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ITEM 1. Business
General

AnnTaylor, Inc. (the "Company" or “Ann Taylor”), through its wholly owned subsidiaries, is a
leading national specialty retailer of better quality women's apparel, shoes and accessories sold primarily
under the “Ann Taylor” and “Ann Taylor Loft” brand names. The Company believes that "Ann Taylor" is a
highly recognized national brand that defines a distinct fashion point of view. Ann Taylor merchandise
represents classic styles, updated to reflect current fashion trends. The Company's stores offer a full
range of career and casual separates, dresses, tops, weekend wear, shoes and accessories, coordinated
as part of a total wardrobing strategy. This total wardrobing strategy is reinforced by an emphasis on
customer service. Ann Taylor sales associates are trained to assist customers in merchandise selection
and wardrobe coordination, helping them achieve the "Ann Taylor look" while reflecting the customers'
personal styles.

As of February 2, 2002, the Company operated 538 retail stores in 42 states, the District of
Columbia and Puerto Rico under the names Ann Taylor, Ann Taylor Loft and Ann Taylor Factory Store.
The Company’s 342 Ann Taylor stores compete in the “better’-priced market. These stores represent the
Company's core merchandise line. Approximately three-quarters of these stores are located in regional
malls and upscale specialty retail centers, with the balance located in downtown and village locations. The
Company believes that the customer base for its Ann Taylor stores consists primarily of relatively affluent,
fashion-conscious women from the ages of 25 to 55, and that the majority of its customers are
professional women with limited time to shop, who are attracted to Ann Taylor by its focused
merchandising and total wardrobing strategies, personalized customer service, efficient store layouts and
continual flow of new merchandise.

As of February 2, 2002, the Company operated 186 Ann Taylor Loft stores. Ann Taylor Loft
stores compete in the “upper-moderate”-priced market. Ann Taylor Loft is designed for women with a
more relaxed lifestyle and work environment, who appreciate the Ann Taylor style but are more price
sensitive. Merchandise is created uniquely for these stores and is sold under the Ann Taylor Loft label.
The first Ann Taylor Loft stores opened by the Company were located in factory outlet centers. In 1998,
the Company began opening Ann Taylor Loft stores outside the factory outlet environment, in regional
malls, strip shopping centers and urban and village street locations. At February 2, 2002, 168 Ann Taylor
Loft stores were located in these venues. Management believes that Ann Taylor Loft represents a
significant opportunity for the Company to compete in the upper-moderate-priced women'’s apparel
market. See "Stores and Expansion”, "Competition" and "Management's Discussion and Analysis of
Financial Condition and Results of Operations — Statement Regarding Forward Looking Disclosures"
below.

As of February 2, 2002, the Company also operated 10 Ann Taylor Factory stores in factory outlet
centers. The Company plans to convert all 18 Ann Taylor Loft outlet stores to Ann Taylor Factory stores
during Fiscal 2002. The Ann Taylor Factory outlet stores will then serve as a brand-appropriate clearance
vehicle for merchandise from both Ann Taylor and Ann Taylor Loft stores and will also handle an
increasing assortment of current season styles created uniquely for these stores and sold under the Ann
Taylor Factory store label.

From time to time, the Company introduces new product categories to its merchandise
assortment. The Company believes that product extensions support the Company’s total wardrobing
strategy and provide existing and new customers with additional reasons to shop at the Company’s stores.
Product extensions introduced over the last several years include petite sizes in the Company’s apparel
offerings and fragrance and personal care products in both Ann Taylor and Ann Taylor Loft stores. In
Fiscal 2001, the Company discontinued its line of color cosmetics. See "Management's Discussion and
Analysis of Financial Condition and Results of Operations — Fiscal 2001 Compared to Fiscal 2000".



In Fiscal 2000, the Company launched anntaylor.com, (the “Online Store”) making Ann Taylor
merchandise available for direct retail sale to customers over the Internet. The Online Store was
designed as an extension of the in-store experience and offers a wide selection of each season’s Ann
Taylor stores’ collection. Although the Company's Online Store did not achieve the expected sales
volume during Fiscal 2001, the Company believes that the Online Store further builds the Ann Taylor
brand and enhances the Company’s relationships with customers, as well as creates the opportunity for
sales to new and existing customers. See “Management’s Discussion and Analysis of Financial Condition
and Results of Operations - Fiscal 2001 Compared to Fiscal 2000” for information regarding the asset
write-off associated with the Company’s Online Store.

The Company was incorporated under the laws of the state of Delaware in 1986. All of the
outstanding capital stock of the Company, consisting of one share of common stock, is owned by
AnnTaylor Stores Corporation (“ATSC”). The Company was acquired by ATSC in a leveraged buyout
transaction in 1989.

Statement Regarding Forward-Looking Disclosures

Sections of this annual report on Form 10-K contain various forward-looking statements, made
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, with respect
to the financial condition, results of operations and business of the Company. These forward-looking
statements involve certain risks and uncertainties, and no assurance can be given that any of such
matters will be realized. Actual results may differ materially from those contemplated by such forward-
looking statements, and the Company does not assume any obligation to update or revise any forward-
looking statements at any time for any reason. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Statement Regarding Forward-Looking Disclosures”.

ITEM 2. Properties

As of February 2, 2002, the Company operated 538 stores, all of which were leased. The store
leases typically provide for initial terms of ten years, although some leases have shorter or longer initial
periods, and grant the Company the right to extend the term for one or two additional five-year periods.
Most of the store leases require Ann Taylor to pay a specified minimum rent, plus a contingent rent based
on a percentage of the store's net sales in excess of a specified threshold. Most of the leases also require
Ann Taylor to pay real estate taxes, insurance and certain common area and maintenance costs.

Ann Taylor leases corporate offices at 142 West 57th Street and 1372 Broadway in New York
City. The Company also leases office space in New Haven, Connecticut.

Ann Taylor's wholly owned subsidiary, AnnTaylor Distribution Services, Inc., owns its 256,000
square foot distribution center located in Louisville, Kentucky. Nearly all Ann Taylor merchandise is
distributed to the Company's stores through this facility. The parcel on which the Louisville distribution
center is located comprises approximately 20 acres and could accommodate possible future expansion of
the facility.

ITEM 3. Legal Proceedings

ATSC settled the purported class action lawsuit pending in the United States District Court for the
Southern District of New York against the Company, ATSC, and certain former officers and directors of
the Company and ATSC. Finalization of the settlement is subject to Court approval. The complaint
alleged that the defendants made false and misleading statements about the Company and ATSC from
February 3, 1994 through May 4, 1995. The net cost to ATSC, after application of insurance proceeds,
will be approximately $3.3 million. The decision to settle this action was not an admission of any
wrongdoing, but reflected the significant legal fees, other expenses and management time that would
have to be devoted to continue to vigorously defend it in the courts.

The Company is also a party to routine litigation incident to its business. Although the amount of
any liability that could arise with respect to these actions cannot be accurately predicted, in the opinion of
the Company, any such liability will not have a material adverse effect on the consolidated financial
position, consolidated results of operations, or liquidity of the Company.
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PART Il

ITEM 5. Market for Registrant's Common Equity and Related Stockholder Matters

There is no public market for the common stock of the Company. All of the outstanding stock of
the Company, consisting of one share of common stock, is owned by ATSC.

The payment of dividends by Ann Taylor to ATSC is subject to certain restrictions under the
Company's Credit Facility described below under "Management's Discussion and Analysis of Financial
Condition and Results of Operations--Liquidity and Capital Resources". From time to time, the Company
pays dividends to ATSC in amounts sufficient to fund ATSC's operating expenses.

ITEM 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Sales
The following table sets forth certain sales and store data for the periods indicated:
Fiscal Year
2001 2000 1999
(52 weeks) (53 weeks) (52 weeks)
Net sales (BO00) .....eeeiiireeeeiiiiee it $ 1,299,573 $ 1,232,776 $ 1,084,519
Total net sales increase
percentage (52-week basis) ......ccccccevccviiiiiee e, 6.8% 12.2% 18.9%
Comparable store sales increase
(decrease) percentage (52-week basis)..................... (6.1)% (0.5)% 8.4%
Net sales per average gross square foot...................... $ 452 $ 496 $ 502
Total store square footage at end of period.................. 3,057,000 2,695,000 2,280,000
Number of:
NEW STOTES ...t e ettt 67 81 47
Expanded StOresS.......couoviiiiiiiiieee e 6 4 8
ClosSed StOreS......coiiiiiiiee e 7 8 7
Total stores open at end of period...........coeecuvieeenennn. 538 478 405

The Company's net sales do not show significant seasonal variation, although net sales in the
fourth quarter have historically been higher than in the other quarters. As a result, the Company has not
had significant overhead and other costs generally associated with large seasonal variations.

Results of Operations

The following table sets forth consolidated income statement data expressed as a percentage of
net sales for the periods indicated:

Fiscal Year

2001 2000 1999

NEE SAIES ...cciviiee ettt srree e 100.0% 100.0% 100.0%
Costofsales......ccceeeiiii 50.2 50.5 49.4
GroSS Profit.....ccceeeiiiiiiieeie e 49.8 49.5 50.6
Selling, general and administrative expenses. ............... 44.4 40.7 38.2
Amortization of goodwill............ccccooiii _ 0.8 _09 1.0
Operating iINCOME ........uvuiiieeeiiiiiiree e e e 4.6 7.9 11.4
INtEreSt INCOME ....uuiiiiiii i 0.1 0.2 0.4
INTEreSt EXPENSE ...vvvvvveeiiieieiieeeeeeeeeeeeeeenenrnrnenrrrnenrnrnrnenne _ 05 _0.6 1.1
Income before income taxes and extraordinary loss..... 4.2 7.5 10.7
INCOMeE tax ProViSION........cccvvvieiieee e e st _ 2.0 _ 33 4.6
Income before extraordinary 0SS .........ccccceeiiiiiiiiiennnnn. 2.2 4.2 6.1
EXtraordinary I0SS ......ccveeviviciiiieiiee e - - 0.1

NELINCOME .. _2.2% _4.2% 6.0%



Fiscal 2001 Compared to Fiscal 2000

The Company's net sales increased to $1,299,573,000 over $1,232,776,000 in Fiscal 2000, an
increase of $66,797,000, or 5.4%. Comparable store sales for Fiscal 2001 decreased 6.1%, compared to
a decrease of 0.5% in Fiscal 2000. Total sales for Fiscal 2001 were up 6.8% from $1,216,808,000 for the
52-week period ended January 27, 2001. The sales increase was primarily attributable to the opening of
new stores and the expansion of existing stores, partially offset by the decrease in comparable store sales
in Fiscal 2001. Management believes that the decrease in comparable store sales was, in part, the result
of customer dissatisfaction with certain of the Company’s product offerings and merchandise assortment
available in Ann Taylor stores in the Spring 2001 season. Sales were also impacted by an overall
reduction in client spending caused by the current economic environment, as well as the impact of the
events of September 11, 2001.

Gross margin as a percentage of net sales, excluding certain nonrecurring expenses described
below, increased to 50.2% in Fiscal 2001 from 49.5% in Fiscal 2000. The increase in gross margin
reflects higher margins achieved on full price and non-full price sales at both divisions, offset, in part, by
higher promotional sales activity in Fiscal 2001 compared to the prior year. In addition, during the fourth
quarter of Fiscal 2001, the Company incurred a pre-tax nonrecurring charge of approximately
$17,000,000. Approximately $4,100,000 of this charge affected gross margin, and related to the inventory
write-off associated with the discontinuation of the Ann Taylor cosmetics line, and inventory costs
associated with canceling certain Fall 2001 and Spring 2002 merchandise orders. The remaining
$12,900,000 were additional selling, general and administrative costs, as further discussed below. After
taking these nonrecurring charges into account, gross margin, as a percentage of sales, was 49.8%.

Selling, general and administrative expenses, excluding certain nonrecurring expenses described
below, were $563,658,000, or 43.4% of net sales, in Fiscal 2001, compared to $490,760,000, or 39.8% of
net sales, in Fiscal 2000. The increase in selling, general and administrative expenses as a percentage of
net sales was primarily attributable to decreased leverage on fixed expenses resulting from negative
comparable store sales, and increases in tenancy and Loft store operations expenses due to expansion.
Of the $17,000,000 pre-tax nonrecurring charge discussed above, approximately $12,900,000
represented increased selling, general and administrative costs. Approximately $7,200,000 of the
nonrecurring charge related to the write-down of certain anntaylor.com assets, based upon projected cash
flows, which were not deemed adequate to support the carrying value of the assets associated with this
ongoing business. An additional $3,300,000 related to the cost, net of insurance proceeds, of settling a
class action lawsuit (see Item 3 - “Legal Proceedings”). The remaining $2,400,000 represented the write-
off of certain fixed assets related to the discontinuation of the Ann Taylor cosmetics line, and severance
costs associated with reductions made in the Company’s store and home office workforce. After taking
these nonrecurring charges into account, selling, general and administrative expenses, as a percentage of
net sales, were 44.4%. During the first quarter of Fiscal 2000, the Company incurred a pre-tax
nonrecurring charge of approximately $8,500,000 in connection with an extensive review conducted with
the Company's financial and legal advisors of various strategic approaches to enhance shareholder value.
In the fourth quarter of Fiscal 2000, the Company recorded a nonrecurring pre-tax charge of $2,200,000
relating to the costs of the Company's obligations under a former executive’s employment contract with
the Company, in connection with the executive’s resignation in January 2001. After taking these
nonrecurring charges into account, selling, general and administrative expenses for Fiscal 2000, as a
percentage of sales, were 40.7%.

Operating income decreased to $60,141,000, or 4.6% of net sales, in Fiscal 2001, from
$98,240,000, or 7.9% of net sales, in Fiscal 2000. Amortization of goodwill was $11,040,000, or 0.8% of
net sales, in Fiscal 2001, compared to $11,040,000, or 0.9% of net sales, in Fiscal 2000. Operating
income without giving effect to such amortization was $71,181,000, or 5.4% of net sales, in Fiscal 2001
and $109,280,000, or 8.8% of net sales, in Fiscal 2000.

Interest income was $1,390,000 in Fiscal 2001, compared to $2,473,000 in Fiscal 2000. The
decrease was primarily attributable to lower cash on hand and lower interest rates during Fiscal 2001
compared to Fiscal 2000.



Interest expense was $6,869,000 in Fiscal 2001, compared to $7,315,000 in Fiscal 2000. The
weighted average interest rate on the Company's outstanding indebtedness at February 2, 2002 was
3.75%.

The income tax provision was $25,557,000, or 46.8% of income before income taxes in Fiscal
2001, compared to $41,035,000, or 43.9% of income before income taxes in Fiscal 2000. The effective
tax rates for both periods were higher than the statutory rates, primarily as a result of non-deductible
goodwill expense.

As a result of the foregoing factors, the Company had net income of $29,105,000, or 2.2% of net
sales, for Fiscal 2001, compared to net income of $52,363,000, or 4.2% of net sales, for Fiscal 2000.

Fiscal 2000 Compared to Fiscal 1999

The Company's net sales increased to $1,232,776,000 over $1,084,519,000 in Fiscal 1999, an
increase of $148,257,000, or 13.7%. Comparable store sales for Fiscal 2000 decreased 0.5%, compared
to an increase of 8.4% in Fiscal 1999. Total sales for the 52-week period ended January 27, 2001 were
up 12.2% to $1,216,808,000, compared to the same period in Fiscal 1999. The sales increase was
primarily attributable to the opening of new stores and the expansion of existing stores, partially offset by a
net decrease in comparable store sales in Fiscal 2000. Management believes that the decrease in
comparable store sales was the result of customer dissatisfaction with certain of the Company’s product
offerings and merchandise assortment in the Fall 2000 season.

Gross profit as a percentage of net sales decreased to 49.5% in Fiscal 2000 from 50.6% in Fiscal
1999. This decrease in gross margin reflects a higher markdown rate on goods sold below full price and
the sale of a greater amount of goods below full price as a percentage of sales, most significantly in the
fourth quarter of Fiscal 2000, compared to the prior year. These decreases were offset, in part, by higher
gross margins achieved on merchandise that was sold at full price, attained through ongoing efficiencies
achieved through continued improvements in the Company's sourcing, merchandising, and inventory
processes.

Selling, general and administrative expenses, excluding certain nonrecurring expenses described
below, were $490,760,000, or 39.8% of net sales, in Fiscal 2000, compared to $414,315,000, or 38.2% of
net sales, in Fiscal 1999. Selling, general and administrative expenses for Fiscal 2000 included
approximately $10,300,000 of expenses related to the development of the Company's Online Store, which
commenced during Fiscal 2000. Selling, general and administrative expenses as a percentage of net
sales also reflected increases in tenancy expenses and increases in Ann Taylor Loft store operations
expenses, offset by a decrease in the provision for management performance bonus expense. During the
first quarter of Fiscal 2000, the Company incurred a pre-tax nonrecurring charge of approximately
$8,500,000 in connection with an extensive review conducted with the Company's financial and legal
advisors of various strategic approaches to enhance shareholder value. In the fourth quarter of Fiscal
2000, the Company recorded a nonrecurring pre-tax charge of $2,200,000 relating to the estimated costs
of the Company's obligations under a former executive’'s employment contract with the Company, in
connection with the executive’s resignation in January 2001. After taking these nonrecurring charges into
account, selling, general and administrative expenses, as a percentage of sales, were 40.7%.

Operating income decreased to $98,240,000, or 7.9% of net sales, in Fiscal 2000, from
$123,150,000, or 11.4% of net sales, in Fiscal 1999. Amortization of goodwill was $11,040,000, or 0.9%
of net sales, in Fiscal 2000, compared to $11,040,000, or 1.0% of net sales, in Fiscal 1999. Operating
income without giving effect to such amortization was $109,280,000, or 8.8% of net sales, in Fiscal 2000
and $134,190,000, or 12.4% of net sales, in Fiscal 1999.

Interest income was $2,473,000 in Fiscal 2000, compared to $4,378,000 in Fiscal 1999. The
decrease was primarily attributable to decreased cash on hand in Fiscal 2000 as a result of a dividend to
ATSC, described below under “Liquidity and Capital Resources”, to facilitate the repurchase by ATSC of
shares of its common stock during the second half of Fiscal 1999.



Interest expense was $7,315,000 in 2000, compared to $11,814,000 in 1999. The decrease in
interest expense was attributable to the net reduction in the Company's outstanding long-term debt and
other obligations and a decrease in the interest rate borne by the Company's remaining outstanding long-
term debt. During the second quarter of 1999, a note (the “intercompany note”) payable by the Company
to ATSC in August 1998 was forgiven, and the Company’'s 8%% Subordinated Notes due 2000 (“8%:%
Notes”) referred to below were redeemed. These transactions were completed using, in part, the
proceeds from the issuance in June 1999 of a promissory note to ATSC (“Note Payable to ATSC"), which
bears interest at a rate of 3.75% per annum. The weighted average interest rate on the Company’s
outstanding indebtedness at February 3, 2001 was 3.79%.

The income tax provision was $41,035,000, or 43.9% of income before income taxes in Fiscal
2000, compared to $50,221,000, or 43.4% of income before income taxes and extraordinary loss in Fiscal
1999. The effective tax rates for both periods were higher than the statutory rates, primarily as a result of
non-deductible goodwill expense.

As a result of the foregoing factors, the Company had net income of $52,363,000, or 4.2% of net
sales, for Fiscal 2000, compared to net income of $64,531,000, or 6.0% of net sales, for Fiscal 1999.

Changes in Financial Position

Accounts receivable increased to $65,296,000 at the end of Fiscal 2001 from $57,989,000 at the
end of Fiscal 2000, an increase of $7,307,000, or 12.6%. This increase was primarily attributable to an
increase of $6,083,000 in trade accounts receivable.

Merchandise inventories increased to $180,117,000 at February 2, 2002 from $170,631,000 at
February 3, 2001, an increase of $9,486,000, or 5.6%. Merchandise inventories at February 2, 2002 and
February 3, 2001 included approximately $37,558,000 and $33,469,000, respectively, of inventory
associated with the Company's sourcing division, which is principally finished goods in transit from
factories. The increase in merchandise inventories is primarily due to inventory purchased to support 67
new stores opened since the beginning of the year. Total store square footage increased to
approximately 3,057,000 square feet at February 2, 2002 from approximately 2,695,000 square feet at
February 3, 2001. Merchandise inventory on a per-square-foot basis, excluding inventory associated with
the Company's sourcing division, was approximately $47 at the end of Fiscal 2001, compared to $51 at
the end of Fiscal 2000. Inventory turned 4.7 times in Fiscal 2001, compared to 4.9 times in Fiscal 2000,
excluding inventory associated with the Company's sourcing division. Inventory turnover is determined by
dividing cost of sales by the average of the cost of inventory at the beginning and end of the period
(excluding inventory associated with the sourcing division).

Accounts payable decreased to $59,482,000 at the end of Fiscal 2001 from $65,903,000 at the

end of Fiscal 2000, a decrease of $6,421,000, or 9.7%. The decrease in accounts payable is primarily
due to the timing of payments at the end of Fiscal 2001.

Liguidity and Capital Resources

The Company's primary source of working capital is cash flow from operations. The following
table sets forth material measures of the Company's liquidity:

Fiscal Year
2001 2000 1999
(dollars in thousands)
Cash provided by operating activities ..............ccccceevveirieenene, $ 77,598 $ 76,625 $ 98,299
WOrking Capital ........c.cceeeeeeiiieiicciic et $189,239 $172,767 $151,368
CUITENE TALIO ...eee ettt e e 2.39:1 2.22:1 2.26:1
Debt to eqUItY ratio.........eeeeiiieiiiiiiieee e .20:1 .20:1 22:1



Cash provided by operating activities in Fiscal 2001, as presented on the consolidated statements
of cash flows, primarily resulted from earnings, noncash charges, and a decrease in prepaid expenses
and other current assets, partially offset by increases in accounts receivable and inventory and decreases
in accounts payable and accrued liabilities.

On April 30, 2001, the Company entered into an Amended and Restated $175,000,000 senior
secured revolving Credit Facility (the “Credit Facility”) with Bank of America N.A. and a syndicate of
lenders. This Credit Facility was further amended on December 20, 2001 to adjust certain ratio
provisions, and amend certain definitions used in the calculation of ratios required in the Credit Facility.
The Credit Facility matures on April 29, 2004.

Maximum availability for loans and letters of credit under the Credit Facility is governed by a
monthly borrowing base, determined by the application of specified advance rates against certain eligible
assets. Based on this calculation, the maximum amount available for loans and letters of credit under the
Credit Facility at February 2, 2002 was $175,000,000. Commercial and standby letters of credit
outstanding under the Credit Facility as of February 2, 2002 were approximately $77,934,000. Loans
outstanding under the Credit Facility at any time may not exceed $75,000,000. There were no loans
outstanding at fiscal year end. In addition, the Credit Facility requires that the outstanding loan balance be
reduced to zero for a 30-day period each calendar year. This “cleandown” period was achieved in January
2002.

Amounts outstanding under the Credit Facility bear interest at a rate equal to, at the Company’s
option, the Bank of America Base Rate, defined as the higher of (a) the Federal Funds Rate plus one-half
of 1% and (b) the Prime Rate for such day, or Eurodollar Rate; plus, in either case, a margin ranging from
0.25% to 2.00%. The Company is also required to pay the lenders a quarterly commitment fee on the
unused revolving loan commitment amount at a rate ranging from 0.30% to 0.50% per annum. Fees for
outstanding commercial and standby letters of credit range from 0.50% to 0.875% and from 1.25% to
2.00%, respectively. Premiums ranging from 0.125% to 0.50% may apply to all interest and commitment
fees, depending on the calculated Leverage ratio.

The Credit Facility contains financial and other covenants, including limitations on indebtedness,
liens and investments, restrictions on dividends or other distributions to stockholders and maintenance of
certain financial ratios including specified levels of tangible net worth.

The lenders have been granted a pledge of the common stock of ATSC and certain of its
subsidiaries, and a security interest in substantially all other tangible and intangible assets, including
accounts receivable, trademarks, inventory, store furniture and fixtures, of the Company and its
subsidiaries, as collateral for the Company's obligations under the Credit Facility.

The Company had outstanding an intercompany note payable of $100,625,000 to ATSC. During
Fiscal 1999, the Company made a prepayment on the intercompany note in the amount of $100,000, and
the balance was forgiven by ATSC. This forgiveness of debt constitutes a contribution of capital by ATSC
to the Company.

During Fiscal 1999, the Company issued a promissory note, as amended, to ATSC, of an
aggregate of $199,072,000 principal amount at maturity (the “Note Payable to ATSC”). The Note Payable
to ATSC was issued, as amended, by the Company for value received and has interest and payment
terms substantially similar to the terms of the Convertible Debentures Due 2019 ("Convertible
Debentures") that were issued in 1999 by ATSC. ATSC has pledged the Note Payable to ATSC to the
lenders under the Company's bank Credit Facility as collateral for ATSC's guarantee of the Company's
performance of its obligations under the Credit Facility.

On July 22, 1999, the Company redeemed all of its outstanding 8%:% Notes, at a redemption price
of 101.375% of principal amount, plus accrued unpaid interest to the redemption date. The redemption of
the 8%% Notes resulted in an extraordinary charge to earnings in the second quarter of Fiscal 1999 of
$962,000, net of income tax benefit.



The Company and its wholly owned subsidiary, AnnTaylor Distribution Services, Inc., are parties
to a $7,000,000 seven-year mortgage loan maturing in Fiscal 2002. The loan is secured by the
Company's distribution center land and building in Louisville, Kentucky. The mortgage loan bears interest
at 7.5% and is payable in monthly installments of approximately $130,000. The mortgage loan balance at
February 2, 2002 was $1,250,000.

The Company's capital expenditures totaled $83,693,000, $83,310,000 and $53,409,000 in Fiscal
2001, 2000 and 1999, respectively. Capital expenditures were primarily attributable to the Company's
store expansion, renovation and refurbishment programs, as well as the investment the Company made in
certain information systems and the Company’'s corporate offices. These expenditures also include, in
Fiscal 2001 and Fiscal 2000, capital expenditures related to the Company's Internet e-commerce Web
site, and related enhancements to the material handling system at the Company's distribution center. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations - Fiscal 2001
Compared to Fiscal 2000” for information regarding the asset write-off associated with the Company's
Online Store. The Company expects its total capital expenditure requirements in Fiscal 2002 will be
approximately $47,000,000, including capital for new store construction for a planned square footage
increase of approximately 246,000 square feet, or 8%, as well as capital to support continued investments
in information systems. The actual amount of the Company's capital expenditures will depend in part on
the number of stores opened, expanded and refurbished and on the amount of construction allowances
the Company receives from the landlords of its new or expanded stores.

On January 26, 2000, the Company declared a cash dividend, authorized by its Board of
Directors, to ATSC in the amount of $89,944,612 to facilitate the repurchase, by ATSC, of up to
$90,000,000 of its common stock and/or Convertible Debentures through open market purchases and
privately negotiated transactions. As of January 29, 2000, 3,012,500 shares of ATSC’s common stock
had been repurchased for an aggregate purchase price of $89,900,900 (exclusive of brokerage
commissions), completing ATSC's repurchase program. All of the repurchased shares became treasury
shares of ATSC and may be used for general corporate and other purposes. No Convertible Debentures
were purchased.

In order to finance its operations and capital requirements, the Company expects to use internally
generated funds and trade credit and funds available to it under the Credit Facility. The Company
believes that cash flow from operations and funds available under the Credit Facility are sufficient to
enable it to meet its ongoing cash needs for its business, as presently conducted, for the foreseeable
future.

On February 4, 2002, the Company sold the assets associated with its Ann Taylor credit card
accounts to World Financial Network National Bank (the “Bank”). In connection with the sale, the
Company contracted with Alliance Data Systems Corporation (“ADS”), the Bank’s affiliated servicer, to
provide private label credit card services to proprietary Ann Taylor credit card customers. Under the terms
of the transaction, ADS will manage the Ann Taylor credit card program, and pay the Company a
percentage of all collected finance charges. The Company believes that having ADS provide these
services rather than continuing to handle this program in-house will further strengthen the Company’'s
relationship with its clients, and aid in the growth of the Ann Taylor credit card.

In 1998, the Financial Accounting Standards Board (the “FASB”), issued Statement of Financial
Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative Instruments and Hedging Activities,”
as amended by SFAS No. 137, “Accounting for Derivative Instruments and Hedging Activities-Deferral of
Effective Date of FASB Statement No. 133", which establishes accounting and reporting standards for
derivatives, derivative instruments embedded in other contracts and for hedging activities. In 2000, the
FASB issued SFAS No. 138, “Accounting for Certain Derivative Instruments and Hedging Activities”,
which establishes accounting and reporting standards for certain derivatives, derivative instruments
embedded in other contracts and for certain hedging activities. These statements were effective for the
Company’s Fiscal 2001 financial statements. The adoption of these standards had no impact on the
Company’s consolidated financial statements.



In July 2001, the FASB issued SFAS No. 141, “Business Combinations”, SFAS No. 142, “Goodwill
and Other Intangible Assets”, and SFAS No. 143, “Accounting for Asset Retirement Obligations”. SFAS
No. 141 requires that the purchase method of accounting be used for all business combinations
completed after June 30, 2001 and clarifies the criteria for recognition of intangible assets separately from
goodwill. Management has determined that the adoption of SFAS No. 141 will have no impact on the
Company’s consolidated financial statements.

SFAS No. 142 requires that ratable amortization of goodwill be replaced with periodic tests of the
goodwill's impairment and that intangible assets, other than goodwill, which have determinable useful lives
be amortized over that period. SFAS No. 142 is effective for fiscal years beginning after December 15,
2001. Management intends to adopt SFAS No. 142 in Fiscal 2002, and has determined that the fair value
of the Company exceeds the carrying value of its recorded net assets, including goodwill, as of February
2, 2002. Management further estimates that adoption of SFAS No. 142 will add approximately
$11,000,000 to Fiscal 2002 net income.

SFAS No. 143 provides accounting requirements for retirement obligations associated with
tangible long-lived assets. SFAS No. 143 is effective for fiscal years beginning after June 15, 2002.
Management does not believe that the adoption of SFAS No. 143 will have a significant impact on the
Company’s consolidated financial statements.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets”. This statement addresses accounting and reporting for the impairment or disposal of
long-lived assets, other than goodwill, including discontinued operations. SFAS No. 144 is effective for
fiscal years beginning after December 15, 2001. Management has determined that the adoption of SFAS
No. 144 will have no impact on the Company’s consolidated financial statements.

On December 12, 2001, the United States Securities and Exchange Commission (the “SEC”)
issued Financial Reporting Release (“FRR”) No. 60, “Cautionary Advice Regarding Disclosure About
Critical Accounting Policies”, which encourages the identification and disclosure of the most critical
accounting policies applied in the preparation of a company’s financial statements. In response to FRR
No. 60, Management has determined that the Company’'s most critical accounting policies are those
related to merchandise inventory valuation and recorded goodwill. These policies are further described in
the Notes to the Consolidated Financial Statements, and in relevant sections of this discussion and
analysis.

Statement Regarding Forward-Looking Disclosures

Sections of this Annual Report on Form 10-K, including the preceding Management's Discussion
and Analysis of Financial Condition and Results of Operations, contain various forward-looking
statements, made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995. The forward-looking statements may use the words "expect”, "anticipate"”, "plan”, "intend", "project",
"believe" and similar expressions. These forward-looking statements reflect the Company's current
expectations concerning future events, and actual results may differ materially from current expectations
or historical results. Any such forward-looking statements are subject to various risks and uncertainties,
including failure by the Company to predict accurately customer fashion preferences; decline in the
demand for merchandise offered by the Company; competitive influences; changes in levels of store
traffic or consumer spending habits; effectiveness of the Company's brand awareness and marketing
programs; lack of sufficient customer acceptance of the Ann Taylor Loft concept in the upper-moderate-
priced women's apparel market; general economic conditions or a downturn in the retail industry; the
inability of the Company to locate new store sites or negotiate favorable lease terms for additional stores
or for the expansion of existing stores; lack of sufficient consumer interest in the Company’s Online Store;
a significant change in the regulatory environment applicable to the Company's business; an increase in
the rate of import duties or export quotas with respect to the Company's merchandise; financial or political
instability in any of the countries in which the Company’s goods are manufactured; acts of war or terrorism
in the United States or worldwide; and other factors set forth in the Company’s filings with the SEC. The
Company does not assume any obligation to update or revise any forward-looking statements at any time
for any reason.



ITEM 7A.  Quantitative and Qualitative Disclosures About Market Risk

The Company maintains the majority of its cash and cash equivalents in financial instruments with
original maturity dates of three months or less. These financial instruments are subject to interest rate risk
and will decline in value if interest rates increase. Due to the short duration of these financial instruments,
a change of 100 basis points in interest rates would not have a material effect on the Company’s financial
condition.

The Company’s outstanding long-term debt as of February 2, 2002 bears interest at fixed rates;
therefore, the Company’'s consolidated results of operations would only be affected by interest rate
changes to the extent that fluctuating rate loans are outstanding under the Credit Facility. As of February
2, 2002, the Company has no such amounts outstanding. Future borrowings would be affected by interest
rate changes; however, the Company does not believe that a change of 100 basis points in interest rates
would have a material effect on the Company’s financial condition.

ITEM 8. Financial Statements and Supplementary Data

The following consolidated financial statements of the Company for the years ended F