position

If we cannot effectively open new stores our ability to improve our financial results will be adversely affected

The growth in the Companys sales and operating income depends to substantial degree on its expansion program This expansion strategy is

dependent upon the Companys ability to open and operate new stores effectively efficiently and on profitable basis The Companys ability to open



new stores timely and to expand into additional market areas depends in part on the following factors availability of store locations the ability to hire

and train new store personnel the ability to react to consumer needs and trends on timely basis and the availability of sufficient capital for expansion

The Company continually reviews underperforming stores to determine potential closures As result of closing underperforming stores the Company

may not be able to effectively absorb fixed overhead

If we are unable to access the capital markets or obtain bank credit our growth plans liquidity and results of operations could suffer

Disruptions in the capital and credit markets as have been experienced since fiscal 2008 could adversely affect the ability of lenders to meet

their commitments Our access to fi.inds under our credit facility is dependent on the ability of the banks that are parties to the facility to meet their

funding commitments Those banks may not be able to meet their funding commitments to us if they experience shortages of capital and liquidity or if

they experience excessive volumes of borrowing requests within short period of time

Constrained capital markets could threaten our liquidity and capital resources Longer term disruptions in the capital and credit markets as

result of uncertainty changing or increased regulation reduced alternatives or failures of significant financial institutions could adversely affect our

access to liquidity needed for our business Any disruption could require us to take measures to conserve cash until the markets stabilize or until

alternative credit arrangements or other funding for our business needs can be arranged Such measures could include deferring capital expenditures and

reducing other discretionary uses of cash We believe operating cash flows and current credit facilities will be adequate to fund our working capital

requirements scheduled debt repayments and to support the development of our short-term and long-term operating strategies

If we cannot effectively implement or use information technology our financial results and operations would be adversely affected

If we cannot effectively implement technology upgrades it could have material impact on the Companys results of operations The

Company depends on information systems to process transactions manage inventory purchase sell and ship goods on timely basis In conjunction

with maintaining its core systems the Company has evaluated and intends to increase its investment in technology to migrate various system applications

over the course of the next 36 months The initial investments will occur during fiscal year 2014 and may include its supply chain stock ledger and

warehouse management systems with anticipated implementation and migration beginning in 3-12 months Thereafter additional investments to

migrate other system applications may be considered with potential implementation and migration beginning in 6-24 months Any material disruption or

slowdown of our systems could cause information to be lost or delayed which could have negative effect on our business

Changes in federal state or local laws and regulations or our failure to comply with such laws and regulations could increase our expenses and

expose us to legal risks

Our business is subject to wide array of laws and regulations Significant legislative changes that impact our relationship with our workforce

none of which is represented by unions as of the end of fiscal year 2013 could increase our expenses and adversely affect our operations Examples of

possible legislative changes impacting our relationship with our workforce include changes to minimum wage requirements and health care mandates In

addition certain aspects of our business such as credit card operations are more heavily regulated than other areas Changes in the regulatory

environment regarding topics such as banking and consumer credit privacy and information security product safety or environmental protection among

others could cause our expenses to increase If we fail to comply with applicable laws and regulations particularly wage and hour laws we could be

subject to legal risk including governmental enforcement action and class action civil litigation which could adversely affect our results of operations

failure to design implement or maintain an adequate system of internal controls could adversely affect our ability to manage our business or

detect fraud

The Company is responsible for establishing and maintaining adequate internal control over financial reporting Internal control over financial

reporting is process designed to provide reasonable assurance regarding the reliability of financial reporting for external purposes in accordance with

U.S generally accepted accounting principles U.S GAAP Internal control over financial reporting includes maintaining records that in reasonable

detail accurately and fairly reflect our transactions providing reasonable assurance that transactions are recorded as necessary for preparation of the

financial statements providing reasonable assurance that receipts and expenditures of our assets are made in accordance with management authorization

and providing reasonable assurance that unauthorized acquisition use or disposition of our assets that could have material effect on the financial

statements would be prevented or detected on timely basis Because of its inherent limitations internal control over financial reporting is not intended

to provide absolute assurance that misstatement of our financial statements would be prevented or detected Any failure to maintain an effective system

of internal control over financial reporting could limit our ability to report our financial results accurately and timely or to detect and prevent fraud The

Company continues to refine and test its internal control over financial reporting processes

Our results are subject to seasonal variations

Quarterly results of operations have historically fluctuated as result of retail consumers purchasing patterns with the highest quarter in terms

of sales and profitability being the fourth quarter Quarterly results of operations will likely continue to fluctuate significantly as result of such patterns

and may fluctuate due to the timing of new store openings

Our stock price may be volatile

No assurance can be given that operating results will not vary from quarter to quarter and any fluctuations in quarterly operating results may

result in volatility in the Companys stock price

We are dependent on key personnel

The development of the Companys business is largely dependent on the efforts of its current management team headed by Richard Wilson

and three other executive officers The loss of the services of one or more of these officers could have material adverse effect on the Company

We are exposed to interest rate risks

The Company is subject to market risk from exposure to changes in interest rates based on its financing requirements Increases in interest

rates could have negative impact on the Companys profitability

If we fail to anticipate and respond quickly to changing consumer preferences our sales gross margin and profitability could suffer



substantial part of our business is dependent on our ability to make trend-right decisions in apparel home decor seasonal offerings and other

merchandise Failure to accurately predict constantly changing consumer tastes preferences spending patterns and other lifestyles decisions could lead

to lost sales increased markdowns on inventoiy and adversely affect our results of operations

Interruptions in our supply chain could adversely affect our results

We are dependent on our vendors to supply merchandise in timely and efficient manner If vendor fails to deliver on its commitments

whether due to financial difficulties or other reasons we could experience merchandise shortages that could lead to lost sales In addition large portion

of our merchandise is sourced directly or indirectly from outside the United States with China as our single largest source Political or financial

instability trade restrictions tariffs currency exchange rates the outbreak of pandemics labor unrest transport capacity and costs port security or other

events that could slow port activities and impact foreign trade are beyond our control and could disrupt our supply of merchandise and adversely affect

our results of operations

Lack of availability of suitable locations in which to build new stores could slow our growth and difficulty in executing plans for new stores

expansions and remodels could increase our costs and capital requirements

Our future growth is dependent in part on our ability to build new stores and expand and remodel existing stores in manner that achieves

appropriate returns on our capital investment We compete with other retailers and businesses for suitable locations for our stores In addition for many

sites we are dependent on third party developers ability to acquire land obtain financing and secure the necessary zoning changes and permits for

larger project of which our store may be one component Turmoil in the financial markets has made it difficult for third party developers to obtain

financing for new projects Local land use and other regulations applicable to the types of stores we desire to construct may affect our ability to find

suitable locations and also influence the cost of constructing expanding and remodeling our stores

Product safety concerns could adversely affect our sales and results of operations

If our merchandise offerings including food drug and childrens products do not meet applicable safety standards or our guests expectations

regarding safety we could experience lost sales experience increased costs and be exposed to legal and reputational risk All of our vendors must

comply with applicable product safety laws and we are dependent on them to ensure that the products we buy comply with all safety standards Events

that give rise to actual potential or perceived product safety concerns including food or drug contamination could expose us to governmental

enforcement action or private litigation and result in costly product recalls and other liabilities In addition negative customer perceptions regarding the

safety of the products we sell could cause our customers to seek alternative sources for their needs resulting in lost sales In those circumstances it may
be difficult and costly for us to regain the confidence of our customers

Weather conditions may have significant impact on our financial condition

Weather conditions have impacted our operating results Weather conditions affect the demand for and in some cases the supply of products

which in turn has an impact on prices In past years we have experienced severe weather conditions including snow and ice storms flood and wind

damage tornadoes and droughts in some states Weather conditions also directly affect the demand for seasonal products particularly during the winter

season Therefore the weather can have material adverse effect on our financial condition and results of operations

If we fail to protect the security of personal information about our customers we could be subject to costly government enforcement actions or

private litigation and our reputation could suffer

The nature of our experience involves the receipt and storage of personal information about our customers If we experience data security

breach we could be exposed to governmental enforcement actions and private litigation In addition our customers could lose confidence in our ability

to protect their personal information which could cause them to discontinue usage of our credit card products or stop shopping at our stores

altogether Such events could lead to lost future sales and adversely affect our results of operations

Healthcare reform legislation and regulations may negatively impact our business

In 2010 the Patient Protection and Affordable Care Act and the Health Care and Education Affordability Reconciliation Act of 2010 the

2010 Healthcare Acts were signed into law This legislation expands health care coverage to many uninsured individuals and expands coverage for

those already insured The 2010 Healthcare Acts as well as other healthcare reform legislation being considered by Congress and state legislatures may
have negative impact on our business This impact could increase our employee healthcare related costs While the costs of the 2010 Healthcare Acts

will occur after 2013 due to provisions of this legislation being phased in over time changes to our healthcare cost structure could have an adverse effect

on the Companys financial condition

Our Announced Plan to Relocate the General Office may negatively impact our business

On April 10 2013 the Company issued press release to announce the relocation of the Companys corporate headquarters from Abilene

Kansas to Coppell Texas suburb of Dallas Texas The relocation of the Companys corporate headquarters is scheduled to begin during June 2013

If we do not effectively execute our relocation plan our financial performance could be adversely affected

Recently Proposed Accounting Pronouncements

In an exposure draft issued in 2010 the Financial Accounting Standards Board FASB together with the International Accounting Standards

Board has proposed comprehensive set of changes in U.S GAAP accounting for leases This proposed change in its current exposure draft form would

create new accounting model for both lessees and lessors and eliminates the concept of operating leases The lease accounting model contemplated by

the proposed standard is right of use model that assumes that each lease creates an asset the lessees right to use the leased asset and liability the

future rental payment obligations which should be reflected on lessees balance sheet to fairly represent the lease transaction and the lessees related

financial obligations Currently the majority of our leases are accounted for as operating leases with no related assets and liabilities on our balance sheet

While the anticipated date for the issuance of the final standard has been extended and not specifically determined it is generally expected the final

standard may be issued middle of 2013 Changes in these accounting rules or their interpretation or changes in underlying assumptions estimates or

judgments by us could significantly change our reported or expected financial performance The proposed accounting standard as currently drafted



would have materiLal impact on the Companys consolidated financial statements This exposure draft is non-cash in nature and would not impact the

Fiscal 2013

First quarter

Second quarter

Third quarter

Fourth quarter

Fiscal 2012

First quarter

Second quarter

Third quarter

Fourth quarter

High

9.40

10.83

9.20

10.19

High

Low

7.71

6.93

6.18

7.81

Low

14.00 12.05

12.73 8.83

11.25 8.83

10.50 7.78

As of March 28 2013 there were 772 holders of record of the Common Stock of the Company The Company has not paid cash dividends on

its Common Stock during the last five fiscal years The terms of the Security Agreement dated as of July 21 2011 between the Company and Wells

Fargo Bank National Association Wells Fargo allow for the payment of dividends unless certain loan covenants are triggered

On October 12 2012 subsequent to trade confirmation executed October 10 2012 whereby the Company repurchased shares of its common

stock the Company notified Wells Fargo that immediately after giving effect to the share repurchase the Consolidated Fixed Charge Coverage Ratio

would not be greater than the required ratio per Section 7.06c of the Facility On October 12 2012 Wells Fargo issued its consent of the repurchase

provided that their consent automatically terminated in the event the repurchase was not consummated within 90 days of the date of consent

On February 2013 the Board of Directors of the Company unanimously approved First Amendment the Amendment to its Credit

Agreement with Wells Fargo amending Section 7.06c of the Credit Agreement to permit the Company subject to certain conditions set forth in the

Amendment to repurchase redeem or otherwise acquire Equity Interests issued by the Company not to exceed $1000000 in the aggregate in each Fiscal

Year Under the Credit Agreement Equity Interests is defined as all of the shares of the capital stock of person and all of the other warrants options

or other rights of person to purchase capital stock of such person Such amendment was announced on Form 8-K filed by the Company with the

Securities and Exchange Commission on February 12 2013 and copy of the Amendment is attached to such 8-K Except to the extent specifically set

forth in Wells Fargos Consent no other consent waiver of or change in any of the terms provisions or conditions of the Credit Agreement is intended

or implied

Companys cash position

ITEM lB UNRESOLVED STAFF COMMENTS

None

ITEM PROPERTIES

The Company owns facilities in Abilene Kansas that consist of store support center approximately 35000 square feet the Distribution

Center approximately 352000 square feet and additional warehouse space adjacent to the store support center approximately 95500 square feet

Three of the stores operate in buildings owned by the Company The remaining stores operate in properties leased by the Company As of

February 2013 such leases accounted for approximately 4400000 square feet of leased sales floor space which expire as follows approximately

640000 square feet 15.0% expire between February 2013 and February 2014 approximately 540000 square feet 12% expire between February

32014 and Februaiy 12015 and approximately 350000 square feet 8% expire between February 22015 and January 31 2016 The remaining

leases expire through 2031 The majority of the leases that are about to expire have renewal options with lease terms that are the same as the existing

lease

ITEM LEGAL PROCEEDINGS

Other than routine litigation from time to time in the ordinary course of business the Company is not party to any material litigation

ITEM MINE SAFETY DISCLOSURES

Not applicable

PART II

ITEM MARKET FOR REGISTRANTS COMMON EQUITY RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES

OF EQUITY SECURITIES

The Common Stock of the Company is quoted on the NASDAQ National Market tier of The NASDAQ Stock Market under the symbol

ALCS The following table sets forth the range of high and low closing price of the Companys Common Stock for each quarter of fiscal years 2013

and 2012



Company Repurchases of Common Stock

Total Number of Total Number of Maximum Number

Weighted Shares Purchased as Part Shares of Shares that May Yet

Number of Average Price Paid Of Publicly Announced Authorized for Be Purchased Under

Period Shares Purchased Per Share Plans or Programs Repurchase The Plans or Programs

As of January 29 2012 25534 14.97 25534 200000 174466

First quarter 34407 8.69 59941 700000 640059

Second quarter 59941 700000 640059

Third quarter 550521 6.65 610462 700000 89538

Fourth quarter

Month

Month

Month3 _______________ __________________

__________________ 610462 700000 89538

As of February 32013 610462 7.12 610462 700000 89538

On July 27 2012 the Company entered into new Rule 0b5 -1 and Rule Ob- 18 Stock Repurchase Agreement with William Blair and

Company LLC the Stock Repurchase Agreement whereby the Company authorized the repurchase of up to 175000 shares of the Companys

Common Stock under the Companys stock repurchase program the Program

The Program was initially authorized by the Company on March 23 2006 whereby the Board of Directors of the Company authorized the

repurchase of 200000 shares of the Companys Common Stock and the Company repurchased 3337 shares of Common Stock under the Program The

Companys Board of Directors reinstated the Program on August 13 2008 and the Company repurchased 22197 shares of Common Stock under the

Program during such period of reinstatement The Board of Directors of the Company approved the reinstatement of the Program again on January

2012 and the Company repurchased an additional 34407 shares of Common Stock during such reinstatement On April 25 2012 the Board of Directors

of the Company authorized the Company to repurchase an additional 500000 shares of Common Stock for total of 700000 shares of Common Stock

authorized for repurchase under the Program The Stock Repurchase Agreement only authorizes William Blair and Company LLC to repurchase

portion of the total shares available for repurchase under the Program as stated above Under the terms of the Program the Company can terminate the

proposed buy back at any time

During fiscal 2013 the Company repurchased total of 584928 shares of Common Stock under the Program All shares were repurchased at

market prices and the Companys policy is to apply the excess of purchase price over par value to additional paid-in capital resulting in decrease to

additional paid-in capital of $4.0 million As of February 2013 the Company repurchased total of 610462 shares under the Program since it was

initially approved in 2006 Therefore there were 89538 shares of Common Stock available to be repurchased by the Company as of February 2013

As of April 22 2013 the Company had not repurchased additional shares subsequent to February 2013

The Company closely monitors IRS Section 382 regarding technical change of control This particular section of the tax code would place an

annual limit on the Companys right to use its net operating loss carry-forwards NOL5 should the aggregate shift in 5% shareholders be more than

50% in the preceding three-year testing period or as result of certain reorganizations Tripping Event The annual limitation approximates 3% of the

Companys market capitalization just prior to the Tripping Event In the event of Tripping Event it is managements belief the Company would still be

able to utilize its NOLs prior to their expiration albeit over longer period of time

Recent Sales of Unregistered Securities Use of Proceeds from Registered Securities

The Company did not sell any equity securities during fiscal year 2013 that were not registered under the Securities Act

Securities Authorized For Issuance Under Equity Compensation Plans

See the information provided in the Equity Compensation Plan Information section of the Proxy Statement for our 2013 Annual Meeting of

Stockholders which information is incorporated herein by reference

ITEM MANAGEMENTS DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

Overview

Economic conditions The economic slowdown we have experienced and continue to experience amid uncertainty on the future of the

economy with the fiscal cliff payroll tax increase and other issues has caused disruptions and significant volatility in financial markets increased rates

of mortgage loan default and personal bankruptcy and declining consumer and business confidence which has led to decreased customer traffic and

reduced levels of consumer spending particularly on discretionary items We have experienced severe weather conditions including snow and ice

storms flood and wind damage tornadoes and droughts in some states that have slowed consumer confidence and customer traffic This decline in

consumer and business confidence and the decreased levels of customer traffic and consumer spending have negatively impacted our business We

cannot predict how long the current economically challenging conditions will persist and how such conditions might affect us and our

customers Decreased customer traffic and reduced consumer spending particularly on discretionary items would however over an extended period of

time negatively affect our financial condition operating performance revenues and income In addition we cannot predict how current or worsening

economic conditions will affect our critical suppliers and distributors and any negative impact on our critical suppliers or distributors may also have an

adverse impact on our business results or financial condition
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Operations The Company is regional broad line retailer operating in 23 states

The Companys fiscal year ends on the Sunday closest to January 31 Fiscal years 2013 and 2012 consisted of 53 weeks and 52 weeks

respectively For purposes of this managements discussion and analysis of financial condition and results of operations the financial numbers are

presented in thousands

Strategy The Companys overall business strategy involves identifying and opening stores in locations that will provide the Company with the

highest return on investment The Company also competes for retail sales with other entities such as mail order companies specialty retailers stores

manufacturers outlets and the internet The Company initiated transactional web site during November 2011 In July 2012 the Company expanded

the product selection on its website which now includes more than 20000 items of high-quality merchandise Products offered on the ALCOstores.com

website include video games and electronics housewares appliances and furniture health beauty aids baby goods office supplies automotive and

sporting goods and much more As in traditional ALCO stores consumers can choose from wide range of well-known brand names In addition the

website includes brands not found in the Companys retail stores

The Company uses variety of broad-based targeted marketing and advertising strategies to reach consumers These strategies include full-

color photography advertising circulars of eight to 20 pages distributed through newspaper insertion or in the case of inadequate newspaper coverage

through direct mail During fiscal year 2013 these circulars were distributed 48 times in ALCO markets During fiscal year 2014 the Company will

distribute approximately 48 circulars in the Companys markets The Company also uses in-store marketing The Companys merchandising and

marketing teams work together to present the products in an engaging and innovative manner which is coordinated so that it is consistent with the

current print advertisements The Company regularly changes its banners and in-store promotions which are advertised throughout the year to attract

consumers to the stores to generate strong customer frequency and to increase average sales per customer Net marketing and promotion costs

represented approximately 1.2% and 1.2% of net sales in fiscal years 2013 and 2012 respectively Management believes it has developed

comprehensive marketing strategy intended to increase customer traffic and same-store sales The Company continues to operate as high-low retailer

and has included in many of its marketing vehicles cross departmental products For example the Company has used an Elder Care page with over-the-

counter products as seen on TV items and dry mealsall targeting customers who have reached retirement age The Company believes that by

providing the breadth of these key items to this targeted audience we can serve our customers needs more efficiently and garner greater share of the

purchases made by this demographic The Companys stores offer broad line of merchandise consisting of approximately 35000 items including

automotive consumables and commodities crafts domestics electronics furniture hardware health and beauty aids housewares jewelry ladies

mens and childrens apparel and shoes pre-recorded music and video sporting goods seasonal items stationery and toys The Company is constantly

evaluating the appropriate mix of merchandise to improve sales and gross margin performance Corporate merchandising is provided to each store to

ensure consistent Company-wide store presentation To facilitate long-term merchandising planning the Company divides its merchandise into three

core categories primary secondary and convenience The primary core receives managements primary focus with wide assortment of merchandise

being placed in the most accessible locations within the stores and receiving significant promotional consideration The secondary core consists of

categories of merchandise for which the Company maintains strong assortment that is easily and readily identifiable by its customers The convenience

core consists of categories of merchandise for which the Company maintains convenient but limited assortments focusing on key items that are in

keeping with customers expectations for broad line retail store Secondary and convenience cores include merchandise that the Company feels is

important to carry as the target customer expects to find them within broad line retail store and they ensure high level of customer traffic The

Company continualiy evaluates and ranks all product lines shifting product classifications when necessary to reflect the changing demand for products

In addition the Companys merchandising systems are designed to integrate the key retailing functions of seasonal merchandise planning purchase order

management merchandise distribution sales information and inventory maintenance and replenishment All of the Companys ALCO stores have point-

of-service computer terminals that capture sales information and transmit such information to the Companys data processing facilities where it is used to

drive management financial and supply chain functions

Recent Events

On January 2013 the Company announced partnership with Revionics Inc the leading provider of end-to-end merchandise optimization

solutions which expires January 31 2018 and will support optimal pricing decisions throughout ALCOs 217 stores

On February 2013 the Board of Directors of the Company unanimously approved First Amendment the Amendment to its Credit

Agreement with Wells Fargo amending Section 7.06c of the Credit Agreement to permit the Company subject to certain conditions set forth in

the Amendment to repurchase redeem or otherwise acquire Equity Interests issued by the Company not to exceed 1000000 in the aggregate in

each Fiscal Year as stated on Form 8-K filed by the Company with the SEC on February 12 2013

On April 10 2013 the Company issued press release to announce the relocation of the Companys corporate headquarters from Abilene Kansas

to Coppell Texas suburb of Dallas Texas The relocation of the Companys corporate headquarters is scheduled to begin during June 2013 The

estimated expense associated with the relocation of employees and separation expense for employees not relocating ranges between S2.0 million

and $2.5 million before tax

Key Financial Items in Fiscal 2013

The Company measures itself against number of financial metrics to assess its performance Some of the important financial items from

continuing operations during fiscal year 2013 were

Net sales from continuing operations during the 53 weeks of fiscal year 2013 increased 3.5% to $492.6 million compared to net sales during the 52

weeks of fiscal year 2012 of $476.0 million Excluding the 53 week of fiscal year 2013 net sales from continuing operations increased 2.1% to

$486.1 million During fiscal year 2013 the Company opened five ALCO stores and closed four stores

Gross margin was 30.3% of sales during both fiscal years 2013 and 2012

Selling general and administrative SGA expenses were 27.4% of sales during fiscal year 2013 compared to 27.5% during fiscal year 2012
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Net income per diluted share for fiscal year 2013 was $0.36 compared to net income per diluted share of $0.43 during fiscal year 2012

Return on average equity was 1.0% for fiscal year 2013 compared to 1.6% during fiscal year 2012

Gross margin percentage is key measure of the Companys ability to maximize profit on the purchase and subsequent sale of merchandise

while minimizing promotional and clearance markdowns shrinkage damage and returns Gross margin percentage is defined as sales less cost of sales

expressed as percentage of sales

Selling general and administrative expenses are measure of the Companys ability to manage and control its expenses to purchase distribute

and sell merchandise

During fiscal year 2012 operating income from continuing operations included other operating income of $2.3 million attributable to an

insurance settlement from Factory Mutual Insurance Company that represented an appearance allowance for the roofs at the Companys corporate office

and warehouse in Abilene KS

Earnings per share EPS is an indicator of the returns generated for the Companys stockholders EPS from continuing operations was $0.48

per diluted share for fiscal
year 2013 compared to $0.49 per diluted share for fiscal year 2012

Return on average equity ROE is measure of how much net income was produced on the average equity of the Company ROE was

1.0% in fiscal year 2013 compared to 1.6% in fiscal year 2012

Results of Operations The following table sets forth for the fiscal years indicated the components of the Companys statements of operations

expressed as percentage of net sales

Fiscal Year Ended

53 Weeks 52 Weeks

February January 29
2013 2012

Net sales 100.0% 100.0%

Cost of sales 69.7 69.7

Gross margin 30.3 30.3

Selling general and administrative 27.4 27.5

Depreciation and amortization 1.8 1.8

Total operating expenses
29.2 29.3

Other operating income 0.5

Operating income from continuing operations 1.1 1.5

Interest expense 0.7 0.9

Earnings from continuing operations before income taxes 0.4 0.6

Income tax expense
0.1 0.2

Earnings from continuing operations 0.3 0.4

Loss from discontinued operations net of income tax benefits 0.1 0.0

Net earnings 0.2% 0.4%

Critical Accounting Policies

Our analysis of operations and financial condition is based on our financial statements prepared in accordance with U.S GAAP Preparation of

these financial statements requires us to make estimates and assumptions affecting the reported amounts of assets and liabilities at the date of the

financial statements reported amounts of revenues and expenses during the reporting period and related disclosures of contingent assets and

liabilities In the Notes to Financial Statements we describe our significant accounting policies used in preparing the financial statements Our estimates

are evaluated on an ongoing basis and are drawn from historical experience and other assumptions that we believe to be reasonable under the

circumstances Actual results could differ from these estimates The following items in our financial statements require significant estimation or

judgment

Inventories

As discussed in Note to the Financial Statements during the fourth quarter of fiscal year 2012 the Company elected to change its method of

accounting for inventory from the retail inventory method to the weighted average cost method The Company believes the weighted average cost

method is preferable to the retail inventory method because it more accurately measures the cost of the Companys inventory and provides better

matching of revenues and expenses Inventories are stated at the lower of cost or net realizable value The first-in first-out FIFO method is used for all

merchandise

Insurance The Company retains significant deductibles on its insurance policies for workers compensation general liability medical claims

and prescriptions Due to the fact that it often takes more than one year to determine the actual costs these costs are estimated based on the Companys

historical loss experience and estimates from the insurance carriers and consultants The Company completes an actuarial evaluation of its loss

experience each year In between actuarial evaluations management monitors the cost and number of claims and compares those results to historical

amounts The Companys actuarial method is the fully developed method The Company records its reserves on an undiscounted basis The Companys

prior estimates have varied from actual results due to differences related to actual claims versus estimated ultimate loss calculations Current and future

estimates could be affected by changes in those same assumptions and are reasonably likely to occur

Consideration received from vendors Cost of sales and SGA expenses are partially offset by various forms of consideration received from

our vendors This vendor income is earned for variety of vendor-sponsored programs such as volume rebates markdown allowances promotions

warehouse cost reimbursement and advertising Consideration received to the extent that it reimburses specific incremental and identifiable costs
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incurred to date is recorded in selling general and administrative expenses in the same period as the associated expenses are incurred Reimbursements

received that are in excess of specific incremental and identifiable costs incurred to date are recognized as reduction to the cost of the merchandise

purchased and are reflected in costs of sales as the merchandise is sold The Company establishes receivable for the vendor income that is earned but

not yet received Based on provisions of the agreements in place this receivable is computed by estimating when the Company has completed its

performance and the amount has been earned The majority of year-end receivables associated with these activities are collected within the following

fiscal quarter

Analysis of long-lived assets for impairment The Company reviews assets for impairment at the lowest level for which there are identifiable

cash flows usually at the store level The carrying amount of assets is compared with the expected undiscounted future cash flows to be generated by

those assets over their estimated remaining economic lives If the undiscounted cash flows are less than the carrying amount of the asset the asset is

written down to fair value Factors that could result in an impairment review include but are not limited to current period cash flow loss combined

with history of cash flow losses or projection that demonstrates continuing losses associated with the use of long-lived asset or significant changes

in manner of use of the assets due to business strategies or competitive environment Additionally when commitment is made to close store in

period beyond the quarter in which the closure commitment is made it is reviewed for impairment and depreciable lives are adjusted The impairment

evaluation is based on the estimated cash flows from continuing use until the expected disposal date plus the expected terminal value Actual results

could vary from management estimates

Income Taxes ASC Topic 740 prescribes recognition threshold and measurement standard for the financial statement recognition and

measurement of tax positions taken or expected to be taken in tax return The recognition and measurement of tax benefits is often highly

judgmental Detenninations regarding the recognition and measurement of tax benefit can change as additional developments occur relative to the

issue Accordingly the Companys future results may include favorable or unfavorable adjustments to our liability for uncertain tax positions

The Company records valuation allowances against our deferred tax assets when necessary Realization of deferred tax assets such as net

operating loss carryforwards is dependent on future taxable earnings and is therefore uncertain The Company will assess the likelihood that our

deferred tax assets in each of the jurisdictions in which it operates will be recovered from future taxable income Deferred tax assets are reduced by

valuation allowance to recognize the extent to which more likely than not the future tax benefits will not be realized

Share-Based Compensation The Company has share-based compensation plan which includes non-qualified stock options and nonvested

share awards See Note Summary of Significant Accounting Policies and Note 10 Share-based Compensation to the Notes to Financial Statements

included in Item Financial Statements and Supplementary Data of this Annual Report on Form 10-K for complete discussion of our stock-based

compensation programs We determine the fair value of our non-qualified stock option awards at the date of grant using option-pricing models We

determine the fair value of our share awards at the date of grant using generally accepted valuation techniques Management reviews its assumptions and

the valuations to determine the fair value of share-based compensation awards

Customer Loyalty Program The Company has customer loyalty program which allows members to earn points for each purchase completed

at any of our stores Points earned enable members to receive certificate that may be redeemed on future purchases at our stores The value of points

earned by our customer loyalty program members is included in accrued liabilities based on the value of points that are projected to be redeemed and

recorded as reduction in revenue at the time the points are redeemed

Fiscal 2013 Compared to Fiscal 2012

Net sales from continuing operations during the 53 weeks of fiscal year 2013 increased 3.5% to $492.6 million compared to net sales during

the 52 weeks of fiscal year 2012 of $476.0 million Excluding the 53rd week of fiscal year 2013 net sales from continuing operations increased 2.1% to

$486.1 million During fiscal year 2013 the Company opened five ALCO stores and closed four stores

Net sales from same-stores excluding the Companys two fuel center locations during the 53 weeks of fiscal year 2013 increased $1.5 million

Excluding the 53 week of fiscal year 2013 same-store sales decreased 1.0% or $4.7 million compared to fiscal year 2012 The decrease in same-store

sales was primarily due to 5.0% decrease in customer transactions occurring at same-store and partially offset by 4.0% increase in the average sale

per customer transaction occurring at same-store

Net sales from non-same stores during the 53 weeks of fiscal year 2013 increased $15.4 million and net sales from the Companys two fuel

center locations during the 53 weeks of fiscal year 2013 decreased $0.3 million Excluding the 53id week of fiscal year 2013 net sales from non-same

stores increased $15.1 million and net sales from the two fuel centers decreased $0.4 million

Net sales from the Companys transactional website during the 53 weeks of fiscal year 2013 were $0.2 million an increase of $0.1 million

compared to fiscal year 2012 The increase was primarily attributable to the expanded product selection that includes more than 20000 items of high-

quality merchandise

Gross margin from continuing operations for fiscal year 2013 increased $5.3 million or 3.7% to $149.4 million compared to $144.0

million in fiscal year 2012 As percentage of net sales gross margin was 30.3% during both fiscal years 2013 and 2012 During the fourth quarter of

fiscal year 2012 the Company elected to change its method of accounting for inventory from the retail inventory method to the weighted average cost

method The Company believes the cost method is preferable to the retail inventory method because it better reflects the current value of inventory on

the balance sheet and provides better matching of revenues and expenses The impact of this change in accounting principle on the financial statements

for each of the periods during fiscal year 2012 is further explained in Note to the financial statements Gross margin for fiscal year 2013 was positively

impacted by gross margin generated by non same-stores $3.6 million and additional gross margin attributable to the 53 week $1.7 million

Selling general and administrative expenses SGA increased $3.8 million or 2.9% to $134.8 million during the 53 weeks of fiscal year

2013 compared to $131.0 million during the 52 weeks of fiscal year 2012 The increase in SGA expenses
is primarily attributable to SGA from new

stores $4.8 million and corporate overhead $0.2 million and partially offset by decreases in same-store SGA $0.7 million and warehouse overhead

$0.6 million As percentage of net sales SGA expenses were 27.4% in fiscal year 2013 and 27.5% in fiscal year 2012 Excluding share-based

compensation and loss on sale of assets fiscal years 2013 and 2012 SGA expenses as percent of sales were 27.2% and 27.4% respectively

Depreciation and amortization expense from continuing operations increased $0.3 million or 3.3% to $8.9 million in fiscal year 2013 compared

to $8.6 million in fiscal year 2012

13



Operating income from continuing operations decreased $0.2 million to $1.7 million in fiscal year 2013 compared to $1.9 million in fiscal year

2012 Operating income from continuing operations as percentage of net sales was 0.3% for fiscal year 2013 compared to 0.4% for fiscal year 2012

Income from continuing operations for fiscal year 2012 included other operating income of $2.3 million attributable to an insurance settlement from

Factory Mutual Insurance Company that represented an appearance allowance for the roofs at the Companys corporate office and warehouse in Abilene

KS

Interest expense decreased $0.7 million or 16.7% to $3.5 million in fiscal year 2013 compared to $4.2 million in fiscal year 2012 Interest

expense for fiscal year 2012 included $0.5 million of accelerated financing fees attributable to the Companys old credit facility

Income tax expense on continuing operations was $0.6 million in fiscal year 2013 compared to $0.7 million in fiscal year 2012 The

Companys effective tax rate was 19.2% in fiscal year 2013 and 27.9% in fiscal year 2012 The effective tax rate is lower in fiscal year 2013 primarily

due to Federal employment credits

Loss from discontinued operations net of income tax benefit was $0.4 million in fiscal year 2013 compared to $0.2 million in fiscal year

2012 Four Alco stores were closed during fiscal year 2013 whereas two Alco stores were closed during fiscal year 2012

SGA Detail Certain Financial Matters

The Company has included Adjusted SGA and Adjusted EBITDA non-U.S GAAP performance measures as part of its disclosure as

means to enhance its communications with stockholders Certain stockholders have specifically requested this information to assist them in comparing

the Company to other retailers that disclose similar non-U.S GAAP performance measures Further management utilizes these measures in internal

evaluation review of performance and to compare the Companys financial measures to those of its peers Adjusted EBITDA differs from the most

comparable U.S GAAP financial measure earnings loss from continuing operations in that it does not include certain items as does Adjusted

SGA These items are excluded by management as they are non-recurring and/or not relevant to analysis of ongoing business operations and to better

evaluate normalized operational cash flow and expenses excluding unusual inconsistent and non-cash charges To compensate for the limitations of

evaluating the Companys performance using Adjusted SGA and Adjusted EBITDA management also utilizes U.S GAAP performance measures such

as gross margin return on investment return on equity and cash flow from operations As result Adjusted SGA and Adjusted EBITDA may not

reflect important aspects of the results of the Companys operations
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For the Years Ended

53 Weeks 52 Weeks

February January 29
2013 2012

SGA Expenses from Continuing Operations

Store support center 20348 20195

Distribution center 6759 7341

401K expense credit 53
Same-store SGA 101782 102484

Non same-store SGA 5476 727

Share-based compensation 381 257

SGA as reported 134746 130951

Less

Share-based compensation 381 257
Loss on sale of fixed assets 141 252

Adjusted SGA from Continuing Operations 134224 130442

Adjusted SGA as of sales 27.2% 27.4%

Sales per average selling square foot 110.17 109.10

Gross Margin dollars per average selling square feet 33.87 33.51

Adjusted SGA per average selling square foot 30.44 30.35

Adjusted EBITDA per average selling square foot 4X5 3.29 3.12

Average inventory per average selling square feet
467 32.34 31.09

Average selling square feet 4410 4298

Total stores operating beginning of period
216 214

Total stores operating end of period 217 216

Total stores less than twelve months old

Total non-same stores

Supplemental Data

Same-store gross margin dollar change 0.2% 5.2%

Same-store SGA dollar change -0.7% 0.3%

Same-store total customer count change 52 weeks -5.0% -3.1%

Same-store average sale per ticket change 52 weeks 4.0% 6.2%

Store support center includes loss on disposal of fixed assets

Same-stores are those stores which were open at the end of the reporting period had reached their fourteenth month of operation and include store

locations if any that had experienced remodel an expansion or relocation Same-stores also include the Companys transactional website

Non same-stores are those stores which have not reached their fourteenth month of operation

Average selling square feet is calculated as beginning square feet plus ending square feet divided by

Adjusted EBITDA per average selling square foot is calculated as Adjusted EBITDA divided by average selling square feet

Average store level merchandise inventory is calculated as beginning inventory plus ending inventory divided by

Excludes inventory for unopened stores
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Store support center expenses for fiscal year 2013 increased $0.2 million or 0.8% The net increase was primarily due to increases in payroll

and benefits $0.2 million and legal fees $0.2 million and partially offset by decrease in other professional services $0.2 million

SGA expenses attributable to same-stores decreased $0.7 million or 0.7% during fiscal year 2013 compared to fiscal year 2012

SGA expenses attributable to non same-stores increased $4.8 million or 653.2% during fiscal year 2013 compared to fiscal year 2012

Reconciliation and Explanation of Non-U.S GAAP Financial Measures

The following table shows the reconciliation of Adjusted EBITDA to net earnings loss

14 Week 13 Week
For the Thirty-Nine Trailing Twelve Period Period

52 Weeks Week Periods Ended Periods Ended Ended Ended 53 Weeks

October 28 October 30 October 28 February January 29
FiscaL 2012 2012 2011 2012 2013 2012 Fiscal 2013

Net earnings loss 1655 673 823 159 1980 832 1307

Plus

Interest 4207 2394 3336 3265 1083 871 3477

Taxes 641 443 529 331 754 112 311

Depreciation and amortization 8656 6479 6434 8701 2423 2222 8902

EBITDA 15159 7757 11122 11794 6240 4037 13997

Plus

Share-based compensation 257 327 274 310 54 17 381

Gain loss asset disposals 292 126 414 145 418 141

Insurance proceeds 2270 ____________ 2270 _______________

Adjusted EBITDA 13438 8080 9000 12518 6439 4438 14519

Cash 2491 1179 3125 1179 3160 2491 3160

Debt 65437 74745 80210 74745 79962 65437 79962

Debt net of cash 62946 73566 77085 73566 76802 62946 76802

On September 2011 the Company received $2.3 million insurance settlement from Factory Mutual Insurance Company that represented an

appearance allowance for the roofs at the Companys corporate office and warehouse in Abilene KS
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Seasonality and Quarterly Results

The following table sets forth the Companys net sales gross margin income from operations and net earnings during each quarter of fiscal

years 2013 and 2012

First Second Third Fourth

Quarter Quarter Quarter Quarter

Fiscal 2013 Net sales 116.5 121.1 108.2 146.8

Gross margin 34.4 39.7 33.7 41.6

Earnings loss from

continuing operations 1.1 2.1 1.2 2.0

Net earnings loss 1.3 2.0 1.4 2.0

Net earnings loss per

share

Basic 0.34 0.52 0.37 0.61

Diluted 0.34 0.52 0.37 0.61

Fiscal2Ol2 Netsales 112.4 120.2 108.2 135.3

Gross margin 33.2 39.0 33.1 38.7

Earnings loss from

continuing operations 1.5 2.3 0.2 0.9

Net earnings loss 1.5 2.3 0.1 0.8

Net earnings loss per

share

Basic 0.40 0.60 0.01 0.21

Diluted 0.40 0.60 0.01 0.21

Earnings per share amounts are computed independently for each of the quarters presented Therefore the sum of the quarterly earnings per

share in fiscal years 2013 and 2012 may not equal the total computed for the year

See Note 11 of Notes to Financial Statements for quarterly earnings per share information

The Companys business is subject to seasonal fluctuations The Companys highest sales levels occur in the fourth quarter of its fiscal year

which includes the Christmas holiday selling season The Companys results of operations in any one quarter are not necessarily indicative of the results

of operations that can be expected for any other quarter or for the full fiscal year The Companys results of operations may also fluctuate from quarter to

quarter as result of the amount and timing of sales contributed by new stores and the integration of the new stores into the operations of the Company

as well as other factors The addition of large number of new stores can therefore significantly affect the quarterly results of operations

Inflation

Management does not believe that its merchandising operations have been materially affected by inflation over the past few years Future

inflationary pressure however may reduce our profitability The Company will continue to monitor costs take advantage of vendor incentive programs

selectively buy from competitive vendors and adjust merchandise prices based on market conditions

Liquidity and Capital Resources

At the end of fiscal year 2013 working capital defined as current assets less current liabilities was $133.6 million compared to $134.4 million

at the end of fiscal year 2012

The Companys primary sources of funds are cash flow from operations borrowings under its revolving loan credit facility and vendor trade

credit financing Short-term trade credit represents significant source of financing for inventory to the Company Trade credit arises from the

willingness of the Companys vendors to grant payment terms for inventory purchases

Net cash provided by operating activities aggregated $9.4 and $1.8 million for fiscal years 2013 and 2012 respectively The $7.6 million

increase in cash provided by operating activities resulted primarily from an increase in accounts payable net of increase in merchandise inventory of

$9.1 million an increase in deferred income tax expense of $3.4 million and partially offset by decreases in other assets and liabilities of $4.7 million

and accrued salaries and commissions of $0.7 million

Net cash used in investing activities for fiscal years 2013 and 2012 totaled $15.4 million and $7.6 million respectively and consisted primarily

of capital expenditures The Companys long-range strategy is to grow its store count and it intends to continue to invest in technology and migrate

various system applications during the next 36 months During fiscal year 2013 the Company opened five Alco stores and closed four stores During

fiscal year 2012 the Company opened four ALCO stores and closed two stores

On July 21 2011 the Company entered into five-year revolving Credit Agreement the Facility with Wells Fargo and Wells Capital

Finance LLC The $120.0 million Facility replaced the Companys previous $120.0 million credit facility with Bank of America N.A and Wells Fargo

Retail Finance LLC and expires July 20 2016.The Company uses its revolving loan credit facility and vendor trade credit financing to fund the buildup

of inventories periodically during the year for its peak selling seasons and to meet other short-term cash requirements The revolving loan credit facility

provides up to $120 million of financing in the form of notes payable The loan agreement expires July 20 2016 The revolving loan note payable of

$63.5 million together with outstanding letters of credit at February 2013 resulted in an available line of credit at that date of approximately $45.3

million subject to borrowing base calculation Loan advances are secured by security interest in the Companys inventory and credit card

receivables The loan agreement contains various restrictions that are applicable when outstanding borrowings exceed $102.0 million including
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limitations on additional indebtedness prepayments acquisition of assets granting of liens certain investments and payments of dividends The

Companys loan agreement contains various covenants including limitations on additional indebtedness and certain financial tests as well as various

subjective acceleration clauses The balance sheet classification of the borrowings under the revolving loan credit
facility has been determined in

accordance with ASC 470-10-45 Balance Sheet ClassfIcation of Borrowings Outstanding under Revolving Credit Agreements that Include both

Subjective Acceleration Clause and Lock-Box Arrangement Accordingly this obligation has been classified as long-term liability
in the

accompanying balance sheet

On July 27 2012 the Company entered into new Rule lobs-i and Rule lOb- 18 Stock Repurchase Agreement with William Blair and

Company LLC the Stock Repurchase Agreement whereby the Company authorized the repurchase of up to 175000 shares of the Companys

Common Stock under the Companys stock repurchase program the Program

The Program was initially authorized by the Company on March 23 2006 whereby the Board of Directors of the Company authorized the

repurchase of 200000 shares of the Companys Common Stock and the Company repurchased 3337 shares of Common Stock under the Program The

Companys Board of Directors reinstated the Program on August 13 2008 and the Company repurchased 22197 shares of Common Stock under the

Program during such period of reinstatement The Board of Directors of the Company approved the reinstatement of the Program again on January

2012 and the Company repurchased an additional 34407 shares of Common Stock during such reinstatement On April 25 2012 the Board of Directors

of the Company authorized the Company to repurchase an additional 500000 shares of Common Stock for total of 700000 shares of Common Stock

authorized for repurchase under the Program The Stock Repurchase Agreement only authorizes William Blair and Company LLC to repurchase

portion of the total shares available for repurchase under the Program as stated above Under the terms of the Program the Company can terminate the

proposed buy back at any time

During fiscal 2013 the Company repurchased total of 584928 shares of Common Stock under the Program All shares were repurchased at

market prices and the Companys policy is to apply the excess of purchase price over par value to additional paid-in capital resulting in decrease to

additional paid-in capital of $4.0 million As of February 2013 the Company repurchased total of6lO462 shares under the Program since it was

initially approved in 2006 Therefore there were 89538 shares of Common Stock available to be repurchased by the Company as of February 2013

Net cash provided by financing activities for fiscal years 2013 and 2012 totaled $6.7 million and $4.0 million respectively Net cash provided

by financing activities during fiscal year 2013 consisted of net borrowings under the revolving Credit Agreement and was partially offset by payments for

repurchase of Company stock As such stock repurchases were funded by increases in the amount outstanding under the Companys revolving credit

agreement In fiscal 2013 the Company had net cash borrowings of $11.4 million on its revolving credit facility made cash payments of $0.8 million to

reduce its capital lease obligations and made cash payments of $4.0 million to repurchase shares of Company stock

The following table sets forth the average revolver balance outstanding the maximum amount outstanding at end of the fiscal periods and

amounts outstanding for each borrowing type

February January 29
2013 2012

Maximum revolver balance outstanding during fiscal period 83916 79923

Average outstanding revolver balance during fiscal period 58046 54464

Outstanding loan types at end of fiscal period

Revolving credit facility 63446 52063

Letters of credit 8605 7629

On October 12 2012 subsequent to trade confirmation executed October 10 2012 whereby the Company repurchased shares of its common

stock the Company notified Wells Fargo that immediately after giving effect to the share repurchase the Consolidated Fixed Charge Coverage Ratio

would not be greater than the required ratio per Section 7.06c of the Facility On October 12 2012 Wells Fargo issued its consent of the repurchase

provided that their consent automatically terminated in the event the repurchase was not consummated within 90 days of the date of consent

On February 2013 the Board of Directors of the Company unanimously approved First Amendment the Amendment to its Credit

Agreement with Wells Fargo amending Section 7.06c of the Credit Agreement to permit the Company subject to certain conditions set forth in the

Amendment to repurchase redeem or otherwise acquire Equity Interests issued by the Company not to exceed $1000000 in the aggregate in each Fiscal

Year Under the Credit Agreement Equity Interests is defined as all of the shares of the capital stock of person and all of the other warrants options

or other rights of person to purchase capital stock of such person Such amendment was announced on Form 8-K filed by the Company with the SEC

on February 12 2013 and copy of the Amendment is attached to such 8-K Except to the extent specifically set forth in Wells Fargos Consent no

other consent waiver of or change in any of the terms provisions or conditions of the Credit Agreement is intended or implied

Expansion Plans

The continued growth of the Company is dependent in large part upon the Companys ability to open and operate new stores on timely and

profitable basis In addition the Company continually reviews underperforming stores to determine potential closures During fiscal 2014 the Company

expects to open no less than five stores is currently in process of closing four stores and anticipates additional closures of underperforming stores will

occur during fiscal 2014 While the Company believes that adequate sites are currently available the rate of new store openings is subject to various

contingencies many of which are beyond the Companys control These material contingencies include

the Companys ability to hire train and retain qualified personnel

the availability of adequate capital resources for us to purchase inventory equipment and fixtures and make other capital expenditures necessary for

store expansion

the ability of our landlords and developers to find appropriate financing in the current credit market to develop property to be leased by the

Company

Historically we have been able to hire train and retain qualified personnel and we anticipate being able to do so in the future In order to

address this contingency the Company has initiated an Assistant Manager Training Program whereby the Company provides general management
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training to manager candidates at monthly seminars held at the Companys corporate offices We anticipate that this program will increase our ability to

train and retain qualified personnel We currently believe that we will have the capital resources necessary to purchase the inventory equipment and

fixtures and to fund the other capital expenditures necessary for the store expansions If we lack such capital resources however it would limit our

expansion plans and negatively impact our operations going forward The Company has been working closely with multiple developers and landlords

that the Company believes have the financial resources to develop property to be leased by the Company and hold such property as long-term

investment in their portfolios If such developers and landlords do not have and cannot obtain the financial resources to develop and hold such property

it would limit our expansion plans and negatively impact our operations going forward

Off-Balance Sheet Arrangements

The Company has not provided any financial guarantees as of year-end fiscal 2013

The Company has not created and is not party to any special-purpose or off-balance sheet entities for the purpose of raising capital incurring

debt or operating the business The Company does not have any arrangements or relationships with entities that are not into the financial statements that

are reasonably likely to materially affect the Companys liquidity or the availability of capital resources

CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS AND FACTORS THAT MAY AFFECT FUTURE
RESULTS OF OPERATIONS FINANCIAL CONDITION OR BUSINESS

Certain statements contained in this Annual Report on Form 10-K that are not statements of historical fact may constitute forward-looking

statements within the meaning of Section 21 of the Exchange Act These statements are subject to risks and uncertainties as described below

Examples of forward-looking statements include but are not limited to projections of revenues income or loss earnings or loss per share capital

expenditures store openings store closings payment or non-payment of dividends capital structure and other financial items ii statements of plans and

objectives of the Companys management or Board of Directors including plans or objectives relating to inventory store development marketing

competition business strategy store environment merchandising purchasing pricing distribution transportation store locations and information

systems iii statements of future economic performance and iv statements of assumptions underlying the statements described in ii and

iii Forward-looking statements can often be identified by the use of forward-looking terminology such as believes expects may will

should could intends plans estimates projects or anticipates variations thereof or similar expressions

Forward-looking statements are not guarantees of future performance or results They involve risks uncertainties and assumptions The

Companys future results of operations financial condition and business operations may differ materially from the forward-looking statements or the

historical information stated in this Annual Report on Form 10-K Stockholders and investors are cautioned not to put undue reliance on any forward-

looking statement

There are number of factors and uncertainties that could cause actual results of operations financial condition or business contemplated by

the forward-looking statements to differ materially from those discussed in the forward-looking statements made herein or elsewhere orally or in writing

by or on behalf of the Company including those factors described in Item 1A Risk Factors above Other factors not identified herein could also have

such an effect
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders

ALCO Stores Inc

We have audited the accompanying balance sheet of ALCO Stores Inc Kansas corporation the Company as of February 2013 and the related

statements of operations stockholders equity and cash flows for the year ended February 2013 These financial statements are the responsibility of

the Companys management Our responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States Those standards require

that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement The Company

is not required to have nor were we engaged to perform an audit of its internal control over financial reporting Our audit included consideration of

internal control over financial reporting as basis for designing audit procedures that are appropriate in the circumstances but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control over financial reporting Accordingly we express no such opinion An audit

also includes examining on test basis evidence supporting the amounts and disclosures in the financial statements assessing the accounting principles

used and significant estimates made by management as well as evaluating the overall financial statement presentation We believe that our audit provides

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial position of ALCO Stores Inc as of

February 2013 and the results of its operations and its cash flows for the period ended February 2013 in conformity with accounting principles

generally accepted in the United States of America

We also have audited the adjustments to the 2012 financial statements to retrospectively present the results of operations of stores closed by the Company

as discontinued operations as described in Note 11 to the financial statements In our opinion such adjustments are appropriate and have been properly

applied We were not engaged to audit review or apply any procedures to the 2012 financial statements of the Company other than with respect to such

adjustments and accordingly we do not express an opinion or any other form of assurance on the 2012 financial statements taken as whole

Is GRANT THORNTON LLP

Kansas City Missouri

April 23 2013
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders

ALCO Stores Inc

We have audited before the effects of the retrospective adjustments to present the results of operations of stores closed by the Company as discontinued

operations described in note 11 the accompanying balance sheet of ALCO Stores Inc previously known as Duckwall-ALCO Stores Inc the

Company as of January 29 2012 and the related statements of operations stockholders equity and cash flows for the year then ended The 2012

financial statements before the effects of the adjustments discussed in note 11 are not presented herein The 2012 financial statements are the

responsibility of the Companys management Our responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States Those standards require

that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement An audit

includes examining on test basis evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing the

accounting principles used and significant estimates made by management as well as evaluating the overall financial statement presentation We believe

that our audit provides reasonable basis for our opinion

In our opinion the 2012 financial statements before the effects of the retrospective adjustments to present the results of operations of stores closed by the

Company as discontinued operations described in note 11 present fairly in all material respects the financial position of ALCO Stores Inc as of

January 29 2012 and the results of its operations and its cash flows for the year then ended in conformity with U.S generally accepted accounting

principles

We were not engaged to audit review or apply any procedures to the retrospective adjustments to present the results of operations of stores closed by the

Company as discontinued operations described in note 11 and accordingly we do not express an opinion or any other form of assurance about whether

such adjustments are appropriate and have been properly applied Those adjustments were audited by successor auditor

As discussed in notes 1c and to the financial statements the Company elected to change its method of accounting for inventory from the retail

inventory method to the weighted average cost method in fiscal year 2012

Is KPMG LLP

Kansas City Missouri

April 13 2012
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ALCO Stores Inc

Balance Sheets

dollars in thousands except share and per share amounts

February January 29
2013 2012

Assets

Current assets

Cash 3160 2491

Receivables 13187 10334

Inventories 166671 156214

Prepaid expenses 3767 3603

Deferred income taxes 3081 5607

Property held for sale 568 568

Total current assets 190434 178818

Property and equipment at cost

Land and land improvements 5648 1508

Buildings and building improvements 10499 10488

Furniture fixtures and equipment 74066 71518

Transportation equipment
988 861

Leasehold improvements 21138 19289

Construction work in progress 5083 1177

Total property and equipment 117422 104841

Less accumulated depreciation and amortization 81794 76563

Net property and equipment 35628 28278

Property under capital leases 26972 24054

Less accumulated amortization 11476 11498

Net property under capital leases 15496 12556

Deferred income taxes non current 1693

Other non-current assets 624 754

Total assets 243875 220405

Liabilities and Stockholders Equity

Current liabilities

Current maturities of capital lease obligations 580 570

Accounts payable 39220 26695

Accrued salaries and commissions 3111 3984

Accrued taxes other than income taxes 5046 4845

Self-insurance claim reserves 4429 4112

Other current liabilities 4429 4327

Total current liabilities 56815 44533

Notes payable under revolving loan 63446 52063

Capital lease obligations less current maturities 15936 12804

Deferred gain on leases 3053 3439

Deferred income taxes 643

Other noncurrent liabilities 2462 2483

Total liabilities 141712 115965

Stockholders equity

Common stock $0001 par value authorized 20000000 shares 3258163 and 3842745 shares issued

and outstanding respectively

Additional paid-in capital 36533 40115

Retained earnings 65629 64324

Total stockholders equity 102163 104440

Total liabilities and stockholders equity 243875 220405

See accompanying notes to financial statements
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ALCO Stores Inc

Statements of Operations

Fiscal Years ended February 2013 and January 29 2012

dollars in thousands except share and per share amounts

53 Weeks Ended 52 Weeks Ended

February 2013 January 29 2012

Net sales 492595 476032

Cost of sales 343232 331984

Gross margin 149363 144048

Selling general and administrative 134746 130951

Depreciation and amortization expenses 8847 8569

Total operating expenses 143593 139520

Other operating income 2270

Operating income 5770 6798

Interest expense 3477 4207

Earnings from continuing operations before income taxes 2293 2591

Income tax expense 565 702

Earnings from continuing operations 1728 1889

Loss from discontinued operations net of income tax benefit of $0.3 million in 2013 and $0.1 million in

2012 421 234
Net earnings 1307 1655

Earnings loss per share

Basic

Continuing operations 0.48 0.49

Discontinued operations 0.12 0.06

Net earnings per share 0.36 0.43

Earnings loss per share

Diluted

Continuing operations 0.48 0.49

Discontinued operations 0.12 0.06

Net earnings per share 0.36 0.43

See accompanying notes to financial statements
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Balance January 30 2011

Net income for the year ended January 29 2012

Shares issued

Expired stock options

Share-based compensation

Balance January 29 2012

Net income for the year ended February 2013

Shares issued

Shares repurchased

Share-based compensation

Balance February 2013

145

257

3842745 40115

257

104440

1307

381

102163

See accompanying notes to financial statements

ALCO Stores Inc

Statements of Stockholders Equity

Fiscal Years ended February 2013 and January 29 2012

dollars in thousands except share and per amounts

Common Additional

stock shares Common paid-in

outstanding stock capital

3841895 40003

850

Total

stockholders

equity

102673

1655

145

Retained

earnings

62669

1655

64324

1307

65629

346

584928 3963

3258163

381

36533

3963
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ALCO Stores Inc

Statements of Cash Flows

Fiscal Years ended February 2013 and January 29 2012

dollars in thousands

53 Weeks 52 Weeks

2013 2012

Cash flows from operating activities

Net earnings 1307 1655

Adjustments to reconcile net earnings to net cash provided by operating activities

Depreciation and amortization 8902 8656

Loss on sale of assets 141 292

Share-based compensation 381 257

Deferred income tax expense net 191 1552
Changes in

Receivables 2853 3487
Prepaid expenses 164 117

Inventories 10457 7747
Accounts payable 12524 725

Prepaid income taxes 168

Accrued salaries and commissions 873 149
Accrued taxes other than income 201 23

Self-insured claims reserves 317 27
Other assets and liabilities 174 2906

Net cash provided by operating activities 9443 1837

Cash flows from irLvesting activities

Proceeds from the sale of assets 145 992

Acquisition of property and equipment 15577 8567
Net cash used in investing activities 15432 7575

Cash flows from financing activities

Borrowings on revolving loan credit agreement 186390 220736

Repayments on revolving loan credit agreement 175007 213955

Refinancing costs on revolving loan and term loan fees 525

Pay downs under term loan 1414
Principal payments under capital lease obligations 762 802

Payments for repurchase of stock 3963
Net cash provided by financing activities 6658 4040

Net increase decrease in cash and cash equivalents 669 1698
Cash at beginning of year 2491 4189

Cash at end of year 3160 2491

Supplemental cash flow information

Increase in property under capital lease 3902 1800
Increase in capital lease obligations 3902 1800

Interest excluding interest on capital lease obligations and amortization of debt financing costs 2089 3013

Net income tax paid refunded 110 85

See accompanying notes to financial statements
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ALCO STORES INC
Notes to Financial Statements

February 2013 and January 29 2012

dollars in thousands except for share and per share amounts

Summary of Significant Accounting Policies

Nature of Business

The Company is engaged in the business of retailing general merchandise throughout the central portion of the United States of America through broad

line department store outlets Merchandise is purchased for resale from many vendors On November 29 2010 the Company announced partnership

with Associated Wholesale Grocer AWG whereby the Company began procuring several categories of product through AWG which allowed for

the reduction of inventory improved inventory turnover and lower operating expenses at its distribution facility in Abilene Kansas

Basis of Presentation

The Companys fiscal year ends on the Sunday nearest to January 31 Fiscal years 2013 and 2012 consisted of 53 weeks and 52 weeks respectively

The financial statements are prepared in conformity with U.S generally accepted accounting principles U.S GAAP The Company has revised the

prior presentation of activity under its revolving credit agreement to reflect that activity on gross basis in the statement of cash flows

Inventories

Inventories are stated at the lower of cost or net realizable value The first-in first-out FIFO method is used for all inventories

During the fourth quarter of fiscal 2012 the Company elected to change its method of accounting for inventory from the retail inventory method to the

weighted average cost method The Company believes the cost method is preferable to the retail inventory method because it better reflects the current

value of inventory on the balance sheet and provides better matching of revenues and expenses

Property and Equipment

Depreciation is computed on straight-line basis over the estimated useful lives of the assets Amortization of capital leases is computed on straight-

line basis over the terms of the lease agreements Major improvements are capitalized while maintenance and repairs that do not extend the useful life of

the asset are charged to expense as incurred Estimated useful lives are as follows

Buildings 25 years

Building improvements
10 years

Software years

Furniture fixtures and equipment years

Transportation equipment years

Leasehold improvements 10 years not to exceed lease term

For fiscal years 2013 and 2012 depreciation and amortization was $8.9 million and $8.7 million respectively

Operating Leases

The Company accounts for operating leases over the initial lease term without regard to available renewal options The Company considers free rent

periods and scheduled rent increases in determining total rent expense for the initial lease term Total rent expense is recognized on straight-line basis

over that term

qf Insurance

The Company retains significant deductibles on its insurance policies for workers compensation general liability medical claims and

prescriptions Due to the fact that it could take more than one year to determine the actual costs these costs are estimated based on the Companys

historical loss experience and estimates from the insurance carriers and consultants The Company completes an actuarial evaluation of its loss

experience each year During the periods between actuarial evaluations management monitors the cost and number of claims and compares those results

to historical amounts The Companys actuarial method is the fully developed method The Company records its reserves on an undiscounted basis

The Companys prior estimates have varied based on changes in assumptions related to actual claims versus estimated ultimate loss calculations based on

historical claim activity Current and future estimates could be affected by changes in those same assumptions

Income Taxes

The Company accounts for income taxes under the asset and
liability

method Deferred tax assets and liabilities are recognized for the future tax

consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases

and operating loss and tax credit carryforwards Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable

income in the years in which those temporary differences are expected to be recovered or settled The effect on deferred tax assets and liabilities of

change in tax rates is recognized in income in the period that includes the enactment date The Company reflects changes in estimates related to prior

period income taxes as component of current period income tax expense

Net Sales

Sales are recorded when title and risk of loss are transferred to the customer which occurs at the point of sale The Company excludes sales taxes from

revenue The Company has established sales returns allowance based on the historical returns pattern experienced by the Company

Net Earnings Loss Per Share
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Basic net earnings loss per share is computed by dividing net earnings loss by the weighted average number of shares outstanding Diluted net

earnings loss per share reflects the potential dilution that could occur if contracts to issue securities such as stock options were exercised unless their

effect is anti-dilutive See Note

Use of Estimates

Management of the Company has made certain estimates and assumptions in determining the reported amounts of assets and liabilities the disclosure of

contingent assets and liabilities and the reported amounts of revenues and expenses to prepare these financial statements in conformity with U.S

GAAP Actual results could differ from those estimates used to record various assets and liabilities such as allowances for doubtful accounts valuation

of merchandise inventory reserves for self-insurance and the effective tax rate

Long-lived Assets

Whenever events and circumstances indicate that the carrying value of certain long-lived assets may be impaired the Company reviews such assets for

impairment at the lowest level for which there are identifiable cash flows usually at the store level The carrying amount of certain assets is compared

with the expected undiscounted future cash flows to be generated by those assets over their estimated remaining economic lives If the undiscounted cash

flows are less than the carrying amount of the assets the assets are written down to fair value Factors that could result in an impairment review include

but are not limited to current period cash flow loss combined with history of cash flow losses or projection that demonstrates continuing losses

associated with the use of long-lived asset or significant changes in manner of use of the assets due to changes in business strategies or competitive

environment Additionally when commitment is made to close store in period beyond the quarter in which the closure commitment is made it is

the long-lived assets associated with the store are reviewed for impairment and depreciable lives are adjusted The impairment evaluation is based on the

estimated cash flows from continuing use until the expected disposal date plus the expected terminal value Actual results could vary from management

estimates There was no asset impairment in fiscal years 2013 or 2012

The Company had $0.6 million classified as assets held for sale as of both February 2013 and January 29 2012 These properties are recorded at their

estimated net realizable value net of disposal costs Management believes it is reasonable to assume the assets held for sale could be sold within the next

12 months

Store Closings and Discontinued Operations

provision for store closure expense is recorded when the Company discontinues using the facility summary of the activity in the liability account

included in other current liabilities related to store closures for fiscal years 2013 and 2012 is as follows

2013 2012

Store closure liability at beginning of year 91

Store closure income expense included in discontinued operations

Payments
________________

91

Store closure liability at end of year

The Company has determined that generally each store is component of the entity and that for each closed store the operations and cash flows of the

component have been eliminated from the ongoing operations of the entity and ii the entity will not have any significant continuing involvement in the

operations of the component after the store is closed This is result of the Companys stores being geographically dispersed The results of operations

for stores that have been closed by the Company and in fiscal years 2013 and 2012 respectively have been reclassified to discontinued operations in

the accompanying statements of operations for all periods presented The Company does not allocate interest expense to discontinued operations The

liability recognized for costs associated with store closing is primarily related to future lease costs net of estimated sublease income and is accrued and

charged to income when the Company ceases to use the leased location

Consideration Received from Vendors

Cost of sales and selling general and administrative expenses are partially offset by various forms of consideration received from our vendors This

vendor income is earned for variety of vendor-sponsored programs such as volume rebates markdown allowances promotions warehouse cost

reimbursement and advertising Consideration received to the extent that it reimburses specific incremental and identifiable costs incurred to date is

recorded in selling general and administrative expenses in the same period as the associated expenses are incurred Reimbursements received that are in

excess of specific incremental and identifiable costs incurred to date are recognized as reduction to the cost of the merchandise purchased and are

reflected in costs of sales as the merchandise is sold The Company establishes receivable for the vendor income that is earned but not yet received

This receivable is computed based on provisions of the agreements in place and reflects managements expectations about when and whether the

Company will have completed its performance and the amount will be earned The Company performs detailed analyses to determine the appropriate

level of the receivable in the aggregate The majority of year-end receivables associated with these activities are collected within the following fiscal

quarter

Advertising Costs

The Company expenses advertising costs as incurred The Company records payments from vendors representing reimbursements of specific identifiable

costs as reduction of that cost Advertising expenses of$12.0 million and $10.9 million in fiscal 2013 and 2012 respectively are included in selling

general and administrative expenses in the statements of operations Advertising reimbursements from vendors partially offset advertising expenses

were $6.2 million and $5.2 million for fiscal years 2013 and 2012 respectively The costs of production and distribution of newspaper circulars made up

the majority of our advertising costs in both years

Share-based Compensation
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The Company currently sponsors share-based employee benefit plans and stock option plans The Company recognizes compensation expense for its

share-based payments based on the fair value of the awards on the date of the grant Share-based payments include stock option awards issued under the

Companys employee stock option and director stock option plans See Note 10 for further information concerning these plans

Fair Value of Financial Instruments

The financial instruments of the Company consist of cash short-term receivables and accounts payable accrued expenses and long-term debt

instruments including capital leases For notes payable under revolving loan fair value approximates the carrying value due to the variable interest

rate For all other financial instruments including cash short-term receivables accounts payable and accrued expenses the carrying amounts

approximate fair value due to the short maturity of those instruments

Pre-opening Costs

The costs of start-up activities including organization costs and new store openings are expensed as incurred

Inventories

As described in note 1c during the fourth quarter of fiscal 2012 the Company elected to change its method of accounting for inventory from the retail

inventory method to the weighted average cost method The Company believes the cost method is preferable to the retail inventory method because it

better reflects the current value of inventory on the balance sheet and provides better matching of revenues and expenses Had the Company not changed

its policy for accounting for inventory pre-tax income for the year ended January 29 2012 would have been $2.6 million lower $0.67 effect on both

earnings per basic and diluted share As result of the accounting change retained earnings as of January 30 2011 decreased from $64.3 million to

$62.7 million There was no impact to net cash provided by operating activities as result of this change in accounting policy

Credit Arrangements Notes Payable and Long-term Debt

On July 21 2011 the Company entered into five-year revolving Credit Agreement the Facility with Wells Fargo Bank National Association and

Wells Capital Finance LLC collectively Wells Fargo The $120.0 million Facility replaced the Companys previous $120.0 million credit facility

with Bank of America N.A and Wells Fargo Retail Finance LLC and expires July 20 2016 Additional costs paid to Wells Fargo in connection with

the new facility were $0.5 million Those fees have been deferred and will be amortized over the term of the new facility Loan advances are secured by

security interest in the Companys inventory and credit card receivables

Based on the Companys average excess availability the amount advanced to the Company on any Base Rate Loan as such term is defined in the

Facility bears interest at the highest of the rate of interest in effect for such day as publicly announced from time to time by Wells Fargo as its prime

rate the Federal Funds Rate for such day plus 1.0% and the LIBO Rate for 30 day interest period as determined on such day plus 2.0%

Amounts advanced with respect to any LIBO Borrowing for any Interest Period as those terms are defined in the Facility shall bear interest at an

interest rate per annum rounded upwards if necessary to the next 1/16 of one percent equal to the LIBO Rate for such Interest Period multiplied by

the Statutory Reserve Rate as defined in the Facility The Facility contains various restrictions that are applicable when outstanding borrowings

reach certain thresholds including limitations on additional indebtedness prepayments acquisition of assets granting of liens certain investments and

payment of dividends

On October 12 2012 subsequent to trade confirmation executed October 10 2012 whereby the Company repurchased shares of its common stock the

Company notified Wells Fargo that immediately after giving effect to the share repurchase the Consolidated Fixed Charge Coverage Ratio would not be

greater than the required ratio per Section 7.06c of the Facility On October 12 2012 Wells Fargo issued its consent of the repurchase provided that

their consent automatically terminated in the event the repurchase was not consummated within 90 days of the date of consent

On February 2013 the Board of Directors of the Company unanimously approved First Amendment the Amendment to its Credit Agreement

with Wells Fargo National Association amending Section 7.06c of the Credit Agreement to permit the Company subject to certain conditions set forth

in the Amendment to repurchase redeem or otherwise acquire Equity Interests issued by the Company not to exceed $1000000 in the aggregate in each

Fiscal Year Under the Credit Agreement Equity Interests is defined as all of the shares of the capital stock of person and all of the other warrants

options or other rights of person to purchase capital stock of such person
Such amendment was announced on Form 8-K filed by the Company with

the Securities and Exchange Commission on February 12 2013 and copy of the Amendment is attached to such 8-K. Except to the extent specifically

set forth in Wells Fargos Consent no other consent waiver of or change in any of the terms provisions or conditions of the Credit Agreement is

intended or implied

Notes payable outstanding at February 2013 and January 29 2012 under the revolving loan credit facility aggregated $63.4 million and $52.1 million

respectively The lender had also issued letters of credit aggregating $8.6 million and $7.6 million respectively at such dates on behalf of the

Company The interest rates on the outstanding borrowings at February 2013 were 2.25% on $60.0 million of the outstanding balance and 4.25% on

the remaining $3.4 million The Company had additional borrowings available at February 2013 under the revolving loan credit facility amounting to

approximately $45.3 million

As of January 30 2011 the Company had term loan which was incurred to fund new store fixtures and equipment and was secured by such fixtures and

equipment The term loan expired and the remaining balance was paid during fiscal year 2012

Interest expense on notes payable and long-term debt excluding capital lease obligations aggregated $2.2 million and $3.2 million during fiscal years

2013 and fiscal 2012 respectively

Employee Benefits

Effective November 2010 the Companys Board of Directors elected to suspend the Company match of employees 401K contributions Historically

the Company matched employee contributions up to half of the first 4% of compensation contributed by the employee Contributions by the Company

vest with the participants over seven-year period The unvested portion of the Company match to employees not employed by the Company as of

January 29 2012 resulted in credit to 401K expense during fiscal 2012 of $0.1 million

Self-Insurance Claim Reserves
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Changes to the self-insurance reserves for fiscal years 2013 and 2012 are as follows

2013 2012

Beginning balance 4112 4139

Reserve additions 2130 2727

Claims paid 2447 2754
Ending balance 4429 4112

Leases

The Company is lessee under long-term capital leases expiring at various dates The components of property under capital leases as of February 2013

and January 29 2012 are as follows

2013 2012

Buildings 14350 11038

Fixtures 5764 6158

Software 6858 6858

26972 24054

Less accumulated amortization 11476 11498

Net property under capital leases 15496 12556

The Company also has non-cancelable operating leases primarily for buildings that expire at various dates

Future minimum lease payments under all non-cancelable leases together with the present value of the net minimum lease payments pursuant to capital

leases as of February 2013 are as follows

Capital Leases Operating Leases

Fiscal year

2014 2055 18511

2015 1886 16559

2016 1818 15241

2017 1818 14053

2018 1818 12351

Later years 22247 46650

Total minimum lease payments 31642 123365

Less amount representing interest 15126

Present value of net minimum lease payments 16516

Less current maturities 580

Capital lease obligations less current maturities 15936

Minimum payments do not include contingent rentals which may be paid under certain store leases on the basis of percentage of sales in excess of

stipulated amounts Contingent rentals applicable to capital leases amounted to $0.0 million and $0.1 million for fiscal years 2013 and 2012

respectively

The interest on capital lease obligations for fiscal years 2013 and 2012 aggregated $1.3 million and $1.0 million respectively

The following schedule presents the composition of total rent expense for all operating leases for fiscal 2013 and 2012

2013 2012

Minimum rentals 19008 20110

Contingent rentals 1318 1277

Less sublease rentals 32 32
20294 21355

Income Taxes

The Companys income tax expense benefit consists of the following for fiscal years 2013 and 2012

2013 2012

Income tax expense allocated to continuing operations 565 702

Income tax benefit allocated to discontinued operations 254 61
Total income tax expense benefit 311 641

Income tax expense benefit attributable to continuing operations for fiscal years 2013 and 2012 consists of
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Current Deferred Total

2013

Federal 108 147 256

State 123 186 309

231 333 565

2012

Federal 59 440 381

State 128 193 321

69 633 702

Income tax expense attributable to continuing operations was $0.6 million and $0.7 million for fiscal years 2013 and 2012 respectively and differs from

the amounts computed by applying the Federal statutory income tax rate of 34% as result of the following

2013 2012

Computed expected tax expense
778 835

State income taxes net of the Federal income tax benefit 190 214

Adjustment for prior period taxes 110
Federal employment credits 393 429

Share-based compensation
53 31

Other net 47 47

565 702

The tax effects of temporary differences that give rise to significant portions of deferred tax assets and liabilities at February 2013 and January 29

2012 are presented below

2013 2012

Deferred tax assets

Capital leases 384 311

Other liabilities
412 551

Insurance reserves 1041 1208

Vacation and sick pay accrual 436 436

Stock options
238 155

Inventory 1202 318

Deferred gain on property and equipment 1149 1306

Deferred Rent 896 905

Net operating loss carryforwards 1606 3532

Credit carryforwards 3236 2463

Total deferred tax assets 10600 11185

Deferred tax liabilities

Property and equipment due to differences in depreciation 3890 4519

Property taxes
88 184

481 adjustments
255 530

Dividend income 649 479

Other assets 728 403

Total deferred tax liabilities 5610 6115

Net deferred tax asset 4990 5070

At February 2013 the Company has total federal and state net operating loss carryforwards of $2.7 million and $13.4 million respectively which are

available to offset future taxable income The federal net operating loss will expire after fiscal 2031 The state net operating losses will begin expiring in

fiscal 2014

The Company also has federal credits in the amount of $3.2 million that are available to offset future federal taxable income Approximately $2.8

million of these credits will begin to expire in fiscal year 2029 and the remaining credits have no expiration The history of earnings and projected future

results the Company believes it is more likely than not those future operations will generate sufficient taxable income to realize the deferred tax

assets As such at February 2013 and January 29 2012 there is no valuation allowance on the deferred tax asset In assessing the realizability of

deferred tax assets management considers whether it is more likely than not that some portion or all of the deferred tax assets will not be realized The

ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which those temporary

differences become deductible

reconciliation of the beginning and ending balances of the total amounts of gross unrecognized tax benefits is as follows

2013 2012

Gross unrecognized tax benefits at the beginning of the year
57

Increases related to prior period tax positions

Decreases related to prior period tax positions
57

Settlements ___________________

Gross unrecognized tax benefits at the end of the year
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None of the amounts included in the $57 thousand of unrecognized tax benefits at January 30 2011 would affect the effective tax rate if

recognized The net interest expense benefit recorded on unrecognized tax benefits during fiscal years 2013 and 2012 totaled $0 and $14 thousand

respectively No amounts were accrued for penalties with respect to the unrecognized tax benefits

The statute of limitations for the Companys federal income tax returns is open for fiscal 2010 through fiscal 2012 The Company files in numerous state

jurisdictions with varying statutes of limitation The Companys state returns are subject to examination by the taxing authority for fiscal 2009 through

2012 or fiscal 2010 through fiscal 2012 depending on each states statute of limitations

Stockholders Equity

On July 27 2012 the Company entered into new Rule 0b5 -1 and Rule Ob- 18 Stock Repurchase Agreement with William Blair and Company LLC

the Stock Repurchase Agreement whereby the Company authorized the repurchase of up to 175000 shares of the Companys Common Stock under

the Companys stock repurchase program the Program

The Program was initially
authorized by the Company on March 23 2006 whereby the Board of Directors of the Company authorized the repurchase of

200000 shares of the Companys Common Stock and the Company repurchased 3337 shares of Common Stock under the Program The Companys

Board of Directors reinstated the Program on August 13 2008 and the Company repurchased 22197 shares of Common Stock under the Program during

such period of reinstatement The Board of Directors of the Company approved the reinstatement of the Program again on January 2012 and the

Company repurchased an additional 34407 shares of Common Stock during such reinstatement On April 25 2012 the Board of Directors of the

Company authorized the Company to repurchase an additional 500000 shares of Common Stock for total of 700000 shares of Common Stock

authorized for repurchase under the Program The Stock Repurchase Agreement only authorizes William Blair and Company LLC to repurchase

portion of the total shares available for repurchase under the Program as stated above Under the terms of the Program the Company can terminate the

proposed buy back at any time

During fiscal 2013 the Company repurchased total of 584928 shares of Common Stock under the Program All shares were repurchased at market

prices and the Companys policy is to apply the excess of purchase price over par value to additional paid-in capital resulting in decrease to additional

paid-in capital of $4.0 million As of February 2013 the Company repurchased total of 610462 shares under the Program since it was initially

approved in 2006 Therefore there were 89538 shares of Common Stock available to be repurchased by the Company as of February 2013

Earnings Per Share

The following is reconciliation of the outstanding shares utilized in the computation of earnings per share

2013 2012

Weighted average shares outstanding basic 3634235 3842745

Effect of dilutive options to purchase common stock

As adjusted for diluted calculation 3634235 3842745

The anti-dilutive effect of 346000 and 277250 stock options has been excluded from diluted weighted average shares outstanding for the fiscal years

ended February 2013 and January 29 2012 respectively

10 Share-Based Compensation

Share-based payments consist of stock option grants The benefits of tax deductions in excess of recognized compensation expense are reported as

financing cash flow

Total share-based compensation component of selling and general and administrative expenses is summarized as follows

2013 2012

Share-based compensation expense before income taxes 381 257

Income tax benefits 73 72

Share-based compensation expense net of income tax benefits 308 185

Effect on

Basic earnings per share 0.08 0.05

Diluted earnings per share 0.08 0.05

Forfeitures are estimated at the time of valuation and reduce expense ratably over the vesting period This estimate is adjusted periodically based on the

extent to which actual forfeitures differ or are expected to differ from the previous estimate The Company grants awards to limited number of key

employees and officers thus actual forfeitures can vary significantly from estimated amounts Estimated forfeitures exceeded actual forfeitures for fiscal

year 2012 resulting in additional share-based compensation of $0.2 million

Stock incentive Plan

On June 27 2012 the Companys stockholders approved the Companys 2012 Equity Incentive Plan the Plan which is administered by the

Compensation Committee of the Companys Board of Directors Under the Plan the Company may grant up to 500000 shares of Company stock in the

form of stock options awards and rights to officers key employees and consultants of the Company provided however the Companys directors are not

permitted to be participants in the Plan According to the terms of the Plan the per share exercise price of stock options granted shall not be less than the

fair market value of the stock on the date of grant and such options will expire no later than ten years from the date of grant The stock options awards
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and rights granted under the Plan vest over certain period of time as determined by the Compensation Committee in its sole discretion beginning from

the grant date unless certain Company events occur as further provided under the terms of the Plan In the case of stockholder owning more than 10%

of the outstanding voting stock of the Company the exercise price of an incentive stock option may not be less than 110% of the fair market value of the

stock on the date of grant and such options will expire no later than five years from the date of grant Also the aggregate fair market value of the stock

with respect to which incentive stock options are exercisable on tax deferred basis for the first time by an individual in any calendar year may not

exceed $100000 In the event that the foregoing results in portion of an option exceeding the $100000 limitation such portion of the option in excess

of the limitation shall be treated as non-qualified stock option No more than 100000 shares of the Companys stock may be awarded in single

calendar year to any individual participating in the Plan At February 2013 the Company had 474500 remaining shares authorized for future option

grants The 2012 Plan will expire on June 27 2022

Under our 2003 Incentive Stock Option Plan options may be granted to officers and key employees not to exceed 500000 shares According to the

terms of the plan the per share exercise price of options granted shall not be less than the fair market value of the stock on the date of grant and such

options will expire no later than five years from the date of grant The options vest in equal amounts over four year requisite service period beginning

from the grant date unless certain Company events occur In the case of stockholder owning more than 10% of the outstanding voting stock of the

Company the exercise price of an incentive stock option may not be less than 110% of the fair market value of the stock on the date of grant and such

options will expire no later than five years from the date of grant Also the aggregate fair market value of the stock with respect to which incentive stock

options are exercisable on tax deferred basis for the first time by an individual in any calendar year may not exceed $100 In the event that the

foregoing results in portion of an option exceeding the $100 limitation such portion of the option in excess of the limitation shall be treated as

nonqualified stock option At February 2013 the Company had 247875 remaining shares authorized for future option grants Upon exercise the

Company issues these shares from the unissued shares authorized

Under our Non-Qualified Stock Option Plan for Non-Management Directors options may be granted to Directors of the Company who are not otherwise

officers or employees of the Company not to exceed 200000 shares According to the terms of the plan the per share exercise price of options granted

shall not be less than the fair market value of the stock on the date of grant and such options will expire five years from the date of grant The options

vest in equal amounts over four year requisite service period beginning from the grant date unless certain Company events occur All options under the

plan shall be non-qualified stock options As of February 2013 the Company had 73957 shares remaining to be issued under this plan Upon exercise

the Company will issue these shares from the unissued shares authorized

The fair value of each option grant is separately estimated The fair value of each option is amortized into share-based compensation on straight-line

basis over the requisite service period as discussed above We have estimated the fair value of all stock option awards as of the date of the grant by

applying modified Black-Scholes pricing valuation model The application of this valuation model involves assumptions that are judgmental and

highly sensitive in the determination of share-based compensation including expected stock price volatility The assumptions used in determining the

fair value of options granted in the last two fiscal years and summary of the methodology applied to develop each assumption are as follows

2013 2012

Expected price volatility
48.23% 58.34%

Risk-free interest rate 0.59% 0.94%

Weighted average expected lives in years
7.2 3.8

Dividend yield
0.00% 0.00%

EXPECTED PRICE VOLATILITY This is measure of the amount by which price has fluctuated or is expected to fluctuate The Company uses

actual historical changes in the market value of its stock to calculate expected price volatility because management believes that this is the best indicator

of future volatility The Company calculates monthly market value changes from the date of grant over past period to determine volatility An increase

in the expected volatility will increase share-based compensation

RISK-FREE INTEREST RATE This is the applicable U.S Treasury rate for the date of the grant over the expected term An increase in the risk-free

interest rate will increase share-based compensation

EXPECTED LIVES This is the period of time over which the options granted are expected to remain outstanding and is based on managements

expectations in relation to the holders of the options Options granted have maximum term of ten years An increase in the expected life will increase

share-based compensation

DIVIDEND YIELD The Company has not made any dividend payments nor does it have plans to pay dividends in the foreseeable future An

increase in the dividend yield will decrease share-based compensation

summary of stock option activity for the Companys most recent fiscal year is as follows
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Weighted

Weighted Average Aggregate

Number Average Remaining Intrinsic

Of Exercise Contractual Value in

Shares Price Term Years thousands

Outstanding January 29 2012 277250 14.86 3.0

Granted 190000 9.41

Exercised 3750 9.25

Forfeited/Expired 117500 13.28

Outstanding February 2013 346000 12.47 3.0

Vested and expected to vest at February 2013 192375 11.28 4.0

Exercisable at February 32013 153625 13.95 1.0

The Company recognizes expense for its share-based payments based on the fair value of the awards at grant date The aggregate intrinsic values in the

table above represent the total difference between the Companys closing stock price on February 2013 and the option respective exercise price

multiplied by the number of in-the-money options as of February 2013 As of February 2013 total estimated unrecognized share-based

compensation related to non-vested stock options is $0.5 million with weighted average recognition period of 2.5 years

Other information relative to option activity during the fiscal years ended February 2013 and January 29 2012 is as follows

2013 2012

Weighted Average Grant Date Fair Value of Stock Options Granted per share 3.92 4.65

Total Fair Value of Stock Options Vested 826 689

Total Intrinsic Value of Stock Options Exercised

11 Seasonality and Quarterly Results Unaudited

The following table sets forth the Companys net sales gross margin earnings loss from continuing operations and net earnings loss during each

quarter of fiscal years 2013 and 2012

First Second Third Fourth

Quarter Quarter Quarter Quarter

Fiscal 2013 Net sales 116.5 121.1 108.2 146.8

Gross margin 34.4 39.7 33.7 41.6

Earnings loss from continuing operations 1.1 2.1 1.2 2.0

Net earnings loss 1.3 2.0 1.4 2.0

Net earnings loss per share

Basic 0.34 0.52 0.37 0.61

Diluted 0.34 0.52 0.37 0.61

Fiscal 2012 Net sales 112.4 120.2 108.2 135.3

Gross Margin 33.2 39.0 33.1 38.7

Earnings loss from continuing operations 1.5 2.3 0.2 0.9

Net earnings loss 1.5 2.3 0.1 0.8

Net earnings loss per share

Basic 0.40 0.60 0.01 0.21

Diluted 0.40 0.60 0.01 0.21

Earnings per share amounts are computed independently for each of the quarters presented Therefore the sum of the quarterly earnings per share in

fiscal years 2013 and 2012 may not equal the total computed for the year

12 Business Operations

The Companys business activities consist of the operation of ALCO stores The Company initiated transactional web site during November 2011

Based on its insignificant results of operation the transactional website has been aggregated with the operating results of the Companys ALCO stores

The Company has many suppliers with which it conducts business On November 29 2010 the Company announced partnership with AWG whereby

the Company began procuring several categories of product through AWG which allowed for the reduction of inventory improved inventory turnover

and lower operating expenses at its distribution facility
in Abilene Kansas
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For fiscal years 2013 and 2012 AWG comprised approximately 27% of the Companys total purchases The Company believes that its relationships

with its suppliers are good but change in the relationship with AWG would potentially cause the Company to incur increases in its cost of certain

merchandise

For fiscal years 2013 and 2012 the percentages of sales by product category were as follows

2013 2012

Merchandise Category

Consumables and commodities 34% 34%

Hardlines 34% 34%

Apparel and accessories 15% 16%

Home furnishings and decor 17% 16%

Total 100% 100%

During fiscal year 2012 operating income from continuing operations included other operating income of $2.3 million attributable to an insurance

settlement from Factory Mutual Insurance Company that represented an appearance
allowance for the roofs at the Companys corporate office and

warehouse in Abilene KS

ITEM CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None

ITEM 9A CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management including our principal executive officer and principal financial officer

we conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures as defined in Rules 3a-1 5e and

5d- 15e under the Securities Exchange Act of 1934 as amended as of the end of the period covered by this report Based on that evaluation our

principal executive officer and principal financial officer concluded that our disclosure controls and procedures were effective as of the end of the period

covered by this report to ensure that infonnation required to be disclosed in our reports filed or submitted under the Exchange Act is recorded

processed summarized and reported within the time periods specified in the SECs rules and forms and accumulated and communicated to the

Companys management including our principal executive officer and principal financial officer as appropriate to allow timely decisions regarding

required disclosure

Managements Report on Internal Control over Financial Reporting

Management of the Company is responsible for establishing and maintaining internal control over financial reporting as defined in Rule 13a-

15f under the Securities and Exchange Act of 1934 as amended The Companys internal control system is process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for external reporting purposes in accordance with

U.S GAAP Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions or that the

degree of compliance with the policies or procedures may deteriorate

Management assessed the effectiveness of the Companys internal control over financial reporting as of February 2013 based on the criteria established

in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission COSO As result

of this assessment management concluded that the Companys internal control over financial reporting was effective as of February 2013

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting during fiscal 2013 that have materially affected or are reasonably

likely to materially affect our internal control over financial reporting

Report of Independent Registered Pubic Accounting Firm

Managements report was not subject to attestation by our independent registered public accounting firm pursuant to rules of the SEC that

permit us to provide only managements report in this annual report

ITEM 9B OTHER INFORMATION

None

PART III

ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE OF THE REGISTRANT

For information with respect to the Companys Directors the Board of Directors Audit Committee the Board of Directors Nominating

Committee and the written code of ethics see the information provided in the Proposal One Election of Directors Information About Directors

Nominees Information about the Nominating Committee Code of Ethics and Certain Information Concerning the Board and Its Committees

sections of the Proxy Statement for the 2013 Annual Meeting of Stockholders which information is incorporated herein by reference For information

with respect to Section 16 reports see the information provided in the Section 16a Beneficial Ownership Reporting Compliance section of the Proxy

Statement for the 2013 Annual Meeting of Stockholders which information is incorporated herein by reference

34



The Companys executive officers as of April 23 2013 are as follows

Name Age Position

Richard Wilson 52 President Chief Executive Officer

Wayne Peterson 55 Senior Vice President Chief Financial Officer

Tom Canfield 59 Senior Vice President Logistics/Administration Officer

Brent Streit 46 Senior Vice President Marketing Ecommerce

Except as set forth below all of the executive officers have been associated with the Company in their present position or other capacity for

more than the past five years There are no family relationships among the executive officers of the Company

Richard Wilson has served as President and Chief Executive Officer of the Company since February 15 2010 From December 2007 until

he joined the Company Mr Wilson served as Principal of Corporate Alliance Group management consulting company specializing in marketing

product development planning strategy and brand management for the retail and wholesale trade Prior to forming Corporate Alliance Group Mr
Wilson was Senior Vice President General Merchandise for BJs Wholesale Club from May 2005 to February 2007 From August 2003 to April

2005 Mr Wilson was Senior Vice President Home Furnishings for the Macys division of Federated Department Stores Inc the parent company of

department stores such as Macys and Bloomingdales Mr Wilson has also previously served as an executive with the Filenes division of May

Department Stores

Wayne Peterson joined the Company as its Senior Vice President-Chief Financial Officer on September 20 2010 Mr Peterson served as

Chief-Financial Officer of Minyard Foods Inc privately-held regional supermarket retailer which operates total of 60 stores in the Dallas/Fort-

Worth area from 2006 until he joined the Company From 2002-2005 Mr Peterson served as the Executive Vice President Chief Financial Officer

Secretary and Director of Copelands Enterprises Inc privately held regional specialty retailer of sporting goods Mr Peterson has also previously

served as an executive with Homeland Holdings Corporation and Buttrey Food and Drug Stores Company and has approximately 33 years of retail

experience

Tom Canjield Jr has served as Senior Vice President Logistics/Administration Officer since 2006 From 1973 to 2006 Mr Canfield

served in various capacities with the Company Mr Canfield has approximately 40 years of experience in the retail industry

Brent Streit was promoted to Senior Vice President Marketing Ecommerce July 2012 Mr Streit joined the Company in 2001 as

buyer and has held increasingly responsible positions in supply chain management marketing and business development Mr Streit has more than 20

years of retail experience

ITEM 11 EXECUTIVE COMPENSATION

The Registrants Proxy Statement to be used in connection with the 2013 Annual Meeting of Stockholders contains under the caption

Executive Compensation and Other Information the information required by Item 11 of Form 10-K and such information is incorporated herein by this

reference

ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The Registrants Proxy Statement to be used in connection with the 2013 Annual Meeting of Stockholders contains under the caption

Security Ownership of Certain Beneficial Owners Directors and Management the information required by Item 12 of Form 10-K and such information

is incorporated herein by this reference

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The Registrants Proxy Statement to be used in connection with the 2013 Annual Meeting of Stockholders contains under the captions

Related Party Transactions and Certain Information Concerning the Board and Its Committees the information required by Item 13 of Form 10-K

and such information is incorporated herein by this reference

ITEM 14 PRINCIPAL ACCOUNTANT FEES AND SERVICES

The Registrants Proxy Statement to be used in connection with the 2013 Annual Meeting of Stockholders contains under the caption

Ratification of Selection of Independent Public Accountants the information required by Item 14 of Form 10-K and such information is incorporated

herein by this reference

PART IV

ITEM is EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Documents filed as part of this report

Financial Statements

The financial statements are listed in the index for Item of this Form 10-K

Financial Statement Schedules

All schedules are omitted because they are inapplicable not required or the information is included elsewhere in the Financial Statements or

the notes thereto

Exhibits
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The exhibits filed with or incorporated by reference in this report are listed below

Number Description

3.1 Articles of Incorporation of ALCO Stores Inc amended as of June 13 1994 and restated solely for filing with the Securities and

Exchange Commission filed as Exhibit 3.1 to Companys Quarterly Report on Form 10-Q for the fiscal quarter ended August 2004

and incorporated herein by reference

3.2 Amended and Restated Bylaws of ALCO Stores Inc is incorporated herein by reference to Exhibit 3.2 to the Companys Current Report

on Form 8-K filed on June 27 2011

3.3 Certificate of Amendment to the Articles of Incorporation of ALCO Stores Inc is incorporated herein by reference to Exhibit 3.3 to the

Companys Current Report on Form 8-K filed on June 29 2012

4.1 Specimen of ALCO Stores Inc Common Stock Certificate filed as Exhibit 4.1 to Companys Quarterly Report on Form l0-Q for the

fiscal quarter ended August 2008 and incorporated herein by reference

4.2 Reference is made to the Amended and Restated Articles of Incorporation described under 3.1 above and the Amended and Restated

Bylaws described under 3.2 above and the Certificate of Amendment to the Articles of Incorporation described under 3.3 above

10.1 Stock Option Agreement between the Company and Tom Canfleld Jr dated September 16 2009 is incorporated herein by reference to

Exhibit 10.1 to the Current Report on Form 8-K of the Company dated September 24 2009

10.2 Stock Option Agreement dated March 13 2009 between the Company and Edmond Beaith is incorporated by reference to Exhibit

10.2 to the Current Report on Form 8-K of the Company dated March 20 2009

10.3 Employment Agreement dated February 11 2010 between the Company and Richard Wilson is incorporated by reference to Exhibit

10.3 to the Current Report on Form 8-K of the Company dated February 25 2010

10.4 Stock Option Agreement dated February 11 2010 between the Company and Richard Wilson is incorporated by reference to Exhibit

10.4 to the Current Report on Form 8-K of the Company dated February 25 2010

10.5 Stock Option Agreement dated September 20 2010 between the Company and Wayne Peterson is incorporated by reference to

Exhibit 10.5 to the Current Report on Form 8-K of the Company dated September 22 2010

10.6 Indemnification Agreements between the Company and Royce Winsten Raymond A.D French Lolan Mackey and Dennis Logue

all dated June 14 2010 incorporated herein by reference to Exhibit 10.6 on Current Report Form 8-K filed by the Company on June 18

2010

10.7 Indemnification Agreement between the Company and Richard Wilson dated August 24 2010 incorporated herein by reference to

Exhibit 10.7 on Current Report Form 8-K of the Company dated August 27 2010

10.8 Indemnification Agreement between the Company and Terrence Babilla dated September 2010 incorporated herein by reference to

Exhibit 10.8 on Current Report Form 8-K of the Company dated September 2010

10.9 Stock Option Agreement between the Company and Terrence Babilla dated September 10 2010 incorporated herein by reference to

Exhibit 10.9 to Current Report Form 8-K of the Company dated September 16 2010

10.10 Credit Agreement dated July 21 2011 between ALCO Stores Inc and Wells Fargo Bank National Association incorporated by

reference to Exhibit 10.10 on Current Report Form 8-K of the Company dated July 27 2011

10.11 Independent Director Compensation Policy is incorporated by reference to Exhibit 10.11 to the Current Report on Form 8-K of the

Company dated June 27 2011

10.12 Employment Agreement dated September 20 2010 between the Company and Wayne Peterson is incorporated by reference to Exhibit

10.12 to the Current Report on Form 8-K of the Company dated September 22 2010

10.13 Employment agreement entered into by the Company and Wayne Peterson dated March 15 2012 is incorporated by reference to

Exhibit 10.13 to the Companys Current Report on Form 8-K dated March 22 2012

10.14 Employment agreement entered into by the Company and Ted Beaith dated March 15 2012 is incorporated by reference to Exhibit

10.14 to the Companys Current Report on Form 8-K dated March 22 2012

10.15 Employment agreement entered into by the Company and Tom Canfield Jr dated March 15 2012 is incorporated by reference to

Exhibit 10.15 to the Companys Current Report on Form 8-K dated March 22 2012

10.16 Stock Option Agreement between the Company and Wayne Peterson dated April 30 2012 incorporated herein by reference to Exhibit

10.16 to Current Report Form 8-K of the Company dated May 32012

36



10.17 Stock Option Agreement between the Company and Tom Canfield Jr dated April 30 2012 incorporated herein by reference to

Exhibit 10.17 to Current Report Form 8-K of the Company dated May 2012

10.18 Stock Option Agreement between the Company and Edmond Beaith dated April 30 2012 incorporated herein by reference to Exhibit

10.18 to Current Report Form 8-K of the Company dated May 32012

10.19 Stock Option Agreement between the Company and Dennis Logue dated June 29 2012 incorporated herein by reference to Exhibit

10.19 to Current Report Form 8-K of the Company dated July 10 2012

10.20 Stock Option Agreement between the Company and Terrence Babilla dated June 29 2012 incorporated herein by reference to

Exhibit 10.20 to Current Report Form 8-K of the Company dated July 10 2012

10.21 Stock Option Agreement between the Company and Lolan Mackey dated June 29 2012 incorporated herein by reference to Exhibit

10.21 to Current Report Form 8-K of the Company dated July 10 2012

10.22 Stock Option Agreement between the Company and Royce Winsten dated June 29 2012 incorporated herein by reference to Exhibit

10.22 to Current Report Form 8-K of the Company dated July 10 2012

10.23 2012 Equity Incentive Plan is incorporated by reference to Exhibit 10.23 to the Form S-8 of the Company dated July 11 2012

10.24 Incentive Bonus Plan is incorporated by reference to Exhibit 10.24 to the Current Report on Form 8-K of the Company dated July 13

2012

10.25 Employment agreement entered into by the Company and Brent Streit dated March 15 2012 is incorporated by reference to Exhibit

10.25 to the Companys Current Report on Form 8-K dated July 13 2012

10.26 Time Based Incentive Stock Option Agreement between the Company and Richard Wilson dated July 2012 incorporated herein by

reference to Exhibit 10.26 to Current Report Form 8-K of the Company dated July 13 2012

10.27 Performance Based Incentive Stock Option Agreement between the Company and Richard Wilson dated July 2012 incorporated

herein by reference to Exhibit 10.27 to Current Report Form 8-K of the Company dated July 13 2012

10.28 Time Based Incentive Stock Option Agreement between the Company and Wayne Peterson dated July 2012 incorporated herein by

reference to Exhibit 10.28 to Current Report Form 8-K of the Company dated July 13 2012

10.29 Performance Based Incentive Stock Option Agreement between the Company and Wayne Peterson dated July 2012 incorporated

herein by reference to Exhibit 10.29 to Current Report Form 8-K of the Company dated July 13 2012

10.30 Time Based Incentive Stock Option Agreements between the Company and Tom Canfield dated July 2012 incorporated herein by

reference to Exhibit 10.30 to Current Report Form 8-K of the Company dated July 13 2012

10.31 Performance Based Incentive Stock Option Agreements between the Company and Tom Canfield dated July 2012 incorporated

herein by reference to Exhibit 10.31 to Current Report Form 8-K of the Company dated July 13 2012

10.32 Time Based Incentive Stock Option Agreements between the Company and Brent Streit dated July 2012 incorporated herein by

reference to Exhibit 10.32 to Current Report Form 8-K of the Company dated July 13 2012

10.33 Time Based Incentive Stock Option Agreements between the Company and Edmond Beaith dated July 2012 incorporated herein by

reference to Exhibit 10.33 to Current Report Form 8-K of the Company dated July 13 2012

10.34 Performance Based Incentive Stock Option Agreements between the Company and Edmond Beaith dated July 2012 incorporated

herein by reference to Exhibit 10.34 to Current Report Form 8-K of the Company dated July 13 2012

10.35 Performance Based Incentive Stock Option Agreements between the Company and Brent Streit dated July 2012 incorporated

herein by reference to Exhibit 10.35 to Current Report Form 8-K of the Company dated July 13 2012

10.36 Appointment of new independent registered public accounting firm incorporated herein by reference to Exhibit 10.36 to Current Report

Form 8-K of the Company dated July 17 2012

10.37 Resignation of Officer On October 2012 Edmond Beaith resigned from the Company and such resignation is incorporated by

reference to Exhibit 10.37 to the Current Report on Form 8-K of the Company dated October 112012

10.38 First Amendment to the Credit Agreement described under 10.11 above dated February 2013 and incorporated by reference to

Exhibit 10.38 to the Current Report on Form 8-K of the Company dated February 12 2013

10.39 Announcement to relocate the Companys corporate headquarters from Abilene Kansas to Coppell Texas suburb of Dallas Texas

incorporated by reference to Exhibit 10.39 to the Current Report on Form 8-K of the Company dated April 10 2013

12 Schedule of change in same-store sales and same-store gross margin dollars
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18.1 LIFO Accounting Change Preferability Letter from Independent Registered Public Accounting Firm is incorporated by reference to the

Companys Annual Report on Form 10-K dated April 15 2011

18.2 Retail Accounting Change Preferability Letter from Independent Registered Public Accounting Firm is incorporated by reference to the

Companys Annual Report on Form 10-K dated April 13 2012

23.1 Consent of Independent Registered Public Accounting Firm Grant Thornton LLP

23.2 Consent of Independent Registered Public Accounting Firm KPMG LLP

31.1 Certification of Chief Executive Officer of ALCO Stores Inc dated April 23 2013 pursuant to Rule 3a-4a under the Securities

Exchange Act of 1934 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Chief Financial Officer of ALCO Stores Inc dated April 23 2013 pursuant to Rule 3a-4a under the Securities

Exchange Act of 1934 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Chief Executive Officer of ALCO Stores Inc dated April 23 2013 pursuant to 18 U.S.C Section 1350 as adopted

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 which is furnished with this Annual Report on Form 10-K and is not treated

as filed in reliance upon 601b32 of Regulations S-K

32.2 Certification of Chief Financial Officer of ALCO Stores Inc dated April 23 2013 pursuant to 18 U.S.C Section 1350 as adopted

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 which is furnished with this Annual Report on Form 10-K and is not treated

as filed in reliance upon 601b32 of Regulations S-K
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SIGNATURES
Pursuant to the requirements of Section 13 or 15d of the Securities and Exchange Act of 1934 the registrant has duly caused this report to be

signed on its behalf by the undersigned thereunto duly authorized

ALCO STORES INC

by /s/RichardE Wilson

President and Chief Executive Officer

Dated April 23 2013

Pursuant to the requirements of the Securities Exchange Act of 1934 this report has been signed below by the following persons on behalf of

the registrant and in the capacities and on the dates indicated

Signature and Title Date

/s/RichardE Wilson April 23 2013

Richard Wilson

President and Chief Executive Officer

Principal Executive Officer

/s/ Wayne Peterson April 23 2013

Wayne Peterson

Senior Vice President Chief Financial Officer

Principal Financial and Accounting Officer

/s/Terrence Babilla April 23 2013

Terrence Babilla

Director

/s/ Dennis Logue April 23 2013

Dennis Logue

Director

/s/Lolan Mackey April 23 2013

Lolan Mackey

Director

/s/ Royce Winsten April 23 2013

Royce Winsten

Director Chairman of Board

39



THIS PAGE INTENTIONALLY LEFT BLANK



00 cor to pr ontize the acquishon of top her name brands that add vital ty

ou assortment Building on the sales successes achieved by the

djctiorr Keuriq Serta KitchenA Pau Deen and Glona Vanderb It 2012

saw tM more cc nsumei lavontes inckiding Kind Skechers WU ow Tree

.7 irni it ad Schwinn In addihon our apparel department raised the bar on

ity ocr sumer recognhion of ts assortment by ntroduc ng hgh protile

dep ufroer ctae taads Engl sh Laundry Lnks Edit on Rewind One World Sag

ii ci and hr Hc ory In tic sales results afhrm em cornerstone philosophy tL at

ix rc ru town hopper vanes the reputation afforded to eading miTe brands

rd per pos tvely to the oppoitunity to buy them loca ly

Ii Marc SC 03 At CO officially its newly redesigned apparel co ection

ft in ig urin cxc usive braids Emma Brooke Rebel Snicklefr t7 and David

Jaincu WOLf in roducton of these hiands ALCO implemented an important step

ir sti ate cvide customers with higMquality appaiel at affordable pr ces

Ah Of CO exclusive home store brand Classic Home these new private

at otfar qc vcr It ghcr margin of profitabilty while mantain ng the elevated

ii Ia rot not on style arrd quality that our customers demand

007 Cm nor oyalty programs contirrue to strengthen our market share in the

ocr is unto ve scrve Our original AL CO Rewai ds Loyalty program has enro led

vei LEO 000 cu ft iners since its ntroduction in 2009 Our new Sen or Rewards

croqiaro geared fowzrd shoppers ages 62 and up aunched in the summer of 2012

in cx 127 000 enrolled membeis The Rewards programs are our

pi 17
vet for drying subscriptions to our email marketing program which

ache ppi oximately 300 000 customers

Au nouncc iii nuaiy 2013 ALCO has formed iz ult year partnership with

on the leading provider of end tmend merchandise optimization solut ons

order ipport opt inal pricing strateg es across our 217 stores Rev onics Life

km cc Opt /atorr solut ens and Analytic Services will enable ALCO Stores to

es go md exec utr meg ona ocal zed pricing tiatives ming of markdowns

rn pr ic nq id analysis of customer market baskets and key vo ume items

rra paitmership is expected to deliver improved gross margin ncreased aveiage

iskef rod crrhanced returns for ALCO shareholders in fiscal 2014 ard beyond

ft lItres EEC se at http//www alcostores nc com/insprsss releasesaspx

1/7/iA /ff1/d1y
BY HIUSTOrHI YK

tvK 4ktftBt

SAGI IARBOR

flJnh
//

CIASSIC6cHOM

orrpctrig more pr fta

with or d1o end

Sf COo iedes gned state of fhmait ecoinmerce site launched June of 2012 now

its nn 000 tems availab for sale The new ALCOstores.corn operates

ext ci nf mum amiliam bi icMandmomtam stores with more con prehens ye

Ic of pm cuc fs priced to compete the emil ne retail environment Our nitial

uctui einp rasized direct ship model with vendor partners shipping products

Sm fy Ia ic ustome Howevei as demand from our customers has increased

ice ie Jw
rig

the nfrastmuctume to prey de stommbased fulfillment

Sfllh cvII Io ee Al COs implementation of Microsoft Dynam cs more robust

out ens vs Li fei prse Resource Planning software platform that wi serve as the

our mIen Icr other key software in tiatives inc uding our supply chain warehouse

med stic ppl cafions Microsoft Dynamics unifies number of disparate legacy

moftwam syst ins ndcr one umbrella making merchandise and inventory

irarmgemmerit mom effim emit and more visible to our financial software fools Th

man it on mc esn significant shift toward increased efficiency and profitability

The 2012 ol day season saw the introduction of an expanded freezer and cooler

prograrrm in 153 stores While most locations already offered refrigerator staples like

1k an eggs tme new program increases our market share as grocery destination

by add mg tts cheeses frozen pizza and ice cream Initial results are encouraging

dcv mg cc eased shopper frequency and basket size We expect results to continue

to ri as we sec ure delivery service of tIm program to all of OUI remaining locations

ercha thoc optimzaton



nd omplete archive of our company

ess eloases includ ng the most recent

corc par news

v000r Cdfl view the latest fiancial

formation fol At CO Stores Inc including

seal 2013 and fiscal 201 quarterly no
mn reports

Rcquert complete investor package

ago up for investor updates view oroxy

atcmon and find infor Tiation for

upcoming invcOor Ils

View list of ihe beat ons rearest you gel

store information and iours of operation

and ovc find your store on Coogle Maps

earn aore about areei th ALCO

apply and subm resu me oi

har job posfng with fi end fi orn

our caiuer poita

xpbore ou expanded arsortinent 24/A

Browse thousands of it xi you wont

nd in our brick and moi tar stores Oifl

the comfori of our own home

Our cuirent ad rcu ar is rlways availabie

Icr browsin unl no You can ow products

uy category ono crc ale youi unopoing list

or ibser he to our circul ir PbS teed

Join our email distribution sI never

ris chance to savei gn up today

nd ALCO on kacebook as At CO
Stores no or Twit or Malcostomos

You can so see the late Ii ioks from

our apparel division Oil Instagram

aI oapparei cm fob ow At CO Storec Inc

on nkedln

It easy start eai ni ig Rewards at

ALCOi Pnin your applicatioi for any one

of our popular Rewards rogr ri

review
pi ogram ermr and Conditions

and get the swer eg ientiy

Asked Qiieslions



ye /Vin

as lap Mar agcment LLC

iij clor

rn cM FIn ha

rt

ds Opcrat ng Ofhccr

Li Ca so

as rpie

liar INn al Bank

CM rar nIt

MacIL
Divers icc Hr So iCons

nih ni

shaM Wi on
O3to rc

ideril

fhxc eOlticer

3M cd Slfl

as dcii ji

cLxsc vC4Tice

no ci son

ri as sint

ci iia Of La

foin Car ic Ji

nrCs sdmt
Ado mis ration

it

Sro or ci dr
nr sit ag inerco

Grant Thornton

1201 Walnut Stieet Suite 1000

Kansas City MO 64106

816 412 2400

Computershare

250 Royal Strcot

Canton MA 02021

800M84-4225

Common Stock is traded on the

NASDAO National Market

undei the symbol AL CS

For help th questions about the

Company or to request copy of the

Companys Annual Report on Form

10 as filed with the Securities

and Fxchanqe Cornia ission for the

year ended Fehruaiy 2013 or for

additional corpoi ate infoi matioi

please contact

ALCO Stores Inc

751 Freeport Parkway

Coppell TX 75019

800460-1 620

wwwALCOstorescom




