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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
client service. Ann Taylor sales associates are trained to assist clients in merchandise selection and
wardrobe coordination, helping them achieve the "Ann Taylor look" while reflecting the clients' personal
styles. Unless the context indicates otherwise, all references herein to the Company include the Company
and its wholly owned subsidiaries.

As of February 1, 2003, the Company operated 584 retail stores in 42 states, the District of
Columbia and Puerto Rico under the names Ann Taylor, Ann Taylor Loft and Ann Taylor Factory Stores.
The Company’'s 350 Ann Taylor stores compete in the “better’-priced market. Approximately 62% of
these stores are located in regional malls, 26% are located in village shops, and 12% are located in
downtown areas. The Company believes that the client 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 clients
are professional women with limited time to shop, who are attracted to Ann Taylor by its focused
merchandising and total wardrobing strategies, personalized client service, efficient store layouts and
continual flow of new merchandise.

As of February 1, 2003, the Company operated 207 Ann Taylor Loft stores. Approximately 52% of
these stores are located in regional malls, 33% are located in lifestyle centers, with the remaining 15%
located in downtown and mill locations. 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, lifestyle centers and urban and village
street locations. During Fiscal 2002, the Company converted 18 Ann Taylor Loft stores located in outlet
centers to Ann Taylor Factory stores. Management believes that Ann Taylor Loft represents a significant
opportunity for the Company to compete in the upper-moderate-priced women'’s apparel market.

At February 1, 2003, the Company also operated 27 Ann Taylor Factory stores in factory outlet
centers, including the 18 Ann Taylor Loft stores located in factory outlet centers that were converted
during Fiscal 2002. Ann Taylor Factory stores serve as a brand-appropriate clearance vehicle for
merchandise from both Ann Taylor and Ann Taylor Loft stores. Additionally, Ann Taylor Factory stores
handle an assortment of current season styles created uniquely for these stores and sold under the Ann
Taylor Factory store label.

In Fiscal 2000, the Company launched anntaylor.com (the “Online Store”), making Ann Taylor
merchandise available for direct retail sale to clients 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 collection.
The Company believes that the Online Store further builds the Ann Taylor brand and enhances the
Company’s relationships with clients, as well as creates the opportunity for sales to new and existing
clients.

In January 2003, the Company launched anntaylorloft.com. The site currently offers clients a
search vehicle for locating stores, as well as the opportunity to sign up to receive catalogs and other
promotional materials via regular mail or email. The site is scheduled for e-commerce in early 2004.

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. 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 client 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;
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
guotas 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. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Statement Regarding Forward-Looking Disclosures”.

ITEM 2. Properties

As of February 1, 2003, the Company operated 584 stores, all of which were leased. Store leases
typically provide for initial terms of ten years, although some leases have shorter or longer initial periods.
Some of the leases grant the Company the right to extend the term for one or two additional five-year
periods. Some leases also contain early termination options, which can be exercised by the Company
under specific conditions. Most of the store leases require the Company 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 the Company to pay real estate taxes, insurance and certain common area
and maintenance costs.

The Company 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.

The Company'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

The Company is 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.


http://www.anntaylor.com/
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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
2002 2001 2000
(52 weeks) (52 weeks) (53 weeks)
Net sales (BO00) .....eeeiiireeeeiiiiee it $ 1,380,966 $ 1,299,573 $ 1,232,776
Total net sales increase
percentage (52-week basis) ......cccccceeeiiiiciiiiineeen, 6.3 % 6.8 % 12.2 %
Total comparable store sales decrease
percentage (52-week basis) ......ccccccevviiiiiiiee e, (3.99% (6.1)% (0.5)%
Net sales per average gross square foot...................... $ 434 $ 452 $ 496
Total store square footage at end of period.................. 3,305,000 3,057,000 2,695,000
Number of:
NEW STOTES ...t e ee ettt 49 67 81
Expanded StOreS.......cooouiiiiiiiiiiieee e --- 6 4
Closed StOreS......coii i 3 7 8
Total stores open at end of period...........coeevveeeeiennn. 584 538 478

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
2002 2001 2000
NEE SAIES ... 100.0% 100.0% 100.0%
Costofsales.....ccccoeiiii 45.9 50.2 50.5
GrOSS MAIGIN .oeeveeeiiiiiiiee e e e e e eeeeeee e e e e e s errrrrree e e e e e anes 54.1 49.8 49.5
Selling, general and administrative expenses ............... 44.3 44.4 40.7
Amortization of goodwill............c..ccccviieeiee i - _ 0.8 _ 09
Operating iINCOME .........uuiiiiiaiiiiiiiiee e 9.8 4.6 7.9
INtErest INCOME .......ceiiiiiiie e 0.2 0.1 0.2
INTErESt EXPENSE ...vvvviiiiiiiiiiiiiiiiiieitiieibbebebebebeeeeeeebeeaeeeeees _05 _05 _0.6
Income before iINCOMe taxes .......cccceevvveeeiiiiiee v 9.5 4.2 7.5
INncome tax ProViSiON.........ccuvvieiieee e 3.7 _ 20 _33
NEL INCOME ... 5.8% _2.2% _4.2%

Fiscal 2002 Compared to Fiscal 2001

The Company's net sales increased to $1,380,966,000 from $1,299,573,000 in Fiscal 2001, an
increase of $81,393,000, or 6.3%. Comparable store sales for Fiscal 2002 decreased 3.9%, compared to
a comparable store sales decrease of 6.1% in Fiscal 2001. By division, Fiscal 2002 comparable store
sales decreased 5.3% for Ann Taylor and 1.0% for Ann Taylor Loft. The increase in net sales was
primarily attributable to the opening of new stores, partially offset by the decrease in comparable store
sales in Fiscal 2002. Management believes that the decrease in comparable store sales was, in part, the
result of client dissatisfaction with certain of the Company's product offerings and merchandise
assortment available in Ann Taylor stores in the Fall 2002 season. Sales were also impacted by an
overall reduction in client spending caused by the current economic environment.

Gross margin as a percentage of net sales increased to 54.1% in Fiscal 2002 from 49.8% in
Fiscal 2001. The increase in gross margin is the combined result of higher full price sales and higher
margin rates achieved on full price and non-full price sales at both divisions. Fiscal 2001 gross margin
was impacted by approximately $4,100,000 in pre-tax nonrecurring charges, which 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.

Selling, general and administrative expenses were $612,479,000, or 44.3% of net sales in Fiscal
2002, compared to $576,584,000, or 44.4% of net sales, in Fiscal 2001. Lower internet costs and reduced
marketing spending were offset by an increase in the provision for management performance bonus and
higher tenancy expenses. Fiscal 2001 selling, general and administrative expenses included
approximately $12,900,000 in pre-tax nonrecurring charges. Approximately $7,200,000 of this amount
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.
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.

Operating income increased to $135,014,000, or 9.8% of net sales in Fiscal 2002, from
$60,141,000, or 4.6% of net sales, in Fiscal 2001. 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 goodwill amortization of $11,040,000, or 0.8% of net sales, during Fiscal 2001.

Interest income was $3,279,000 in Fiscal 2002, compared to $1,390,000 in Fiscal 2001. The
increase was primarily attributable to higher cash on hand during Fiscal 2002 compared to Fiscal 2001,
partially offset by lower interest rates.



Interest expense was $6,886,000 in Fiscal 2002, compared to $6,869,000 in Fiscal 2001. The
weighted average interest rate on the Company's outstanding indebtedness at February 1, 2003 was
3.75%.

The income tax provision was $51,249,000, or 39.0% of income before income taxes in Fiscal
2002, compared to $25,557,000, or 46.8% of income before income taxes in Fiscal 2001. The decrease
in the effective income tax rate is primarily the result of non-deductible goodwill expense incurred in Fiscal
2001, which, as previously discussed, was not recorded in Fiscal 2002.

As a result of the foregoing factors, the Company had net income of $80,158,000, or 5.8% of net
sales for Fiscal 2002, compared to net income of $29,105,000, or 2.2% of net sales, for Fiscal 2001.

Changes in Financial Position

Accounts receivable decreased to $10,367,000 at the end of Fiscal 2002 from $65,598,000 at the
end of Fiscal 2001, a decrease of $55,231,000, or 84.2%. This decrease was primarily attributable to the
sale of the Company’s proprietary credit card accounts receivable.

Merchandise inventories increased to $185,484,000 at February 1, 2003 from $180,117,000 at
February 2, 2002, an increase of $5,367,000 or 3.0%. Merchandise inventories at February 1, 2003 and
February 2, 2002 included approximately $41,771,000 and $37,558,000, 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 new
stores opened since the beginning of the year. Total store square footage increased to approximately
3,305,000 square feet at February 1, 2003 from approximately 3,057,000 square feet at February 2, 2002.
Merchandise inventory on a per-square-foot basis, excluding inventory associated with the Company's
sourcing division, was approximately $43 at the end of Fiscal 2002, compared to $47 at the end of Fiscal
2001. Inventory turned 4.4 times in Fiscal 2002, compared to 4.7 times in Fiscal 2001, 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 increased to $57,058,000 at the end of Fiscal 2002 from $52,011,000 at the
end of Fiscal 2001, an increase of $5,047,000, or 9.7%. The increase in accounts payable is primarily due
to the timing of payments to vendors.

Accrued liabilities increased to $94,137,000 at the end of Fiscal 2002 from $82,007,000 at the end

of Fiscal 2001, an increase of $12,130,000, or 14.8%. The increase in accrued liabilities is primarily
attributable to an increase in the provision for management performance bonus.

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
2002 2001 2000
(dollars in thousands)
Cash provided by operating activities ..............ccccceeevecvneenenn. $155,499 $ 77,598 $ 76,625
WOrking Capital ........ccccoeeveeirieiieciic et $304,076 $190,798 $172,767
CUITENE TALIO ...eee ettt e e 3.01:1 2411 2.22:1
Debt to eqUItY ratio.........eeeeiiieiiiiiieieee e A7:1 .20:1 .20:1



Cash provided by operating activities in Fiscal 2002, as presented on the consolidated statements
of cash flows, primarily resulted from earnings, non-cash charges and increases in accounts payable and
accrued liabilities, partially offset by an increase in merchandise inventories.

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 amended on December 20, 2001 and on August 29, 2002 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 1, 2003 was $175,000,000. Commercial and standby letters of credit
outstanding under the Credit Facility as of February 1, 2003 were approximately $97,114,000. Loans
outstanding under the Credit Facility at any time may not exceed $75,000,000. In addition, the Credit
Facility requires that the outstanding loan balance be reduced to zero for a 30-day period each calendar
year. There were no loans outstanding at any time during Fiscal 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
trademarks, inventory, store furniture and fixtures, of the Company and its subsidiaries, as collateral for
the Company’s obligations under the Credit Facility.

During Fiscal 1999, the Company issued a promissory note, as amended, to ATSC, in an
aggregate of $199,072,000 principal amount at maturity (the “Note Payable to ATSC"). The Note Payable
to ATSC was issued 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
Credit Facility as collateral for ATSC's guarantee of the Company's performance of its obligations under
the Credit Facility.

During Fiscal 2002 the seven-year mortgage loan related to the Company’s distribution center
land and building in Louisville, Kentucky was paid in full. Ann Taylor and its wholly owned subsidiary,
AnnTaylor Distribution Services, Inc., were parties to the $7,000,000 seven-year mortgage loan.

The Company's capital expenditures totaled $45,450,000, $83,693,000 and $83,310,000 in Fiscal
2002, 2001 and 2000, 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 2003 will be
approximately $85,000,000, including capital for new store construction for a planned square footage
increase of approximately 400,000 square feet, or 12%, as well as capital to support continued
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investments in information systems and a refurbishment program for its existing store base. 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.

The Company occupies its retail stores and administrative facilities under operating leases, most
of which are non-cancelable. Some leases contain renewal options for periods ranging from one to ten
years under substantially the same terms and conditions as the original leases. Some leases also contain
early termination options, which can be exercised by the Company under specific conditions. Most of the
store leases require payment of a specified minimum rent, plus a contingent rent based on a percentage
of the store's net sales in excess of a specified threshold. In addition, most of the leases require payment
of real estate taxes, insurance and certain common area and maintenance costs in addition to the future
minimum lease payments shown below.

Future minimum lease payments under non-cancelable operating leases as of February 1, 2003
are as follows:

Fiscal Year (in thousands)
240101 RPN $ 145,759
2004 ..o 144,982
2005 e e aaaaant 136,510
2006 ..o 115,689
2007 e aaaant 106,621
2008 and thereafter.......cccoeeeiveeiiiiiiieee e 386,832
TOtAl e $1,036,393

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 its proprietary credit card portfolio to World Financial
Network National Bank (the “Bank”). The associated gain of $2,095,000 is reported in selling, general and
administrative expenses in the Consolidated Statements of Income for Fiscal 2002. 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 clients. 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 is party to a 3-year contract for services to provide training to store associates, and
maintenance and support for related software. Payments under this contract total $6,500,000 in each of
Fiscal 2003 and Fiscal 2004, and $5,000,000 in Fiscal 2005.

Substantially all full-time employees of the Company are covered under a noncontributory defined
benefit pension plan. The Company’s funding obligations and liability under the terms of the plan are
determined using certain actuarial assumptions, including a discount rate of 6.75% and an expected long-
term rate of return on plan assets of 8.5%. The discount rate selected was determined based on the
change in the Moody's Aa corporate bond yields, which have decreased by 59 basis points over the
course of Fiscal 2002. On this basis, the discount rate utilized was adjusted from 7.50% at February 2,
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2002 to 6.75% at February 1, 2003. The market-related value of plan assets for determining pension
expense is equal to the fair value of plan assets, recognizing gains or losses as they occur. Plan assets
as of February 1, 2003 are allocated 50% in equities, 33% in bond related funds and 17% in short-term
investments. For purposes of developing long-term rates of return, it was assumed that the short-term
investments were reallocated to equities, yielding assumed long-term rates of return of 10% and 6% for
equities and bond-related funds, respectively. In selecting an expected long-term rate of return on plan
assets, consideration was given to the Company’s historical annual rate of return over a 7-year period,
which averaged 8.8% per year. In light of this, and in view of current market conditions, the expected
long-term rate of return on plan assets utilized was reduced from 9.0% for the fiscal year ended February
1, 2003 to 8.5% for the fiscal year ending January 31, 2004.

The Company is self-insured for expenses related to its employee point of service medical and
dental plans, and its worker's compensation plan, up to certain thresholds. Claims filed, as well as claims
incurred but not reported, are accrued based on management's estimates, using information received
from plan administrators, historical analysis, and other relevant data. Management believes that it has
taken reasonable steps to ensure that the Company is adequately accrued for costs incurred related to
these programs at February 1, 2003.

Recent Accounting Pronouncements

Effective February 3, 2002 the Company adopted 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 2003, management determined that there was no
impairment loss related to the net carrying value of the Company’s recorded goodwill.

In July 2001, the Financial Accounting Standards Board (the “FASB”) issued SFAS No. 143,
“Accounting for Asset Retirement Obligations”, which 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. The adoption of SFAS No. 143 has not had 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. The adoption of SFAS No. 144 has had no impact on the
Company’s consolidated financial statements.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and
64, Amendment of FASB Statement No. 13, and Technical Corrections”. SFAS No. 145 primarily affects
the reporting requirements and classification of gains and losses from the extinguishment of debt,
rescinds the transitional accounting requirements for intangible assets of motor carriers, and requires that
certain lease modifications with economic effects similar to sale-leaseback transactions be accounted for
in the same manner as sale-leaseback transactions. SFAS No. 145 is effective for financial statements
issued after April 2002, with the exception of the provisions affecting the accounting for lease transactions,
which should be applied for transactions entered into after May 15, 2002, and the provisions affecting
classification of gains and losses from the extinguishment of debt, which should be applied in fiscal years
beginning after May 15, 2002. Management has determined that the adoption of SFAS No. 145 will have
no immediate impact on the Company’s consolidated financial statements, but will evaluate in future
periods the classification of any debt extinguishment costs in accordance with APB Opinion No. 30
“Reporting the Results of Operations - Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions”.

In June 2002, 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
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(“EITF") 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 adopted SFAS No. 146 during the fourth quarter of Fiscal 2002 with no material
impact on the Company’s consolidated financial statements.

In November 2002, the FASB issued FASB Interpretation (“FIN”) No. 45, “Guarantor’'s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others”.
FIN No. 45 clarifies and expands on existing disclosure requirements for guarantees, and clarifies that a
guarantor is required to recognize, at the inception of the guarantee, a liability equal to the fair value of the
obligation undertaken in issuing the guarantee. The initial recognition and measurement provisions of FIN
No. 45 are applicable on a prospective basis for guarantees issued or modified after December 31, 2002.
The disclosure requirements of FIN No. 45 are effective for financial statements issued after December
15, 2002. The Company adopted FIN No. 45 during the fourth quarter of Fiscal 2002 with no material
impact on the Company’s consolidated financial statements.

In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities — an
Interpretation of Accounting Research Bulletin No. 51”. FIN No. 46 requires unconsolidated variable
interest entities to be consolidated by their primary beneficiaries if the entities do not effectively disperse
the risks and rewards of ownership among their owners and other parties involved. The provisions of FIN
No. 46 are applicable immediately to all variable interest entities created after January 31, 2003 and
variable interest entities in which a company obtains an interest after that date. For variable interest
entities created before January 31, 2003, the provisions of this interpretation are effective July 1, 2003.
Management is currently evaluating the provisions of this interpretation, and does not believe that it will
have a significant impact on the Company’s consolidated financial statements.

Critical Accounting Policies

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, intangible asset impairment, and income taxes. These
policies are further described in the Notes to the Consolidated Financial Statements, and in relevant
sections of this discussion and analysis.

Inventory is valued at the lower of average cost or market, at the individual item level. Market is
determined based on the estimated net realizable value, which is generally the merchandise selling price.
Inventory levels are monitored to identify slow-moving merchandise and broken assortments (items no
longer in stock in a sufficient range of sizes) and markdowns are used to clear such merchandise.
Inventory value is reduced immediately when the selling price is marked below cost. Physical inventory
counts are performed annually each January, and estimates are made for shortage during the period
between the last physical inventory count and the balance sheet date.

Pursuant to the adoption of SFAS No. 142 in February 2002, management performed impairment
testing which considered the Company’s net discounted future cash flows in determining whether an
impairment charge related to the carrying value of the Company’s recorded goodwill was necessary, and
concluded that there was no such impairment loss. This will be reevaluated annually, or more frequently if
necessary, using similar testing. In the case of long-lived tangible assets, if the undiscounted future cash
flows related to the long-lived assets are less than the assets’ carrying value, a similar impairment charge
would be considered. Management’'s estimate of future cash flows is based on historical experience,
knowledge, and market data. These estimates can be affected by factors such as those outlined in the
Statement Regarding Forward-Looking Disclosures.



The Company follows SFAS No. 109 “Accounting for Income Taxes,” which requires the use of
the liability method. Deferred tax assets and liabilities are recognized based on the differences between
the financial statement carrying value of existing assets and liabilities and their respective tax bases.
Inherent in the measurement of these deferred balances are certain judgments and interpretations of
existing tax law and other published guidance as applied to the Company’s operations. No valuation
allowance has been provided for deferred tax assets, since management anticipates that the full amount
of these assets should be realized in the future. The Company's effective tax rate considers
management’s judgment of expected tax liabilities in the various taxing jurisdictions within which it is
subject to tax. The Company has also been involved in both foreign and domestic tax audits. At any
given time, many tax years are subject to audit by various taxing authorities.

Management believes these critical accounting policies represent the more significant judgments
and estimates used in the preparation of the Company’s consolidated financial statements.

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 client 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;
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
guotas 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.

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 1, 2003 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
1, 2003, the Company has no such amounts outstanding. The effect of interest rate changes on the
Company would depend on the amount of indebtedness outstanding at the time and the amount of such
change.
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ITEM 8. Financial Statements and Supplementary Data

The following consolidated financial statements of the Company for the years ended February 1,
2003, February 2, 2002 and February 3, 2001 are included as a part of this Report (See Item 15):

Consolidated Statements of Income for the fiscal years ended February 1, 2003, February 2, 2002
and February 3, 2001.

Consolidated Balance Sheets as of February 1, 2003 and February 2, 2002.

Consolidated Statements of Stockholder's Equity for the fiscal years ended February 1, 2003,
February 2, 2002 and February 3, 2001.

Consolidated Statements of Cash Flows for the fiscal years ended February 1, 2003, February 2,
2002 and February 3, 2001.

Notes to Consolidated Financial Statements.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures

None.
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PART IlI

ITEM 14. 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 annual report (the “Evaluation Date”).
There are inherent limitations to the effectiveness of any system of disclosure controls and procedures,
including the possibility of human error and the circumvention or overriding of the controls and procedures.
Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of
achieving their control objectives. 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.

12
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PART IV

ITEM 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) List of documents filed as part of this Annual Report:

1. The following consolidated financial statements of the Company are filed as part of this
Annual Report:

Independent Auditors’ Report; Consolidated Statements of Income for the fiscal years
ended February 1, 2003, February 2, 2002 and February 3, 2001; Consolidated Balance
Sheets as of February 1, 2003 and February 2, 2002; Consolidated Statements of
Stockholder’s Equity for the fiscal years ended February 1, 2003, February 2, 2002 and
February 3, 2001; Consolidated Statements of Cash Flows for the fiscal years ended
February 1, 2003, February 2, 2002 and February 3, 2001; Notes to Consolidated
Financial Statements.

2. Schedules other than the above have been omitted because they are either not applicable or
the required information has been disclosed in the consolidated financial statements or notes
thereto.

3. The exhibits filed as a part of this Annual Report are listed in the exhibit index below.

(b) Reports on Form 8-K:

The Company filed the following report on Form 8-K during the quarter ended February 1,

2003:
Date of Report Iltem(s) Reported
1/23/03 Item 5 and Item 7

(c) Exhibit Index.

Exhibit Number

3.1 Certificate of Incorporation of the Company, as amended. Incorporated by reference to
Exhibit 3.3 to the Registration Statement of ATSC and Ann Taylor filed on May 3, 1989
(Registration No. 33-28522).

3.2 By-Laws of the Company. Incorporated by reference to Exhibit 3.4 to the Registration
Statement of ATSC and Ann Taylor filed on May 3, 1989 (Registration No. 33-28522).

4.1 Indenture, dated as of June 18, 1999, between the Company, ATSC, and the Bank of New
York, as Trustee. Incorporated by reference to Exhibit 4.01 to the Registration Statement
of ATSC filed on September 13, 1999 (Registration No. 333-86955).

4.2 Rights Agreement, dated as of May 18, 2000, between ATSC and Continental Stock Transfer
& Trust Company. Incorporated by reference to Exhibit 4 of Form 8-K of ATSC filed on
May 23, 2000.

10.1 Lease, dated as of March 17, 1989, between Carven Associates and Ann Taylor concerning
the West 57th Street headquarters. Incorporated by reference to Exhibit 10.21 to the
Registration Statement of ATSC and Ann Taylor filed on May 3, 1989 (Registration No.
33-28522).
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Exhibit Number

10.1.1

10.1.2

10.1.3

10.1.4

10.1.5

10.1.6

10.1.7

10.1.8

10.1.9

10.1.10

10.1.11

10.1.12

10.2

First Amendment to Lease, dated as of November 14, 1990, between Carven Associates and
Ann Taylor. Incorporated by reference to Exhibit 10.17.1 to the Registration Statement of
ATSC filed on April 11, 1991 (Registration No. 33-39905).

Second Amendment to Lease, dated as of February 28, 1993, between Carven Associates
and Ann Taylor. Incorporated by reference to Exhibit 10.17.2 to the Annual Report on
Form 10-K of ATSC filed on April 29, 1993.

Extension and Amendment to Lease dated as of October 1, 1993, between Carven
Associates and Ann Taylor. Incorporated by reference to Exhibit 10.11 to the Form 10-Q
of the Company for the Quarter ended October 30, 1993 filed on November 26, 1993.

Modification of Amendment and Extension to Lease, dated as of April 14, 1994 between
Carven Associates and Ann Taylor. Incorporated by reference to Exhibit 10.15.4 to the
Annual Report on Form 10-K of ATSC filed on April 28, 1995.

Fifth Amendment to Lease, dated as of March 14, 1995, between Carven Associates and Ann
Taylor. Incorporated by reference to Exhibit 10.15.5 to the Annual Report on Form 10-K
of ATSC filed on April 28, 1995.

Sixth Amendment to Lease, dated as of January 5, 1996, between Pacific Metropolitan
Corporation and Ann Taylor. Incorporated by reference to Exhibit 10.8.6 to the Annual
Report on Form 10-K of ATSC filed on April 30, 1998.

Seventh Amendment to Lease, dated as of June 5, 1996, between Pacific Metropolitan
Corporation and Ann Taylor. Incorporated by reference to Exhibit 10.8.7 to the Annual
Report on Form 10-K of ATSC filed on April 30, 1998.

Eighth Amendment to Lease, undated, between Pacific Metropolitan Corporation and Ann
Taylor. Incorporated by reference to Exhibit 10.8.8 to the Annual Report on Form 10-K of
ATSC filed on April 30, 1998.

Ninth Amendment to Lease, dated as of May 13, 1997, between Pacific Metropolitan
Corporation and Ann Taylor. Incorporated by reference to Exhibit 10.8.9 to the Annual
Report on Form 10-K of ATSC filed on April 30, 1998.

Tenth Amendment to Lease, dated as of May 21, 1997, between Pacific Metropolitan
Corporation and Ann Taylor. Incorporated by reference to Exhibit 10.8.10 to the Annual
Report on Form 10-K of ATSC filed on April 30, 1998.

Eleventh Amendment to Lease, dated as of May 15, 1998, between Pacific Metropolitan
Corporation and Ann Taylor. Incorporated by reference to Exhibit 10.3.11 to the Annual
Report on Form 10-K of ATSC filed on March 29, 1999.

Sublease Agreement, dated as of February 23, 1999, between Societe Air France (formerly
known as Compagnie Nationale Air France) and the Company. Incorporated by reference
to Exhibit 10.2.12 to the Annual Report on Form 10-K of ATSC filed on April 18, 2000.

Tax Sharing Agreement, dated as of July 13, 1989, between ATSC and Ann Taylor.

Incorporated by reference to Exhibit 10.24 to Amendment No. 2 to the Registration
Statement of ATSC and Ann Taylor filed on July 13, 1989 (Registration No. 33-28522).
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Exhibit Number

"10.3

"10.3.1

"10.3.2

"10.3.3

"10.3.4

"10.4

"10.4.1

*10.5

10.6

"10.6.1

"10.6.2

"10.7

"10.7.1

"10.7.2

The AnnTaylor Stores Corporation 1992 Stock Option and Restricted Stock and Unit Award
Plan, Amended and Restated as of February 23, 1994 (the “1992 Plan”). Incorporated by
reference to Exhibit 10.15 to the Annual Report on Form 10-K of ATSC filed on May 1,
1997.

Amendment to the AnnTaylor Stores Corporation 1992 Plan, as approved by stockholders on
June 18, 1997. Incorporated by reference to Exhibit 10.15.1 to the Form 10-Q of ATSC
for the Quarter ended August 2, 1997 filed on September 12, 1997.

Amendment to the AnnTaylor Stores Corporation 1992 Plan dated as of January 16, 1998.
Incorporated by reference to Exhibit 10 of Form 8-K of ATSC filed on March 12, 1998.

Amendment to the AnnTaylor Stores Corporation 1992 Plan dated as of May 12, 1998.
Incorporated by reference to Exhibit 10.16.3 to the Form 10-Q of ATSC for the Quarter
ended April 2, 1998 filed on June 16, 1998.

Amendment to the AnnTaylor Stores Corporation 1992 Plan dated as of March 10, 2000.
Incorporated by reference to Exhibit 10.8.4 to the Annual Report on Form 10-K of ATSC
filed on April 18, 2000.

The AnnTaylor Stores Corporation 2000 Stock Option and Restricted Stock Award Plan (the
"2000 Plan™). Incorporated by reference to Exhibit 10.4 to the Annual Report on Form 10-
K of ATSC filed on April 1, 2003.

First Amendment to the 2000 Plan, adopted January 29, 2002. Incorporated by reference to
Exhibit 10.18.1 to the Annual Report on Form 10-K of ATSC filed on April 4, 2002.

AnnTaylor Stores Corporation 2002 Stock Option and Restricted Stock and Unit Award Plan.
Incorporated by reference to Exhibit 10.9 to the Annual Report on Form 10-K of ATSC
filed on April 4, 2002.

AnnTaylor Stores Corporation Amended and Restated Management Performance
Compensation Plan, as approved by stockholders on June 18, 1997. Incorporated by
reference to Exhibit 10.16 to the Form 10-Q of ATSC for the Quarter ended August 2,
1997 filed on September 12, 1997.

Amendment to the AnnTaylor Stores Corporation Amended and Restated Management
Performance Compensation Plan dated as of March 12, 1998. Incorporated by reference
to Exhibit 10.17.1 to the Annual Report on Form 10-K of ATSC filed on April 30, 1998.

Amendment to the AnnTaylor Stores Corporation Amended and Restated Management
Performance Compensation Plan, dated as of March 10, 2000. Incorporated by reference
to Exhibit 10.9.2 to the Annual Report on Form 10-K of ATSC filed on April 18, 2000.

AnnTaylor Stores Corporation Deferred Compensation Plan ("Deferred Compensation Plan®).
Incorporated by reference to Exhibit 10.33 to the Annual Report on Form 10-K of ATSC
filed on April 28, 1995.

Amendment to the Deferred Compensation Plan as approved by the Board of Directors on
August 11, 1995. Incorporated by reference to Exhibit 10.33.1 to the Form 10-Q of ATSC
for the Quarter ended July 29, 1995 filed on September 11, 1995.

Amendment to the Deferred Compensation Plan, effective as of January 1, 2002.
Incorporated by reference to Exhibit 10.11.2 to the Annual Report on Form 10-K of ATSC
filed on April 4, 2002.
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Exhibit Number

10.8

10.8.1

10.8.2

*10.9

"10.9.1

*10.10

"10.11

*10.12

*10.13

"10.13.1

10.13.2

"10.14

Amended and Restated Credit Agreement (“Credit Agreement”), dated as of April 30, 2001,
among AnnTaylor, Inc., as Borrower, Bank of America, N.A., as Administrative Agent, The
CIT Group/Business Credit, Inc., Firstar Bank, N.A., and Transamerica Business Capital
Corporation, as Co-Agents, The Chase Manhattan Bank and First Union National Bank,
as Syndication Agents, Fleet National Bank, as Documentation Agent, and Bank of
America, N.A., The Chase Manhattan Bank, and First Union National Bank, as Issuing
Banks and the Lenders from time to time party thereto. Incorporated by reference to
Exhibit 10.18 to the Form 10-Q of ATSC for the Quarter ended May 5, 2001 filed on June
18, 2001.

Amendment No. 1 to Credit Agreement, dated as of December 20, 2001, by and among
AnnTaylor, Inc., the Guarantors and Bank of America, N.A., as Administrative Agent for
each of the Lenders pursuant to the Credit Agreement. Incorporated by reference to
Exhibit 10.1 on Form 8-K of the Company filed on January 10, 2002.

Amendment No. 2 to the Credit Agreement, dated as of August 29, 2002, by and among
AnnTaylor, Inc., the Guarantors and Bank of America, N.A., as Administrative Agent for
each of the Lenders pursuant to the Credit Agreement. Incorporated by reference to
Exhibit 10.1 on Form 8-K of the Company filed on September 4, 2002.

AnnTaylor Stores Corporation Long-Term Cash Incentive Compensation Plan, as approved
by stockholders on June 17, 1998. Incorporated by reference to Exhibit A to the Proxy
Statement of ATSC dated May 1, 1998 filed on May 6, 1998.

Amendment to the AnnTaylor Stores Corporation Long-Term Cash Incentive Compensation
Plan, dated as of March 10, 2000. Incorporated by reference to Exhibit 10.16.1 to the
Annual Report on Form 10-K of ATSC filed on April 18, 2000.

AnnTaylor Stores Corporation Special Severance Plan, dated as of March 10, 2000.
Incorporated by reference to Exhibit 10.18 to the Annual Report on Form 10-K of ATSC
filed on April 18, 2000.

Employment Agreement dated as of February 1, 1994 between ATSC and Sally Frame
Kasaks. Incorporated by reference to Exhibit 10.8 to the Form 10-Q of ATSC for the
Quarter ended October 29, 1994 filed on December 12, 1994.

Employment Agreement, dated as of January 29, 2002, between ATSC and J. Patrick
Spainhour. Incorporated by reference to Exhibit 10.5 to the Annual Report on Form 10-K
of ATSC filed on April 4, 2002.

Employment Agreement, dated as of March 7, 2001, between ATSC and Barry Erdos ("Erdos
Agreement"). Incorporated by reference to Exhibit 10.17 to the Annual Report on Form
10-K of ATSC filed on April 5, 2001.

Amendment, dated as of June 1, 2001, to the Erdos Agreement. Incorporated by reference to
Exhibit 10.17.1 to the Form 10-Q of ATSC for the Quarter ended May 5, 2001 filed on
June 18, 2001.

Amendment No. 2, dated as of November 25, 2001, to the Erdos Agreement. Incorporated by
reference Exhibit 10.19.2 to the Annual Report on Form 10-K of ATSC filed on April 4,
2002.

Employment Agreement, dated as of April 24, 2001, between ATSC and Kim Roy ("Roy
Agreement"). Incorporated by reference to Exhibit 10.19 to the Form 10-Q of ATSC for
the Quarter ended May 5, 2001 filed on June 18, 2001.
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Exhibit Number

"10.14.1

*10.15

"10.15.1

14

*23

*90.1

*99.2

Amendment No. 1, dated as of November 25, 2001, to the Roy Agreement. Incorporated by
reference to Exhibit 10.20.1 to the Annual Report on Form 10-K of ATSC filed on April 4,
2002.

Employment Agreement, dated as of May 3, 2001, between ATSC and Katherine Lawther Krill
("Krill Agreement™). Incorporated by reference to Exhibit 10.20 to the Form 10-Q of ATSC
for the Quarter ended May 5, 2001 filed on June 18, 2001.

Amendment No. 1, dated as of November 25, 2001, to the Krill Agreement. Incorporated by
reference to Exhibit 10.21.1 to the Annual Report on Form 10-K of ATSC filed on April 4,
2002.

Business Conduct Guidelines. Incorporated by reference to Exhibit 14 to the Annual Report
on Form 10-K of ATSC filed on April 1, 2003.

Consent of Deloitte & Touche LLP.

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

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

* Filed electronically herewith.
* Management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) 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.
By: /s/J. Patrick Spainhour

J. Patrick Spainhour
Chairman and Chief Executive Officer

Date: March 14, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/__J. Patrick Spainhour Chairman and Chief Executive March 14, 2003
J. Patrick Spainhour Officer Date
/s| __Barry Erdos Senior Executive Vice President, March 14, 2003
Barry Erdos Chief Operating Officer Date
and Director
/sl _James M. Smith Senior Vice President, March 14, 2003
James M. Smith Chief Financial Officer Date

Treasurer and Director

s/ Barbara K. Eisenberg Senior Vice President, March 14, 2003
Barbara K. Eisenberg General Counsel, Secretary Date
and Director

/s/ _Sallie A. DeMarsilis Vice President and Controller March 14, 2003
Sallie A. DeMarsilis Date
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CERTIFICATION

I, J. Patrick Spainhour, certify that:

1.

2.

| have reviewed this annual report on Form 10-K of AnnTaylor, Inc.;

Based on my knowledge, this annual 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 annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
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 annual 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
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 annual 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 annual report (the "Evaluation Date"); and

c) presented in this annual 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 functions):

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

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

The registrant's other certifying officer and | have indicated in this annual report whether 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: March 14, 2003 [/s/J. Patrick Spainhour

J. Patrick Spainhour
Chairman and Chief Executive
Officer
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CERTIFICATION

I, James M. Smith, certify that:

1.

2.

| have reviewed this annual report on Form 10-K of AnnTaylor, Inc.;

Based on my knowledge, this annual 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 annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
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 annual 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
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 annual 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 annual report (the "Evaluation Date"); and

c) presented in this annual 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 functions):

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

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

The registrant's other certifying officer and | have indicated in this annual report whether 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: March 14, 2003 /sl James M. Smith

James M. Smith

Senior Vice President,
Chief Financial Officer and
Treasurer
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INDEPENDENT AUDITORS' REPORT

To the Stockholder of
ANNTAYLOR, INC.:

We have audited the accompanying consolidated financial statements of AnnTaylor, Inc. and its
subsidiaries, listed in the accompanying index. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the
financial position of the Company and its subsidiaries at February 1, 2003 and February 2, 2002 and the
results of their operations and their cash flows for each of the three fiscal years in the period ended
February 1, 2003 in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 1 to the consolidated financial statements, the Company changed its
method of accounting for goodwill to conform to Statement of Financial Accounting Standards No. 142.

/s/ DELOITTE & TOUCHE LLP

Deloitte & Touche LLP
New York, New York
February 28, 2003
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ANNTAYLOR, INC.
CONSOLIDATED STATEMENTS OF INCOME
For the Fiscal Years Ended February 1, 2003, February 2, 2002 and February 3, 2001

Fiscal Years Ended

February 1, 2003 February 2, 2002 February 3, 2001

NEL SAIES ...
COoSt Of SAIES ...
GrOSS MAIGIN ..ceiiieiiiiiiiieie et a e
Selling, general and administrative expenses ............
Amortization of goodwill.............cccooiiiiii

Operating iNCOME ........c.vvviiieee e e e
INTEreSt INCOMIE ....vvviiiieeeieieeeeeeeeeeeeeeeeee e e e e eeeeeees
INLEreSt EXPENSE ...vvviiiieiieeeiiie e

Income before iNncome taxes ........oooeveeeeiiiiiieeieeeeeene,
INnCoMe tax ProViSiON.........cccvvveiveeeeeieciiieeee e e s

NEL INCOMEB....ccieei e

See accompanying notes to consolidated financial statements.
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(in thousands, except per share amounts)

$ 1,380,966 $1,299,573 $1,232,776
633,473 651,808 622,036
747,493 647,765 610,740
612,479 576,584 501,460
—— 11,040 11,040
135,014 60,141 98,240
3,279 1,390 2,473
6,886 6,869 7,315
131,407 54,662 93,398
51,249 25,557 41,035
80,158 $__ 29,105 $_ 52,363




ANNTAYLOR, INC.
CONSOLIDATED BALANCE SHEETS
February 1, 2003 and February 2, 2002

February 1, February 2,
2003 2002
ASSETS (in thousands, except per share amounts)
Current assets
Cash and cash equivalents............ccccceve i $ 212,821 $ 30,037
Accounts receivable, Net............ueeiiii i 10,367 65,598
MerchandiSe INVENLOTIES .......ocueeeiiiiiiee et 185,484 180,117
Prepaid expenses and other current assets ..........cccccceeeeiiiiiiieennen. 46,599 50,314
Total CUMTENt @SSELS ....vviiiiiiiiie it 455,271 326,066
Property and equipment, NEt ...........ooiiiiiiiiie e 247,115 250,735
GOOAWIIl, NEL ... e 286,579 286,579
Deferred financing COSES, NetL.........ooiiiiiiiiiiii e 4,170 5,044
Other ASSEIS ....uiiiie it 17,691 14,742
TOtAl ASSELS ..uiiiuiiiiiiie ettt $1,010,826 $_883,166
LIABILITIES AND STOCKHOLDER'S EQUITY
Current liabilities
ACCOUNES PAYADIE ..o $ 57,058 $ 52,011
Accrued salaries and boNUS............oooiiii e 27,567 12,121
ACCIUEA tENANCY ..vvvviieeieiciiiiiiie e e e e e et ee e e e e e s st e e e e e e e s snrnaaeeeaeeseannns 10,808 10,151
Gift certificates and merchandise credits redeemabile...................... 25,637 21,828
ACCIUEA EXPENSES ..evveeeeiiiiiiiiieeeeeesiiteeeeeeeesastntareeaaeesssntnaaeeeaeeseannns 30,125 37,907
Current portion of long-term debt.............oooiiiiiiiiiinii e 1,250
Total current liabilitieS .........ccevviiiiii 151,195 135,268
Long-term debt, Net ... 121,652 118,280
Deferred lease costs and other liabilities..........c.cocoeeiviiiiiie 23,561 17,489
Stockholder’s equity
Common stock, $1.00 par value; 1,000 shares authorized
1 share issued and outstanding ...........cooeecvvieieeeee i 1 1
Additional paid-in capital ...........c..eeeeiiiiiii e 417,568 392,683
REtaiN@d aArNINGS ....uvviiieiee e e e e e e e srraareeae s 296,849 219,445
Total stockholder's equIity ............ccueeeieieiiiiiiiiieeee e, 714,418 612,129
Total liabilities and stockholder’'s equity.........cccccccvveevviciivennnnn. $1,010,826 $_883,166

See accompanying notes to consolidated financial statements.
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ANNTAYLOR, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

(in thousands)

Additional
Common Paid-in Retained
Stock Capital Earnings

(in thousands)

Balance at January 29, 2000.........c.cccceevveeeiivneeesnnnen. $ 1 $377,155 $138,466
NEt INCOME ..eeiiiiiiiiee e --- 52,363
Parent company contributions.............ccocccvvveeennnn. - 6,044

Balance at February 3, 2001 .........cccciiieeeeiiiiiiieeeen. 1 383,199 190,829
NEL INCOME ..o 29,105
Parent company contributions (charges)............... - 9,484 (489)

Balance at February 2, 2002 ...........cccccvveeeeeiicvnnnennn. 1 392,683 219,445
NEt INCOME ..eeeiiiiiiiee e 80,158
Parent company contributions (charges)............... - 24,885 (2,754)

Balance at February 1, 2003 ..........ccccooveeeeeieciecne, $_1 $417,568 $.296,849

See accompanying notes to consolidated financial statements.
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For the Fiscal Years Ended February 1, 2003, February 2, 2002 and February 3, 2001

Total
Stockholder's

Equity

$ 515,622
52,363
6,044
574,029
29,105
8,995
612,129
80,158
22,131

$_714,418




ANNTAYLOR, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Fiscal Years Ended February 1, 2003, February 2, 2002 and February 3, 2001

Fiscal Years Ended

February 1, February 2, February 3,
2003 2002 2001

(in thousands)

Operating activities:
NELINCOME ..t e $ 80,158 $ 29,105 $ 52,363
Adjustments to reconcile net income to net cash
provided by operating activities

Amortization of deferred compensation ..............cccceeee... 5,931 1,841 1,133
Amortization of goodwill .............ccoeeiiiiiiie i 11,040 11,040
Deferred iNnCOMe taxes........cvuveeeieeaiiiiiiiieee e 12,008 (5,115) (3,864)
Depreciation and amortization ............ccccccvveeevevicvinennnn. 47,687 43,529 35,033
Gain on sale of proprietary credit card...........cccccceeeennnee (2,095)
Loss on disposal and write-down of property
and eqUIPMENT ......ooiiiiiiieeee e 1,384 9,483 1,884
NON-CASh INTEIEST......ccviiiiiiiriie e 4,261 4,140 4,247
Provision for loss on accounts receivable...................... 1,443 1,154
Changes in assets and liabilities:
Accounts receivable ... (475) (8,750) (457)
Merchandise INVENtONES..........ccvvveveeeeeiiiiiiieeee e (5,367) (9,486) (30,605)
Prepaid expenses and other current assets.............. (898) 6,948 (12,106)
Other non-current assets and liabilities, net.............. (4,272) (2,303) (3,918)
Accounts payable and accrued expenses................. 17,177 (4,277) 20,721
Net cash provided by operating activities .............ccccvvvvereerinnns 155,499 77,598 76,625
Investing activities:
Proceeds from sale of proprietary credit card ...........ccccocovvennen. 57,800
Purchases of property and equipment .........cccccoiiiiieeieennnnnee. (45,450) (83,693) (83,310)
Net cash provided (used) by investing activities........................ 12,350 (83,693) (83,310)
Financing activities:
Parent company activity .........cccccveveeeiniiiiiieeee e 16,200 7,154 4,911
Payment of financing COSLS ...........iiiiiiiiiiiiiiee e (15) (1,583) (45)
Payments 0N MOMQAgE ......ooocuvveieeiee e e e (1,250) (1,401) (1,300)
Net cash provided by financing activities.............ccccoeeiiiinns 14,935 4,170 3,566
Net increase (decrease) in Cash........ccccccveee i 182,784 (1,925) (3,119)
Cash, beginning of year ... 30,037 31,962 35,081
Cash, end Of YEA ........oviiiiiiei e $212,821 $_ 30,037 $_ 31,962

Supplemental disclosures of cash flow information:
Cash paid during the year for interest ............cocccoveeveeieeieeeneens $_1307 $__2504 $__ 2418
Cash paid during the year for income taxes.........cccceeevcvveeeeenne. $ 40,088 $_19,170 $_ 43,393

See accompanying notes to consolidated financial statements.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

AnnTaylor, Inc. (the “Company” or “Ann Taylor”) is a leading national specialty retailer of better
guality women's apparel, shoes and accessories sold principally under the Ann Taylor and Ann Taylor Loft
brand names. Its principal market consists of the United States. The Company sells its products through
traditional retail stores and over the Internet through its Online Store.

All of the outstanding capital stock of the Company, consisting of one share of common stock, is
owned by AnnTaylor Stores Corporation (“ATSC").

Basis of Presentation

The consolidated financial statements include the accounts of the Company and its subsidiaries.
All intercompany accounts have been eliminated in consolidation.

Fiscal Year

The Company follows the standard fiscal year of the retail industry, which is a 52-or 53-week
period ending on the Saturday closest to January 31 of the following calendar year. All fiscal years
presented include 52 weeks, except the fiscal year ended February 3, 2001, which included 53 weeks.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires Management to make estimates and assumptions that
affect the reported amount of assets and liabilities and disclosures of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from these estimates.

Revenue Recognition

The Company records revenue as merchandise is sold to clients. The Company’'s policy with
respect to gift certificates is to record revenue as the certificates are redeemed for merchandise. Prior to
their redemption, the certificates are recorded as a liability. Amounts related to shipping and handling
billed to clients in a sales transaction are classified as revenue and the costs related to shipping product to
clients (billed and unbilled) are classified as cost of goods sold. Reserves for estimated discounts, returns
and allowances are provided when sales are recorded.

Cash and Cash Equivalents
Cash and short-term highly liquid investments with original maturity dates of three months or less
are considered cash or cash equivalents.

Merchandise Inventories

Merchandise inventories are valued at the lower of average cost or market, at the individual item
level.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

1. Summary of Significant Accounting Policies (Continued)
Cost of Sales

Cost of sales is comprised of direct inventory costs for merchandise sold, including all costs to
transport merchandise from third party suppliers to the Company’s distribution center.
Store Pre-Opening Costs

Non-capital expenditures, such as advertising and payroll costs incurred prior to the opening of a
new store are charged to expense in the period they are incurred.
Property and Equipment

Property and equipment are recorded at cost. Depreciation and amortization are computed on a
straight-line basis over the following estimated useful lives:

BUIIAING -t 40 years

Leasehold improvements.........cccccceevveveieeeeecesssiiieeeeeen, 3-10 years or term of lease, if shorter
Furniture, fixtures and equipment ...........ccccceevviiiiieennn. 2-10 years

SOfWAIE ...t 5 years

Deferred Rent Obligations

Rent expense under non-cancelable operating leases with scheduled rent increases and landlord
incentives is accounted for on a straight-line basis over the lease term. The excess of straight-line rent
expense over scheduled payment amounts and landlord incentives is recorded as a deferred liability.

Deferred Financing Costs

Deferred financing costs are being amortized using the interest method over the term of the
related debt. Accumulated amortization at February 1, 2003 and February 2, 2002 was $4,458,000 and
$3,569,000, respectively.

Finance Service Charge Income

Income from finance service charges relating to customer receivables, which is deducted from
selling, general and administrative expenses, amounted to $1,820,000, $9,354,000 and $8,614,000 in
Fiscal 2002, Fiscal 2001, and Fiscal 2000, respectively.

On February 4, 2002, the Company sold its proprietary credit card portfolio to World Financial
Network National Bank. The associated gain of $2,095,000 is reported in selling, general and
administrative expenses in the Consolidated Statements of Income. In connection with the sale, the
Company contracted with Alliance Data Systems (“ADS") to provide private label credit card services to
proprietary Ann Taylor credit card clients. ADS pays the Company a percentage of all collected finance
charges.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

1. Summary of Significant Accounting Policies (Continued)
Goodwill and Other Long-Lived Assets

ATSC acquired Ann Taylor in a leveraged buyout in 1989. As a result of that transaction,
$380,250,000, representing the excess of the allocated purchase price over the fair value of the Ann
Taylor's net assets, was recorded as goodwill and has been amortized on a straight-line basis through
the end of Fiscal 2001 using an assumed 40 year life. In addition, as a result of the September 1996
acquisition of the operations that became the Company's sourcing division, $38,430,000 of goodwill was
recorded and has been amortized on a straight-line basis through the end of Fiscal 2001 using an
assumed 25 vyear life. The Company adopted Statement of Financial Accounting Standards
(*“SFAS™) No. 142, “Goodwill and Other Intangible Assets” on February 3, 2002. SFAS No. 142 requires
that ratable amortization of goodwill be replaced with periodic tests of the goodwill's impairment. The
Company performed impairment testing which considered the Company’s net discounted future cash
flows to determine whether an impairment charge related to the carrying value of the Company’s recorded
goodwill was necessary, and concluded that there was no such impairment loss at February 1, 2003. This
will be reevaluated annually, or more frequently if necessary, using similar testing. In the case of long-
lived tangible assets, if the undiscounted future cash flows related to the long-lived assets are less than
the assets’ carrying value, a similar impairment charge would be considered. Management's estimate of
future cash flows is based on historical experience, knowledge, and market data.

Net Income, adjusted to exclude the after-tax effect of goodwill amortization, was $39,750,000 and
$63,005,000, for Fiscal 2001 and Fiscal 2000, respectively.

Advertising

Costs associated with the production of advertising, such as printing and other costs, are
expensed as incurred. Costs associated with communicating advertising that has been produced, such as
magazine ads, are expensed when the advertising first takes place. Costs of direct mail catalogs and
postcards are expensed when the advertising arrives in clients’ homes. Advertising costs were
$30,600,000, $34,000,000 and $32,000,000 in Fiscal 2002, 2001 and 2000, respectively.

Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, "Accounting for
Income Taxes", which requires the use of the liability method. Deferred tax assets and liabilities are
recognized based on the differences between the financial statement carrying value of existing assets and
liabilities and their respective tax bases. No valuation allowance has been provided for deferred tax
assets, since management anticipates that the full amount of these assets will be realized in the future.
Under the asset and liability method, deferred tax assets and liabilities are recognized, and income or
expense is recorded, for the estimated future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. The
Company and its domestic subsidiaries file a consolidated Federal income tax return, while the
Company’s foreign subsidiaries file in their respective local jurisdictions.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

1. Summary of Significant Accounting Policies (Continued)
Income Taxes (Continued)

Pursuant to a Tax Sharing Agreement, ATSC and the Company have agreed to elect to file
consolidated income tax returns for federal income tax purposes and may elect to file such returns in
states and other relevant jurisdictions that permit such an election, for income tax purposes. With respect
to such consolidated income tax returns, the Tax Sharing Agreement generally requires the Company to
pay to ATSC the entire tax shown to be due on such consolidated returns, provided that the amount paid
by the Company shall not exceed the amount of taxes that would have been owed by the Company on a
stand-alone basis.

Segments

The Company’s brands have been aggregated into one reportable segment, given the similarity of
the economic characteristics between the operations represented by its brands.

Comprehensive Income

SFAS No. 130, “Comprehensive Income”, requires the presentation of comprehensive income, in
addition to the existing income statement. Comprehensive income is defined as the change in equity
during a period from transactions and other events, excluding changes resulting from investments by
owners and distributions to owners. For all years presented, there are no material items requiring
separate disclosure in accordance with this statement.

Reclassification

Certain Fiscal 2001 and Fiscal 2000 amounts have been reclassified to conform to the Fiscal
2002 presentation.

Recent Accounting Pronouncements

Effective February 3, 2002 the Company adopted 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 2003, management determined that there was no
impairment loss related to the net carrying value of the Company’s recorded goodwill.

In July 2001, the Financial Accounting Standards Board (the “FASB”) issued SFAS No. 143,
“Accounting for Asset Retirement Obligations”, which 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. The adoption of SFAS No. 143 has not had 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 has had no impact on the Company’s consolidated financial statements.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

1. Summary of Significant Accounting Policies (Continued)
Recent Accounting Pronouncements (Continued)

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and
64, Amendment of FASB Statement No. 13, and Technical Corrections”. SFAS No. 145 primarily affects
the reporting requirements and classification of gains and losses from the extinguishment of debt,
rescinds the transitional accounting requirements for intangible assets of motor carriers, and requires that
certain lease modifications with economic effects similar to sale-leaseback transactions be accounted for
in the same manner as sale-leaseback transactions. SFAS No. 145 is effective for financial statements
issued after April 2002, with the exception of the provisions affecting the accounting for lease transactions,
which should be applied for transactions entered into after May 15, 2002, and the provisions affecting
classification of gains and losses from the extinguishment of debt, which should be applied in fiscal years
beginning after May 15, 2002. Management has determined that the adoption of SFAS No. 145 will have
no immediate impact on the Company’s consolidated financial statements, but will evaluate in future
periods the classification of any debt extinguishment costs in accordance with APB Opinion No. 30
“Reporting the Results of Operations - Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions”.

In June 2002, 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") 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 adopted SFAS No. 146 during the fourth quarter of Fiscal 2002 with no material
impact on the Company’s consolidated financial statements.

In November 2002, the FASB issued FASB Interpretation (“FIN”) No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others”.
FIN No. 45 clarifies and expands on existing disclosure requirements for guarantees, and clarifies that a
guarantor is required to recognize, at the inception of the guarantee, a liability equal to the fair value of the
obligation undertaken in issuing the guarantee. The initial recognition and measurement provisions of FIN
No. 45 are applicable on a prospective basis for guarantees issued or modified after December 31, 2002.
The disclosure requirements of FIN No. 45 are effective for financial statements issued after December
15, 2002. The Company adopted FIN No. 45 during the fourth quarter of Fiscal 2002 with no material
impact on the Company’s consolidated financial statements.

In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities — an
Interpretation of Accounting Research Bulletin No. 51". FIN No. 46 requires unconsolidated variable
interest entities to be consolidated by their primary beneficiaries if the entities do not effectively disperse
the risks and rewards of ownership among their owners and other parties involved. The provisions of FIN
No. 46 are applicable immediately to all variable interest entities created after January 31, 2003 and
variable interest entities in which a company obtains an interest after that date. For variable interest
entities created before January 31, 2003, the provisions of this interpretation are effective July 1, 2003.
Management is currently evaluating the provisions of this interpretation, and does not believe that it will
have a significant impact on the Company’s consolidated financial statements.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

2. Long-Term Debt

The following table summarizes long-term debt outstanding at February 1, 2003 and February 2,

2002:
February 1, 2003 February 2, 2002
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(in thousands)

Y o] g (o T=To [ IR UPRTRO $ - $ - $ 1250 $ 1,250
Note Payable to ATSC, Nt .....ccvvveiieeeiiiieee e 121,652 121,652 118,280 118,280
Total debt ..o 121,652 121,652 119,530 119,530
LESS CUITENE POITION. ....uviireeeiiiiiiiiee e e e e eecitire e e e e e s e e e e e e 1,250 1,250
Total long-term debt ..........ccoeeevviiiieiiieece e, $.121.652 $121.652 $.118.280 $.118,280

In accordance with the requirements of SFAS No. 107, "Disclosures about Fair Value of Financial
Instruments"”, the Company determined the estimated fair value of its financial instruments using quoted
market information, as available. As judgment is involved, the estimates are not necessarily indicative of
the amounts the Company could realize in a current market exchange.

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 amended on December 20, 2001 and on August 29, 2002 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 1, 2003 was $175,000,000. Commercial and standby letters of credit
outstanding under the Credit Facility as of February 1, 2003 were approximately $97,114,000. Loans
outstanding under the Credit Facility at any time may not exceed $75,000,000. In addition, the Credit
Facility requires that the outstanding loan balance be reduced to zero for a 30-day period each calendar
year. There were no loans outstanding at any time during fiscal 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.
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

2. Long-Term Debt (Continued)

During Fiscal 1999, the Company issued a promissory note, as amended, to ATSC, in an
aggregate of $199,072,000 principal amount at maturity (the “Note Payable to ATSC"). The Note Payable
to ATSC was issued 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
Credit Facility as collateral for ATSC's guarantee of the Company's performance of its obligations under
the Credit Facility.

During Fiscal 2002, the seven year mortgage loan related to the Company’s distribution center
land and building in Louisville, Kentucky was paid in full. The Company and its wholly owned subsidiary,
AnnTaylor Distribution Services, Inc., were parties to the $7,000,000 seven-year mortgage loan.

3. Preferred Securities

In April and May of Fiscal 1996, ATSC completed the sale of an aggregate of $100,625,000 of
8%2% Company-Obligated Mandatorily Redeemable Convertible Preferred Securities (the “preferred
securities”) issued by its financing vehicle, AnnTaylor Finance Trust, a Delaware business trust (the
“Trust”). On June 29, 1999, the Trust redeemed all of the outstanding preferred securities. All but
$100,000 of the liquidation amount of the preferred securities was tendered for conversion into an
aggregate of 7,675,076 shares of ATSC common stock prior to the redemption date, at a conversion price
of $13.10 per share of ATSC common stock, or 3.817 shares of ATSC common stock per $50 liquidation
amount of the security. Holders of preferred securities that were not tendered for conversion received
105.95% of the liquidation amount of the preferred securities redeemed, plus accrued distributions.

4. Allowance for Doubtful Accounts

As a result of the February 2002 sale of the Company’s proprietary credit card portfolio, as further
described in Note 1, the Company no longer maintains an allowance for doubtful accounts, since the
balance in accounts receivable at February 1, 2003 represents credit card accounts receivable due from
third-party processors. A summary of activity in the allowance for doubtful accounts for the fiscal years
ended February 2, 2002 and February 3, 2001 is as follows:

Fiscal Years Ended

February 2, 2002 February 3, 2001
(in thousands)
Balance at beginning of year ......................... $ 621 $ 666
Provision for loss on accounts receivable ..... 1,443 1,154
Accounts written off ... (1,501) (1,199
Balance at end of year.........ccccccceveeeeivneeenne, $_ 563 $_ 621
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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

5. Commitments and Contingencies
Leases

The Company occupies its retail stores and administrative facilities under operating leases, most
of which are non-cancelable. Some leases contain renewal options for periods ranging from one to ten
years under substantially the same terms and conditions as the original leases. Some leases also contain
early termination options, which can be exercised by the Company under specific conditions. Most of the
store leases require payment of a specified minimum rent, plus a contingent rent based on a percentage
of the store's net sales in excess of a specified threshold. In addition, most of the leases require payment
of real estate taxes, insurance and certain common area and maintenance costs in addition to the future
minimum lease payments shown below.

Future minimum lease payments under non-cancelable operating leases as of February 1, 2003
are as follows:

Fiscal Year (in thousands)
240101 PR $ 145,759
2004 ..o 144,982
200 e e aaaaane 136,510
2006 ..o 115,689
2007 e aaaane 106,621
2008 and thereafter.......ccoooeeiveeiiiiiiieeeeeeeeee e 386,832
TOtAl e $1,036,393

Rent expense for the fiscal years ended February 1, 2003, February 2, 2002 and February 3,
2001 was as follows:
Fiscal Years Ended

February 1, 2003 February 2, 2002 February 3, 2001

(in thousands)

MiNiMUmM rent......ccoooeevieieneeeeeeene $ 123,322 $ 107,858 $ 91,482
Percentage rent.......cccccccveveiiiiiiiin, 1,617 2,006 3,534
TOtal . $.124,939 $_109,864 $_95,016

Other

The Company is party to a 3-year contract for services to provide training to store associates, and
maintenance and support for related software. Payments under this contract total $6,500,000 in each of
Fiscal 2003 and Fiscal 2004, and $5,000,000 in Fiscal 2005.

The Company has been named as a defendant in several legal actions arising from its normal
business activities. 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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ANNTAYLOR, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued)

6. Property and Equipment

Property and equipment consists of the following:
Fiscal Years Ended
February 1, 2003 February 2, 2002
(in thousands)

Land and building .........cccoveeiiiiieciececcecce e $ 10,040 $ 9,415
Leasehold improvements ...........ccccvveeeeeeevcciiieenee e 171,404 161,210
Furniture and fiXtUreS. ... 277,917 246,731
CoNStruction iN ProgresSsS.......uueeeeeeeieiieieeeeeeeessiiinieereeeseennns 19,134 20,181
478,495 437,537

Less accumulated depreciation and amortization .............. 231,380 186,802
Net property and equipment............cccveeeeeeeeniiiinneen. $_247,115 $_250,735

7. Income Taxes

The provision for income taxes for the fiscal years ended February 1, 2003, February 2, 2002 and
February 3, 2001 consists of the following:

Fiscal Years Ended

February 1, February 2, February 3,
2003 2002 2001
(in thousands)
Federal:
CUITENT ...t $ 32,959 $ 27,492 $ 38,082
Deferred........ccooi 10,467 (4,359) (3.047)
Total federal...........uvvvvveiiriiiiiiiiiieiiiieeeeeereeenns 43,426 23,133 35,035
State and local:
LT U] (= o | N 5,726 2,589 6,476
Deferred. ... 1,569 (756) (817)
Total state and local...........ccccvvvvvvviiiierenennnns 7,295 1,833 5,659
Foreign:
CUIMTENT .. e 577 591 471
Deferred. ... (49) --- (130)
Total foreign........c..eeeeeeiiiiii e, 528 591 341
Total..oooo $ 51,249 $_25,557 $_41,035

The reconciliation between the provision for income taxes and the provision for income taxes at
the federal statutory rate for the fiscal years ended February 1, 2003, February 2, 2002 and February 3,
2001 is as follows:

Fiscal Years Ended

February 1, February 2, February 3,
2003 2002 2001
(in thousands, except percentages)
Income before iNCOMe taxes .........c.ccovvereeieenicnieninns $ 131,407 $ 54,662 $ 93,398
Federal statutory rate...........cceeeeieeeiiiiiiiiieeee e, 35% 35% 35%

Provision for income taxes at federal statutory rate ..... $ 45993 $ 19,132 $ 32,689
State and local income taxes, net of federal

income tax benefit ... 5,364 2,916 4,751
Non-deductible amortization of goodwill....................... 3,500 3,500
Earnings of foreign subsidiaries ..........ccccccccee v, (89) 29 78
(@1 1= OO RSURR (19) (20) 17
Provision for inCoOme taxes ........cccccevevveiieesiieresieennens $_ 51249 $_ 25557 $_ 41,035
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7. Income Taxes (Continued)

The tax effects of significant items comprising the Company's deferred tax assets as of February
1, 2003 and February 2, 2002 are as follows:

February 1, 2003 February 2, 2002
(in thousands)

Current:
INVENEOIY ....vi ettt ettt ettt ettt e re et ebeeebeeeaeas $ 5,585 $ 5,929
ACCIUEA EXPENSES.....ueiieeiieeeeeiesiireeee e e e s e estrrareeee e s e snnreaeees 2,540 6,666
Real eState .......eeeiiiiiie (2,928) (2,819)
TOtAl CUMENL....oiiie et $_ 5197 $__ 9,776
Noncurrent:
ACCIUEI EXPENSES.....eeiicveeeieieeectee et e eetee e et e s $ 1,108 $
Depreciation and amortization............cccccoveeiiieeeiee e, (10,282) (1,970)
ReNt EXPENSE ..o 6,950 6,057
OhEE e (332) 765
Total NONCUITENT.......vviieiiiiiec e $_ (2,556) $_ 4852

Income taxes provided reflect the current and deferred tax consequences of events that have
been recognized in the Company's consolidated financial statements or tax returns. U.S. federal income
taxes are provided on unremitted foreign earnings, except those that are considered permanently
reinvested, which at February 1, 2003 amounted to approximately $7,008,000. However, if these earnings
were not considered permanently reinvested, under current law, the incremental tax on such undistributed
earnings would be approximately $2,161,000.

8. Retirement Plans

Savings Plan

The Company maintains a defined contribution 401(k) savings plan for substantially all full-time
employees of the Company and its subsidiaries. Participants may contribute to the plan an aggregate of
up to 10% of their annual earnings. The Company makes a matching contribution of 50% with respect to
the first 3% of each participant's annual earnings contributed to the plan. The Company’s contributions to
the plan for Fiscal 2002, Fiscal 2001 and Fiscal 2000 were $972,000, $950,000 and $792,000,
respectively.

Pension Plan

Substantially all full-time employees of the Company are covered under a noncontributory defined
benefit pension plan, which calculates benefits based on a career average formula. The Company's
funding policy for the plan is to contribute annually the amount necessary to provide for benefits based on
accrued service and projected pay increases. Plan assets consist primarily of cash, equity and fixed
income securities.

The Company's funding obligations and liability under the terms of the plan are determined using
certain actuarial assumptions, including a discount rate of 6.75% and an expected long-term rate of return
on plan assets of 8.5%. The discount rate selected was determined based on the change in the Moody's
Aa corporate bond yields, which have decreased by 59 basis points over the course of Fiscal 2002. On
this basis, the discount rate utilized was adjusted from 7.50% at February 2, 2002 to 6.75% at February 1,
2003. The market-related value of plan assets for determining pension expense is equal to the fair value
of plan assets, recognizing gains or losses as they occur. Plan assets as of February 1,
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8. Retirement Plans

Pension Plan (Continued)

2003 allocated 50% in equities, 33% in bond related funds and 17% in short-term investments. For
purposes of developing long-term rates of return, it was assumed that the short-term investments were
reallocated to equities, yielding assumed long-term rates of return of 10% and 6% for equities and bond-
related funds, respectively. In selecting an expected long-term rate of return on plan assets, consideration
was given to the Company’s historical annual rate of return over a 7-year period, which averaged 8.8% per
year. In light of this, and in view of current market conditions, the expected long-term rate of return on
plan assets utilized was reduced from 9.0% for the fiscal year ended February 1, 2003 to 8.5% for the
fiscal year ending January 31, 2004.

The following table provides information for the pension plan at February 1, 2003, February 2,

2002 and February 3, 2001:

Fiscal Years Ended
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February 1, February 2, February 3,
2003 2002 2001
(in thousands)
Change in benefit obligation:
Benefit obligation, beginning of year..................... $ 9,023 $ 6,782 $ 4,954
SEIVICE COST...vviiiiiiirie i 2,116 1,524 1,206
INTEIEST...cciiiiiiiiiii 735 523 442
ACLUAIIAL [OSS ...eveeveciieeiee e 2,458 1,458 879
Benefits paid........ccccoeeeiiiiii (1,422) (1,264) (699)
Benefit obligation, end of year .............cccceeevvneene $_ 12910 $_ 9,023 $_ 6,782
Change in plan assets:
Fair value of plan assets, beginning of year ......... $ 9,127 $ 9,644 $ 9,489
Actual return on plan assets.........cccccvveeeeeiecennnen, (1,339) (1,091) 854
Employer contribution ...........cccccoiiiiiiens 9,522 1,838 ---
Benefits paid........ccccveeeiiiiiiieee e (1,422) (1,264) (699)
Fair value of plan assets, end of year................... $_ 15,888 $_ 9,127 $_ 9,644
Funded status (fair value of plan assets less
benefit obligation) ...........cccccooviiiiiiiii $ 2,978 $ 104 $ 2,862
Unrecognized net actuarial (gain) l0Ss ................. 7,268 2,710 (763)
Unrecognized prior Service Cost ..........ccccvvveeeenns 44 51 57
Prepaid benefit CoSt........cccovviiiiiiiiiiececceecieie, $_10,290 $__ 2,865 $_ 2,156
Net pension cost includes the following components:
Fiscal Years Ended
February 1, February 2, February 3,
2003 2002 2001
(in thousands)
SEIVICE COSE..uiiiieitieiticitie ettt ettt $ 2,116 $ 1,524 $ 1,206
INEEIESE COSE....eiiiiiieii e 735 523 442
Expected return 0N aSSetS......ccuueiiiiiiiiiiieeeeiiiieeee e (1,021) (924) (831)
Amortization of prior losses (gains) .........cccccvvvveveeeeeeiiiinns 261 Q)
Amortization of prior Service Cost ........ccccceeiiiiiiiiieeeennnne 6 6 6
Net periodic PENSION COSt .....c.vvveeiiiiiee it $_ 2,097 $ 1,129 $ 822
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8. Retirement Plans (Continued)

Pension Plan (Continued)

For the fiscal years ended February 1, 2003, February 2, 2002 and February 3, 2001, the following
actuarial assumptions were used:

Fiscal Years Ended

February 1, February 2, February 3,

2003 2002 2001
DISCOUNT FALE.....cciiviiieiiiiiiie ettt 7.50% 7.75% 8.25%
Long-term rate of return on assets ........cccccvviiiiieeeeennnnnns 9.00% 9.00% 9.00%
Rate of increase in future compensation............ccccccceeen. 4.00% 4.00% 4.00%
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