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PART I. FINANCIAL INFORMATION

ltem 1. Financial Statements
ANNTAYLOR, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Quarters and Nine Months Ended November 2, 2002 and November 3, 2001

(unaudited)
Quarters Ended Nine Months Ended
Nov. 2, Nov. 3, Nov. 2, Nov. 3,
2002 2001 2002 2001
(in thousands except per share amounts)

NEL SAIES .....c it $ 340,218 $ 310,804 $1,028,753 $ 928,187
COSt Of SAIES ...evviie e 143,760 142,929 464,554 448,657
GrOSS MATGIN ..uvviieeiiiieeesiiee e e st e e e s st e e e s stbeeeessrbeeeesnraeeeeanes 196,458 167,875 564,199 479,530
Selling, general and administrative expenses ................... 154,906 142,212 456,412 413,763
Amortization of goodwill.............cccooiiiii — 2,760 8,280
Operating iINCOME ......cuviiiiiee e 41,552 22,903 107,787 57,487
INTErESt INCOMIE .. vvvviiiiiiiiiiieiiieeeieteeeteee e e s e eeeeenreeeeneseneaenee 923 242 2,352 1,100
LT S Ao 01T 1T 1,638 1,516 5,163 5,015
Income before iINCOME taxes .........uuvveivirivieinirieiereeereeenannnns 40,837 21,629 104,976 53,572
INCOME taX PrOVISION.......cceiviieeee e e e et e e e e e e e 15,926 9,535 40,941 24,135
NEL INCOME...cii ittt eeeens $ 24911 $_ 12,094 $_ 64,035 $_ 29,437

See accompanying notes to condensed consolidated financial statements.



ANNTAYLOR, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
November 2, 2002 and February 2, 2002

(unaudited)
November 2, 2002 February 2, 2002
ASSETS (in thousands)
Current assets
Cash and cash equivalents............ccuuiiiiiii e $ 165,853 $ 30,037
Accounts receivable, Nt ... 14,407 65,598
Merchandise iINVENTONES ........oooeeeiiiie e 208,086 180,117
Prepaid expenses and other current assets .........cccccceveeevevciiiieenenn, 49,845 50,314
Total current assetS.......cooovviiiii 438,191 326,066
Property and equipment, Net .........coocciviiiiie e 251,116 250,735
(€70 ToTo 1111 I 1= SRR 286,579 286,579
Deferred financing COSES, NEL........ccoiiiiiiiiiiee e 4,392 5,044
Other @assets ......coooeviiiiii 16,392 14,742
TOtAl ASSELS ..uviieiiee it $_ 996,670 $_ 883,166
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities
ACCOUNES PAYADIE.......cci ittt ettt aas $ 60,216 $ 52,011
ACCIUEH EXPENSES ..ovieeeiiieiiiiiieeeeeeisiitieeeaaeasssstraaeeeaeesessssaneeeaeessannnes 101,428 83,364
Current portion of MOMJAgE ........ooiuuviiiieie e 1,250
Total current li@bilitieS ........cccvvviiiii e, 161,644 136,625
Note Payable 10 ATSC.....occciiiieee e e e e er e e 120,797 118,280
Deferred lease costs and other liabilities...........cccccvvviiiviiiieieiiieieeeeeeee, 18,494 16,132
Stockholder’s equity
Common stock, $1.00 par value; 1,000 shares authorized;

1 share issued and outStaNdiNg .........cooeeiuveiiieieeiiee e 1 1
Additional paid-in capital ...........cccceeeiiiiiiiiiie e 415,010 392,683
REtaiN@d arNINGS .. ..ueeiiie ettt e e 280,724 219,445

Total stockholder's @qUILY ..........coovcviveiieee e, 695,735 612,129
Total liabilities and stockholder's equity..........ccccceeeviiiiieeennn. $__ 996,670 $_ 883,166

See accompanying notes to condensed consolidated financial statements.



ANNTAYLOR, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Nine Months Ended November 2, 2002 and November 3, 2001

(unaudited)

Nine Months Ended

November 2, 2002

November 3, 2001

(in thousands)

Operating activities:
NELINCOMIE ..ttt $ 64,035
Adjustments to reconcile net income to net cash provided by
operating activities:

Amortization of deferred compensation...........cccccevviiiiiiieee e 4,234
Amortization of gOOAWIll .............ccviiiiiiee e
Deferred iNCOME tAXES......uiiiia it e e 3,685
Depreciation and amortization ...........c.c.eeeveeeeeiciiieeiee e 36,076
Gain on sale of proprietary credit card accounts receivable................. (2,095)
Loss on disposal or write down of property and equipment.................. 631
NON-CASH INEEIEST ... 3,184
Provision for loss on accounts receivable...........ccccccvieviniieenecenn.
Changes in assets and liabilities:
RECEIVADIES ... (4,515)
MerchandisSe INVENTOTIES ..........uiiiiiiiiiieie e (27,969)
Prepaid expenses and other current assets ........ccccceveeevvviivieeeeenn, (1,149)
Accounts payable and accrued eXpenses ..........ccceeeeeeeiiiiiiiiieeeeenn. 26,265
Other non-current assets and liabilities, Net...........ccccccvveveeiiiiinneen, (1,354)
Net cash provided by operating activities.............eevveiiiiiiiiiiiiee e 101,028
Investing activities:
Purchases of property and equipment ...........cccccoiiiiiiiiiie e (37,084)
Net proceeds from sale of proprietary credit card accounts receivable ...... 57,800
Net cash provided by (used by) investing activities..........ccccccooiiiiieeieiinnnnns 20,716
Financing activities:
Net borrowings under revolving credit facility ..o -
Payments ON MOIMQAGE .....ccooeiiiriieiiiee e e e cctiitre e e e e e s s srrae e e e e e e s e s neeeae e e e e annes (1,250)
Payment of deferred financing COSES.......cccuuiiiiiiiiiii e (15)
Parent cComMpany aCtiVIty .........coccuriiiieee e e e 15,337
Net cash provided by financing activities .............ccccceiiiiiiii e, 14,072
Net increase (decrease) inN Cash.........cuuvvviee i 135,816
Cash and cash equivalents, beginning of period...........ccccccoiiiiiii s 30,037
Cash and cash equivalents, end of period .........cccccovviiiiiiiie e $165,853
Supplemental Disclosures of Cash Flow Information:
Cash paid during the period for interest ..........ccccooiiiiiii s $__ 1,564
Cash paid during the period for income taxes..........cceveeeeeeiiiiiiiiieeeee s $_27.640

See accompanying notes to condensed consolidated financial statements.
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ANNTAYLOR, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Basis of Presentation

The condensed consolidated financial statements of AnnTaylor, Inc. (the
“Company”) are unaudited but, in the opinion of management, contain all adjustments
(which are of a normal recurring nature) necessary to present fairly the financial
position, results of operations and cash flows for the periods presented. All significant
intercompany accounts and transactions have been eliminated.

The results of operations for the fiscal 2002 interim periods shown in this report are
not necessarily indicative of results to be expected for the fiscal year.

The February 2, 2002 condensed consolidated balance sheet amounts have been
derived from the previously audited consolidated balance sheet of the Company.

Certain fiscal 2001 amounts have been reclassified to conform to the fiscal 2002
presentation.

Detailed footnote information is not included for the quarters ended November 2,
2002 and November 3, 2001. The financial information set forth herein should be read
in conjunction with the Notes to the Company's Consolidated Financial Statements
contained in its Fiscal 2001 Annual Report on Form 10-K.

2. Long-Term Debt

The Company had $120,797,000 in long-term debt outstanding at November 2,
2002 in the form of a Note Payable to AnnTaylor Stores Corporation.

3. Recent Accounting Pronouncements

Effective February 3, 2002, the Company adopted Statement of Financial
Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets”.
SFAS No. 142 requires that ratable amortization of goodwill be replaced by periodic
tests for impairment within six months of the date of adoption, and then on a periodic
basis thereafter. Based on the impairment testing performed in February 2002,
Management determined that there was no impairment loss related to the net carrying
value of the Company’s recorded goodwill. Management intends to reevaluate this on
an annual basis, or when events or circumstances indicate an impairment test is
necessary, in accordance with the provisions of SFAS No. 142. Excluding the
amortization of goodwill, net income for the third quarter and nine months ended
November 3, 2001 would have been $14,756,000 and $37,421,000, respectively.



ANNTAYLOR, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

3. Recent Accounting Pronouncements (continued)

In June 2002, the Financial Accounting Standards Board (the “FASB”), issued
SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities”.
SFAS No. 146 requires companies to recognize costs associated with exit or disposal
activities when they are incurred, rather than at the date of a commitment to an exit or
disposal plan. Examples of costs covered by the standard include lease termination
costs and certain employee severance costs that are associated with a restructuring,
discontinued operation, plant closing, or other exit or disposal activity. Previous
accounting guidance was provided by Emerging Issues Task Force (“EITF”) Issue No.
94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs
to Exit an Activity (including Certain Costs Incurred in a Restructuring)”. SFAS No. 146
replaces EITF No. 94-3, and is required to be applied prospectively to exit or disposal
activities initiated after December 31, 2002. The Company will adopt SFAS No. 146 in
the fourth quarter of fiscal 2002, and does not expect it will have a material impact on
its consolidated financial statements.

In October 2002, the FASB issued SFAS No. 147 “Acquisitions of Certain Financial
Institutions — an amendment of FASB Statements No. 72 and 144 and FASB
Interpretation No. 9. SFAS No. 147 removes acquisitions of financial institutions,
except for transactions between two or more mutual enterprises, from the scope of both
Statement No. 72 and Interpretation No. 9, and requires that those transactions be
accounted for in accordance with FASB Statements No. 141 “Business Combinations”
and No. 142 “Goodwill and Other Intangible Assets”. In addition, SFAS No. 147
amends FASB Statement No. 144 “Accounting for the Impairment or Disposal of Long-
Lived Assets” to include in its scope long-term customer-relationship intangible assets
of financial institutions. Management has determined that SFAS No. 147 has no
applicability to the Company’s operations.



Item 2. Management’s Discussion and Analysis of Financial Condition and
Results of Operations
Results of Operations

Nine Months Ended
November 2, November 3,

2002 2001
Number of Stores:
Open at beginning of period....................... 538 478
Opened during period ..........ccccceeeeeiiiiinneen. 43 58
Expanded during period* .............cccvveeennn. 6
Closed during period..........cccccceeeiiiiiinnnenn. 1 4
Open at end of period..........cccceeevvviiinnnnn. 580 532
Type of Stores Open at End of Period:
ANn Taylor Stores........cccccvveeevieciiiieieeeeeeens 350 341
Ann Taylor Loft Stores.........ccooeciiieeieeennns 202 178
Ann Taylor Factory Stores ........cccccevveeeennnne 28 13

* Expanded stores are excluded from comparable store sales for the first year following expansion.

Nine Months ended November 2, 2002 Compared to Nine Months ended
November 3, 2001

The Company's net sales for the nine month period ended November 2, 2002
increased $100,566,000, or 10.8 percent, to $1,028,753,000, up from $928,187,000 for
the same period last year. Comparable store sales for the period decreased 0.4
percent, compared to a 9.1 percent decrease for the same period last year.
Comparable store sales by division were down 1.6 percent for Ann Taylor, and up 1.7
percent for Ann Taylor Loft. The increase in net sales is primarily due to an increase in
the number of stores open during the period as compared to the same period last year.

Gross margin as a percentage of net sales for the nine month period ended
November 2, 2002 increased to 54.8 percent, up from 51.7 percent for the same period
last year. The increase in gross margin as a percentage of net sales is the combined
result of higher full price sales and higher margin rates achieved on both full price and
non-full price sales at both divisions.

Selling, general and administrative expenses for the nine month period ended
November 2, 2002 were $456,412,000, or 44.4 percent of net sales, compared to
$413,763,000, or 44.6 percent of net sales, for the same period last year. The
decrease in selling, general and administrative expenses as a percentage of net sales
is primarily the result of efficiencies gained in store operations and lower internet costs,
partially offset by an increase in the provision for management performance bonus.



As a result of the foregoing, the Company had operating income of $107,787,000,
or 10.5 percent of net sales, for the nine month period ended November 2, 2002,
compared to operating income of $57,487,000, or 6.2 percent of net sales, for the same
period last year. There was no goodwill amortization recorded in fiscal 2002, in
accordance with SFAS No. 142, which the Company adopted in February 2002. The
Company recorded $8,280,000 in goodwill amortization during the nine month period
ended November 3, 2001. Operating income for the fiscal 2001 year-to-date period,
without giving effect to goodwill amortization, was $65,767,000, or 7.1 percent of net
sales.

Interest income for the nine month period ended November 2, 2002 was
$2,352,000, compared to $1,100,000 for the same period last year. The increase is
primarily attributable to higher cash on hand, offset somewhat by lower interest rates.

Interest expense for the nine month period ended November 2, 2002 was
$5,163,000, compared to $5,015,000 for the same period last year.

The income tax provision was $40,941,000, or 39.0 percent of income before
income taxes, for the nine month period ended November 2, 2002, compared to
$24,135,000, or 45.1 percent of income before income taxes, for the same period last
year. The decrease in the effective income tax rate is primarily the result of non-
deductible goodwill expense, which, as previously discussed, was not recorded in fiscal
2002.

As a result of the foregoing factors, the Company had net income of $64,035,000,
or 6.2 percent of net sales, for the nine month period ended November 2, 2002,
compared to net income of $29,437,000, or 3.2 percent of net sales, for the same
period last year. Excluding the amortization of goodwill, net income during the nine
month period ended November 3, 2001 would have been $37,421,000, or 4.0 percent
of net sales.

Statement Regarding Forward-Looking Disclosures

Sections of this Quarterly Report on Form 10-Q, 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

O



store traffic or consumer spending habits; effectiveness of the Company's brand
awareness and marketing programs; 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; work
stoppages, slowdowns or strikes; 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.

-10-



ltem 4. Controls and Procedures

Under the supervision and with the participation of the Company’s management,
including the Chief Executive Officer and Chief Financial Officer, the Company has
conducted an evaluation of the effectiveness of the design and operation of its
disclosure controls and procedures (as such term is defined in Rules 13a-14(c) and
15d-14(c) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”)) as of a date within 90 days of the filing of this quarterly report (the “Evaluation
Date”). Based on such evaluation, the Chief Executive Officer and Chief Financial
Officer have concluded that, as of the Evaluation Date, the Company’s disclosure
controls and procedures are effective in alerting them on a timely basis to material
information relating to the Company (including its consolidated subsidiaries) required to
be included in the Company’s reports filed or submitted under the Exchange Act. There
were no significant changes in the Company’s internal controls or in other factors that
could significantly affect such controls subsequent to the Evaluation Date, including any
corrective actions with regard to significant deficiencies and material weaknesses.



PART Il. OTHER INFORMATION

Item 6. Exhibits and Reports on Form 8-K

(@)

(b)

Exhibits:

Exhibit
Number Description

99.1 Certification of chief executive officer pursuant to Section
906 of the Sarbanes-Oxley Act of 2002.

99.2 Certification of chief financial officer pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

Reports on Form 8-K:

The following reports on Form 8-K were filed during the quarter covered
by this report:

Date of Report Iltem(s) Reported
8/14/2002 ltem 5 and Iltem 7
8/14/2002 Item 7 and Item 9
8/29/2002 ltem 7

The report on Form 8-K dated August 14, 2002 included the Condensed
Consolidated Statements of Operations for the quarters and six months
ended August 3, 2002 and August 4, 2001 and the Condensed Consolidated
Balance Sheets at August 3, 2002 and February 2, 2002 of AnnTaylor Stores
Corporation.



SIGNATURES

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
thereunto duly authorized.

AnnTaylor, Inc.

Date: _December 13, 2002 By: [s/J. Patrick Spainhour
J. Patrick Spainhour
Chairman and Chief Executive
Officer

Date: _December 13, 2002 By: [s/lJames M. Smith
James M. Smith
Senior Vice President,
Chief Financial Officer and
Treasurer




CERTIFICATION

[, J. Patrick Spainhour, certify that:

1.

2.

| have reviewed this quarterly report on Form 10-Q of AnnTaylor, Inc.;

Based on my knowledge, this quarterly report does not contain any untrue statement of
a material fact or omit to state a material fact necessary to make the statements made,
in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this quarterly report;

Based on my knowledge, the financial statements, and other financial information
included in this quarterly report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report;

The registrant's other certifying officer and | are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures
as of a date within 90 days prior to the filing date of this quarterly report (the
"Evaluation Date"); and

c) presented in this quarterly report our conclusions about the effectiveness of the
disclosure controls and procedures based on our evaluation as of the Evaluation
Date;

The registrant's other certifying officer and | have disclosed, based on our most recent
evaluation, to the registrant's auditors and the audit committee of registrant's board of
directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which
could adversely affect the registrant's ability to record, process, summarize and
report financial data and have identified for the registrant's auditors any material
weaknesses in internal controls; and

-14-



b) any fraud, whether or not material, that involves management or other
employees who have a significant role in the registrant's internal controls; and

6. The registrant's other certifying officer and | have indicated in this quarterly report
whether or not there were significant changes in internal controls or in other factors that
could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: December 13, 2002 [/s/J. Patrick Spainhour
J. Patrick Spainhour
Chairman and Chief Executive
Officer

-15-



CERTIFICATION

[, James M. Smith, certify that:

1.

2.

| have reviewed this quarterly report on Form 10-Q of AnnTaylor, Inc.;

Based on my knowledge, this quarterly report does not contain any untrue statement of
a material fact or omit to state a material fact necessary to make the statements made,
in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this quarterly report;

Based on my knowledge, the financial statements, and other financial information
included in this quarterly report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report;

The registrant's other certifying officer and | are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures
as of a date within 90 days prior to the filing date of this quarterly report (the
"Evaluation Date"); and

c) presented in this quarterly report our conclusions about the effectiveness of the
disclosure controls and procedures based on our evaluation as of the Evaluation
Date;

The registrant's other certifying officer and | have disclosed, based on our most recent
evaluation, to the registrant's auditors and the audit committee of registrant's board of
directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which
could adversely affect the registrant's ability to record, process, summarize and
report financial data and have identified for the registrant's auditors any material
weaknesses in internal controls; and

-16-



b) any fraud, whether or not material, that involves management or other
employees who have a significant role in the registrant's internal controls; and

6. The registrant's other certifying officer and | have indicated in this quarterly report
whether or not there were significant changes in internal controls or in other factors that
could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: December 13, 2002 /s/James M. Smith
James M. Smith
Senior Vice President,
Chief Financial Officer and
Treasurer

-17-



Exhibit Index

Exhibit
Number Description

99.1 Certification of chief executive officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

99.2 Certification of chief financial officer pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.



