
AMERICAN EAGLE OUTFITTERS INC

FORM 8-K
(Current report filing)

Filed 08/25/11 for the Period Ending 08/24/11

    
Address 77 HOT METAL STREET

PITTSBURGH, PA 15203
Telephone 4124323300

CIK 0000919012
Symbol AEO

SIC Code 5651 - Family Clothing Stores
Industry Retail (Apparel)

Sector Services
Fiscal Year 01/28

http://www.edgar-online.com
© Copyright 2013, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.

http://www.edgar-online.com


      

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)  

August 24, 2011  
   

AMERICAN EAGLE OUTFITTERS, INC.  

(Exact name of registrant as specified in its charter)  
   

   

(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):  
   

   

   

   

         

  

  

  

  

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) 

  

� 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)) 



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 August 24, 2011, American Eagle Outfitters, Inc. (the “Company”) issued a press release announcing, among other things, the 
Company’s financial results for the second quarter ended July 30, 2011. A copy of this press release is attached hereto as Exhibit 99.1. 
The Company’s Management team held a conference call on August 24, 2011 at 9:00 a.m. Eastern Time to review the aforementioned 
financial results. A replay of the conference call will be available beginning August 24, 2011 at 12:00 p.m. Eastern Time through 
September 14, 2011. To listen to the replay, dial 1-877-870-5176, or internationally dial 1-858-384-5517, and reference account 3055 and 
confirmation code 372060. 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.  

   

(d) Exhibits  
   

   

ITEM 2.02. Results of Operations and Financial Condition 

ITEM 9.01. Financial Statements and Exhibits 

Exhibit 
No.    Description 

99.1*    Press Release dated August 24, 2011 announcing second quarter 2011 financial results 

99.2*    Conference Call Transcript dated August 24, 2011 

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



SIGNATURE  

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized.  
   

  AMERICAN EAGLE OUTFITTERS, INC. 
  (Registrant) 

Date: August 25, 2011   By:   /s/ Joan Holstein Hilson  
    Joan Holstein Hilson 
    Executive Vice President and Chief Financial Officer 
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* Such Exhibit is being “ furnished”  (not filed) pursuant to Item 2.02 of the Current Report on Form 8-K. 



Exhibit 99.1 

A MERICAN E AGLE O UTFITTERS  

R EPORTS S ECOND Q UARTER 2011 R ESULTS  

Pittsburgh, August 24, 2011 - American Eagle Outfitters, Inc. (NYSE:AEO) today announced earnings for the second quarter ended July 30, 
2011 of $0.10 per diluted share, compared to income from continuing operations of $0.13 per diluted share last year.  

Jim O’Donnell, chief executive officer, said, “During the quarter, we achieved improved performance on the top line and EPS within our range 
of expectations. We managed our business prudently and made significant strides on our longer-term initiatives which are laying the foundation 
for future growth. Importantly, a renewed focus on our key item businesses and improved merchandising are delivering positive results, with 
the back-to-school season off to an encouraging start.”  

Second Quarter Results – Continuing Operations  

Total sales for the quarter increased 4% to $676 million, compared to $652 million last year. Second quarter comparable store sales were flat, 
compared to a 1% decrease last year. For additional comparable store sales information for the period, see the accompanying table.  

Gross profit was $232 million, or 34.3% as a rate to sales, compared to $240 million, or 36.8% as a rate to sales, last year. Merchandise profit 
dollars increased slightly over last year due to lower markdowns. However, higher product costs caused a 150 basis point decline in 
merchandise margin. Buying, occupancy and warehousing costs increased 100 basis points as a rate to sales. This was primarily due to rent, 
reflecting the impact of new store openings, lease renewals and flat comparable store sales.  

Selling, general and administrative expense increased 1% to $167 million, due to investments in new stores and higher sales levels, offset by 
continued expense saving initiatives. SG&A improved 70 basis points to 24.7% as a rate to sales, compared to 25.4% last year.  

Operating income for the quarter was $29 million, compared to $38 million last year. The operating margin decreased to 4.3% from 5.9% last 
year.  

Income from continuing operations for the quarter was $20 million, or $0.10 per diluted share, compared to $26 million, or $0.13 per diluted 
share, last year. As a rate to sales, income from continuing operations decreased to 2.9% from 4.0% last year.  

AEO Direct  

The company’s direct-to-consumer business includes ae.com, aerie.com and 77kids.com. In the second quarter, sales increased 16% due to 
higher transactions driven by improved traffic and conversion.  



Inventory  

Total merchandise inventories at the end of the second quarter were $470 million, an increase of $121 million, or 30% on a cost per foot basis, 
compared to last year. Second quarter ending inventories reflected increased cotton costs related to fall product receipts. As the company 
previously indicated, inventory investments support a year-round key item strategy and the expansion of the accessory business, which will 
grow to 400 unique shop-in-shop locations during the second half of this year. Units per foot increased 15%, including our unit-intensive 
accessory expansion.  

Looking ahead to the third quarter, inventories are planned similarly to second quarter end, reflecting the impact of higher product costs, the 
company’s investments in year-round key items and the accessory expansion initiative.  

Capital Expenditures  

For the second quarter, capital expenditures were $28 million, compared to $20 million last year. Of the second quarter capital expenditures, 
approximately $20 million related to new and remodeled stores. The balance of the capital expenditures related to distribution center, 
information technology and other home office projects. The company continues to expect capital expenditures in the range of $90 million to 
$100 million, with slightly more than half related to new and remodeled stores.  

Real Estate  

In the second quarter, the company opened two AE, one aerie and six 77kids stores. In addition, the company remodeled 22 stores, bringing the 
year-to-date total to 54. Store closings in the second quarter consisted of two AE stores. The company continues to expect fiscal 2011 total 
square footage to increase in the low single-digits. For additional second quarter 2011 actual and fiscal 2011 real estate information, please 
refer to the accompanying table.  

Cash and Investments  

The company ended the second quarter with total cash and investments of $515 million.  

Future Outlook  

Although the company has tempered sales expectations for the second half, particularly during non-peak shopping periods, sales are planned to 
strengthen from the first half of the year, driven by investments in key items. The back-to-school trend is positive and promotional activity is 
on plan. As previously noted, higher cotton costs are expected to pressure the second half merchandise margin, and SG&A dollars are planned 
to increase in the low single-digits for the third quarter and the year.  

The company currently expects third quarter 2011 EPS to be in a range of $0.22 to $0.27 per diluted share. This compares to adjusted EPS 
from continuing operations of $0.29 per diluted share last year, which excludes a realized loss from the sale of investment securities of $0.12 
per diluted share. For the year, the company expects EPS to be in the range of $0.85 to $0.95 per diluted share. This compares to adjusted EPS 
from continuing operations of $1.02 per diluted share last year.  



Conference Call Information  

At 9:00 a.m. Eastern Time on August 24, 2011, the company’s management team will host a conference call to review the financial results. To 
listen to the call, dial 1-877-407-0789 or internationally dial 1-201-689-8562 five to seven minutes prior to the scheduled start time. The 
conference call will also be simultaneously broadcast over the Internet at www.ae.com. Anyone unable to listen to the call can access a replay 
beginning August 24, 2011 at 12:00 p.m. Eastern Time through September 14, 2011. To listen to the replay, dial 1-877-870-5176, or 
internationally dial 1-858-384-5517, and reference account 3055 and confirmation code 372060. An audio replay of the conference call will 
also be available at www.ae.com.  

Non-GAAP Measures  

This press release includes information on non-GAAP earnings per diluted share (“non-GAAP” or “adjusted”). This measure is not based on 
any standardized methodology prescribed by U.S. generally accepted accounting principles (“GAAP”) and is not necessarily comparable to 
similar measures presented by other companies. The company believes that this non-GAAP information is useful as an additional means for 
investors to evaluate the company’s operating performance, when reviewed in conjunction with the company’s GAAP financial statements. 
This amount is not determined in accordance with GAAP and therefore, should not be used exclusively in evaluating the company’s business 
and operations.  

* * * *  

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 932 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 153 
standalone stores in the U.S. and Canada and online at www.aerie.com . The latest brand, 77kids by american eagle , is available online at 
www.77kids.com, as well as at 21 stores across the nation. The 77kids brand offers “kid cool,” durable clothing and accessories for kids ages 
zero to 14. AE.COM , the online home of the brands of AEO, Inc. ships to 76 countries worldwide.  

“Safe Harbor” Statement under the Private Securities Litigation Reform Act of 1995: This release contains forward-looking statements, which 
represent our expectations or beliefs concerning future events, specifically regarding third quarter and fiscal 2011 results. 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 operating, financial and capital plans 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.  
   
CONTACT: 

   

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

® 

® ® ® 

® ® 

® 



AMERICAN EAGLE OUTFITTERS, INC.  
CONSOLIDATED BALANCE SHEETS  

(Dollars in thousands)  
   

     
July 30,  

2011     
January 29,  

2011     
July 31,  

2010   
     (unaudited)           (unaudited)   

ASSETS         

Cash and cash equivalents     $ 389,299      $ 667,593      $ 425,523    
Short-term investments       124,697        67,102        5,800    
Merchandise inventory       470,242        301,208        349,091    
Accounts receivable       31,530        36,721        41,793    
Prepaid expenses and other       90,788        53,727        99,475    
Deferred income taxes       48,585        48,059        41,129    

         
  

        
  

        
  

Total current assets       1,155,141        1,174,410        962,811    
         

  
        

  
        

  

Property and equipment, net       635,540        643,120        657,131    
Intangible assets, net       40,295        7,485        6,520    
Goodwill       11,668        11,472        11,364    
Long-term investments       648        5,915        166,717    
Non-current deferred income taxes       2,460        19,616        28,724    
Other assets       20,750        17,980        16,436    

         
  

        
  

        
  

Total Assets     $ 1,866,502      $ 1,879,998      $ 1,849,703    
         

  

        

  

        

  

LIABILITIES AND STOCKHOLDERS ’  EQUITY         

Accounts payable     $ 187,572      $ 167,723      $ 144,929    
Accrued compensation and payroll taxes       24,928        34,954        31,356    
Accrued rent       72,477        70,390        83,617    
Accrued income and other taxes       13,998        32,468        13,801    
Unredeemed gift cards and gift certificates       26,542        41,001        21,201    
Current portion of deferred lease credits       15,938        16,203        16,909    
Other current liabilities and accrued expenses       21,037        25,098        19,413    

         
  

        
  

        
  

Total current liabilities       362,492        387,837        331,226    
         

  
        

  
        

  

Deferred lease credits       77,925        78,606        83,709    
Non-current accrued income taxes       38,256        38,671        35,748    
Other non-current liabilities       20,842        23,813        21,030    

         
  

        
  

        
  

Total non-current liabilities       137,023        141,090        140,487    
         

  
        

  
        

  

Commitments and contingencies       —          —          —      
Preferred stock       —          —          —      
Common stock       2,496        2,496        2,496    
Contributed capital       546,677        546,597        540,326    
Accumulated other comprehensive income       32,692        28,072        19,250    
Retained earnings       1,713,778        1,711,929        1,735,503    
Treasury stock       (928,656 )      (938,023 )      (919,585 )  

         
  

        
  

        
  

Total stockholders’  equity       1,366,987        1,351,071        1,377,990    
         

  
        

  
        

  

Total Liabilities and Stockholders’  Equity     $ 1,866,502      $ 1,879,998      $ 1,849,703    
         

  

        

  

        

  

Current Ratio       3.19        3.03        2.91    



AMERICAN EAGLE OUTFITTERS, INC.  
CONSOLIDATED STATEMENTS OF OPERATIONS  
(Dollars and shares in thousands, except per share amounts)  

(unaudited)  
   

AMERICAN EAGLE OUTFITTERS, INC.  
GAAP TO NON-GAAP EPS RECONCILIATION  

(unaudited)  

     13 Weeks Ended   

     
July 30,  

2011      
% of  
Sales     

July 31,  
2010     

% of  
Sales   

Net sales     $ 675,703         100.0 %    $ 651,502        100.0 %  
Cost of sales, including certain buying, occupancy and warehousing expenses       443,642         65.7 %      411,794        63.2 %  

         
  

         
  

        
  

        
  

Gross profit       232,061         34.3 %      239,708        36.8 %  
Selling, general and administrative expenses       167,099         24.7 %      165,493        25.4 %  
Depreciation and amortization       35,675         5.3 %      36,049        5.5 %  

         
  

         
  

        
  

        
  

Operating income       29,287         4.3 %      38,166        5.9 %  
Other income (expense), net       1,431         0.2 %      (1,110 )      -0.2 %  

         
  

         
  

        
  

        
  

Income before income taxes       30,718         4.5 %      37,056        5.7 %  
Provision for income taxes       11,049         1.6 %      11,213        1.7 %  

         
  

         
  

        
  

        
  

Income from continuing operations       19,669         2.9 %      25,843        4.0 %  
Loss from discontinued operations, net of tax       —           0.0 %      (16,180 )      -2.5 %  

         
  

         
  

        
  

        
  

Net income     $ 19,669         2.9 %    $ 9,663        1.5 %  
         

  
         

  
        

  
        

  

Basic income per common share:            

Income from continuing operations     $ 0.10         $ 0.13      
Loss from discontinued operations       —             (0.08 )    

         
  

           
  

  

Net income per basic share     $ 0.10         $ 0.05      
         

  
           

  
  

Diluted income per common share:            

Income from continuing operations     $ 0.10         $ 0.13      
Loss from discontinued operations       —             (0.08 )    

         
  

           
  

  

Net income per diluted share     $ 0.10         $ 0.05      
         

  
           

  
  

Weighted average common shares outstanding - basic       194,909           201,764      
Weighted average common shares outstanding - diluted       196,578           203,153      

     26 Weeks Ended   

     
July 30,  

2011      
% of  
Sales     

July 31,  
2010     

% of  
Sales   

Net sales     $ 1,285,265         100.0 %    $ 1,299,964        100.0 %  
Cost of sales, including certain buying, occupancy and warehousing expenses       821,443         63.9 %      802,560        61.7 %  

         
  

         
  

        
  

        
  

Gross profit       463,822         36.1 %      497,404        38.3 %  
Selling, general and administrative expenses       325,590         25.3 %      334,138        25.7 %  
Depreciation and amortization       70,555         5.5 %      71,574        5.5 %  

         
  

         
  

        
  

        
  

Operating income       67,677         5.3 %      91,692        7.1 %  
Other income (expense), net       5,943         0.4 %      (989 )      -0.1 %  

         
  

         
  

        
  

        
  

Income before income taxes       73,620         5.7 %      90,703        7.0 %  
Provision for income taxes       25,626         2.0 %      28,998        2.2 %  

         
  

         
  

        
  

        
  

Income from continuing operations       47,994         3.7 %      61,705        4.8 %  
Loss from discontinued operations, net of tax       —           0.0 %      (41,120 )      -3.2 %  

         
  

         
  

        
  

        
  

Net income     $ 47,994         3.7 %    $ 20,585        1.6 %  
         

  
         

  
        

  
        

  

Basic income per common share:            

Income from continuing operations     $ 0.25         $ 0.30      
Loss from discontinued operations       —             (0.20 )    

         
  

           
  

  

Net income per basic share     $ 0.25         $ 0.10      
         

  
           

  
  

Diluted income per common share:            

Income from continuing operations     $ 0.24         $ 0.30      
Loss from discontinued operations       —             (0.20 )    

         
  

           
  

  

Net income per diluted share     $ 0.24         $ 0.10      
         

  
           

  
  

Weighted average common shares outstanding - basic       194,800           204,238      
Weighted average common shares outstanding - diluted       196,626           206,430      



   

     

13 Weeks Ended 
 

October 30, 2010      

52 Weeks Ended 
 

January 29, 2011   

GAAP diluted EPS from continuing operations     $ 0.17       $ 0.90    
Add back: Realized loss on sale of investment securities       0.12         0.12    

         
  

         
  

Non-GAAP diluted EPS from continuing operations     $ 0.29       $ 1.02    
         

  

         

  



AMERICAN EAGLE OUTFITTERS, INC.  
CONSOLIDATED STATEMENTS OF CASH FLOWS  

(Dollars in thousands)  
(unaudited)  

   
     26 Weeks Ended   

     
July 30,  

2011     
July 31,  

2010   

Operating activities:       

Net income     $ 47,994      $ 20,585    
Loss from discontinued operations       —          41,120    

         
  

        
  

Income from continuing operations       47,994        61,705    

Adjustments to reconcile income from continuing operations to net cash from operating activities:       

Depreciation and amortization       71,864        73,660    
Share-based compensation       5,838        18,380    
Provision for deferred income taxes       16,389        17,933    
Tax benefit from share-based payments       290        13,039    
Excess tax benefit from share-based payments       (152 )      (4,100 )  
Foreign currency transaction loss       219        1,159    
Net impairment loss recognized in earnings       —          1,248    
Realized loss on sale of investment securities       —          225    
Changes in assets and liabilities:       

Merchandise inventory       (167,590 )      (29,870 )  
Accounts receivable       5,271        (8,690 )  
Prepaid expenses and other       (36,797 )      (53,574 )  
Other assets       (2,767 )      180    
Accounts payable       23,526        (11,134 )  
Unredeemed gift cards and gift certificates       (14,632 )      (17,964 )  
Deferred lease credits       (1,272 )      (2,805 )  
Accrued compensation and payroll taxes       (10,112 )      (26,183 )  
Accrued income and other taxes       (18,490 )      (10,117 )  
Accrued liabilities       (4,558 )      (1,187 )  

         
  

        
  

Total adjustments       (132,973 )      (39,800 )  
         

  
        

  

Net cash (used for) provided by operating activities from continuing operations     $ (84,979 )    $ 21,905    
Investing activities:       

Capital expenditures for property and equipment       (65,601 )      (39,344 )  
Acquisition of intangible assets       (33,545 )      (1,530 )  
Purchase of available-for-sale securities       (166,443 )      —      
Sale of available-for-sale securities       115,229        27,875    

         
  

        
  

Net cash used for investing activities from continuing operations     $ (150,360 )    $ (12,999 )  
Financing activities:       

Payments on capital leases       (1,556 )      (1,145 )  
Repayment of note payable       —          (30,000 )  
Repurchase of common stock as part of publicly announced programs       —          (192,268 )  
Repurchase of common stock from employees       (2,189 )      (17,986 )  
Net proceeds from stock options exercised       2,659        4,475    
Excess tax benefit from share-based payments       152        4,100    
Cash used to net settle equity awards       —          (6,434 )  
Cash dividends paid       (42,869 )      (43,148 )  

         
  

        
  

Net cash used for financing activities from continuing operations     $ (43,803 )    $ (282,406 )  
         

  
        

  

Effect of exchange rates on cash       848        88    
         

  
        

  

Cash flows of discontinued operations       

Net cash provided by operating activities       —          4,981    
Net cash used for investing activities       —          (6 )  
Net cash used for financing activities       —          —      
Effect of exchange rate on cash       —          —      

         
  

        
  

Net cash provided by discontinued operations     $ —        $ 4,975    
         

  
        

  

Net decrease in cash and cash equivalents     $ (278,294 )    $ (268,437 )  
Cash and cash equivalents - beginning of period       667,593        693,960    

         
  

        
  

Cash and cash equivalents - end of period     $ 389,299      $ 425,523    
         

  

        

  



AMERICAN EAGLE OUTFITTERS, INC.  
COMPARABLE STORE SALES RESULTS BY BRAND  

(unaudited)  
   

   

     
Second Quarter  

Comparable Store Sales   
     2011     2010   
American Eagle Outfitters, Inc.       0 %      -1 %  

AE Brand       0 %      -2 %  
aerie       -1 %      -1 %  
AEO Direct       16 %      -9 %  

     
YTD Second Quarter  

Comparable Store Sales   
     2011     2010   
American Eagle Outfitters, Inc.       -4 %      2 %  

AE Brand       -4 %      1 %  
aerie       -4 %      9 %  
AEO Direct       9 %      -3 %  

(1) AEO Direct is comprised of ae.com, aerie.com and 77kids.com. AEO Direct is not included in consolidated comparable store sales. 

(1) 

(1) 



AMERICAN EAGLE OUTFITTERS, INC.  
REAL ESTATE INFORMATION  

(unaudited)  
   

     

Second Quarter 
 

Fiscal 2011   

YTD  
Second Quarter 

 
Fiscal 2011   

Fiscal 2011  
Guidance 

Consolidated stores at beginning of period     1,096   1,086   1,086 
Consolidated stores opened during the period         

AE Brand     2   5   11 
aerie     1   3   10 
77kids     6   12   12 

Consolidated stores closed during the period         

AE Brand     (2)   (3)   (15) - (25) 
                

Total consolidated stores at end of period     1,103   1,103   1,094 - 1,104 

Stores remodeled during the period     22   54   60 - 65 
Total gross square footage at end of period     6,458,784   6,458,784   Not Provided 



Exhibit 99.2 

American Eagle Outfitters, Inc.  
Second Quarter 2011  
Conference Call Transcript dated August 24, 2011  

Operator: Greetings and welcome to the American Eagle second quarter 2011 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 IR: Good morning, everyone. Jim O’Donnell, Chief Executive Officer, is joining us by 
phone today. Here in Pittsburgh we have Roger Markfield, Vice Chairman and Executive Creative Director, and Joan Hilson, Executive Vice 
President, Chief Financial Officer. If you need a copy of our second quarter press release it is available on our website AE.com.  

Before we begin today’s call, I need to remind you that during this conference call, we will make certain forward-looking statements based 
upon information which represents 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’d like to turn the call over to Jim.  

Jim O’Donnell- American Eagle Outfitters, Inc.- CEO: Thanks, Judy. Good morning, everyone. I will begin with an overview of our second 
quarter performance which will include an update on each of the brands as well as AEO Direct. Next, I will turn it over to Roger to share his 
perspective on design and merchandising. And then we’ll conclude with a financial review and outlook from Joan.  

As we all know, the lack of economic recovery has created a persistently challenging retail environment. That said, we managed our business 
prudently and made progress on our longer term initiatives. I’m pleased to report our second quarter sales increased 4%, demonstrating 
improvement from the first quarter. And our EPS of $0.10 was within the range of our expectations. During the second quarter, we began our 
strategy to maximize key item businesses like denim and shorts, with stronger and more impactful promotions. This strategy, combined with 
ongoing merchandise improvements, is driving improved results. Although comparable store sales were flat, they were consistently and 
certainly stronger than the previous few quarters. Performance was fairly consistent within the AE brand. Both men’s and women’s comps 
were flat, which is a positive sign for women’s business.  

Overall highlights of the quarter include AEO Direct which increased 16%. And aerie standalone stores demonstrated stronger margin results. 
Overall, though, our promotional activity was planned and well controlled. However, as expected, higher cotton prices pressured margins and 
will continue to do so in the second half of the year. There are several indications that the cost of cotton is stabilizing. If that’s the case, there is 
opportunity to recoup a good portion of the margin that we lost and were recovered in 2012.  

Expense management efforts continue to pay off, with SG&A leveraging in the quarter. As Joan will review in greater detail, we are moving 
into a second phase of our profit improvement initiative, which also includes a deeper dive into a real estate initiative as well as other ongoing 
expense savings. Our balance sheet remains exceptionally strong with more than $500 million in cash and investments at the end of the quarter. 
And we continue to use our cash to invest in the business.  



This brings me to growth. There’s no doubt we are focused on managing the expenses but at the same time, we still have our sights set on 
growth. Earlier this year we laid out a series of key initiatives to move us towards that goal. Here is a brief update. Within the American Eagle 
brand, we are capitalizing on the strength of the brand and our continued dominance in key categories, as I mentioned earlier, such as denim. 
Beginning with back-to-school, we have made bolder investments designed to win back market share. This customer is still highly focused on 
price and yet we are deliberate in our promotional activity. By investing in proven businesses, offering powerful everyday value, and creating 
excitement with compelling promotions, we believe we will continue to drive strong top line.  

Our merchandise investments include a strong focus on AE jeans, as denim is obviously a critical driver for the back-to-school business and 
fall. We’ve increased inventory to support demand, particularly in styles that carry through holiday and as well into the spring season. We’ve 
also made an important investment in accessories, where we see significant future opportunity. The response has been encouraging, particularly 
in women’s, and we are excited about its potential. At quarter-end, we had 250 accessory shops within the American Eagle stores and we 
expect to have 400 of these shops by holiday. Also new for AE this holiday, we plan to launch a comprehensive American Eagle personal care 
line for both men’s and women’s.  

As I mentioned earlier, AEO Direct had a very strong quarter. We continue to build this business and see it as a great growth vehicle. During 
the quarter, AE.com was updated with a fresh look and functional upgrades to enhance the shopping experience. Improved navigation features 
and new filter options made it easier to shop the category level. And we made key upgrades to the search function, as well. As a result we’re 
seeing increases to our already strong conversion rates.  

Now for a few details on our portfolio brands, beginning with aerie. As you know, we’ve been expanding this business into a more complete 
lifestyle brand. While it’s still early in the process, I’m pleased to see the second quarter margins show further improvement. Additionally, the 
initial response to aerie’s fall line has been quite positive. We’re seeing increased traffic as well as a positive customer response to the 
merchandising. aerie’s intimate apparel offerings continue to build on its success with additional bra launches in the fall. We’re also focused on 
increasing overall brand awareness with a comprehensive advertising campaign that includes television, print, and mall advertising as well as 
an innovative social media program.  

Turning to Kids. This brand continues to gain momentum with a growing customer base and a higher awareness overall. During the quarter, we 
opened 6 stores bringing the total to 21 77kids locations. This included the launch of 77kids in our Times Square flagship location. 77kids 
continues to show significant potential. The brand is lit by a dynamic and highly creative team with a true passion for delivering the best 
shopping experience not only for mom but for the most discerning customers, the kids themselves.  

On the international front we are growing the American Eagle Outfitters presence in several markets. Following our entrance into Hong Kong 
earlier this year, we have opened 4 new franchise stores in Kuwait, Dubai, China and Russia. We’re planning to have a total of 21 international 
stores open by year-end including new locations in Dubai, in Lebanon, Saudi Arabia, Morocco, Jordan and Egypt. And we’re also driving 
global growth in AEO Direct by adding local currency options as well as customized language features.  

In closing, we’re making significant progress in a number of important areas. However, given the continued uncertainty around the macro 
environment we have tempered our outlook for the second half of the year. While back-to-school has gotten off to a terrific start, we’re facing 
lower customer confidence in spending, especially during non-peak selling periods. With this in mind, we’re being aggressive and highly 
targeted on pricing and promotional activities and merchandising. The American Eagle brand has a loyal and large base. We’re focused on 
maximizing our share of their wallets as well as expanding our reach to new customers in the mall as well as the web.  

And now I’ ll turn it over to Roger. Thank you.  



Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Thanks, Jim, and good 
morning, everyone. There is no doubt we would have liked to have achieved stronger financial results. But we held our own in a highly 
competitive and promotional environment. I was pleased to see second quarter sales improve nicely from the first quarter as we began the 
transition toward a more comprehensive key item strategy and stronger fashion content. Supported by investments in core AE categories, we 
can accelerate our business through strategic and targeted promotions. In other words, we now have the flexibility to go on offense.  

With a more balanced inventory position, we are seeing a positive change in our business. We are the main highway for the 15 to 25-year-old, 
and we strive to be top of mind every day. We are 100% focused on providing the right style, great quality at the right price. And also having 
the best overall customer experience, both in stores and online. Across the AE brand we continue to have terrific success in denim where we 
are the number one with our customer base. We are now in a much better position to support replenishment and satisfy demand. This is 
especially true in core denim styles which have greater longevity. Essentially, to drive denim 12 months a year, we are positioning core styles 
to live through the spring season with fashion styles falling more frequently. This change has had a positive impact, with denim continuing to 
perform well during the back-to-school season.  

This summer we saw strength in shorts and pants and continued to be a strong bottoms brand for our demographic. In tops we are focused on 
getting the right mix of core items in fashion. We are seeing nice progress this back-to-school season which we expect to continue into fall and 
holiday. Women’s fashion knits and accessories, together with men’s knits, are building momentum. And I believe we are driving the 
appropriate mix within the sportswear business.  

Another second quarter highlight, as Jim noted, was the expansion of accessories. We’ve seen a positive response on the women’s side where 
we are driving newness and innovation within our offerings. This is an exciting new business which is ripe for an ongoing expansion, 
particularly during the holiday fast-turning season. Our high margin direct business was extremely strong with growth in both traffic and 
conversion leading to the double-digit sales increase. Other highlights include the performance of our Manhattan stores which are gaining 
momentum. And our international performance has been extremely robust, as Jim mentioned. Global demand for the AE brand has proven to 
be strong providing support as we strategize future growth.  

From a merchandising position, aerie continues to make very solid progress. Not only in the foundations categories, but also in apparel. It’s an 
exciting market opportunity with plenty of white space. And we are very pleased with the performance so far this fall. With the right team in 
place, developing great product, and importantly, advertising to drive brand awareness, we have the tools for successful growth.  

We have no control over the macro environment and I recognize that it is very early in the fall season. With that said, I am encouraged by our 
progress and the impact our strategies are having on our business. The AE brand is enduring and perfectly positioned. We are real, with a broad 
and diverse customer base, which we embrace with passion. I want to take this opportunity to thank our teams for their dedication, passion, and 
hard work. These have not been the easiest of times but I know with the talent and commitment we have across our organization, our progress 
will continue and lead to future growth and success.  

Let me turn the call over to Joan.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO: Thank you, Roger, and good morning, everyone. Our second quarter can be 
summed up with the following. The top line demonstrated improvement reflecting a stronger assortment and value offering. Although 
increased product costs pressured our margins we delivered higher merchandise profit dollars. The gross margin declined due to the deleverage 
of rent. Expenses were well controlled and our balance sheet remains strong.  



Now, looking at the details. Total second quarter sales of $676 million increased 4% from the second quarter last year. And comparable store 
sales were flat. Reflecting an improvement from recent periods, AE brand comps were flat and aerie declined 1%. Including the direct business, 
which had a 16% sales increase, consolidated comps increased 1%. AE Direct sales were driven by new fall merchandise and upgrades to our 
website which drove increased traffic and conversion. Looking at second quarter metrics. A high single-digit increase in the average transaction 
value fully offset the decline in the number of transactions.  

Now moving on to margin. Gross margin decreased 250 basis points to 34.3%. While merchandise profit dollars increased slightly due to lower 
markdowns, increased product costs pressured the merchandise rate which decreased 150 basis points compared to last year. BOW increased 
100 basis points as the rate to sales due to rent related to new store openings, lease renewals and flat comparable store sales.  

Turning now to operating expense. Even though comps were flat, SG&A leveraged 70 basis points. Controlling expense remains a top priority 
as we continue with our corporate profit initiative. As previously discussed, we are reinvesting a portion of our savings into planned advertising 
designed to generate greater brand awareness including aerie. One example of our ongoing opportunity for savings is the evaluation of long-
term contracts upon expiration. For both the third quarter and the year, we continue to expect SG&A dollars to increase in the low single-digits. 
Net income for the quarter was $20 million compared to net income from continuing operations of $26 million last year.  

Turning to the balance sheet. As we indicated last quarter, we are investing in a year-round key item strategy to expand market share and 
underscore our strong value offering. The quarter end inventory position supports that initiative. Ending inventory at cost per foot increased 
30% with half related to higher product cost. In addition to our investments in year-round key items, inventory is positioned to support our 
planned accessory expansion to 400 unique shop-in-shop formats during the second half of this year. Units per foot increased 15% including 
the accessory expansion. Looking ahead, third quarter average weekly inventory will continue to support the key item strategy and accessory 
expansion resulting in inventories similar to the end of the second quarter.  

CapEx for the second quarter totaled $28 million compared to $20 million last year. The increase reflects store remodeling activity in the 
second quarter. For the year, we continue to expect CapEx in the range of $90 million to $100 million with a little over half related to new and 
remodeled stores. We ended the second quarter with cash and investments of $515 million.  

Now looking forward. While we have tempered our outlook for the remainder of the year, particularly during non-peak shopping periods, we 
expect to see a sales improvement from the first half driven by the initiatives we discussed today. The back-to-school trend is positive and 
promotional activity is consistent with our plan. At this time, we expect third quarter EPS to be in a range of $0.22 to $0.27 which compares to 
adjusted EPS of $0.29 last year. Our guidance assumes margin pressure related to higher cotton costs and our planned promotional strategy. 
SG&A dollars are expected to increase in the low single-digits. For the year we expect EPS to be in a range of $0.85 to $0.95 compared to 
adjusted EPS of $1.02 last year.  

Now I’ll turn the call back to Judy.  

Judy Meehan- American Eagle Outfitters, Inc- VP IR: Thanks, Joan, and now we’ll move on to Q&A. Please be mindful of other 
participants today and limit your time in the queue. I’ll turn it back to Rob.  

Operator: (Operator Instructions) Adrienne Tennant with Janney Montgomery Scott.  

Adrienne Tennant- Janney Montgomery Scott- Analyst: This is for Roger. Can you talk about the accessories? It really looks good in the 
stores and bringing traffic into the stores.  



Was just wondering how much of the square footage do you expect to dedicate to that percent of the floor or percent of the floor set, however 
you want to define that? And then, can you talk about the margin implications, how much higher the margins are on that piece of the business 
and how we can expect that mix to flow in? Thank you.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: This expansion for us, 
obviously, is a new venture. And the IMUs are certainly higher. Where the business will end up we’ll see as we move through the holiday 
season.  

But space-wise, it varies by store based on store type, but it averages about 400 feet. And at this point, we’re really pleased with a lot of 
categories on the women’s side of the business.  

Adrienne Tennant- Janney Montgomery Scott- Analyst: Any comments on the extent of the difference in margin versus accessories versus 
apparel?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Not at this point.  

Adrienne Tennant- Janney Montgomery Scott- Analyst: Okay. And then, Joan, just a follow-up on the comps. So, can you just give us a 
little bit of color on August month-to-date and/or July? When you guys set your floor set in early July, did you see a pretty immediate response 
in turning to the positive comps?  

And was there any slowness at the end of July, similar to some other comments? So, if you can just tell us when you saw that inflection point. 
And the guidance, are you guiding implicitly for maybe a positive low to mid single digit comp for the fall season? Thank you.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO: As I mentioned, our comp is positive and we see that happening as we started our 
back-to-school promotional activity, was when we really saw the positive trends kick in. We did get a nice response to the denim line as it 
landed in June, actually, in the month of July. And we did see a positive response to the key item selling in our core categories in knit tees and 
graphics and so forth. So we did see a nice product response.  

The positive comp came as we went full bore into our back-to-school promotional strategy. And we’ll really wait to see here to comment on 
what actual comps are as we get through the rest of the quarter. As you know it’s very early in the third quarter.  

Operator: Christine Chen of Needham & Company.  

Christine Chen- Needham & Company- Analyst: Just to continue on the back-to-school commentary, denim, clearly, and the key items. 
What else seems to be trending well? And what is a little more challenging? And then with respect to aerie, can you maybe update on the 
progress on that? Is that expected to breakeven this year still? Thank you.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: On back-to-school 
categories, we’re doing well pretty much across-the-board right now. But, the strength, the beauty of the denim business for us, on the women’s 
side, in view of all of the competition and all of the pricing that’s out there, our denim business on the women’s side continues to be very 
strong.  

But, what’s really nice is that the tops business now, the knit business for women’s, which you know we’ve been redoing and redoing, we 
really have it on the right mark now. And that’s doing pretty terrific for us right now. And obviously, the pant business in both men’s and 
women’s, which is the non-denim part of the business. And we made an investment for all of the warm weather stores in the shorts business 
because, as you know, it’ s much more wear-now than it’s ever been. And that’s paying off for us, as well.  



Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO : And with respect to aerie, aerie is progressing very nicely. Jim mentioned in his 
remarks that we saw margin improvement in the second quarter. And let me remind you that aerie, as a brand, all channels, is a profitable brand 
for us.  

As we look forward into the back half of this year, we’re excited about what happened with our Drew launch here in August, and the marketing 
campaign that supported that. And into the fourth quarter, I would expect to see 4-wall profitability for the aerie stores to happen. So, we’ll see 
4-wall profitability in the fourth quarter.  

Operator: Jeff black of Citigroup.  

Jeff Black- Citigroup- Analyst: Joan, on the inventory, I thought we were guiding for a low double-digit rise in units down. And we’re 
coming in significantly higher on both of those counts. Accessories — I get it, that accounts for some of it. But, when was the denim strategy 
contemplated? Is that what is driving the units? And what kind of confidence do we have that the merchandise margins aren’t going to be under 
some more pressure given where the inventories are? Thanks.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO : Thanks, Jeff. The average inventory guidance that we gave, in fact, yes, it was 
low double-digit. And that’s where our average quarter came in for the second quarter. And as we look to, as we said on the call, we were 
supporting the key item strategy, making strategic investments in a year-round key item strategy, which, to your point, includes denim as well 
as some of our basic top categories.  

So, the increase, as you talked about, for the end of the quarter at 30%, half of that relates to product cost increases. The other half fully 
supports this investment in key strategy as well as the accessory expansion. And our view of inventory and the promotional strategy that Jim 
and both Roger mentioned, are all factored into our view of guidance for the third quarter and into our outlook for the year.  

Operator: Lorraine Hutchinson of Bank of America.  

Lorraine Hutchinson- BofA Merrill Lynch- Analyst: Can you share with us the results of any price increase test that you’ve begun for the 
early back-to-school season?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: I’ll take that question. 
We’re very selective where we try to raise prices. Remember, we’re the big brand. We have a strong customer base and our customer base 
doesn’t have a lot of money. We have to be very careful that we don’t raise prices and lose our following. Value pricing for us is critically 
important.  

And the cost of cotton increase is a short-term phenomenon which will go away, it looks like, for next year. So, we’ve been very careful in 
raising prices. We’ve only done it where we think we can benefit, and there we have.  

Operator: Stacy Pak with Barclays Capital.  

Stacy Pak- Barclays Capital- Analyst: Just a couple follow-ups and then one question. one is, what is the AUC expected up in Q3 and Q4? 
What inventory’s up just on accessories or just in apparel, however you want to answer it? And then fundamentally, it looks to me like comps 
are up because inventories are up so high. Where are you, Roger, on improving tops?  
And when do you think you will have the assortment that’s going to enable Eagle to gain back some positioning because margin is down 10 
points from the good old days. So I’m just trying to figure out, is there some time period we should be looking at where you feel a lot better 
about tops? Or where are we in the continuum? Thanks.  



Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: On tops, on the men’s 
side, they’re doing extremely well. The knit business for us in men’s is very strong. In women’s, which started with the back-to-school set, the 
knit business is very strong. We have, as I said on the last call and the call before, we were redoing the teams, the teams are in place.  

And I really feel very comfortable with where we are in terms of the knit business at this point. I was in the mall 2 days ago. I visited all of the 
stores. I think we’re very focused, we’re tight and we have the right looks and it’s doing well for us and our customer is responding.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO : And with respect to the average unit cost, Stacy, it’s up mid-teen, the product 
cost up mid-teen. And the view of inventories apparel versus accessory, the apparel unit increase is roughly 10% and the accessory is about 5 
points, bringing it to the full 15.  

Operator: Sam Panella of Raymond James.  

Sam Panella- Raymond James & Associates- Analyst: With respect to your direct business, up nicely 16%, but being down last year. Is there 
anything constraining stronger growth at that business?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: It’s a terrific business for 
us. The site has been improved. It’s about 12% of our business which is a pretty good-sized business, a business that wasn’t structured as a 
catalog business. And it’s growing at nice double-digit growth right now. We’re really happy with it.  

Operator: Janet Kloppenburg with JJK Research.  

Janet Kloppenburg- JJK Research- Analyst: A couple of questions. Joan, units per foot are up 15% with accessories. That’s, I assume, a 
higher investment in accessories. So, are you saying units per foot are up the high single-digits that you had guided for earlier?  

And also, I wanted to know, Joan, at what comp can you leverage occupancy, please? And also on inventory, should we expect year-end 
inventories to be up this much as well?  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO : Okay, Janet. With the units per foot, as I said, 10% relates to apparel, 5% relates 
to accessories. The guidance that we give doesn’t include quarter-on-quarter end point of view due to in-transit. So, the guidance I gave at a 
low double-digit increase includes an average weekly view of inventories. And we were in-line with that throughout the quarter. The comp 
leverage point per occupancy is low to mid single-digit. And the question on inventory, we would expect the fourth quarter to be similar to the 
third quarter with an ease of that inventory into the first half of the year.  

Janet Kloppenburg- JJK Research- Analyst: And for Roger, can you talk about the level of success of your marketing program and your 
positioning. Which, I think, has moved more Bohemian, even a surf/skate feel in the TV advertising, in particular. And if you could comment 
on the success of the women’s fashion top business in the second quarter as well? Thank you.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: In the second quarter, the 
women’s tops were not where we wanted it to be yet. And as I indicated on the last call, we are working strongly on it for back-to-school, and 
it’s working.  

So, fortunately, what we thought would happen is happening. As it relates to the marketing, we’re really pleased. The aerie marketing we’re 
hearing great responses on, and it’s really driving increased traffic into the stores and the conversion is terrific.  



In the Eagle, as well. Our advertising, for the most part, is really about denim. The denim business, especially on the women’s side, is strong 
for us where it’s a more fashionable business. And everyone has loved what we’ve done from the marketing perspective.  

And in light of all of the competition out there at price points that are just amazing to me, it’s not having much of an impact that we can see. 
But, obviously, we would be doing that much better if those price points were not out there.  

Operator: Brian Tunick with JPMorgan Chase.  

Brian Tunick- JPMorgan Chase & Co.- Analyst: For Joan, maybe on the balance sheet, it looks like now that you’ve had that big inventory 
build, when does returning cash to shareholders move up from a priority perspective? And then if someone could update us on the CEO search, 
we would be curious about that.  

And maybe just finally for Roger, just on the denim price points, it looks like a couple of times you’ve gone all denim below $30 but some of 
your main competitors are still a lot lower than that. Just curious if you’re looking at that, thinking about reacting to that. Or does the fashion, 
especially on the women’s side, give you the ability to keep your price points above them?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: I’ll start on the denim. 
Listen, I don’t want to sound too proud, but if you walk any street anywhere in the country, they’re all wearing the back side of the American 
Eagle. They love our fit. They love our jeans. And as long as we’re priced at a reasonable price, they will buy our jeans over anybody else’s. 
And I’m real proud of it.  

And the organization has done one great job in accomplishing that. Now, with that being said, we did own the inventory to replenish. 
Remember, when we talk about inventory, we’re a bottoms-based business in American Eagle.  

We dominate in the bottoms business. The number of SKUs that’s necessary in order to be able to replenish with the assortment that we carry 
in the bottoms business is quite sizeable. And for us, it turns pretty well and it’s pretty risk free.  

So, when you look at the base of the total inventory, it’s very important to understand how much inventory we invest in the bottoms business 
and what we’ve done for this particular season. With that being said, our turn is still, the turnover is still pretty fast for a bottoms-based 
business.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO : With respect to the cash, as you know, we have a strong track record of 
returning cash to shareholders. And we do have 14.5 million shares currently under authorization and we’ll continue to evaluate share 
repurchase along with dividends with our Board of Directors.  

Judy Meehan- American Eagle Outfitters, Inc- VP IR: Jim, would you like to address the CEO search question?  

Jim O’Donnell- American Eagle Outfitters, Inc- CEO: The search has been activated and we’re moving forward. That’s all we have to say 
right now.  

Operator: Paul Lejuez with Nomura Group.  

Paul Lejuez- Nomura Group- Analyst: Guys, when you first started opening aerie stores, what kind of leases were you signing? Like, what 
length? And just wondering what you’ve been doing as these leases come up for renewal, if some of them have?  



Or if they haven’t, what are your plans as they do? Do you expect to hang on to all those stores or do you expect to get out of some of those 
leases? And also just wondering, on the accessories business, what is that replacing on the floor?  

I’m just wondering why the investment in accessories accounts for so much of the inventory increase? Did it replace something? Thanks.  

Judy Meehan- American Eagle Outfitters, Inc- VP IR: Jim, would you like to address the real estate?  

Jim O’Donnell- American Eagle Outfitters, Inc- CEO: Sure. All of the aerie mall leases are 10 years in duration. And all of the leases have, 
at a given time period, what is determined a kick-out clause. They run somewhere around a window of 3 to 4 years, but 3 being more the rule 
than not.  

As we look at some of these leases that are coming up, we make a determination whether we wanted to exercise the kick-out or continue on 
with the duration of the lease. If the stores are not performing to a level of what we feel is an acceptable expectation, we would look to close 
those stores.  

As to date, we have evaluated all of our stores, the Eagle included, under a major portfolio review. And we’re in the process now of putting 
together a comprehensive plan as to what future markets will look like in North America. And that would include aerie.  

Currently, the aerie stores, we have to give them, as Roger was stating, a little bit of time because the latest collection and the efforts that we 
put behind this evolving lifestyle business is just starting to get traction. And I wouldn’t want to make a fool-hardy decision to close a store that 
eventually we want to have in that particular shopping environment.  

But, if there are indications that certain stores are probably not deemed to be appropriate for certain markets, and that they should be targeted to 
close, you’d hear more about that in the future.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: On the accessory 
expansion, as a Company, we have over a 1,000-store fleet. And on the selling foot basis, we do over $500 a foot. So, one would say, where did 
you find the space?  

We did our due diligence and it’s amazing how we came up with 400 stores that absolutely had the room to create an accessory shop, either in 
the back area where it was originally supposed to have been or around the cash and wrap. And quite frankly, we didn’t need to do anything else 
other than carve it out.  

Operator: Michelle Tan of Goldman Sachs.  

Michelle Tan- Goldman Sachs- Analyst: Roger, I agree with you, I think that the product’s starting to look more on brand. I’m surprised that 
with better sales against the easy comparisons you had from last year that your markdown rate didn’t improve more. I can’t help but thinking 
it’s because of the amount of investment you keep putting behind inventory.  

Can you give us any color on where that markdown rate sits now versus where it used to be several years ago? And what levers you’re thinking 
about to unlock that opportunity? How you think about the balance of inventory, what else can happen going forward?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: I really like where our 
inventory is. And I know you guys figure out turnover. And if you look at a bottoms-based business, you’ll see that this inventory level is about 
right now, we’ll be able to satisfy our customers, we can replenish where we need to. And I’m pretty damn comfortable with where we are in 
terms  



of the inventory. In terms of the markdowns, it’s a bit higher than I would like it to be. It’s still a relatively low number in this business. And, 
it’s because of the competitive environment out there. But, if you factored the difference in the cost of goods based on cotton, we would be 
making more money. And that hopefully will come back to us as we move through 2012.  

Operator: Betty Chen of Wedbush.  

Betty Chen- Wedbush Securities- Analyst: I was wondering if you can speak a little bit to the online business. It grew nicely, up 16%. And I 
think you alluded to higher traffic and transaction conversions, as well. What, if any, differences are you seeing in that online customer versus 
the ones in the stores? Any learnings that you can carry over to the brick-and-mortar part?  

And then my second question is around 77kids and aerie. Where do you still see the longer-term store potential, the number of stores for each 
of the concepts? And when should we expect, although quite early, when should we expect 77kids to also potentially reach either breakeven or 
profitability? Thank you.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Yes, the synergy on the e-
commerce and stores is terrific. The teams that we have in the e-commerce business now are teams that were merchants running the Eagle 
business. And now with Fred heading up merchandising and e-commerce and Michael Leedy back in marketing, the whole combination is very 
powerful.  

And this e-commerce business is really, for us, growing. It’s really showing the strength of the brand. And we’re now using the e-commerce 
strategy to even drive more traffic into our stores. So, the whole combination I’m really happy with right now.  

Judy Meehan- American Eagle Outfitters, Inc- VP IR: Jim, would you like to address the question on store potential for Kids?  

Jim O’Donnell- American Eagle Outfitters, Inc- CEO: Yes, sure. Ironically, and not necessarily will they all be in the same locations, but 
the plan is for approximately 350 to 400 stores in North America for both aerie and 77kids. The numbers just happen to work out that way. It’s 
rather obvious, and I think I’ve stated this a few times in the past, we do not expect either the aerie or 77kids to have the same number of stores 
that we do have at American Eagle.  

I think that both the brands are of a nature where we want to be strategically located, but we really don’t want to be on every street corner in 
America. So, it provides a little bit of a more exclusivity to the brand.  

Joan and I have run some quick numbers on the profitability for Kids. And right now, on its current cadence, I would expect, we both would 
expect the brand to be profitable in 2013. With major improvement in 2012.  

Operator: Dorothy Lakner with Caris & Company.  

Dorothy Lakner- Caris & Company- Analyst: Thanks and good morning, everyone. Roger, I wondered if you could just comment a little bit 
more on denim. I know you love to talk about it. But, where the comp actually is tracking, since you’ve had a good track record in the category 
and it’s certainly been pretty promotional this season, but you seem to be very positive about it. So, where the comp is there.  

Secondly on aerie, where the apparel comps are tracking versus the core foundation business. And then lastly, for Jim, just how the remodeled 
stores are continuing to perform for you. Thanks.  



Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Dorothy, I’m not going to 
give specific numbers out 3 weeks into the back-to-school quadrant. But, women’s denim is doing very well for us and aerie is doing terrific.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO: aerie is doing well in both the apparel side of the business, as well as the core 
foundation side of the business, Dorothy.  

Judy Meehan- American Eagle Outfitters, Inc- VP IR: Jim, did you want to address the remodels?  

Jim O’Donnell- American Eagle Outfitters, Inc- CEO: Dorothy, on the remodels, I think all of you who have followed the Company for 
quite a while know that in the next — actually this year of ‘11 and ‘12 and ‘13 — really will be the largest number of stores that we have the 
leases coming due because of the growth cycle we had 10 years ago, 11 and 12 years ago, respectively.  

So, we have looked at remodels a little differently currently than we have in the past. In the past, when we had maybe what we would call 25 or 
30 remodels, we would look at redoing the store. Now that we have remodels that number well into 130 to 150 locations, we’ve now broken it 
down into a number of different financial variables.  

And it’s by market and by store volume whereby we will do anything as short of just a freshen up, and that’s paint and lighting, to a full-scale 
remodel which would be the entire store to be redone. The entire store redos are very limited numbers, so we’re keeping our CapEx costs 
down.  

But, the short answer is that I’m very pleased at the results of our remodels, both on the less expensive version as well as the more expensive 
version. So, our remodeled stores continue to outperform our stores that have not been remodeled from both a gross sales as well as an amount 
of single digit comp store sales.  

Operator: Dana Telsey of Telsey Advisory Group.  

Dana Telsey- Telsey Advisory Group- Analyst: Can you talk a little bit about the tops business both on the women’s side and men’s side? 
You mentioned the improvement in knits. What are you seeing there, price promotions versus price points? And also on the graphic tee side of 
the business? And do you expect knits versus denim, how are you thinking about the holiday season? Thank you.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Obviously, Dana, for 
holiday, we’re going to be pretty aggressive on the knit side of the business, which is a holiday-giving business. But, it’s quite amazing that our 
denim business during the holiday period is almost as strong as it is during the back-to-school period.  

And we will own the inventory this year to be able to replenish. And the assortments that we have and the fashion that we’re playing with, we 
like what we have. So, we feel pretty good about that.  

Operator: Jennifer Davis with Lazard Capital Markets.  

Jennifer Davis- Lazard Capital Markets- Analyst: Actually 2 clarifications, please. On the apparel units I think you said that inventory 
increased 10% and accessory units increased 5%. Could you break that down in dollars? I assume that there’s a bigger increase in apparel given 
the cotton prices. And then I’m also wondering if I could get a little more color on comps, the UPT, AUR, traffic and conversion. Thanks.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO With respect to the inventory, yes, apparel units were up 10% at quarter end and 
the accessory is 5 points of the 15. With respect to cost, Jennifer, 50% of the increase in our ending inventory relates to product cost increase.  



And about 5 points of that, of the balance, relates to accessories and the other 5 points relates to key item investment. With respect to the 
quarter and sales metrics, we had a very nice increase in our AUR in the quarter. Traffic, however, was down, but our conversion remains 
strong, speaking to the points that Roger was making on the strength of the assortment during what we would consider a relatively tough traffic 
period.  

Operator: Jeff Van Sinderen of B. Riley.  

Jeff Van Sinderen- B. Riley & Co.- Analyst: This is really a clarification question in terms of the overall promotional cadence versus last 
year. Are you currently more or less promotional for back-to-school versus last year? And then what is the plan for level of promotional 
cadence versus last year for the remainder of this quarter?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: I would say we’re a bit 
more promotional than we were last year in view of the climate out there. The stores in the malls are much more competitive than where they 
were last year.  

But, we’re right on our cadence of what our strategy was. So, I feel pretty good that we don’t need to go further than our strategy in order of 
meeting the competition and gaining market share.  

Operator: Kimberly Greenberger of Morgan Stanley.  

Kimberly Greenberger- Morgan Stanley- Analyst: Joan, I thought I heard you say average unit retail was up in the second quarter. I’m 
wondering if you can help us understand the magnitude of that. And then just looking back in the model, it looks like the list time we saw a 
30% spread between total sales growth and total inventory growth was at the end of the second quarter of ‘05, following which the gross 
margin rolled over. So, I’m just wondering how carrying a heavier level of inventory doesn’t result in merchandising margin pressure going 
forward. If you could just help us understand that, that would be great.  

Joan Hilson- American Eagle Outfitters, Inc.- EVP, CFO : Sure. The color on the AURs was up high single-digit which drove the average 
transaction value up, Kimberly, which then nicely offset the decline in transactions related to traffic.  

With respect to the inventories, the key point to think about is this replenishment thought and the idea that this is year-round inventory that 
we’re holding in stock to replenish and maintain a size integrity, to insure we protect our franchise and the cornerstone of our brand in denim. 
That’s number one.  

And then this idea on this key item strategy on basics or core items in tees and in graphics, these are styles that can live longer, they can carry 
over into the spring season and we can continue to turn those. And so, with that in mind, we feel comfortable with the guidance projection, or 
guidance that we have for the third quarter because we have the promotional plans baked in, or laid in, that Roger mentioned. And we can 
continue to satisfy our customers, and with the hope that we will effectively drive the top line.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: And keep in mind that 
half of that cost of goods is in the cost of the cotton.  

Operator: Jennifer Black of Jennifer Black & Associates.  

Jennifer Black- Jennifer Black & Associates- Analyst: I have a couple questions. I wondered, Roger, if you see a more preppy cycle 
coming? And I’m just talking about retail across-the-board. That’s my first question.  



Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Yes, I hate to talk about 
fashion. But yes, obviously, we see preppy, but we see preppy obviously with other variations. So, it’s not the old preppy but it’s the new 
preppy.  

Jennifer Black- Jennifer Black & Associates- Analyst: Okay, so you won’t be moving away at all from the Bohemian look, is that correct?  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: I didn’t say that.  

Jennifer Black- Jennifer Black & Associates- Analyst: Okay. And then I wondered if you could talk about the AE campus stores and the 
outlet centers. Obviously you get lower rents but I was curious about the productivity you’re seeing versus your mall stores.  

Roger Markfield- American Eagle Outfitters, Inc.- Vice Chairman of the Board, Executive Creative Director: Jim will take that one. He 
likes that one.  

Jim O’Donnell- American Eagle Outfitters, Inc- CEO: Jennifer, thanks for using the term off-campus. Actually, this whole outlet center 
phenomenon that’s really emerging throughout North America, primarily here in the States, used to have a negative connotation. Low prices 
and not exactly a great shopping experience. That whole attitude and perception are now gone and they’re quite the place to shop because of 
the mix of retailers that are there. Anyway, that is a backdrop.  

We are very pleased with our off-campus business. We have developed a model that we think can really survive the test of time. What that 
means is the financial goals and objectives that we’ve set down. Although modestly aggressive, we’ve been meeting and beating those in most 
every instance.  

And yes, the overall potential profitability, because of lower rents, and it’s also lower overhead because you don’t have the common area 
maintenance and other expenses that are fixed to mall locations, give you the channel to be incredibly profitable. And we are on that path. 
We’re very pleased.  

I have an excellent team in place. The stores are run like an American Eagle store although the product mix does deviate somewhat for our off-
campus stores. But clearly, they run with the same standards of an American Eagle mall store.  

And the driving force is a combination of the inventory we put in the stores. But they are, especially in this type of an economy. I think it’s 
rather obvious to all of us, they have the perception and the traffic patterns are incredible in these shopping centers across North America, 
primarily here in the States.  

Jennifer Black- Jennifer Black & Associates- Analyst: Are you going to put your foot on the accelerator with these stores? And you didn’t 
exactly answer my question as far as the productivity versus the mall stores. Would it be fair to guess 20% to 30% higher?  

Jim O’Donnell- American Eagle Outfitters, Inc- CEO: The quick answer is yes on that. And as far as the strategy for growth, most of our 
new stores, I would say 90% of our new stores plan to be off-campus stores. Right now, we have, I believe, around 52 or 53. I think we have 
the capability over the next few years to have somewhere of 100 stores.  

But, I just want to put a caveat in there. We’ve done this portfolio review on our entire fleet and I will not be putting in off-campus stores at the 
expense of a mall store. So, it’s a very precise exercise that we go through to insure that if we layer in an off-campus store it would not have a 
negative affect on a mall store.  



Or in some cases, the off-campus location would be viable and then we would look at potentially a mall store. If it’s not as proficient, and at the 
proper time we probably would terminate and only have a presence of one mega store in a particular market. But, they have been on average 
about 20% to 30% more profitable than what would be a mall store.  

Judy Meehan- American Eagle Outfitters, Inc- VP IR: Okay, guys, that concludes our call today. Our third quarter announcement is 
currently scheduled for Tuesday, November 22. So thanks for participating 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.  


