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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer

Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company

Emerging growth company
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
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Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes No
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Forward-Looking Statements

This Quarterly Report on Form 10-Q contains “forward-looking statements” that involve substantial risks and
uncertainties. The statements contained in this Quarterly Report on Form 10-Q that are not purely historical are
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (referred to
as the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (referred to as the
“Exchange Act”), including, but not limited to, statements regarding our expectations, beliefs, intentions, strategies,
future operations, future financial position, future revenue, projected expenses, and plans and objectives of
management. In some cases, you can identify forward-looking statements by terms such as “anticipate,” “believe,”
“estimate,” “expect,” “intend,” “may,” “might,” “plan,” “project,” “will,” “would,” “should,” “could,” “can,” “predict,
“objective,” or the negative of these terms, and similar expressions intended to identify forward-looking statements.
However, not all forward-looking statements contain these identifying words. These forward-looking statements
reflect our current views about future events and involve known risks, uncertainties, and other factors that may cause
our actual results, levels of activity, performance, or achievement to be materially different from those expressed or
implied by the forward-looking statements. Factors that could cause or contribute to such differences include, but are
not limited to, those discussed in the section titled “Risk Factors” included in this Quarterly Report on Form 10-Q, our
Annual Report on Form 10-K for the fiscal year ended December 31, 2017, and our other filings with the Securities
and Exchange Commission. Furthermore, such forward-looking statements speak only as of the date of this report.
Except as required by law, we undertake no obligation to update any forward-looking statements to reflect events or
circumstances after the date of such statements.

LT3 99 ¢ LN 99 ¢

poten

As used in this Quarterly Report on Form 10-Q, unless the context otherwise requires, references to the “Company,”
“Sprouts,” ”Sprouts Farmers Market,” “we,” “us” and “our” refer to Sprouts Farmers Market, Inc. and, where appropriate, its
subsidiaries.
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(UNAUDITED)

(IN THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

December
April 1, 31,
2018 2017
ASSETS
Current assets:
Cash and cash equivalents $21,356 $19,479
Accounts receivable, net 26,746 25,893
Inventories 239,611 229,542
Prepaid expenses and other current assets 27,301 24,593
Total current assets 315,014 299,507
Property and equipment, net of accumulated depreciation 738,656 713,031
Intangible assets, net of accumulated amortization 195,855 196,205
Goodwill 368,078 368,078
Other assets 9,541 4,782
Total assets $1,627,144 $1,581,603
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable and other accrued liabilities $270,385  $244,853
Accrued salaries and benefits 33,569 45,623
Current portion of capital and financing lease obligations 11,964 9,238
Total current liabilities 315,918 299,714
Long-term capital and financing lease obligations 122,833 125,489
Long-term debt 368,000 348,000
Other long-term liabilities 134,215 130,640
Deferred income tax liability 37,695 27,066
Total liabilities 978,661 930,909
Commitments and contingencies (Note 8)
Stockholders’ equity:
Undesignated preferred stock; $0.001 par value; 10,000,000 shares authorized, no shares
issued and outstanding — —
Common stock, $0.001 par value; 200,000,000 shares authorized,
131,860,411 shares issued and outstanding, April 1, 2018;
132,823,981 shares issued and outstanding, December 31, 2017 131 132

Additional paid-in capital 631,631 620,788
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Accumulated other comprehensive income (loss) 2,536 (784 )
Retained earnings 14,185 30,558
Total stockholders’ equity 648,483 650,694
Total liabilities and stockholders’ equity $1,627,144 $1,581,603

The accompanying notes are an integral part of these consolidated financial statements.
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Thirteen Weeks Ended
April 1, April 2,

2018 2017
Net sales $1,287,196 $1,130,645
Cost of sales, buying and occupancy 900,144 793,359
Gross profit 387,052 337,286
Direct store expenses 262,595 229,058
Selling, general and administrative expenses 41,447 32,168
Store pre-opening costs 3,320 3,458
Store closure and other costs 10 91
Income from operations 79,680 72,511
Interest expense (6,065 ) 4,738 )
Other income 208 95
Income before income taxes 73,823 67,868
Income tax provision (7,199 ) (21,581 )
Net income $66,624 $46,287
Net income per share:
Basic $0.50 $0.34
Diluted $0.50 $0.33
Weighted average shares outstanding:
Basic 132,423 137,069
Diluted 133,752 140,147

The accompanying notes are an integral part of these consolidated financial statements.
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME(UNAUDITED)

(IN THOUSANDS)
Thirteen Weeks
Ended
April 1, April 2,
2018 2017
Net income $66,624 $46,287
Other comprehensive income, net of tax
Unrealized gain on cash flow hedging activities, net of
income tax of $1,148 and $0 3,320 —
Total other comprehensive income $3,320 $—
Comprehensive income $69,944 $46,287

The accompanying notes are an integral part of these consolidated financial statements.
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(UNAUDITED)

(IN THOUSANDS, EXCEPT SHARE AMOUNTS)

Additional Accumulated Total
Other
Common Paid In Retained  Comprehensive Stockholders’
Income

Shares Stock Capital Earnings  (Loss) Equity
Balances at January 1, 2017 140,002,242 $ 140  $597,269 $75,500 $ — $ 672,909
Net income — — — 158,440 — 158,440
Other comprehensive income (loss) — — — — (784 ) (784 )
Issuance of shares under stock plans 2,144,669 2 9,298 — — 9,300
Repurchase and retirement of
common stock 9,696,819 ) (10 ) — (203,382) — (203,392 )
Equity-based compensation — — 14,221 — — 14,221
Balances at December 31, 2017 132,450,092 $ 132 $620,788 $30,558 $ (784 ) $650,694
Net income — — — 66,624 — 66,624
Other comprehensive income (loss) — — — — 3,320 3,320
Issuance of shares under stock plans 2,292,511 2 6,875 — — 6,877
Repurchase and retirement of
common stock (3,329,409 ) @3 ) — (82,997 ) — (83,000 )
Equity-based compensation — — 3,968 — — 3,968
Balances at April 1, 2018 131,413,194 $ 131 $631,631 $14,185 $ 2,536 $ 648,483

The accompanying notes are an integral part of these consolidated financial statements.
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(IN THOUSANDS)

Thirteen Weeks Ended
April 1, April 2,
2018 2017

Cash flows from

operating activities

Net income $ 66,624 $ 46,287
Adjustments to

reconcile net income

to net cash provided

by operating

activities:

Depreciation and

amortization expense 26,810 22,622
Accretion of asset

retirement obligation

and closed store

reserve 79 19
Amortization of

financing fees and

debt issuance costs 376 116
Loss on disposal of

property and

equipment 79 45
Equity-based

compensation 3,968 2,446
Deferred income

taxes 10,629 8,878

Changes in operating
assets and liabilities:

Accounts receivable (1,957 ) 213
Inventories (10,069 ) 196
Prepaid expenses and

other current assets (2,135 ) (1,350
Other assets (1,070 ) 27

Accounts payable and
other accrued

liabilities 18,637 31,547

Accrued salaries and

benefits (11,995 ) (1,642
4,511 5,187
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Other long-term
liabilities

Cash flows from
operating activities
Cash flows from
investing activities
Purchases of property
and equipment
Proceeds from sale of
property and
equipment

Cash flows used in
investing activities
Cash flows from
financing activities
Proceeds from
revolving credit
facilities

Payments on
revolving credit
facilities

Payments on capital
and financing lease
obligations
Payments of deferred
financing costs
Cash from landlords
related to financing
lease obligations
Repurchase of
common stock
Proceeds from
exercise of stock
options

Other

Cash flows used in
financing activities
Increase in cash and
cash equivalents
Cash and cash
equivalents at
beginning of the
period

Cash and cash
equivalents at the end
of the period

Supplemental
disclosure of cash
flow information
Cash paid for interest
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104,487

(44,158

(44,158

40,000

(20,000

(1,039

(2,131

900

(83,000

6,877

(59

(58,452

1,877

19,479

$ 21,356

$ 6,080

114,537

(57,205

30

(57,175

60,000

(30,000

(1,093

300
(80,000
2,292

(48,501

8,861

12,465

21,326

4,435

11



Edgar Filing: Sprouts Farmers Market, Inc. - Form 10-Q

Cash refunded for
income taxes — (48

Supplemental

disclosure of

non-cash investing

and financing

activities

Property and

equipment in

accounts payable $ 25,068 $ 36,038

Property acquired

through capital and

financing lease

obligations 5,019 3,167
The accompanying notes are an integral part of these consolidated financial statements.

12
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

1. Basis of Presentation

Sprouts Farmers Market, Inc., a Delaware corporation, through its subsidiaries, operates as a healthy grocery store that
offers fresh, natural and organic food through a complete shopping experience that includes fresh produce, bulk foods,
vitamins and supplements, packaged groceries, meat and seafood, deli, baked goods, dairy products, frozen foods,
beer and wine, natural body care and household items catering to consumers’ growing interest in health and wellness.
The “Company” is used to refer collectively to Sprouts Farmers Market, Inc. and unless the context otherwise requires,
its subsidiaries.

The accompanying unaudited consolidated financial statements include the accounts of the Company in accordance
with accounting principles generally accepted in the United States of America (“GAAP”) for interim financial
statements and are in the form prescribed by the Securities and Exchange Commission in instructions to Form 10-Q
and Rule 10-01 of Regulation S-X. In the opinion of management, the accompanying consolidated financial

statements reflect all adjustments, consisting of normal recurring adjustments, considered necessary for a fair
statement of the Company's financial position, results of operations and cash flows for the periods indicated. All
material intercompany accounts and transactions have been eliminated in consolidation. Interim results are not
necessarily indicative of results for any other interim period or for a full fiscal year. The information included in these
consolidated financial statements and notes thereto should be read in conjunction with Management’s Discussion and
Analysis of Financial Condition and Results of Operations included herein and Management’s Discussion and Analysis
of Financial Condition and Results of Operations and the consolidated financial statements and notes thereto for the
fiscal year ended December 31, 2017 (“fiscal year 2017”) included in the Company’s Annual Report on Form 10-K, filed
on February 22, 2018.

The year-end balance sheet data was derived from audited financial statements, but does not include all disclosures
required by GAAP.

The Company reports its results of operations on a 52- or 53-week fiscal calendar ending on the Sunday closest to
December 31. The fiscal year ending December 30, 2018 (“fiscal year 2018”) and fiscal year 2017 are 52-week years.

The Company reports its results of operations on a 13-week quarter, except for 53-week fiscal years.

Certain reclassifications of amounts reported in prior periods have been made to conform with the current period
presentation.

All dollar amounts are in thousands, unless otherwise noted.

2. Summary of Significant Accounting Policies

The Company has adopted Accounting Standards Codification (“ASC”) 606, “Revenue from Contracts with Customers” in
the first quarter of fiscal year 2018, with a date of initial application of January 1, 2018, using the modified

13
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retrospective approach. Comparative information presented has not been adjusted and continues to be reported under
ASC 605.

The Company applied ASC 606 to all of its contracts with customers. As a result of the adoption, there is no impact to
any financial statement line item, and the Company has recorded no impact to opening retained earnings as of January
1,2018.

The Company does not have any material contract assets or receivables from contracts with customers, any revenue
recognized in the current period from performance obligations satisfied in previous periods, any contract performance
obligations, or any material costs to obtain or fulfill a contract as of April 1, 2018. The Company had a net gift card
liability balance of $8.9 million as of April 1, 2018 and $13.1 million as of December 31, 2017. During the thirteen
weeks ended April 1, 2018, the Company recognized $7.1 million in sales related to gift cards redeemed by
customers.

6
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Revenue is recognized at the point of sale. The Company’s performance obligations are satisfied upon the transfer of
goods to the customer, at the point of sale, and payment from customers is also due at the time of sale. Proceeds from
the sale of gift cards are recorded as a liability at the time of sale, and recognized as sales when they are redeemed by
the customer and the performance obligation is satisfied by the Company.

The nature of goods the Company transfers to customers at the point of sale are inventories, consisting of merchandise
purchased for resale.

Recently Adopted Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)

No. 2014-09, “Revenue from Contracts with Customers.” ASU No. 2014-09 provides guidance for revenue recognition.
The standard’s core principle is that a company will recognize revenue when it transfers promised goods or services to
customers in an amount that reflects the consideration to which the company expects to be entitled in exchange for
those goods or services. In doing so, companies will need to use more judgment and make more estimates than under
current guidance. These may include identifying performance obligations in the contract, and estimating the amount
of variable consideration to include in the transaction price attributable to each separate performance obligation.
Subsequent to the initial standards, the FASB has also issued several ASUs to clarify specific revenue recognition
topics. The Company adopted ASC 606 effective January 1, 2018 using the modified retrospective approach. As noted
above, there is no impact to any financial statement line item as a result of the adoption, and the Company has
recorded no impact to opening retained earnings as of January 1, 2018. The Company has added additional disclosures
of disaggregated revenue by type in Note 13, “Segments.”

In March 2016, the FASB issued ASU No. 2016-04, “Liabilities-Extinguishments of Liabilities (Subtopic 405-20):
Recognition of breakage for certain prepaid stored-value products.” ASU No. 2016-04 provides a narrow scope
exception to the guidance in Subtopic 405-20 to require that stored-value breakage be accounted for consistently with
the breakage guidance in Topic 606. The amendments in this update contain specific guidance for derecognition of
prepaid stored-value product liabilities, thereby eliminating the current and potential future diversity. The guidance
was effective for the Company for its fiscal year 2018. The Company adopted this guidance using the modified
retrospective approach. As noted above, there is no impact to any financial statement line item as a result of the
adoption, and the Company has recorded no impact to opening retained earnings as of January 1, 2018.

In August 2016, the FASB issued ASU No. 2016-15, “Statement of Cash Flows (Topic 230): Classification of Certain
Cash Receipts and Cash Payments.” This update provides clarifications on the cash flow classification for eight specific
cash flow issues: debt prepayment or debt extinguishment costs; settlement of zero-coupon debt instruments or other
debt instruments with coupon interest rates that are insignificant in relation to the effective interest rate of the
borrowing; contingent consideration payments made after a business combination; proceeds from the settlement of
insurance claims; proceeds from the settlement of corporate-owned life insurance policies (COLIs) (including
bank-owned life insurance policies (BOLIs)); distributions received from equity method investees; beneficial interests
in securitization transactions; and separately identifiable cash flows and application of the predominance principle.
Adoption of this guidance took place during the first quarter of fiscal year 2018, using the retrospective transition
method, and the adoption had no impact on the Company’s consolidated financial statements or disclosures.

15
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In May 2017, the FASB issued ASU No. 2017-09, “Compensation — Stock Compensation (Topic 718): Scope of
Modification Accounting.” The amendments in this update provide guidance about which changes to the terms or
conditions of a share-based award require an entity to apply modification accounting in Topic 718. Adoption of this
guidance took place prospectively in fiscal year 2018, and the adoption did not have an impact on the Company’s
consolidated financial statements or disclosures.

7
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Recently Issued Accounting Pronouncements Not Yet Adopted

In February 2016, the FASB issued ASU No. 2016-02, “Leases (ASC 842).” ASU No. 2016-02 requires lessees to
recognize a right-of-use asset and corresponding lease liability for all leases with terms greater than twelve months.
Recognition, measurement and presentation of expenses will depend on classification as a finance or operating lease.
The new guidance also requires certain additional quantitative and qualitative disclosures. This guidance will be
effective for the Company for its fiscal year 2019, with early adoption permitted, and the Company is currently
evaluating the potential impact of this guidance. The adoption of this ASU is expected to result in a material increase
to the Company’s consolidated balance sheets for right-of-use assets and lease liabilities.

In January 2017, the FASB issued ASU No. 2017-04, “Intangibles — Goodwill and Other (Topic 350): Simplifying the
Test for Goodwill Impairment.” The amendments in this update eliminate the second step of the goodwill impairment
test and provide that an entity will apply a one-step quantitative test and record the amount of goodwill impairment as
the excess of a reporting unit's carrying amount over its fair value, not to exceed the total amount of goodwill
allocated to the reporting unit. The new guidance does not amend the optional qualitative assessment of goodwill
impairment. The guidance will be effective for the Company for its fiscal year 2020, with early adoption permitted.
The Company does not expect this ASU to materially impact the Company’s consolidated financial statements.

No other new accounting pronouncements issued or effective during the thirteen weeks ended April 1, 2018 had, or
are expected to have, a material impact on the Company’s consolidated financial statements.

3. Fair Value Measurements

The Company records its financial assets and liabilities in accordance with the framework for measuring fair value in
accordance with GAAP. This framework establishes a fair value hierarchy that prioritizes the inputs used to measure
fair value:

Level 1: Quoted prices for identical instruments in active markets.
Level 2: Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs and significant value drivers

are observable in active markets.

Level 3: Valuations derived from valuation techniques in which one or more significant inputs or significant value
drivers are unobservable.

Fair value measurements of nonfinancial assets and nonfinancial liabilities are primarily used in the impairment

analysis of goodwill, indefinite-lived intangible assets and long-lived assets, and in the valuation of store closure and
exit costs.

17
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The following tables present our fair value hierarchy for our financial assets and liabilities measured at fair value on a

recurring basis as of April 1, 2018 and December 31, 2017:

Level
April 1, 2018 1
Long-term debt $ — $368,000 $—
Total liabilities $ — $368,000 $—
Interest rate swap asset $ — $3,415

Closed store reserves —

Total assets $ — $3415

$764 $4,179
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SPROUTS FARMERS MARKET, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(UNAUDITED)

Level Level
December 31, 2017 1 Level2 3 Total
Long-term debt $ —$348,000 $ —$348,000
Interest rate swap liability — 1,064 — 1,064
Total liabilities $ —
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