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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K
CURRENT REPORT
Pursuant to Section 13 or 15(d) of The Securities Exchange Act of 1934
Date of Report
(Date of earliest event reported)

May 27, 2009

AMERICAN EAGLE OUTFITTERS, INC.
(Exact name of registrant as specified in its charter)

Delaware

1-33338

13-2721761

(State of incorporation)

(Commission File Number)

(IRS Employer Identification No.)

77 Hot Metal Street
Pittsburgh, Pennsylvania

15203-2329

(Address of principal executive offices)

(Zip Code)

(412) 432-3300
(Registrant's telephone number, including area code)

N/A
(Former name or former address, if changed since last report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of
the following provisions (see General Instruction A.2. below):
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[
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]
]
]

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

ITEM 2.02.

Results of Operations and Financial Condition
The information in this Item 2.02 of Form 8-K, including the accompanying exhibits, shall not be deemed to be "filed" for
the purposes of Section 18 of the Securities and Exchange Act of 1934 (the "Exchange Act"), or otherwise subject to the
liability of such section, nor shall such information be deemed incorporated by reference in any filing under the Securities
Act of 1933 or the Exchange Act, regardless of the general incorporation language of such filing, except as shall be
expressly set forth by specific reference in such filing.
On May 27, 2009, the Company issued a press release announcing, among other things, the Company's financial results for
the first quarter ended May 2, 2009. A copy of this press release is attached hereto as Exhibit 99.1. The Company's
Management team held a conference call on May 27, 2009 at 9:00 a.m. Eastern Time to review the aforementioned
financial results. A replay of the conference call will be available until June 10, 2009. To listen to the replay, dial 1-877660-6853, or internationally dial 1-201-612-7415, and reference account 3055 and confirmation code 320676. An audio
replay of the conference call will also be available at www.ae.com. A copy of the conference call transcript is attached
hereto as Exhibit 99.2.

ITEM 9.01.
(c) Exhibits

Financial Statements and Exhibits

Exhibit No.
99.1*
99.2*

Description
Press Release dated May 27, 2009 announcing first quarter 2009 financial results
Conference Call Transcript dated May 27, 2009

* Such Exhibit is being "furnished" (not filed) pursuant to Item 2.02 of the Current Report on Form 8-K.
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EXHIBIT 99.1

American Eagle Outfitters
Reports First Quarter 2009 Results
Pittsburgh - May 27, 2009 -- American Eagle Outfitters, Inc. (NYSE: AEO) today announced that earnings for the first quarter ended May 2,
2009 were $0.11 per diluted share, which includes a tax benefit of $0.04 per diluted share and a realized loss related to the sale of investment
securities of $0.01 per diluted share. First quarter EPS compares to $0.21 per diluted share for the same period last year. The company's first
quarter EPS guidance was a range of $0.06 to $0.07.
"While we are never satisfied with an earnings decline, there are early indications that the business is stabilizing. For example, we are seeing
improvements in the AE brand, particularly in denim and other key fashion categories such as dresses and accessories," said Jim O'Donnell,
chief executive officer, American Eagle Outfitters, Inc. "There are also critical areas of our business that still need considerable work in order
to drive top line sales and profitability. They include further progress in assortments across AE categories and strengthening our merchandise
margin. We are aggressively focused on these issues and expect to be better positioned as we move ahead."
First Quarter Results
Total sales for the quarter ended May 2, 2009 decreased 4% to $612.0 million, compared to $640.3 million for the quarter ended May 3, 2008.
Comparable store sales decreased 10% for the quarter, compared to a 6% decrease last year.
Gross profit for the first quarter was $220.9 million, or 36.1% as a rate to sales, compared to $263.7 million, or 41.2% as a rate to sales last
year. The merchandise margin declined by 260 basis points, due to a lower initial markup and higher markdowns compared to the first quarter
last year. As a rate to sales, buying, occupancy and warehousing costs increased by 250 basis points due to the de-leveraging of rent related to
new stores and the decline in first quarter comparable store sales.
Selling, general and administrative expense of $158.7 million decreased 6% from $169.6 million last year. As a rate to sales, SG&A decreased
to 25.9% from 26.5% last year, primarily due to expense controls and the timing of initiatives.
Operating income for the quarter was $27.3 million, compared to $64.5 million last year. The operating margin was 4.5% compared to 10.1%
last year.
Other expense of $2.3 million compared to other income of $6.5 million last year. The decline was the result of a lower rate of return on
investments. In addition, the company realized a $2.7 million loss related to the sale of investment securities.
Net income was $22.0 million compared to $43.9 million in the first quarter of last year.
AEO Direct
AEO Direct, which includes ae.com, aerie.com, 77kids.com and martinandosa.com, is an important area of growth and profitability. In the first
quarter, sales increased 26%, driven by increased traffic and conversion.
Real Estate
In the first quarter, the company opened five AE stores, closed six stores and completed the renovation of nine stores. The company also
opened 13 aerie stores during the quarter. For the year, the company is planning approximately 9 new and 25 to 30 remodeled AE stores, and
21 new aerie stores for total square footage growth of 3%.
International
Additionally, AEO signed an agreement with leading international retail operator, M.H. Alshaya Co. to open a series of American Eagle
Outfitters stores throughout the Middle East over the next several years. The first store is slated to open in early 2010. M.H. Alshaya has
significant experience and a proven track record of presenting the world's most prominent brands in this important region.
Capital Expenditures
Capital expenditures were $35 million compared to $74 million in the first quarter of last year. The company continues to expect 2009 capital
expenditures to be in the range of $110 to $135 million. Of this amount, approximately one half relates to new and remodeled stores, including
a flagship store in Times Square. The remaining half relates to the completion of the current distribution center and headquarters projects, as
well as information technology initiatives.
Inventory

Total merchandise inventories at the end of the first quarter were $279 million, compared to $262 million last year, a 6% increase. The increase
was the result of new stores and the growth in AEO Direct. On a cost per foot basis, inventory decreased 4%. Looking ahead, for the AE brand,
second quarter average weekly inventory on a cost-per-square-foot basis is planned down in the high single digits, while aerie is planned to
increase in the double digits, related to expanded category offerings. Consolidated second quarter total average weekly inventory is planned
down in the low single digits on a cost-per-square-foot basis.
Cash and Cash Equivalents, Short-term and Long-term Investments
The company ended the first quarter with total cash and cash equivalents, short-term and long-term investments of $682 million. This included
$264 million of investments in auction rate securities, net of impairment.
"AEO remains in excellent financial condition, with a healthy balance sheet and a significant cash position," said Joan Hilson, chief financial
officer, American Eagle Outfitters, Inc. "We will continue our conservative approach to inventories and expense management, with the goal of
achieving stronger operating margins. At the same time, we are selectively investing in long-term initiatives designed to capitalize on a future
economic recovery and growth opportunities within the business."
Second Quarter 2009 Guidance
Based on management's current view of sales trends, the company expects second quarter earnings to be in a range of $0.12 to $0.15 per share,
compared to earnings of $0.29 per share last year. This guidance excludes the possibility of additional impairments or losses related to
investment securities.
Conference Call Information
At 9:00 a.m. Eastern Time on May 27, 2009 the company's management team will host a conference call to review the financial results. To
listen to the call, please dial 877-407-0789 or internationally dial 201-689-8562. The conference call will be simultaneously broadcast over the
Internet at www.ae.com. A replay will be available beginning May 27, 2009 at 12:00 p.m. Eastern Time. To listen to the replay, dial 877-6606853, or internationally dial 201-612-7415, reference account 3055 and confirmation code 320676. An audio replay of the conference call will
also be available at www.ae.com.

American Eagle Outfitters, Inc., through its subsidiaries, ("AEO, Inc.") offers high-quality, on-trend clothing, accessories and personal care
products at affordable prices. The American Eagle Outfitters brand targets 15 to 25 year old girls and guys, with 953 stores in the U.S. and
Canada and online at www.ae.com. aerie by american eagle offers Dormwear and intimates collections for the AE girl, with 131 standalone
stores in the U.S. and Canada and online at www.aerie.com. MARTIN + OSA provides Refined Casual fashions for 28 to 40 year old men and
women at its 28 stores and online at www.martinandosa.com. The latest brand, 77kids by american eagle, is available online only at
www.77kids.com. 77kids offers "kid cool," durable clothing and accessories for kids ages two to 10. AE.COM, the online home of the brands
of AEO, Inc. ships to more than 60 countries worldwide.

"Safe Harbor" Statement under the Private Securities Litigation Reform Act of 1995: This release contains forwardlooking statements, which represent our expectations or beliefs concerning future events, specifically regarding second
quarter sales and earnings. All forward-looking statements made by the company involve material risks and
uncertainties and are subject to change based on factors beyond the company's control. Such factors include, but are not
limited to the risk that the Company's second quarter sales and earnings expectations may not be achieved and the risks
described in the Risk Factor Section of the company's Form 10-K and Form 10-Q filed with the Securities and
Exchange Commission. Accordingly, the company's future performance and financial results may differ materially
from those expressed or implied in any such forward-looking statements. The company does not undertake to publicly
update or revise its forward-looking statements even if future changes make it clear that projected results expressed or
implied will not be realized.
AMERICAN EAGLE OUTFITTERS, INC.
CONSOLIDATED BALANCE SHEETS
(dollars in thousands)

Assets
Cash and cash equivalents
Short-term investments
Merchandise inventory
Accounts receivable

May 2,
January 31,
May 3,
2009
2009
2008
(unaudited)
(unaudited)
$418,807
$473,342
$338,238
30,525
10,511
31,195
279,233
62,176

294,928
41,471

262,201
41,651

Prepaid expenses and other
Deferred income taxes
Total current assets
Property and equipment, net
Goodwill, net
Long-term investments
Non-current deferred income taxes
Other assets, net
Total Assets
Liabilities and Stockholders' Equity
Accounts payable
Notes payable
Accrued compensation and payroll taxes
Accrued rent
Accrued income and other taxes
Unredeemed gift cards and gift certificates
Current portion of deferred lease credits
Other current liabilities and accrued expenses
Total current liabilities
Deferred lease credits
Non-current accrued income taxes
Other non-current liabilities
Total non-current liabilities
Commitments and contingencies
Preferred stock
Common stock
Contributed capital
Accumulated other comprehensive income (loss)
Retained earnings
Treasury stock
Total stockholders' equity
Total Liabilities and Stockholders' Equity
Current ratio

61,479
47,140
899,360

59,660
45,447
925,359

92,403
41,091
806,779

739,702
10,831
232,953
9,434
21,017
$1,913,297

740,240
10,706
251,007
15,001
21,363
$1,963,676

667,691
11,402
335,390
27,038
20,195
$1,868,495

$91,671
75,000
17,520
65,065
12,567
27,284
16,056
19,226
324,389
101,806
33,766
19,866
155,438
2,486
519,675
448

$152,068
75,000
29,417
64,695
6,259
42,299
13,726
18,299
401,763
88,314
39,898
24,670
152,882
2,485
513,574
(14,389)

$116,268
75,000
19,461
59,467
13,297
36,512
13,995
16,333
350,333
74,632
47,922
31,138
153,692
2,485
502,243
29,353

1,691,823
(780,962)
1,433,470
$1,913,297
2.77

1,694,161
(786,800)
1,409,031
$1,963,676
2.30

1,624,800
(794,411)
1,364,470
$1,868,495
2.30

AMERICAN EAGLE OUTFITTERS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(dollars and shares in thousands, except per share amounts)
(unaudited)
13 Weeks Ended
May 2,
May 3,
% of
% of
2009
2008
sales
sales
Net sales
$611,986 100.0% $640,302 100.0%
Cost of sales, including certain buying,
391,061 63.9%
376,635 58.8%
occupancy and warehousing expenses
Gross profit
220,925 36.1%
263,667 41.2%
Selling, general and administrative expenses
158,692 25.9%
169,638 26.5%
34,894
5.7%
29,550
4.6%
Depreciation and amortization
Operating income
27,339
4.5%
64,479 10.1%
Other (expense) income, net
(2,308) (0.4%)
6,458
1.0%
Income before income taxes
25,031
4.1%
70,937 11.1%
3,064
0.5%
27,042
4.2%
Provision for income taxes
$21,967
3.6%
$43,895
6.9%
Net income
Net income per basic common share
Net income per diluted common share
Weighted average common shares outstanding

$0.11
$0.11

$0.21
$0.21

- basic
Weighted average common shares outstanding
- diluted
Total gross square footage at end of period:
Store count at end of period:

205,408

204,841

207,286

208,104

6,406,703

5,888,629

1,110

1,018

AMERICAN EAGLE OUTFITTERS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)
(unaudited)
For the 13 Weeks Ended
May 2,
May 3,
2009
2008
Operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Share-based compensation
Provision for deferred income taxes
Tax benefit from share-based payments
Excess tax benefit from share-based payments
Foreign currency transaction loss
Realized loss on sale of investment securities
Changes in assets and liabilities:
Merchandise inventory
Accounts receivable
Prepaid expenses and other
Other assets, net
Accounts payable
Unredeemed gift cards and gift certificates
Deferred lease credits
Accrued compensation and payroll taxes
Accrued income and other taxes
Accrued liabilities
Total adjustments
Net cash used for operating activities
Investing activities:
Capital expenditures
Purchase of available-for-sale securities
Sale of available-for-sale securities
Other investing activities
Net cash (used for) provided by investing activities
Financing activities:
Payments on capital leases
Net proceeds from issuance of notes payable
Repurchase of common stock from employees
Net proceeds from stock options exercised
Excess tax benefit from share-based payments
Cash dividends paid
Net cash (used for) provided by financing activities
Effect of exchange rates on cash
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents - beginning of period
Cash and cash equivalents - end of period

CONTACT:
American Eagle Outfitters Inc.
Judy Meehan, 412-432-3300

$21,967

$43,895

35,410
5,550
(2,192)
592
(87)
869
2,749

29,961
8,882
5,192
154
(125)
12
-

16,560
(20,604)
(1,635)
658
(58,683)
(15,115)
15,508
(11,929)
110
(3,892)
(36,131)
$(14,164)

23,836
(9,769)
(56,972)
(460)
(41,456)
(17,970)
4,355
(30,006)
(6,480)
(4,196)
(95,042)
$(51,147)

(34,875)
11,537
(430)
$(23,768)

(73,629)
(49,897)
347,133
(163)
$223,444

(466)
(178)
2,308
87
(20,639)
$(18,888)
2,285
$(54,535)
473,342
$418,807

(589)
75,000
(3,365)
984
125
(20,425)
$51,730
(1,850)
$222,177
116,061
$338,238

EXHIBIT 99.2
American Eagle Outfitters, Inc.
First Quarter 2009
Conference Call Transcript dated May 27, 2009
Operator
Greetings and welcome to the American Eagle Outfitters Incorporated first quarter 2009 earnings conference call. At this time all participants
are in a listen-only mode. A brief question-and-answer session will follow the formal presentation. (Operator Instructions) As a reminder this
conference is being recorded.
It is now my pleasure to introduce your host Judy Meehan, Vice President of Investor Relations. Thank you. Ms. Meehan, you may begin.
Judy Meehan - American Eagle Outfitters, Inc. - VP of IR
Thanks, Rob. Good morning, everyone. Joining me today are Jim O'Donnell, Chief Executive Officer, and Joan Hilson, Executive Vice
President, Chief Financial Officer. If you need a copy of our first quarter press release, it is available on our website, ae.com.
Before we begin I need to remind everyone that during this conference call, members of management will make certain forward-looking
statements based upon information which represent the company's current expectations or beliefs. The results actually realized may differ
materially from those expectations or beliefs based on risk factors included in our quarterly and annual reports filed with the SEC. And now I
would like to turn the call over to Jim.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Thanks, Judy. Good morning. While the first quarter continued to be challenging, there are early indications that the business is stabilizing. I
will elaborate further as I review the results for the quarter. Sales declined 4% and comparable store sales were down 10%. This was the result
of lower traffic and conversion. We also experienced margin pressure which led to a 58% decline in operating margins. We clearly have issues
in our business that have yet to be resolved. They include further progress in assortments across AE categories and strengthening merchandise
margins.
That said, a sharp decline of the fourth quarter seems to have leveled off. Following are a few examples and proof points. AE women's comp
performance improved to 13% decline from a negative 23% in the fourth quarter of last year. AE denim comped positively in both men's and
women's as well as other key categories such as men's tops, women's dresses, skirts, accessories, and certain fashion tops. Traffic and
conversion while still negative improved relative to fourth quarter. The conversion rate was 3% higher, and the store traffic improved to a 3%
decline from a 9% decline. AEO's new concepts are performing well and met our first quarter earnings expectations. aerie stand-alone stores
delivered a positive comp of 17%. The broad business is healthy and growing and we continue to expand the assortment with new fits, style,
colors and patterns.
aerie fit, the workout line is a rising star. Customers tell us it is differentiated in the marketplace and truly compliments the aerie lifestyle.
MARTIN + OSA comped at a positive 7%, driven by increased traffic and conversion. Leadership is focused on continuing to improve
assortments with a more cohesive point of view for this customer. Based on the positive comp trends since the beginning of 2008, combined
with the encouraging feedback from extensive consumer research, we remain committed to the M&O concept.
Moving on to 77kids, while still a very small part of the business, 77kids is exceeding plan and steadily building its customer base. We're
excited about the first back to school collection and it launches in late July. AEO Direct, one of our key growth drivers, achieves a sales
increase of 26%. Our online strategy is designed to create a superior customer experience across selling channels. To that end, AEO Direct is
fully integrated with our POS system for seamless real-time inventory sharing. We are leveraging this technology to drive incremental sales
through our store to door program which has become a more meaningful contributor to the AEO Direct business. Customers and associates
alike are becoming increasingly comfortable with store to door, as a way to access extended sizes and online only colors and styles. The most
popular store to door categories include denim, dresses and bras.
While I just outlined some successes, there are still critical areas of our business that need considerable work to achieve our target of
profitability and growth goals. First we must continue to strengthen AE's assortments especially in women's. The best performing areas of our
women's business are those who have delivered on trend differentiated fashion. For instance, our versatile knit tops styles and fashion dresses
were among our best performers without promotional support. Denim is another good example. The positive response to our most recent denim
collection bodes well for the upcoming seasons. Going forward, you can expect more fashion more often. This fashion influx will span multiple
categories from denim to tops to accessories. This will be balanced with powerful key item values to capture market share and drive volume.
Now a word on customer connection. We just completed another nationwide research initiative, speaking with more than 2,500 customers and
noncustomers across the country. The data confirmed that AE is getting credit for fashion fluency in dresses and fashion tops as well as
versatility overall. In addition, our perceived value also improved which for this customer is a combination of style for the price. While
encouraged by the positives, more important is the critical feedback which we are applying to our design and our merchandise strategies.

Before we move on to financials, I would like to update you on some news regarding our international strategy. The company recently signed a
franchise agreement with MH Alshaya , a leading international retail operator. Alshaya will open a series of American Eagle Outfitters stores
throughout the Middle East over the next several years. The first store is slated to open in early 2010. As you might know, Alshaya is a very
experienced partner with a proven track record of presenting prominent world class brands in this part of the world. And given the youthful
demographic of the Gulf region, we believe there is considerable opportunity for a casual value-oriented sportswear brand like American Eagle
Outfitters. It is also important to note that this franchise arrangement does not involve a capital investment from AEO, yet, has the potential for
significant return. Further, it requires minimal operational involvement and we will keep you posted as the project develops.
In closing, the last 18 months have been a time of unprecedented challenges for AEO, Inc. However, it is also a time of unprecedented
opportunity regardless of the external climate. Our ability to capitalize on this opportunity is rooted in the strength of our product. Now, I will
turn the call over to Joan, who will take you through our margin opportunities and financials.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Thanks, Jim. The first quarter reported earnings per share of $0.11 includes a tax benefit of $0.04 and a realized loss on the sale of investment
securities of $0.01 per share. Excluding these items, EPS was above our recent guidance of $0.06 to $0.07. The tone of our business was better
than the fourth quarter, and several important categories showed a meaningful improvement. In addition, our expenses were well controlled.
However, negative 10% comps combined with a lower merchandise margin resulted in the earnings decline.
Now we review the quarter in detail. Within the AE brand, negative comps were due to a mid-single digit decline in transactions and a lower
transaction value. Our average unit retail price decreased in the low single digits. While markdowns increased over last year, our first quarter
business reflected a more measured promotional strategy than in the fourth quarter. Our merchandise margin decreased 260 basis points, as we
expected IMU was down to last year, this was due primarily to the AE brand. It is important to note that current receipts reflect lower product
costs, which should lower margin pressure beginning in the second quarter. Also within margin, our first quarter merchandise plans were
positioned higher than the sales trend. Consequently, markdowns were higher in the quarter. Overall, gross margin declined 510 basis points,
due to the lower merchandise margin and the deleveraging of rent, which was caused by new stores and the 10% decline in comparable store
sales.
For the quarter, SG&A expense decreased $11 million, to $159 million, and leveraged 60 basis points to 25.9% from 26.5% last year. We are
prudently managing expenses and have achieved some real savings in a number of areas, including advertising, services purchased, travel and
supplies. In addition, the timing of store maintenance initiatives benefited the first quarter. Our stores are operating efficiently and SG&A per
square foot declined 14% to the lowest level in five years. Looking forward, we will begin to anniversary the 2008 expense reduction program
in the second quarter. Therefore, we do not expect a similar dollar decline in the second quarter. That said, we will continue to evaluate our
expenses quarter by quarter, and balance expense savings with critical business investments to drive top line sales and ROI. For the year, we
expect SG&A dollars to be slightly lower than last year. Other expense of $2.3 million was due to a lower rate of return on investments, and a
realized loss on the sale of investment securities.
Now, turning to the balance sheet, first quarter ending inventory excluding the direct business decreased 4% at cost per square foot. This
compares to a decline of 17% for the same period last year. For the second quarter, our average weekly inventories for the AE brand are
planned down in the high single digits. Importantly, this is the lowest level since 2004. For aerie, inventory is planned up in the double digits,
driven by expansion of our bra styles. As a result, consolidated second quarter inventory per square foot is planned down in the low single
digits. Capital expenditures in the first quarter totaled $35 million, which was related to store growth and renovations, headquarters, and
distribution center project, and IT initiatives. We continue to expect 2009 CapEx to be in the range of $110 million to $135 million.
Now, looking ahead, we are highly focused on strengthening our operating margin. We must establish a level of consistency in our sales
performance and recover from double digit negative comps. We will continue to position inventory conservatively and our second half
merchandise buys reflect improvement in IMU. We expect this to be driven by lower product costs and savings in transportation. Lastly, we are
not letting up on expense controls.
Now, regarding the second quarter, based on our current view of sales trends, we expect second quarter earnings per share to be in the range of
$0.12 to $0.15. This guidance excludes the potential of additional impairments or losses related to investment securities. Although the first half
of this year is challenging, AEO is profitable and remains in excellent financial condition, with a healthy balance sheet and cash position. We
know we have real opportunities in the second half of the year, and are highly focused on strengthening our operating profits. Longer term, we
are selectively investing in initiatives designed to capitalize on growth opportunities within the business. I want to thank you all for your
continued support and belief in our company and our brand. And now we're available to take any questions.
Operator
Thank you. We will now be conducting the question-and-answer session. (Operator Instructions) One moment please while we poll for
questions. Thank you. Our first question will be coming from the line of Paul Lejuez with Credit Suisse. Please go ahead with your question,
sir.
Paul Lejuez - Credit Suisse - Analyst

Hey. Thanks, guys. You can talk a little bit more about the economics of the Middle East arrangement? Also wondering if you will have to
alter the product at all, or if you will be selling the same merchandise? And then just wondering if you're looking at other countries to expand
into. Thanks.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
I'm not at liberty to speak to the details of our agreement with Alshaya, but as far as the mechanics of the assortments, there which will be very
little tweaking of the assortment, the climactic conditions aside pretty much called for our standard assortment and the only things we will be
looking at are there any idiosyncrasies in the marketplace that should be addressed with our assortments. We won't be doing anything special
for them, there might be distortions with certain categories and maybe reducing other categories, but other than that, we expect it to be very
seamless. As far as looking at other countries, the answer is yes, we are. But we're going to take it a step at a time, and right now, this is the
very first step in the journey, and we've decided to go with the Alshaya group as our partner in the Middle East with the potential of moving
into other areas of the world where they also have a network.
Paul Lejuez - Credit Suisse - Analyst
Great. Thanks. Good luck.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Thank you.
Operator
Thank you. Our next question is from the line of John Mars with BMO Capital Markets. Please proceed with your question, sir.
John Mars - BMO Capital Markets - Analyst
Thanks, good morning, everyone. Two questions. One for Joan on the SG&A, I think the expense controls came in a little bit better than we
thought, so good job there, and you did comment about the expectations in Q2. Would you see dollars still down in Q2 on SG&A? Is that still a
possibility? And then I think more broadly, looking at the opportunity for back to school, from a merchandising assortment perspective, where
do you see the opportunities for back to school this year compared to last year? Thanks.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
So real quick, on the SG&A, John, in the second quarter, we would not expect the SG&A dollars to be down. In fact, we would expect them to
be up slightly, but for the first half of the year, we would expect SG&A to be down.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
As far as back to school opportunities, John, it is rather obvious, the number one opportunity is our number one department, and that is denim.
As I stated earlier in the presentation, we are very pleased with our denim results early here in the first quarter. We really feel very strongly that
the assortment that was put together, it really, it compliments what the trends are for our 15 to 25-year-old customer, and we've built upon those
right now, and those assortments, and we are actually tweaking the denim assortments to be even stronger by adding some fit systems and some
new washes for BTS.
But also combined with that, as I stated earlier, we will continue to look at the fashion tops and honing in on the versatile aspect of it, the
feedback from the consumer, and our results indicate that we're making progress, but we need to make more progress and that we still have
tremendous upside opportunity in the knit wear line in tops. And we will continue to look at dresses. The dress business has been a pleasant
contributor to our early spring business, and we hope that it will carry forward into our back to school period. So I would say that those three
categories and layered in on top of that will be a stronger approach in our accessories business, both men's and women's.
John Mars - BMO Capital Markets - Analyst
Great. Thanks.
Operator
Our next question is from the line of Brian Tunick with JPMorgan. Please proceed with your question, sir.
Anna Andreeva - JPMorgan - Analyst

Great. Thanks so much. It is Anna for Brian. Good morning, guys. Just following up on SG&A, Joan, you said to expect SG&A dollars to be
up slightly in the second quarter. What should we expect for the back half? Could SG&A dollars be flatter? That's my number one. And
secondly, I was hoping you guys could talk about what is going on with the men's category, I believe it is the second quarter that men's is
comping a little bit negatively. Is this more of an assumption of tougher comparisons in the business, or is there something to call out in the
assortment from the fashion perspective?
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Sure, Anna, this is Joan. I will take the SG&A question first. The SG&A for the back half of the year, we would expect to put us in a position
for the entire year to be down slightly. That is the way you should think about that. And just keep in mind that last year we would began our
expense reduction program that the teams are committed to and got behind in a very strong way, and so we were able to achieve some real
savings last year, and we begin to anniversary that in the second quarter of this year. So we're continuing to drive expenses, we look to have
them slightly down for the full year.
Anna Andreeva - JPMorgan - Analyst
Got you.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
As it relates to the men's business, the only category that has been really disappointing has been in the shorts business. We have a very strong
cache with the young consumer, male consumer in shorts, from what whatever reason, this particular season, it has been slow to come. I don't
think it is going to be a disaster, but we were anticipating more of a prolific sell-through in shorts. We have tweaked some of the styles for
summer, and we hope that that will help improve the shorts business. The men's denim business has been good. It has continued to be good.
And our graphics business is good. And so we anticipate that men's will continue to move along in a positive manner, but we do have to get this
whole short issue back on track.
Anna Andreeva - JPMorgan - Analyst
Okay. Got you. What was men's comp in the first quarter?
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Men's comp in the first quarter was down high single digits.
Anna Andreeva - JPMorgan - Analyst
Okay, thanks so much, guys.
Operator
Thank you. Our next question is from the line of Todd Slater with Lazard Capital Markets. Please proceed with your question, sir.
Todd Slater - Lazard Capital Markets - Analyst
Thanks very much. Good morning, everyone. I hear how important denim is, but even with denim and dresses running positive, it doesn't seem
to be moving the needle all that much. And I'm just wondering what makes you feel confident that a positive comp trend in denim in the second
half will make much of a difference without the knits or the top categories working? And maybe you can give us some data on any
improvement in those other categories. And then secondly, on MARTIN + OSA and aerie, if you could maybe give us, maybe provide some
four wall contribution information for both of those businesses, how are they doing relative to your expectations at that level? Thank you.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Well, you may have misunderstood, we expect denim to be strong for the second half of the year, absolutely, is it the only category we're
anticipating growth in? No. I mentioned that our fashion tops have shown a positive reaction and sell-through from our consumers. Part of the
opportunity lies in, can we continue to develop more versatile tops that are deemed to be a value proposition. And we think we're well on our
way to developing that line. And we've done a good job of continuing to have the basics in our line, but not have them dominate the line. So the
tops will play a very important role in back to school, as well as holiday, as well as a category that we haven't mentioned for the second half of
the year and that is we have a very strong connect in our fleece business, which we anticipate will continue for both third and fourth quarters.
So no, we have -- our major categories we feel good about, in both men's and women's.
Todd Slater - Lazard Capital Markets - Analyst

Do you expect more fashion or more -- the inventory to be more fashion or more basic in the second half in terms of tops?
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
More fashion. It continued to have our standard basics, but they will only be complimentary, and we really feel that the volume impetus will
come from the fashion tops landing more tops, fresher and new, newer more often. We found that is a recipe for positive response from the
customers, especially the female customers.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
And Todd, with respect to M&O and aerie, both concepts met our internal expectations in terms of profitability for the quarter. And we feel
very good about how the assortments have been performing in terms of M&O in terms of the women's assortment, and then with aerie, Jim
mentioned aerie fit, as well as our bra launches and our fragrance business in the first quarter continues to drive profitability for us. So those
two concepts in the first quarter are on track to our expectations.
Todd Slater - Lazard Capital Markets - Analyst
Can you tell us what your four wall contribution goals are?
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
We're not going to be specific about the goals and we will talk about that more as we progress throughout the year. But suffice it to say at this
time that we are on track to those goals.
Todd Slater - Lazard Capital Markets - Analyst
Great. Thanks.
Operator
Thank you. The next question is coming from the line of Richard Jaffe with Stifel Nicolaus. Please proceed with your question.
Richard Jaffe - Stifel Nicolaus - Analyst
Thanks very much, guys. And great operating discipline this quarter. I guess a couple of questions, I just want to understand the lower initial
markup, and it is really I guess an opportunity in the second half to reduce your costs, so you can offer product at better values, is that what you
guys are talking about? And then if you can talk a little bit more about the contribution or sales per square foot at MARTIN + OSA and aerie,
given their improved performance?
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Well, first, on the IMU, Richard, and thanks for your comments on the operational control, the IMU, as I mentioned, in the first quarter and in
the second quarter, we can see that new product receipts and the teams have been working diligently towards this, are coming in with lower
product costs. And one of the things that we've been truly working on in a big way is to bring value to our customer, and be very proactive
about the value offering in the assortment and giving the production teams the time to work that through with our supply base is really enabling
us to deliver what we believe is an assortment that has a stronger perceived value to the customer. So yes, we are working on the value, and we
are working on costs with given the team's longer lead times. We also have been able to lock in some opportunity with transportation costs, so
we expect to be able to see the benefit of that really in a bigger way in the third quarter.
So driving through all areas of the assortment, with the lead times for the teams. In terms of MARTIN + OSA at a 7% comp, and aerie
standalone comping at a plus 17%, we feel that is setting us up for a good position the first quarter in the year. And we really don't want to
speak about it on a cost per square, or on a sales per square foot for both of those concepts, but just really are focused on continuing to deliver
the assortment, bring variety to the assortment, for both men's and women's and MARTIN + OSA and for girl and aerie, and are very focused
on bringing aerie to deliver a positive contribution on the bottom line and for M&O to significantly reduce the loss from last year.
Richard Jaffe - Stifel Nicolaus - Analyst
Thank you.
Operator
Thank you. Our next question is from the line of Stacy Pak of SP Research. Please proceed with your question, ma'am.

Stacy Pak - SP Research - Analyst
Thanks. Couple of things. First of all, just on SG&A, my sense, correct me if I'm wrong, but my sense was the guidance called for SG&A
dollars to be flat in the first half, and I thought maybe they could be down low single digits, but they came down quite a bit more than I
expected. And I'm just wondering if you could address where the upside was, and what was the amount of the timing benefit in SG&A in Q1?
And then secondly, and more importantly, just on the IMU, kind of what level of benefit could we expect in Q2, and can you address Q3 and
Q4, which is when I think your IMU was down 180 and 220 basis points last year? So can you kind of talk about those opportunities for
improvement, and will you share at all the sales trends that imbedded in your Q2 outlook?
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Okay. I will take those, Stacy. SG&A, the guidance that we talked about for the first quarter, or for the first half of the year was to be slightly
down in terms of SG&A. That is largely due to a reduction in advertising, reduction in travel, supply, and some services, external services that
we were able to negotiate favorable contracts for the business. What was shifted in terms of timing, Stacy, from the first quarter, is really
around our store maintenance program, and having the ability to get all of that done in the first quarter. We would see that largely occurring in
the second quarter, and then some timing of initiatives particularly with our AE Direct business which are very critical and continuing the
positive sales trends that we see there.
All that said, as we look towards the year, again, we expect SG&A expenses to be down slightly at this time. As I mentioned in my remarks,
we look at this, and work it on a quarter-by-quarter basis, and evaluate expense spend, and to the point of, is it a critical expense that is critical
to either a long-term initiative or a shorter-term sales growth driver that delivers an ROI for us, and so we look at it quarter by quarter. At this
point in time, it is down slightly for the year and we will continue to work it.
And with respect to IMU, we see less pressure in second quarter, translated, that means we would not expect overall IMU to be down in the
second quarter, but less pressure than the first. In the third and fourth quarter, we would expect IMU to come to a positive for us, to be better
than LY in the third quarter and more so in the fourth quarter. And again, we see product costs as well as transportation costs opportunity
making that happen for us and enabling that opportunity. When we think about now moving to the second quarter guidance, our guidance is
really, if you think of it from the range that we provided, the low end of the range is really consistent with the current trend of the business, and
the higher end would be a slight improvement in cost.
Stacy Pak - SP Research - Analyst
Current trend being last month?
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Looking at it on a quarterly basis.
Stacy Pak - SP Research - Analyst
Okay.
Operator
Thank you. Our next question is from the line of Janet Kloppenburg of JJK Research. Please proceed with your question.
Janet Kloppenburg - JJK Research - Analyst
Hi, everybody.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Good morning.
Janet Kloppenburg - JJK Research - Analyst
I was wondering, Jim, if you could talk a little bit about your confidence level in the knit business, particularly in the basics side of the
business, which I think is where you've had more resistance. I'm wondering what your confidence level is in the product elevation there, for the
fall, and if we could expect that fall of the business, the programs, to improve. I'm also wondering if you could address your denim pricing.
Should we expect that to be more value-oriented, or do you think that given the styling, the improved product, that you will be able to attain the
same level of AUR that you had in that category before? And lastly, I was wondering if you could tell us how you are planning your inventory
levels for the company for the fall season? Thanks very much.

Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Okay, Janet. I will take the first two. Talk about knit tops, both current and moving forward, and we will break it down into two categories, one
will be the fashion, and then the other is what we will call the more basic tops that we've been known for throughout the years. I'm very
confident in our ability now to develop the styles that differentiate ourselves in the marketplace today. It is absolutely essential with pricing
being what it is for the more commodity-type product, which we would deem to be the basics of the business, so I'm very confident because
I've seen the sell-throughs in the first quarter at regular price, and this is the first in 18 months, so that gives you a bit of confidence.
Now, we would like to think that that type of momentum can continue to move forward, and I've had the ability to see back to school as well as
holiday, and I believe that it is safe to say that we're very much on trend, not ahead, but on trend. As you know, from being in the business,
right now, it is a print season, and we've really nailed some unique prints in our fashion tops and they've been very well received. We will
continue to carry the basics which we deem to be in the boyfriend line, in tanks and tees and so forth, but they will not have as prominent a
position in the store as they had in the past, because the -- especially with the young woman, has told us, as recently as the survey, that I
mentioned earlier, that was conducted with 2,500 customers and noncustomers of which 2,000 of the 2,500 were female, they know we have
the basics. They want to have their first impression when they walk in the store as the quote is what is new, and that's what we hope to provide
them with, both in the physical presence, as well as in the design elements that go into the product. So I feel good about it.
And denim and denim pricing, very good question. I see our denim pricing primarily staying the same. We're going to be in the $29.50, $39.50,
$49.50 business. I don't feel right at this particular point feel we're going to have to go into a full scale mode of promoting to move our jeans.
Right now we're not promoting jeans, and I must tell you, our sell-throughs for this early in the season are really -- they're gratifying. Could
they always be better? Sure. But they are comping and they're comping at our regular everyday prices, and we're seeing some of the newer
styles that we introduced are the ones that are really providing the impetus for the comp improvement. And knowing what I know, as far as
what improved [washes] and adding of a couple of additional styles, we're only going to be stronger for third and fourth quarters so feel very
good about the denim business.
Janet Kloppenburg - JJK Research - Analyst
Great.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
And Janet, with respect to fall inventories, third quarter, we expect to be plan down on average in the high single digits as well, and the point I
want to make there is we are operating now on some of our lowest inventory levels on a cost per square foot. We are at 2004 levels. The benefit
of that and one that the merchandising teams and Jim and I feel very good about is that we have been able to manage our initial buys very
tightly and in a real disciplined manner. which then sets us up to be able to trigger in in-flow some of the items that Jim is talking about and
some of the faster sellers and it gives us that fluency that our customer is really asking us for. So we feel good about the inventory position and
it does enable us to have some agility as we see things turn around.
Janet Kloppenburg - JJK Research - Analyst
Lots of luck to you all.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Thank you.
Operator
Our next question is from the line of Michelle Clark with Morgan Stanley. Please proceed with your question.
Michelle Clark - Morgan Stanley - Analyst
Good morning and thank you. Joan, I was hoping to ask the SG&A expense question in a different way, which is you leveraged on a negative
10 comp in the first quarter. Can you just discuss with us your leverage point as we move through the balance of the year and what the
sensitivity is around that for a 1% change in comp? And then secondly, if you could share with us what your SG&A dollars would have been,
excluding the shift in the store maintenance? So if that had actually occurred in 1Q instead of shifting it out to the second quarter. Thank you.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Okay, Michelle, our SG&A leverage point is clearly at a low single digit negative, at a minimum, is how I would think about it that if I were
building a model. The shift of repairs and maintenance into the second quarter is a couple million to $3 million in terms of store refresh. So that
is a timing from the Q1 to Q2. We also had initiative shifts from the AE.com business that supports some future growth opportunities for us,
and those at this time, there is some costs in there, not sure what in the second quarter will shift to the third quarter, so I am not going to

comment on that dollar amount at this time. But clearly, we can leverage on a negative comp, and we did have some meaningful real savings in
the second quarter -- or in the first quarter, pardon me.
Michelle Clark - Morgan Stanley - Analyst
Great. Thank you.
Operator
Thank you. Our next question is from the line of Betty Chen with Wedbush. Please proceed with your question.
Betty Chen - Wedbush - Analyst
Thank you. I was wondering, Jim, if you could speak a little bit to the shift that we're hearing in some of the tax-free holidays, how that may
impact the second quarter versus the third. And then is there any way to give us a little bit more color around quantifying some of the IMU
opportunity in the back half, whether that is from product costs versus transportation? Thanks.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Well, on the tax-free, you probably read or heard or both that tax-frees are going to be shifting primarily out of July into August, so it just will
have a monthly effect and just would shift into a more traditional back to school period. We have planned for both, both the shift out of July,
which we feel we can mitigate somewhat with some events that we have planned and more to come. And the other is that we have also looked
at August, and said how can we continue to even capitalize even more so on some of the opportunities that August will bring both from back to
school and also from a tax-free event that will take place within a number of states throughout the United States. So we are very aware of it,
and I think we have a real good plan to mitigate some of the potential erosion in July and also capture a greater proportion of it in August,
which I think plays to our strengths in retailing, because it is much closer into when the young people actually go back to school.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
And with respect to the IMU, Betty, what we said is that we expect product costs reductions in the third and fourth quarter, and we also have
transportation savings that we're able to take some benefit from. And the closer in we get, we can give a little more specific guidance on that,
but that's where we will settle in right now in terms of information.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
One of the things that I think I can help all of you with, around this IMU, because I know that it is a topic of interest, and we are well aware of
that, some of the things that we have done that are in our favor. First of all, there is production available now that was not available a few years
ago, but having said that, there is also some manufacturing that is not available, because factories have actually down-sized, but keeping all of
that in mind, we are internally working in a much more productive way with our manufacturing network, and that is defined by we're placing
more orders earlier, and when we come out of coordination, in many case, now, we're actually signing off on the product, and placing the
orders. So production and sourcing is enabling our manufacturing network to get earlier lead times, for the earlier lead times, we will be getting
lower costs. Now it won't happen in all instances, but it is gradually happening across all categories, and it is just an add-on to already a
competitive nature that is out there in the manufacturing world currently.
So we are taking advantage where we can, but also we have to bear in mind all of us that we continue to have the quality issues that we face,
we will not reduce our quality, and also, we're experimenting with some new fabrications, that have a little greater cost built in. So we're trying
to balance out both aspects, but costs will come down, especially as we move into third and fourth quarter.
Betty Chen - Wedbush - Analyst
That's very helpful, Jim. And just to clarify, to make sure we heard correctly, that overall, IMU will not be down in the second quarter versus
the year prior.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
That's correct.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
That's correct.
Betty Chen - Wedbush - Analyst

Okay. And then I was wondering if we can get some more color around the metrics behind the comps for MARTIN + OSA and aerie, and if
we're still thinking about Q3 of this year as sort of a milestone for re-evaluate MARTIN + OSA.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Okay, well Betty, right now, I'm pleased with the progress. I'm not thrilled with it. That said, our women's business in MARTIN + OSA has
been very encouraging. Very. Our men's business has not. But I have all of the confidence that our men's business, which is really the easier of
the two businesses to correct, so I'm happy with the women's business, we have upside opportunity with the men's, and we can continue to have
tremendous upside in accessories. And we're going to be in the accessory business in third and fourth quarter, and that will not only add to top
line, but it will also improve our IMUs and also our UPTs and all of the other KPIs that we run the business by. So having said that, is that will
third quarter be the water shed quarter? It will be a very strong indicator of how this brand is going to move forward, as it relates to top line
growth and also to profitability.
Now, profitability for this year is reducing dramatically, as Joan stated earlier, our loss of last year of $0.21. So we continue to monitor it. It is
all built on very defined metrics, as we are measuring the progress at MARTIN + OSA, and as stated by Joan and myself, they have met their
first quarter hurdle. Now, that's one in a row. So we will see how it progresses forward. But I would like to think third quarter will be a very
strong indicator, and fourth quarter could be the difference maker of really reducing the loss in 2009 versus 2008.
And as far as aerie is concerned, we're very pleased with aerie. One of the things that we struggle with somewhat on aerie is we are constantly
looking for expanded assortments. We have really -- the customers' feedback that we have on our latest research, they like aerie. These young
women like the brand. They want to see more of it. I mentioned fit earlier in the presentation. This is a separator, a differentiator from the
intimate apparel business, and it gives the young woman one more reason to come in, and we're expanding that line, as we speak. And third and
fourth quarter, especially third quarter, rather, will see a real difference in the assortment and fit. The bra category which is our strongest
category, continues to be our opportunity category, and we're really investing in a very serious way in that category. The underwear business,
which is our day in and day out business, continues to be very strong. But we're seeing really strong indications now in our dorm wear line, and
in some of our PJs and so forth. So aerie has all of the indicators both from a product assortment, as far as IMU, and margin, to continue to
move forward and meet the profit goals for 2009.
Betty Chen - Wedbush - Analyst
Great. Thank you very much and best of luck.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Thank you.
Operator
Our next question is from the line of Kimberly Greenberger of Citigroup. Please go ahead with your question.
Kimberly Greenberger - Citigroup - Analyst
Great. Thank you. Good morning. Joan, if I missed this, I apologize. Did you quantify the savings you're expecting to see in cost of goods sold
in the second half of the year? And if you could give us some indication of, do you plan on keeping most of the savings for your margins, or are
you going to balance that with investing, like you said in the higher quality fabrics that might cost a little bit more?
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Well, as far as the fabrics, the higher quality fabrics, we are looking at improving some of our knit fabrics, but they will not dominate the line.
So therefore, they will not have a dramatic negative effect, if you will on IMU. But I do think it is essential for us to continue to develop
fabrications that are deemed to be very desirable, but also differentiate us away from the commodity players in the business. We will -- and I've
been very public about this, we will not be the lowest price in town. And there is no way that we will want to be the lowest price in the
marketplace, but in order to be a profitable, especially apparel retailer, we have to be able to have that difference factor. Some of these new
fabrication, some of the new programs we have in dresses and prints and so forth, they have been a big difference maker. Now we have to
continue to be able to be smart and to be able to not only develop these fabric, but also get them at acceptable costs, so that we can still
continue to be a valued provider for product.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
And Kimberly, with respect to the quantification of the cost savings, we didn't say specifically, what we said was that we expect to see it,
IMUs, to improve above [LY] in third quarter, and more so in fourth quarter. And as you know, a piece of that is about the selling mix and so
forth. And that's why it just wouldn't be a meaningful number right now to quantify it.

Kimberly Greenberger - Citigroup - Analyst
Okay. Thanks, Joan. Jim, I just had one follow-up for you. It sounds to me like you feel good about denim, dresses, skirts, accessories, going
into back to school and then some select fashion tops. Is there a point over the course of the next six to nine months where you will feel
incrementally better about the knit top category, or do you think it is sort of a steady progress month by month?
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Good question, Kimberly. I don't want to be over euphoric here, we did have the minus 10 comp, so -- but we are seeing things change as we
move along, in this business, day to day. But I think the top business will you have a good eye in the store, and I think you're going to start to
see for the third and fourth quarter a change on how we do business, and how we develop our tops. We talk a great deal about knits, but we've
had a strong acceptance in wovens in both men's and women's, and we will continue to invest in those two categories, but we all know that
knits drive the business. So I think, you prove me right or prove me wrong by visiting those stores for a third and then fourth quarter, and I
think you will see a substantial difference. And if you want to reach out to me personally, feel free to do so.
Kimberly Greenberger - Citigroup - Analyst
Great. Thanks, Jim and good luck with back to school.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Thank you.
Operator
Our next question is from the line of Michelle Tan of Goldman Sachs. Please proceed with your question.
Michelle Tan - Goldman Sachs - Analyst
Great, thanks. Most of my questions have been answered. I was wondering if you could just give us an update on the long-term store and sales
potential that you see for the aerie brand, and then also any color on how sales are trending so far in May? Thank you.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Well, we don't comment on current business, but was your first question what we see as far as numbers of stores growth for aerie?
Michelle Tan - Goldman Sachs - Analyst
Yes, growth in terms of stores and sales base?
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Okay. Well, we will probably be looking at next year, somewhere around 20 to 25 new stores for the aerie brand. Right now, we have enough
information about -- we have -- we will have by the end of this year somewhere around 140 stores open and across the entire United States as
well as Canada, and so we know where we've been successful, and we know where we need to continue to improve, but right now, I see
tremendous opportunity for the aerie brand in North America. Our Canada business in aerie has been very good, and we're going to be a little
more aggressive in Canada than we probably are going to be in the United States, although we will be opening stores in the United States also.
But that is pretty much how I see the landscape for 2010.
Michelle Tan - Goldman Sachs - Analyst
Okay. Great. And then anything on long-term total potential in terms of stores?
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
I don't see -- right now, the best guess in-house is probably no more than 500 stores. This is not 1,000 store chain, nor do we want it to be. I
think that 500 stores in -- and that will be in North America, is about where we will cap out. There are opportunities in other parts of the world,
but we haven't really explored those as of yet. But we will see how that transpires over the next ensuing couple years.
Michelle Tan - Goldman Sachs - Analyst

Great. Thank you and good luck.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Thank you.
Operator
Thank you. Our next question is coming from the line of Lorraine Hutchinson, with Banc of America. Please proceed with your question.
Lorraine Hutchinson - Banc of America - Analyst
Thank you, good morning. I was hoping you could talk a little bit about the composition and aging of inventory at quarter end versus last year
at this time.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Okay, Lorraine, we feel very good about the composition and content of our inventory in terms of freshness. At the end of Q1, ending
inventory was down 4% on a cost per foot basis and our clearance inventory is down 10% at the end of the quarter. So we are positioned well
heading into Q2, and we are really focused in our category drivers. So I think we're set up well for Q2.
Lorraine Hutchinson - Banc of America - Analyst
Thank you.
Judy Meehan - American Eagle Outfitters, Inc. - VP of IR
Hey, Rob. We're going to take one more question.
Operator
And that question will be from the line of Dorothy Lakner of Caris & Company. Please proceed with your question.
Dorothy Lakner - Caris & Company - Analyst
Thanks, good morning, everyone.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Hi, Dorothy.
Dorothy Lakner - Caris & Company - Analyst
Just a couple of follow-ups. One, you talked about the emphasis on newness in the AE brand, particularly as it relates to fashion tops, so I just
wondered if there are any ways you're changing the flow for the back to school season or going into the second half? And then secondly, on
MARTIN + OSA, just a little bit more color on what you're most pleased about, I guess particularly in the women's business and where you
think there is the most opportunity? Thanks.
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO
Okay. Well, let me take the MARTIN + OSA one, since it seems to be a topic of interest. In women's denim, well received, dresses, extremely
well received, and we continue to be a store that is known for cashmere, and so the cashmere line of sweaters and tops have been extremely
well received. And some of our accessory categories, primarily in jewelry, have been very positive. Some of the upside will probably be more
in the women's pants, and to some degree, some of the woven shirts, but on average, the women's categories across all disciplines have been
favorable.
Dorothy Lakner - Caris & Company - Analyst
Is it more of a fit issue on the women's pants or style?
Jim O'Donnell - American Eagle Outfitters, Inc. - CEO

No, I think it is more style, Dorothy. We have actually gotten very good marks on fit, very good marks, and I'm very pleased. We made
dramatic changes into our fit blocks for women's, especially for women's bottoms, and that's why I believe that the denim business has been
positive and will continue to be positive. We will be changing out some of the washes, because right now we've carried the styles just a bit
longer than we do at American Eagle, and we're now starting to make some changes, and we will see for fall and holiday some great-looking
washes for women, as well as our men's denim business actually has been pretty good. The men's business has been remiss primarily in a
number of categories, outerwear, knits, and in wovens, and in non-denim bottoms, so we've got work to do.
But I did see the fall line, and I saw holiday, and we've made very good improvement in fall, and really dramatic improvement for holiday in
men's. And our accessories for the third and fourth quarter are going to be a major contributor with an improvement in bags, scarves and
jewelry will continue to be strong, and we are going to improve and get into co-branding in footwear, which we've gotten away from, and we
really needed to get back into that category.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Dorothy, with respect to inventory flow, one of the benefits that we're seeing from the way we're managing inventory heading into the second
quarter is, we're able to, on a very tight base, flow into item selling to keep that fashion fluency moving. And so we can identify styles and pull
them in. Last week, we were able to approve additional styles for our back to school buys. So this lean and sort of mean position of inventory is
enabling us to be flexible and bring in new fashion.
Dorothy Lakner - Caris & Company - Analyst
More flows, more often.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
More flows, more often, and we're really leveraging that trigger strategy that we have in the past but in a very diligent way here.
Dorothy Lakner - Caris & Company - Analyst
Great. Thanks, and good luck.
Joan Hilson - American Eagle Outfitters, Inc. - EVP, CFO
Thank you.
Judy Meehan - American Eagle Outfitters, Inc. - VP of IR
All right. Everyone, that concludes our conference call for today. Our next announcement will be May sales, which we will report next
Thursday, June 4th. Thanks for your participation today and have a great day.
Operator
This concludes today's teleconference. You may disconnect your lines at this time. Thank you for your participation.

