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PART 1
ITEM 1. BUSINESS.
General

American Eagle Outfitters, Inc., a Delaware corporation, is a leading retailer that operates under the American Eagle
Outfitters®, aerie™ by American Eagle and MARTIN + OSA'™ brands.

American Eagle Outfitters designs, markets and sells its own brand of laidback, current clothing targeting 15 to

25 year-olds, providing high-quality merchandise at affordable prices. We opened our first American Eagle Outfitters
store in the United States in 1977 and expanded the brand into Canada in 2001. American Eagle® also operates
ae.com, which offers additional sizes, colors and styles of favorite AE® merchandise and ships to 41 countries around
the world. AE s original collection includes standards like jeans and graphic Ts, as well as essentials like accessories,
outerwear, footwear, basics and swimwear under our American Eagle Outfitters, American Eagle and AE brand
names.

During Fiscal 2006, American Eagle launched its new intimates brand, aerie by American Eagle ( aerie ). The aerie
collection is available in aerie stores, predominantly all American Eagle stores and at aerie.com. The collection
includes bras, undies, camis, hoodies, robes, boxers, sweats, leggings, fitness apparel and personal care for the AE
girl. Designed to be sweetly sexy, comfortable and cozy, the aerie brand offers AE customers a new way to express
their personal style everyday, from the dormroom to the coffee shop to the classroom.

We also introduced MARTIN + OSA during Fiscal 2006, a concept targeting 28 to 40 year-old women and men,
which offers refined casual clothing and accessories, designed to be valuable, irresistible, inspiring, authentic and
adventurous. In Fiscal 2008, MARTIN + OSA will begin offering merchandise online at martinandosa.com.

In January 2008, we announced plans to launch a new children s apparel brand. 77kids by american eagh ( 77kids )
will offer on-trend, high-quality clothing and accessories for kids age two to 10. The brand will debut worldwide
online at www.77kids.com during Fiscal 2008, with stores in the U.S. expected during 2010.

As used in this report, all references to we, our, andthe Company refer to American Eagle Outfitters, Inc. and its
wholly-owned subsidiaries. American Eagle Outfitters, = American Eagle, AE, andthe AE Brand refer toour U.S. ar
Canadian American Eagle Outfitters stores. AEO Direct refers to our e-commerce operations, ae.com, aerie.com,
martinandosa.com and 77kids.com. Bluenotes refers to the Bluenotes/Thriftys specialty apparel chain which we

operated in Canada prior to its disposition during Fiscal 2004.

As of February 2, 2008, we operated 929 American Eagle Outfitters stores in the United States and Canada, 39 aerie
stand-alone stores and 19 MARTIN + OSA stores.

In December 2004, we completed the disposition of Bluenotes to 6295215 Canada Inc. (the Bluenotes Purchaser ), a
privately held Canadian company. As a result, our Consolidated Statements of Operations and Consolidated
Statements of Cash Flows reflect Bluenotes results of operations as discontinued operations for all periods presented.
See Note 11 of the Consolidated Financial Statements for additional information regarding this transaction.

In January 2006, we entered into an agreement to sell certain assets of National Logistics Services ( NLS ) to 6510965
Canada Inc. (the NLS Purchaser ), a privately held Canadian company. The sale of these assets was completed in
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February 2006, at which time we exited our NLS operations. See Note 11 of the Consolidated Financial Statements
for additional information regarding this transaction

Our financial year is a 52/53 week year that ends on the Saturday nearest to January 31. As used herein, Fiscal 2010,
Fiscal 2009 and Fiscal 2008 refer to the 52 week periods ending January 29, 2011, January 30, 2010, and January 31,

2009, respectively. Fiscal 2007 refers to the 52 week period ended February 2, 2008 and Fiscal 2006 refers to the

53 week period ended February 3, 2007. Fiscal 2005 and Fiscal 2004 refer to the 52 week periods ended January 28,

2006 and January 29, 2005, respectively.

Information concerning our business segments and certain geographic information is contained in Note 2 of the
Consolidated Financial Statements included in this Form 10-K and is incorporated herein by reference.

2
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Growth Strategy

During Fiscal 2007, we continued to make significant progress on our key growth initiatives. As we enter Fiscal 2008,
we remain focused on several well-defined strategies that we have in place to grow our business and sustain our
financial performance. Our primary growth strategies are focused on the following key areas of opportunity:

Real Estate

We are continuing the expansion of our brands throughout the United States and Canada. At the end of Fiscal 2007,
we operated in all 50 states, the District of Columbia, Puerto Rico and Canada. During Fiscal 2007, we opened 80 new
stores, consisting of 27 U.S. AE stores, three Canadian AE stores, 36 aerie stores (including one Canadian aerie store)
and 14 MARTIN + OSA stores. These store openings, offset by four U.S. AE store closings, increased our total store
base by approximately 8% to 987 stores. Additionally, our gross square footage increased by approximately 10%
during Fiscal 2007, with approximately 77% attributable to new store openings and the remaining 23% attributable to
the incremental square footage from 53 store remodels.

In Fiscal 2008, we will continue the accelerated roll-out of aerie by American Eagle. We plan to open approximately
80 stores, all of which will be 3,500 to 4,500 gross square feet. Additionally, we plan to open approximately 40 new
AE stores, 15 MARTIN + OSA stores, as well as remodel approximately 40 to 50 existing AE stores. Our square
footage growth is expected to be approximately 10%. We believe that there are attractive retail locations where we can
continue to open American Eagle stores and our other brands in enclosed regional malls, urban areas and lifestyle
centers.

The table below shows certain information relating to our historical store growth in the U.S. and Canada:

Fiscal Fiscal Fiscal Fiscal Fiscal
2007 2006 2005 2004 2003

Stores at beginning of period 911 869 846 805 753
Stores opened during the period* 80 50 36 50 59
Stores closed during the period* 4) (8) (13) 9 (7
Total stores at end of period** 987 911 869 846 805

* Stores closed during Fiscal 2005 include one AE store closed due to Hurricane Katrina, as well as one AE store
closed due to a fire. The store closed due to fire was reopened during Fiscal 2006 and is included in stores opened
during that period.

**  Fiscal 2005 ending store count includes one AE store that was temporarily closed due to Hurricane Katrina,
which reopened during February 2006.

Remodeling of our AE stores into our current store format is important to enhance our customer s shopping
experience. In order to maintain a balanced presentation and to accommodate additional product categories, we
selectively enlarge our stores during the remodeling process to approximately 6,500 to 7,500 gross square feet, either
within their existing location or by upgrading the store location within the mall. We believe the larger format can
better accommodate our expansion of merchandise categories. We select stores for expansion or relocation based on
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market demographics and store volume forecasts. In 2007, we modified the design of our current store format to be
more efficient and to freshen our brand.

During Fiscal 2007, we remodeled 53 stores in the U.S. to the current store design. Of the 53 remodeled stores, 26
stores were relocated to a larger space within the mall, 24 stores were expanded in place, and three stores were
remodeled within their existing locations. Additionally, one store was refurbished as further discussed below.

We maintain a cost effective store refurbishment program targeted towards our lower volume stores, typically located
in smaller markets. Stores selected as part of this program maintain their current location and size but are updated to

include certain aspects of our current store format, including paint and certain new fixtures.

3

Table of Contents 8



Edgar Filing: AMERICAN EAGLE OUTFITTERS INC - Form 10-K

Table of Contents
Destination AE

Under our Destination AE initiative, we believe that we can leverage the success we have had in making American
Eagle the denim destination brand and increase market share in other brand-defining key categories. In Fiscal 2008,
we expect to build upon this success by continuing to focus on our destination businesses, such as knits, denim,
sweaters, and fleece. Additionally, we believe that our customer loyalty program, the AE All-Access Pass, helps us to
continue making AE a destination for our customers. This program gives us a direct, one-on-one connection with our
best customers and allows us to develop a relationship with these customers while rewarding brand loyalty.

aerie by American Eagle

In the fall of 2006, we launched our new intimates brand, aerie by American Eagle, which targets our core AE
customers. The aerie collection includes bras, undies, camis, hoodies, robes, boxers, sweats, leggings, fitness apparel
and personal care for the AE girl. It is intended to drive store productivity by expanding the product categories and
building upon our experience. The aerie collection is offered in 39 stand-alone stores, predominantly all American
Eagle stores and on aerie.com. Based on the positive customer response to aerie, in early Fiscal 2007 we decided to
accelerate our real estate strategy for this brand. Our accelerated strategy included opening 36 stores during Fiscal
2007 compared to our original plan of 15 store openings during Fiscal 2007. The aerie brand remains a key focus in
Fiscal 2008 with planned openings of approximately 80 stores.

AEO Direct

We sell merchandise via our e-commerce operations, ae.com and aerie.com, which are extensions of the lifestyle that
we convey in our stores. During Fiscal 2007, AEO Direct shipped internationally to 41 countries, providing an
opportunity to grow in regions where we do not currently have store locations. We are continuing to focus on the
growth of AEO Direct through various initiatives, including improved site efficiency and faster check-out, expansion
of sizes and styles, unique online content and targeted marketing strategies. In Fiscal 2008, we plan on expanding
AEO Direct through the addition of e-commerce operations for martinandosa.com and 77kids.com.

MARTIN + OSA

In the fall of 2006, we launched MARTIN + OSA, a concept targeting 28 to 40 year-old women and men. MARTIN +
OSA offers refined casual clothing and accessories, designed to be valuable, irresistible, inspiring, authentic and
adventurous. During Fiscal 2007, we opened 14 MARTIN + OSA stores and we expect to open approximately 15
MARTIN + OSA stores in the United States during Fiscal 2008. Additionally, in Fiscal 2008, MARTIN + OSA will
begin offering merchandise online at martinandosa.com.

77kids by american eagle
In January 2008, we announced plans to launch a new children s apparel brand. 77kids by american eagle will offer
on-trend, high-quality clothing and accessories for kids age two to 10. The brand will debut worldwide online at

www.77kids.com during Fiscal 2008, with stores in the U.S. expected during 2010.
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Consolidated Store Locations

Our stores average approximately 5,800 gross square feet and approximately 4,700 on a selling square foot basis. As
of February 2, 2008, we operated 987 stores in the United States and Canada under the American Eagle Outfitters,
aerie and MARTIN + OSA brands as shown below:

United States, including the District of Columbia and the Commonwealth of Puerto Rico 911 stores

Alabama 19  Illinois 33  Montana 2 Puerto Rico 2
Alaska 4  Indiana 18  Nebraska 6  Rhode Island 3
Arizona 16  Iowa 12 Nevada 7  South Carolina 14
Arkansas 8  Kansas 10  New Hampshire 6  South Dakota 2
California 81  Kentucky 11 New Jersey 26  Tennessee 21
Colorado 15  Louisiana 14 New Mexico 3 Texas 66
Connecticut 14 Maine 3 New York 50  Utah 10
Delaware 4 Maryland 19  North Carolina 27  Vermont 3
District of Columbia 1 Massachusetts 31  North Dakota 4 Virginia 27
Florida 49  Michigan 33 Ohio 38  Washington 19
Georgia 28  Minnesota 18  Oklahoma 12 West Virginia 8
Hawaii 4 Mississippi 7  Oregon 11 Wisconsin 16
Idaho 3 Missouri 17  Pennsylvania 54  Wyoming 2
Canada 76 stores

Alberta 9  New Brunswick 3 Ontario 38

British Columbia 12 Newfoundland 2 Quebec 6

Manitoba 2 Nova Scotia 2 Saskatchewan 2

Purchasing

We purchase merchandise from suppliers who either manufacture their own merchandise, supply merchandise
manufactured by others, or both. During Fiscal 2007, we purchased a majority of our merchandise from non-North
American suppliers.

All of our merchandise suppliers receive a vendor compliance manual that describes our quality standards and
shipping instructions. We maintain a quality control department at our distribution centers to inspect incoming
merchandise shipments for uniformity of sizes and colors, and for overall quality of manufacturing. Periodic
inspections are also made by our employees and agents at manufacturing facilities to identify quality problems prior to
shipment of merchandise.

Corporate Social Responsibility

We are firmly committed to the goal of using only the most highly regarded and efficient suppliers throughout the
world. We require our suppliers to provide a workplace environment that not only meets basic human rights standards,
but also one that complies with all local legal requirements and encourages opportunity for all, with dignity and

respect.

For many years, we have had a policy for the inspection of factories throughout the world where goods are produced
to our order. This inspection process is an important component of our comprehensive vendor compliance program
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that was developed with the assistance of an internationally recognized consulting firm. This program contractually
requires all suppliers to meet our global workplace standards, including human rights standards, as set forth in our
Vendor Code of Conduct. The Vendor Code of Conduct is required to be posted in all factories in the local language.
The program utilizes third party inspectors to audit compliance by vendor factories with our workplace standards and
Vendor Code of Conduct. Additionally, a copy of the Vendor Code of Conduct is posted on our website,
www.ae.com. In Fiscal 2007, we opened a Compliance office in Hong Kong. The key functions
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performed by the AE team there are to validate the inspection reporting of our third-party auditors, and to work with
new and existing factories on issues of remediation. Also in Fiscal 2007, we instituted a process for pre-inspection of
substantially all potential production facilities and expanded our annual re-audit program to include all primary
existing facilities.

Security Compliance

During recent years, there has been an increasing focus within the international trade community on concerns related
to global terrorist activity. Various security issues and other terrorist threats have brought increased demands from the
Bureau of Customs and Border Protection ( CBP ) and other agencies within the Department of Homeland Security that
importers take responsible action to secure their supply chains. In response, we became a certified member of the
Customs Trade Partnership Against Terrorism program ( C-TPAT ) during 2004. C-TPAT is a voluntary program
offered by CBP in which an importer agrees to work with CBP to strengthen overall supply chain security. Our
internal security procedures were reviewed by CBP during February 2005 and a validation of processes with respect to
our external partners was completed in June 2005. We received a formal written validation of our security procedures
from CBP during the first quarter of Fiscal 2006 indicating the highest level of benefits afforded to C-TPAT members.
Additionally, we took significant steps to expand the scope of our security procedures during 2004, including, but not
limited to: a significant increase in the number of factory audits performed; a revision of the factory audit format to
include a review of all critical security issues as defined by CBP; a review of security procedures of our other
international trading partners, including forwarders, consolidators, shippers and brokers; and a requirement that all of
our international trading partners be members of C-TPAT. In Fiscal 2007, we further increased the scope of our
inspection program by performing pre-inspections of substantially all potential production facilities and re-auditing all
primary existing facilities.

Trade Compliance

We act as the importer of record for substantially all of the merchandise we purchase overseas from foreign suppliers.
Accordingly, we have an affirmative obligation to comply with the rules and regulations established for importers by
the CBP regarding issues such as merchandise classification, valuation and country of origin. We have developed and
implemented a comprehensive series of trade compliance procedures to assure that we adhere to all CBP
requirements. In its most recent review and audit of our import operations and procedures, CBP found no
unacceptable risks of non-compliance.

Merchandise Inventory, Replenishment and Distribution

Purchase orders are entered into the merchandise system at the time of order. Merchandise is normally shipped
directly from vendors and routed to our two US distribution centers, one in Warrendale, Pennsylvania and the other in
Ottawa, Kansas, or to our third-party distribution provider in Canada. Historically, our stores in Canada received
merchandise from NLS. Beginning in Fiscal 2006, our stores in Canada receive merchandise through logistics services
provided under a transitional services agreement with the NLS Purchaser, which expires on July 31, 2008. During
Fiscal 2007, we entered into a lease of a 294,000 square foot building to house our Canadian distribution center,
which we plan to place into service in May 2008.

Upon receipt, merchandise is entered into the merchandise system, then processed and prepared for shipment to the
stores or forwarded to a warehouse holding area to be used as store replenishment goods. The allocation of
merchandise among stores varies based upon a number of factors, including geographic location, customer
demographics and store size. Merchandise is shipped to our stores two to five times per week depending upon the
season and store requirements.
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During Fiscal 2007, we completed the first phase of expansion at our Ottawa, Kansas distribution center. The
expansion of the distribution center enabled us to bring the fulfillment services for AEO Direct in house. Previously,
AEO Direct utilized a third party vendor for its fulfillment services. The second phase of the expansion will be
completed in Fiscal 2008 and is deigned to enhance our operating efficiency. Additionally, the expansion is central to
our plans for supporting future growth, especially in areas such as AEO Direct, aerie, MARTIN + OSA and 77kids.

6
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Customer Credit and Returns

We offer our AE customers in the U.S. an American Eagle private label credit card, issued by a third-party bank. We
have no liability to the card issuer for bad debt expense, provided that purchases are made in accordance with the
issuing bank s procedures. We believe that providing in-store credit through use of our proprietary credit card
promotes incremental sales and encourages customer loyalty. Our credit card holders receive special promotional
offers and advance notice of all American Eagle in-store sales events. Our customers in the U.S. and Canada may also
pay for their purchases with American Express®, Discover®, MasterCard®, Visa®, bank debit cards, cash or check.

AE and aerie gift cards can be purchased in our American Eagle and aerie stores, respectively. Both AE and aerie gift
cards are available through ae.com. MARTIN + OSA gift cards are available in our MARTIN + OSA stores. When
the recipient uses the gift card, the value of the purchase is electronically deducted from the card and any remaining
value can be used for future purchases. As of July 2007, we no longer charge a service fee for inactive gift cards.

We offer our customers a hassle-free return policy. We believe that certain of our competitors offer similar credit card
and customer service policies.

Competition

The retail apparel industry, including retail stores and e-commerce, is highly competitive. We compete with various
individual and chain specialty stores, as well as the casual apparel and footwear departments of department stores and
discount retailers, primarily on the basis of quality, fashion, service, selection and price.

Trademarks and Service Marks

We have registered AMERICAN EAGLE OUTFITTERS®, AMERICAN EAGLE®, AE® and AEO® with the United
States Patent and Trademark Office. We have also registered or have applied to register these trademarks with the
registries of many of the foreign countries in which our manufacturers are located and/or where our product is
shipped. We have registered AMERICAN EAGLE OUTFITTERS® and have applied to register AMERICAN
EAGLE™ with the Canadian Trademark Office. In addition, we are exclusively licensed in Canada to use AE"™ and
AEO® in connection with the sale of a wide range of clothing products.

In the United States and around the world, we have also registered, or have applied to register, a number of other
marks used in our business, including aerie™, MARTIN+OSA™ and 77kids by american eaglet™.

These trademarks are renewable indefinitely, as long as they are still in use and their registrations are properly
maintained. We believe that the recognition associated with these trademarks makes them extremely valuable and,
therefore, we intend to use and renew our trademarks in accordance with our business plans.

Employees

As of February 2, 2008, we had approximately 38,700 employees in the United States and Canada, of whom
approximately 32,500 were part-time and seasonal hourly employees. We consider our relationship with our
employees to be good.

Seasonality

Historically, our operations have been seasonal, with a large portion of net sales and net income occurring in the
fourth fiscal quarter, reflecting increased demand during the year-end holiday selling season and, to a lesser extent, the
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third quarter, reflecting increased demand during the back-to-school selling season. During Fiscal 2007, the third and
fourth fiscal quarters accounted for approximately 57% of our sales and approximately 60% of our net income. As a
result of this seasonality, any factors negatively affecting us during the third and fourth fiscal quarters of any year,
including adverse weather or unfavorable economic conditions, could have a material adverse effect on our financial
condition and results of operations for the entire year. Our quarterly results of operations also may fluctuate based
upon such factors as the timing of certain holiday seasons, the number and timing of new store
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openings, the acceptability of seasonal merchandise offerings, the timing and level of markdowns, store closings and
remodels, competitive factors, weather and general economic conditions.

Available Information

Our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments
to those reports are available, free of charge, under the About AE section of our website at www.ae.com. These
reports are available as soon as reasonably practicable after such material is electronically filed with the Securities and
Exchange Commission (the SEC ).

Our corporate governance materials, including our corporate governance guidelines, the charters of our audit,
compensation, and nominating and corporate governance committees, and our code of ethics may also be found under
the About AE section of our website at www.ae.com. Any amendments or waivers to our code of ethics will also be
available on our website. A copy of the corporate governance materials is also available upon written request.

Additionally, our investor presentations are available under the About AE section of our website at www.ae.com.
These presentations are available as soon as reasonably practicable after they are presented at investor conferences.

Certifications

As required by New York Stock Exchange ( NYSE ) Corporate Governance Standards Section 303A.12(a), on July 1,
2007 our Chief Executive Officer submitted to the NYSE a certification that he was not aware of any violation by the
Company of NYSE corporate governance listing standards. Additionally, we filed with this Form 10-K, the Principal
Executive Officer and Principal Financial Officer certifications required under Sections 302 and 906 of the
Sarbanes-Oxley Act of 2002.

ITEM 1A. RISK FACTORS.
Our ability to anticipate and respond to changing consumer preferences and fashion trends in a timely manner

Our future success depends, in part, upon our ability to identify and respond to fashion trends in a timely manner. The
specialty retail apparel business fluctuates according to changes in the economy and customer preferences, dictated by
fashion and season. These fluctuations especially affect the inventory owned by apparel retailers because merchandise
typically must be ordered well in advance of the selling season. While we endeavor to test many merchandise items
before ordering large quantities, we are still susceptible to changing fashion trends and fluctuations in customer
demands.

In addition, the cyclical nature of the retail business requires that we carry a significant amount of inventory,
especially during our peak selling seasons. We enter into agreements for the manufacture and purchase of our private
label apparel well in advance of the applicable selling season. As a result, we are vulnerable to changes in consumer
demand, pricing shifts and the timing and selection of merchandise purchases. The failure to enter into agreements for
the manufacture and purchase of merchandise in a timely manner could, among other things, lead to a shortage of
inventory and lower sales. Changes in fashion trends, if unsuccessfully identified, forecasted or responded to by us,
could, among other things, lead to lower sales, excess inventories and higher markdowns, which in turn could have a
material adverse effect on our results of operations and financial condition.

The effect of competitive pressures from other retailers and other business factors

Table of Contents 16



Edgar Filing: AMERICAN EAGLE OUTFITTERS INC - Form 10-K

The specialty retail industry is highly competitive. We compete primarily on the basis of quality, fashion, service,
selection and price. There can be no assurance that we will be able to successfully compete in the future.

The success of our operations also depends to a significant extent upon a number of factors relating to discretionary
consumer spending, including economic conditions affecting disposable consumer income such as employment,

consumer debt, interest rates and consumer confidence. There can be no assurance that consumer
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spending will not be negatively affected by general or local economic conditions, thereby adversely impacting our
continued growth and results of operations.

Our ability to grow through new store openings and existing store remodels and expansions

Our continued growth and success will depend in part on our ability to open and operate new stores and expand and
remodel existing stores on a timely and profitable basis. During Fiscal 2008, we plan to open approximately 40 new
American Eagle stores in the U.S. and Canada, approximately 80 aerie stand-alone stores and approximately 15
MARTIN + OSA stores. Additionally, we plan to remodel or expand approximately 40 to 50 existing American Eagle
stores during Fiscal 2008. Accomplishing our new and existing store expansion goals will depend upon a number of
factors, including the ability to obtain suitable sites for new and expanded stores at acceptable costs, the hiring and
training of qualified personnel, particularly at the store management level, the integration of new stores into existing
operations and the expansion of our buying and inventory capabilities. There can be no assurance that we will be able
to achieve our store expansion goals, manage our growth effectively, successfully integrate the planned new stores
into our operations or operate our new and remodeled stores profitably.

Our ability to grow through the internal development of new brands

We launched our new brand concepts, MARTIN + OSA and aerie by American Eagle, during Fiscal 2006.
Additionally, in January 2008, we announced the planned launch of 77kids. Our ability to succeed in these new brands
requires significant expenditures and management attention. Additionally, any new brand is subject to certain risks
including customer acceptance, competition, product differentiation, the ability to attract and retain qualified
personnel, including management and designers, and the ability to obtain suitable sites for new stores at acceptable
costs. There can be no assurance that these new brands will grow or become profitable. If we are unable to succeed in
developing profitable new brands, this could adversely impact our continued growth and results of operations.

Our international merchandise sourcing strategy

Substantially all of our merchandise is purchased from foreign suppliers. Although we purchase a significant portion
of our merchandise through a single foreign buying agent, we do not maintain any exclusive commitments to purchase
from any vendor. Since we rely on a small number of foreign sources for a significant portion of our purchases, any
event causing the disruption of imports, including the insolvency of a significant supplier or a significant labor
dispute, could have an adverse effect on our operations. Other events that could also cause a disruption of imports
include the imposition of additional trade law provisions or import restrictions, such as increased duties, tariffs,
anti-dumping provisions, increased Custom s enforcement actions, or political or economic disruptions.

We have a Vendor Code of Conduct that provides guidelines for all of our vendors regarding working conditions,
employment practices and compliance with local laws. A copy of the Vendor Code of Conduct is posted on our
website, www.ae.com. We have a factory compliance program to audit for compliance with the Vendor Code of
Conduct. However, there can be no assurance that our factory compliance program will be effective in discovering
violations. Publicity regarding violation of our Vendor Code of Conduct or other social responsibility standards by
any of our vendor factories could adversely affect our sales and financial performance.

We believe that there is a risk of terrorist activity on a global basis, and such activity might take the form of a physical
act that impedes the flow of imported goods or the insertion of a harmful or injurious agent to an imported shipment.
We have instituted policies and procedures designed to reduce the chance or impact of such actions including, but not
limited to, a significant increase in the number of factory audits performed; a strengthening of our factory audit
protocol to include all critical security issues; the review of security procedures of our other international trading
partners, including forwarders, consolidators, shippers and brokers; and the cancellation of agreements with entities

Table of Contents 18



Edgar Filing: AMERICAN EAGLE OUTFITTERS INC - Form 10-K

who fail to meet our security requirements. In addition, U.S. Customs has recognized us as a validated, tier three
member of the Customs Trade Partnership Against Terrorism program, a voluntary program in which an importer
agrees to work with Customs to strengthen overall supply chain security. However,
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there can be no assurance that terrorist activity can be prevented and we cannot predict the likelihood of any such
activities or the extent of their adverse impact on our operations.

Seasonality

Historically, our operations have been seasonal, with a large portion of net sales and net income occurring in the
fourth fiscal quarter, reflecting increased demand during the year-end holiday selling season and, to a lesser extent, the
third quarter, reflecting increased demand during the back-to-school selling season. During Fiscal 2007, the third and
fourth fiscal quarters accounted for approximately 57% of our sales and approximately 60% of our net income. As a
result of this seasonality, any factors negatively affecting us during the third and fourth fiscal quarters of any year
could have a material adverse effect on our financial condition and results of operations for the entire year. Our
quarterly results of operations also may fluctuate based upon such factors as the timing of certain holiday seasons, the
number and timing of new store openings, the acceptability of seasonal merchandise offerings, the timing and level of
markdowns, store closings and remodels, competitive factors, weather and general economic conditions.

Our reliance on key personnel

Our success depends to a significant extent upon the continued services of our key personnel, including senior
management, as well as its ability to attract and retain qualified key personnel and skilled employees in the future. Our
operations could be adversely affected if, for any reason, one or more key executive officers ceased to be active in our
management.

Our ability to successfully complete important infrastructure projects

We implemented multiple infrastructure projects in Fiscal 2007 and will continue to implement new projects in Fiscal
2008. The major projects in Fiscal 2008 include:

the construction and integration of the second phase of our new corporate headquarters in Pittsburgh,
Pennsylvania;

the second phase of expansion at our Ottawa, Kansas distribution center, as well as the integration of the
facility;

the construction and integration of our new Canadian distribution center; and
the installation of a new point of sale system in all of our stores.

We rely upon our facilities and information systems to support the management of our operations. Any delays or
difficulties in these important projects could have a material adverse impact on our business.

Our reliance on third-party distribution services for our Canadian stores

Our stores in Canada receive merchandise through logistics services provided under a transitional services agreement
with the NLS Purchaser, which will expire in July 2008. Any significant interruption in the logistics services provided
by the NLS Purchaser could have a material adverse effect on the operation of our stores in Canada and on our
financial condition and results. During Fiscal 2007, we entered into a lease of a 294,000 square foot building to house

our Canadian distribution center, which we plan to place into service in May 2008.

Failure to comply with regulatory requirements
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As a public company, we are subject to numerous regulatory requirements. Our policies, procedures and internal
controls are designed to comply with all applicable laws and regulations, including those imposed by the
Sarbanes-Oxley Act of 2002, the SEC and the NYSE. Failure to comply with such laws and regulations could have a
material adverse effect on our reputation, financial condition and on the market price of our common stock.
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Negative conditions in global credit markets may impair our auction rate securities portfolio.

Auction rate securities (  ARS ) are long-term debt instruments with interest rates reset through periodic short-term
auctions. Holders of ARS can either sell into the auction or bid based on a desired interest rate or hold and accept the
reset rate. If there are insufficient buyers, then the auction fails and holders are unable to liquidate their investment
through the auction. A failed auction is not a default of the debt instrument, but does set a new interest rate in
accordance with the original terms of the debt instrument. The result of a failed auction is that the ARS continues to
pay interest in accordance with its terms; however, liquidity for holders is limited until there is a successful auction or
until such time as another market for ARS develops. ARS are generally callable at any time by the issuer. Auctions
continue to be held as scheduled until the ARS matures or until it is called.

As a result of the recent conditions in the global credit markets, we have been unable to liquidate our holdings of
certain ARS because the amount of securities submitted for sale has exceeded the amount of purchase orders for such
securities and the auctions failed. For failed auctions, we continue to earn interest on these investments at the
contractual rate. In the event we need to access these funds, we will not be able to do so until a future auction is
successful, the issuer redeems the securities, a buyer is found outside of the auction process or the securities mature. If
these ARS are unable to successfully clear at future auctions or issuers do not redeem the securities, we may be
required to adjust the carrying value of the securities and record an impairment charge. If we determine that the fair
value of these ARS is temporarily impaired, we would record a temporary impairment within other comprehensive
income, a component of stockholders equity. If it is determined that the fair value of these securities is
other-than-temporarily impaired, we would record a loss in our Consolidated Statements of Operations, which could
materially adversely impact our results of operations and financial condition. Additionally, it may become necessary
to classify failed ARS holdings as long-term investments in our Consolidated Balance Sheets in future periods.

As of February 2, 2008, we had approximately $418 million of investments in ARS. See Note 13 of the Consolidated
Financial Statements for information on a subsequent event related to our auction rate securities.

Other risk factors

Additionally, other factors could adversely affect our financial performance, including factors such as: our ability to
successfully acquire and integrate other businesses; any interruption of our key business systems; any disaster or
casualty resulting in the interruption of service from our distribution centers or in a large number of our stores; any
interruption of key services provided by third party vendors; any interruption of our business related to an outbreak of
a pandemic disease in a country where we source or market our merchandise; changes in weather patterns; the effects
of changes in current exchange rates and interest rates; and international and domestic acts of terror.

The impact of any of the previously discussed factors, some of which are beyond our control, may cause our actual
results to differ materially from expected results in these statements and other forward-looking statements we may
make from time-to-time.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

Not applicable.

ITEM 2. PROPERTIES.

During Fiscal 2007, we completed construction and relocated our corporate headquarters to an 186,000 square foot

building in an urban Pittsburgh, Pennsylvania location. Additionally, we began construction of a 152,000 square foot
building on adjacent land, which will also be used for the relocation and expansion of our corporate headquarters. We
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lease three locations near our headquarters, which are used primarily for store and corporate support services, totaling
approximately 68,000 square feet. These leases expire with various terms through 2022.

We own a 490,000 square foot building located in a suburban area near Pittsburgh, Pennsylvania, which houses our
distribution center and contains approximately 120,000 square feet of office space. We also own a 45,000 square foot
building, which houses our data center. We lease an additional location of approximately 18,000, which is used for
storage space. This lease expires in 2010.

11
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We rent approximately 131,000 square feet of office space in New York, New York for our designers and sourcing
and production teams, as well as for the offices of MARTIN + OSA. The lease for this space expires in May 2016. We
also lease an additional 5,000 square feet of office space in New York, New York, which expires in February 2014.
During Fiscal 2007, we entered into a two additional leases for office space totaling approximately 55,000 square feet,
with various terms expiring through 2018.

We own a distribution facility in Ottawa, Kansas consisting of approximately 940,000 square feet, including a
544,000 square foot expansion which was completed during Fiscal 2007. During Fiscal 2008, we have plans to further
expand the facility by approximately 280,000 square feet. This expanded facility will be used to support new and
existing growth initiatives, including AEO Direct, aerie, MARTIN + OSA and 77kids.

During Fiscal 2007, we entered into a lease of a 294,000 square foot building to house our Canadian distribution
center. The lease expires in 2017.

We also entered into a lease in Fiscal 2007 for a new flagship store in the Time Square area of New York, New York.
The 25,000 square foot location has an initial term of 15 years with three options to renew for five years each. We
anticipate this store to open in late Fiscal 2009.

All of our stores in the United States and Canada are leased. The store leases generally have initial terms of 10 years.
Certain leases also include early termination options, which can be exercised under specific conditions. Most of these
leases provide for base rent and require the payment of a percentage of sales as additional contingent rent when sales
reach specified levels. Under our store leases, we are typically responsible for tenant occupancy costs, including
maintenance and common area charges, real estate taxes and certain other expenses. We have generally been
successful in negotiating renewals as leases near expiration.

ITEM 3. LEGAL PROCEEDINGS.

We are a party to litigation incidental to our business. At this time, our management does not expect the results of the
litigation to be material to our financial position or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
Not applicable.
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PART II

ITEM S. MARKET FOR THE REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Effective March 8, 2007, our common stock began trading on the NYSE under the symbol AEQ. Prior to that time,
our stock was traded on the NASDAQ Stock Market LLC under the symbol AEOS. The following table sets forth the
range of high and low sales prices of the common stock as reported on the NYSE and the NASDAQ Stock Market
during the periods indicated. As of March 14, 2008, there were 774 stockholders of record. However, when including
associates who own shares through our employee stock purchase plan, and others holding shares in broker accounts
under street name, we estimate the stockholder base at approximately 90,000. The following information reflects the
December 2006 three-for-two stock split.

Cash Dividends
Market Price per

For the Quarters Ended High Low Common Share
February 2, 2008 $ 23.94 $ 16.86 $ 0.100
November 3, 2007 $ 27.29 $ 2146 $ 0.100
August 4, 2007 $ 30.19 $ 23.50 $ 0.100
May 5, 2007 $ 33.14 $ 28.18 $ 0.075
February 3, 2007 $ 34.80 $ 29.43 $ 0.075
October 28, 2006 $ 31.50 $ 20.61 $ 0.075
July 29, 2006 $ 24.10 $ 20.07 $ 0.075
April 29, 2006 $ 21.85 $ 16.57 $ 0.050

During Fiscal 2007 and Fiscal 2006, we paid quarterly dividends as shown in the table above. The payment of future
dividends is at the discretion of our Board of Directors (the Board ) and is based on future earnings, cash flow,
financial condition, capital requirements, changes in U.S. taxation and other relevant factors. It is anticipated that any
future dividends paid will be declared on a quarterly basis.
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Performance Graph

The following Performance Graph and related information shall not be deemed soliciting material or to be filed with
the SEC, nor shall such information be incorporated by reference into any future filing under the Securities Act of

1933 or Securities Exchange Act of 1934, each as amended, except to the extent that we specifically incorporate it by
reference into such filing.

The following graph compares the changes in the cumulative total return to holders of our common stock with that of
the NASDAQ Stock Market U.S. Composite Index, S&P Midcap 400, the Dynamic Retail Intellidex and our former
peer group as described below. The comparison of the cumulative total returns for each investment assumes that $100
was invested in our common stock and the respective index on February 1, 2003 and includes reinvestment of all
dividends. The plotted points are based on the closing price on the last trading day of the fiscal year indicated.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN
Among American Eagle Outfitters, Inc., The NASDAQ Composite Index*
The S&P Midcap 400 Index*, The Dynamic Retail Intellidex** And Peer Group Index**

2/1/03 1/31/04 1/29/05 1/28/06 2/3/07 2/2/08
American Eagle Outfitters, Inc. $ 100.00 $ 11347 $302.54 $321.95 $605.25 $447.64
NASDAQ Composite 100.00 156.40 156.66 177.31 192.91 187.21
S&P Midcap 400 100.00 142.73 158.58 193.95 209.40 204.74
Dynamic Retail Intellidex 100.00 124.13 132.12 128.25 135.46 139.29
Peer Group 100.00 152.44 201.44 225.07 244.32 197.40

* For Fiscal 2007 we compared our cumulative total return to the published Standard & Poor s Midcap 400 Index.
Prior to Fiscal 2007, we compared our cumulative total return to the NASDAQ Composite Index. During Fiscal
2007, we transferred the trading of our common stock from the NASDAQ to the NYSE. We believe that the S&P
Midcap 400 Index provides a clear representative sample of our current exchange group and therefore will
provide a meaningful comparison of stock performance.

** For Fiscal 2007 we compared our cumulative total return to the published Dynamic Retail Intellidex. Prior to
Fiscal 2007, we compared our cumulative total return to a custom peer group that consisted of the following
companies: Abercrombie & Fitch Co., Aeropostale, Inc., AnnTaylor Stores Corp., Chico s FAS, Inc., Childrens
Place Retail Stores, Inc., Coach, Inc., Coldwater Creek, Inc., Gap, Inc., Hot Topic, Inc., J. Crew Group, Inc.,
Limited Brands, Inc., New York & Company, Inc., Pacific Sunwear of California, Inc., Quicksilver, Inc., Talbots,
Inc., and Urban Outfitters, Inc. We believe that the comparison to the Dynamic Retail Intellidex provides a more
broadly known index of organizations and therefore will provide a more extensive comparison of stock
performance.
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Issuer Purchases of Equity Securities

The following table provides information regarding our repurchases of our common stock during the three months
ended February 2, 2008.

Maximum Number

Total Number of of
Shares Purchased
Total Average as Shares that May
Price
Number of Paid Part of Publicly Yet be Purchased
Shares Announced Under the
Purchased per Share Programs Program
Period 1) 2) (D3 3)
Month #1 (November 4, 2007
through December 1, 2007) 1,000,000 $ 2144 1,000,000 20,100,000
Month #2 (December 2, 2007
through January 5, 2008) 4,700,000 $ 2065 4,700,000 15,400,000
Month #3 (January 6, 2008
through February 2, 2008) 4,150,843 $ 1841 4,150,000 41,250,000
Total 9,850,843 $ 19.79 9,850,000 41,250,000

(1) All shares purchased during Month #1 and Month #2 were repurchased as part of our publicly announced share
repurchase program. Shares purchased during Month #3 include 4,150,000 shares repurchased as part of our
publicly announced repurchase program and 843 shares repurchased from employees for the payment of taxes in
connection with the vesting of share-based payments.

(2) Average price paid per share excludes any broker commissions paid.

(3) On May 22, 2007, our Board authorized the repurchase of 23.0 million shares of our common stock. In January
2008, our Board authorized the repurchase of an additional 30.0 million shares of our common stock for a total
of 53.0 million shares authorized for repurchase. Of the 41.3 million shares that may yet be purchased under the
program, the authorization relating to 11.3 million shares expires in 2009 and the authorization relating to
30.0 shares million expires in 2010.

Equity Compensation Plan Table

The following table sets forth additional information as of the end of Fiscal 2007, about shares of our common stock
that may be issued upon the exercise of options and other rights under our existing equity compensation plans and
arrangements, divided between plans approved by our stockholders and plans or arrangements not submitted to the
Company s stockholders for approval. The information includes the number of shares covered by, and the weighted
average exercise price of, outstanding options and other rights and the number of shares remaining available for future
grants excluding the shares to be issued upon exercise of outstanding options, warrants, and other rights.
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Column (a)

Number of
Securities
to be Issued Upon

Exercise of

Outstanding
Options,
Warrants and
Rights
Equity compensation plans approved by
stockholders(2) 12,915,576
Equity compensation plans not approved
by stockholders
Total 12,915,576

Column (b)

Weighted-Average
Exercise Price of

Outstanding
Options,

Warrants and

Rights

$ 14.41

$ 14.41

Column (c¢)
Number of
Securities
Remaining
Available

for Issuance
Under
Equity
Compensation
Plans (Excluding
Securities Reflected

in Column (a))(1)

12,278,116

12,278,116

(1) Of the 12,278,116 securities remaining available for issuance under equity compensation plans, 7,552,583 are
available for stock options, stock appreciation rights, dividend equivalents, performance awards or other
non-full value stock awards, and 4,725,533 are available for restricted stock awards, restricted stock units or

other full value stock awards.

(2) Equity compensation plans approved by stockholders include the 1994 Stock Option Plan, the 1999 Stock

Incentive Plan and the 2005 Stock Award and Incentive Plan.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA.

The following Selected Consolidated Financial Data should be read in conjunction with Management s Discussion and
Analysis of Financial Condition and Results of Operations, included 