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Securities Registered Pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered:
Common Stock, $0.10 Par Value Per Share Nasdaq Global Select Market
Series B Participating Cumulative Preferred Stock Purchase Rights Nasdaq Global Select Market

Securities Registered Pursuant to Section 12(g) of the Act:              None             

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
YES ☑ NO ☐

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. YES ☐ NO ☑

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

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

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and a “smaller reporting
company” in Rule 12b-2 of the Securities Exchange Act of 1934. (Check one):

Large Accelerated Filer ☑Accelerated Filer ☐Non-Accelerated Filer ☐Smaller Reporting Company ☐

Edgar Filing: INTERFACE INC - Form 10-K

2



Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YES ☐ NO ☑

Aggregate market value of the voting and non-voting stock held by non-affiliates of the registrant as of June 28, 2013:
$1,086,443,039 (64,021,393 shares valued at the closing sale price of $16.97 on June 28, 2013). See Item 12.

Number of shares outstanding of each of the registrant’s classes of Common Stock, as of February 14, 2014:

Class Number of Shares
Common Stock, $0.10 par value per share 66,557,754

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2014 Annual Meeting of Shareholders are incorporated by reference into Part
III.
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PART I

ITEM 1. BUSINESS

Introduction and General

We are a worldwide leader in design, production and sales of modular carpet, also known as carpet tile. In recent
years, modular carpet sales growth in the floorcovering industry has significantly outpaced the growth of the overall
industry, as architects, designers and end users increasingly recognized the unique and superior attributes of modular
carpet, including its dynamic design capabilities, greater economic value (which includes lower costs as a result of
reduced waste in both installation and replacement), and installation ease and speed.

As a global company with a reputation for high quality, reliability and premium positioning, we market modular
carpet in over 110 countries under the established brand names Interface® and FLOR®. Our principal geographic
markets are the Americas, Europe and Asia-Pacific, where the percentages of our total net sales were approximately
57%, 29% and 14%, respectively, for fiscal year 2013.

Capitalizing on our leadership in modular carpet for the corporate office segment, we are executing a market
diversification strategy to increase our presence and market share for modular carpet in non-corporate office market
segments, such as government, education, healthcare, hospitality and retail space, which combined are almost twice
the size of the approximately $1 billion U.S. corporate office market segment. Our diversification strategy also targets
the approximately $11 billion U.S. residential market segment for carpet. As a result of our efforts, our mix of
corporate office versus non-corporate office modular carpet sales in the Americas was 48% and 52%, respectively, for
2013. Company-wide, our mix of corporate office versus non-corporate office sales was 60% and 40%, respectively,
in 2013. We believe the appeal and utilization of modular carpet is growing in each of these non-corporate office
market segments, and we are using our considerable skills and experience with designing, producing and marketing
modular products that make us the market leader in the corporate office segment to support and facilitate our
penetration into these segments around the world.

In July 2012, a fire occurred at our manufacturing facility in Picton, Australia, causing extensive damage and
rendering the facility inoperable. The Picton facility served our customers throughout Australia and New Zealand.
Since the fire, we have utilized adequate production capacity at our manufacturing facilities in Thailand, China and
elsewhere to meet customer demand typically serviced from Picton. We have completed the build-out of a new
manufacturing facility in Minto, Australia, which commenced operations in January 2014. For additional information,
please see Items 7 and 8 of this Annual Report.
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In August 2012, we sold our Bentley Prince Street business segment, which designed, manufactured and marketed
high-end, designer-oriented broadloom and modular carpet. For additional information, please see Items 7 and 8 of
this Annual Report.

Our Strengths

Our principal competitive strengths include:

Market Leader in Attractive Modular Carpet Segment. We are the world’s leading manufacturer of carpet tile. Modular
carpet has become more prevalent across all commercial interiors markets as designers, architects and end users have
become more familiar with its unique attributes. We continue to drive this trend with our product innovations and
designs discussed below. According to the annual Floor Focus interiors industry survey of the top 250 designers in the
United States, carpet tile was ranked as the number one “hot product” for each of the years 2002 through 2012. We
believe that we are well positioned to lead and capitalize upon the continued shift to modular carpet, both domestically
and around the world.

Established Brands and Reputation for Quality, Reliability and Leadership.  Our products are known in the industry
for their high quality, reliability and premium positioning in the marketplace. Our established brand names in carpets
are leaders in the industry. The 2013 Floor Focus survey ranked our Interface brand first or second in the survey
categories of performance, service and design. On the international front, Interface and Heuga® are well-recognized
brand names in carpet tiles for commercial, institutional and residential use. More generally, as the appeal and
utilization of modular carpet continues to expand into market segments such as government, healthcare, education,
hospitality, and retail and residential space, our reputation as the pioneer of modular carpet — as well as our established
brands and leading market position for modular carpet in the corporate office segment — will enhance our competitive
advantage in marketing to the customers in these new markets.

- 2 -
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Innovative Product Design and Development Capabilities.  Our product design and development capabilities have
long given us a significant competitive advantage, and they continue to do so as modular carpet’s appeal and utilization
expand across virtually every market segment and around the globe. One of our best design innovations is our i2™
modular product line, which includes our popular Entropy® product for which we received a patent in 2005 on the
key elements of its design. The i2 line introduced and features mergeable dye lots, and includes carpet tile products
designed to be installed randomly without reference to the orientation of neighboring tiles. The i2 line offers
cost-efficient installation and maintenance, interactive flexibility, and recycled and recyclable materials. Our i2 line of
products, which now comprises approximately 45% of our total U.S. modular carpet business, represents a
differentiated category of smart, environmentally sensitive and stylish modular carpet, and Entropy has been the
fastest growing product in our history. The award-winning design firm David Oakey Designs had a pivotal role in
developing our i2 product line, and our long-standing exclusive relationship with David Oakey Designs remains
vibrant and augments our internal research, development and design staff. Another recent innovation is our patented
TacTiles® carpet tile installation system, which uses small squares of adhesive plastic film to connect intersecting
carpet tiles, thus eliminating the need for traditional carpet adhesive and resulting in a reduction in installation time
and waste materials.

Made-to-Order and Global Manufacturing Capabilities. We have a distinct competitive advantage in meeting two
principal requirements of the specified products markets we primarily target — that is, providing custom samples
quickly and on-time delivery of customized final products. We also can generate realistic digital samples that allow us
to create a virtually unlimited number of new design concepts and distribute them instantly for customer review, while
at the same time reducing sampling waste. Approximately 60% to 70% of our modular carpet products in the United
States and Asia-Pacific markets are now made-to-order, and we are increasing our made-to-order production in
Europe as well. Our made-to-order capabilities not only enhance our marketing and sales, they significantly improve
our inventory turns. Our global manufacturing capabilities in modular carpet production are an important component
of this strength, and give us an advantage in serving the needs of multinational corporate customers that require
products and services at various locations around the world. Our manufacturing locations across four continents
enable us to compete effectively with local producers in our international markets, while giving international
customers more favorable delivery times and freight costs.

Recognized Global Leadership in Ecological Sustainability. Our long-standing goal and commitment to be
ecologically “sustainable” — that is, the point at which we are no longer a net “taker” from the earth and do no harm to the
biosphere — have emerged as a competitive strength for our business and remain a strategic initiative. It includes
Mission Zero®, our global branding initiative, which represents our mission to eliminate any negative impact our
companies may have on the environment by the year 2020. Our acknowledged leadership position and expertise in
this area resonate deeply with many of our customers and prospects around the globe, and provide us with a
differentiating advantage in competing for business among architects, designers and end users of our products, who
increasingly make purchase decisions based on “green” factors. The 2013 Floor Focus survey, which named our
Interface business the top among “Green Leaders,” found that 78% of the designers surveyed consider sustainability an
added benefit and 61% consider it a “make or break” issue when deciding what products to recommend or purchase.

Strong Operating Leverage Position.  Our operating leverage, which we define as our ability to realize profit on
incremental sales, is strong and generally allows us to increase earnings at a higher rate than our rate of increase in net
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sales. Our operating leverage position is primarily a result of (1) the specified, high-end nature and premium
positioning of our principal products in the marketplace, and (2) the mix of fixed and variable costs in our
manufacturing processes that allow us to increase production of most of our products without significant increases in
capital expenditures or fixed costs.

Experienced and Motivated Management and Sales Force.  An important component of our competitive position is
the quality of our management team and its commitment to developing and maintaining an engaged and accountable
workforce. Our team is highly skilled and dedicated to guiding our overall growth and expansion into our targeted
market segments, while maintaining our leadership in traditional markets and our high contribution margins. We
utilize an internal marketing and predominantly commissioned sales force of nearly 700 experienced personnel,
stationed at over 70 locations in over 30 countries, to market our products and services in person to our customers.
Our incentive compensation and our sales and marketing training programs are tailored to promote performance and
facilitate leadership by our executives both in strategic areas as well as the company as a whole.

Our Business Strategy and Principal Initiatives

Our business strategy is to continue to use our leading position in modular carpet and our product design and global
made-to-order capabilities as a platform from which to drive acceptance of modular carpet products across several
industry segments, while maintaining our leadership position in the corporate office market segment. We will seek to
increase revenues and profitability by capitalizing on the above strengths and pursuing the following key strategic
initiatives:

3
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Continue to Penetrate Non-Corporate Office Market Segments. We will continue our strategic focus on product
design and marketing and sales efforts for non-corporate office market segments such as government, education,
healthcare, hospitality, retail and residential space. We began this initiative as part of our market diversification
strategy in 2001 (when our initial objective was reducing our exposure to the more severe economic cyclicality of the
corporate office segment), and it has become a principal strategy generally for growing our business and enhancing
profitability. To implement this strategy, we:

•    introduced specialized product offerings tailored to the unique demands of these segments, including specific
designs, functionalities and prices;

•    created special sales teams dedicated to penetrating these segments at a high level, with a focus on specific
customer accounts rather than geographic territories; and

•    realigned incentives for our corporate office segment sales force generally in order to encourage their efforts, and
where appropriate, to assist our penetration of these other segments.

As part of this strategy, our FLOR line of products focuses on the approximately $11 billion U.S. residential carpet
market segment. These products were specifically created to bring high style modular carpet to the North American
residential market. We offer FLOR directly and over the Internet, in a FLOR catalog and in our 21 FLOR retail stores.
FLOR is also offered by many specialty retailers and in a number of major retail catalogs. Through such direct and
indirect retailing, FLOR sales have grown more than 200% from 2005 to 2013.

Penetrate Expanding Geographic Markets for Modular Products. The popularity of modular carpet continues to
increase compared with other floorcovering products across most markets, internationally as well as in the United
States. While maintaining our leadership in the corporate office segment, we will continue to build upon our position
as the worldwide leader for modular carpet in order to promote sales in all market segments globally. A principal part
of our international focus – which utilizes our global marketing capabilities and sales infrastructure – is the significant
opportunities in several emerging geographic markets for modular carpet. Some of these markets, such as China, India
and Eastern Europe, represent large and growing economies that are essentially new markets for modular carpet
products. Others, such as Germany and Italy, are established markets that are transitioning to the use of modular
carpet from historically low levels of penetration. Each of these emerging markets represents a significant growth
opportunity for our modular carpet business.

Continue to Minimize Expenses and Invest Strategically. We have steadily trimmed costs from our operations for
several years through multiple initiatives, which have made us leaner today and for the future. Our supply chain and
other cost containment initiatives have improved our cost structure and yielded the operating efficiencies we sought.
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While we still seek to minimize our expenses in order to increase profitability, we will also take advantage of strategic
opportunities to invest in systems, processes and personnel that can help us grow our business and increase
profitability and value.

Sustain Leadership in Product Design and Development. As discussed above, our leadership position for product
design and development is a competitive advantage and key strength. Our i2 products and TacTiles installation system
have confirmed our position as an innovation leader in modular carpet. We will continue initiatives to sustain,
augment and capitalize upon that strength to continue to increase our market share in targeted market segments. Our
Mission Zero global branding initiative, which draws upon and promotes our ecological sustainability commitment, is
part of those initiatives and includes placing our Mission Zero logo on many of our marketing and merchandising
materials distributed throughout the world.

Use Strong Free Cash Flow Generation to De-leverage Our Balance Sheet. Our principal business has been
structured – including through our rationalization and repositioning initiatives – to yield high contribution margins and
generate strong free cash flow (by which we mean cash available to apply towards debt service and potential stock
repurchases, strategic acquisitions and the like). Our historical investments in global manufacturing capabilities and
mass customization techniques and facilities, which we have maintained, also contribute to our ability to generate
substantial levels of free cash flow. We will use our strong free cash flow generation capability to continue to repay
debt and strengthen our financial position. We will also continue to execute programs to reduce costs further and
enhance free cash flow.  In addition, our existing capacity to increase production levels without significant capital
expenditures will further enhance our generation of free cash flow as demand for our products rises.

Challenges

In order to capitalize on our strengths and to implement successfully our business strategy and the principal initiatives
discussed above, we will have to handle successfully several challenges that confront us or that affect our industry in
general. As discussed in the Risk Factors in Item 1A of this Report, several factors could make it difficult for us,
including:

• sales of our principal products have been and may continue to be affected by adverse economic cycles in the
renovation and construction of commercial and institutional buildings;

• we compete with a large number of manufacturers in the highly competitive commercial floorcovering
products market, and some of these competitors have greater financial resources than we do;
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• our success depends significantly upon the efforts, abilities and continued service of our senior management
executives and our principal design consultant, and our loss of any of them could affect us adversely;

• our substantial international operations are subject to various political, economic and other uncertainties that
could adversely affect our business results;

• large increases in the cost of petroleum-based raw materials could adversely affect us if we are unable to pass
these cost increases
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