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ITEM 2.02.

Results of Operations and Financial Condition
The information in this Item 2.02 of Form 8-K, including the accompanying exhibits, shall not be deemed to be “filed” for the purposes of
Section 18 of the Securities and Exchange Act of 1934 (the “Exchange Act”), or otherwise subject to the liability of such section, nor shall such
information be deemed incorporated by reference in any filing under the Securities Act of 1933 or the Exchange Act, regardless of the general
incorporation language of such filing, except as shall be expressly set forth by specific reference in such filing.
On March 8, 2018, American Eagle Outfitters, Inc. (the “Company”) issued a press release announcing, among other things, the Company’s
financial results for the fourth quarter ended February 3, 2018. A copy of this press release is attached hereto as Exhibit 99.1. The Company’s
Management team held a conference call on March 8, 2018 at 9:00 a.m. Eastern Time to review the aforementioned financial results. A replay
of the conference call will be available beginning March 8, 2018 at 12:00 p.m. Eastern Time through March 15, 2018. To listen to the replay,
dial 1-844-512-2921, or internationally dial 1-412-317-6671, and reference confirmation code 13675326. An audio replay of the conference call
will also be available at http://investors.ae.com. A copy of the conference call transcript is attached hereto as Exhibit 99.2.

ITEM 9.01.

Financial Statements and Exhibits

(d) Exhibits
Exhibit No.

Description

99.1*

Press Release dated March 8, 2018 announcing fourth quarter 2017 financial results

99.2*

Conference Call Transcript dated March 8, 2018

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

/s/ Robert L. Madore
Robert L. Madore
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Exhibit 99.1
American Eagle Outfitters Reports Record Fourth Quarter and Fiscal Year Sales
3.8.18
Comp Sales Rise 8% in Fourth Quarter and 4% in Fiscal Year
Strong Start to Spring Season
Raises Quarterly Dividend 10%
PITTSBURGH — (BUSINESS WIRE) — American Eagle Outfitters, Inc. (NYSE:AEO) today reported EPS for the 14 weeks ended February 3, 2018 of $0.52,
compared to $0.30 for the 13 weeks ended January 28, 2017. For the same periods, adjusted EPS was $0.44, which excludes $0.08 of tax benefit discussed below.
This compares to adjusted EPS of $0.39 last year, which excluded $0.09 of charges. Adjusted EPS for the quarter increased 13% compared to last year.
For the 53 weeks ended February 3, 2018, the company reported EPS of $1.13, compared to $1.16 for the 52 weeks ended January 28, 2017. For the same periods,
adjusted EPS of $1.16 excludes $0.08 of tax benefit discussed below, and $0.11 of restructuring and related charges. This compares to adjusted EPS of $1.25 last
year, which excluded $0.09 of charges. The EPS figures refer to diluted earnings per share.
Jay Schottenstein, AEO’s Chief Executive Officer, commented, “I’m pleased that we ended 2017 with a strong quarter, achieving record sales and an EPS increase
over last year. In the fourth quarter we saw an acceleration in sales, continued sequential margin improvement and EPS growth that was on the high end of our
guidance. The digital business continued its exceptional growth, rising over 20% in the quarter, and we were encouraged with improved brick and mortar trends,
delivering positive sales comps in both American Eagle and Aerie stores.”
“Looking ahead to 2018, our brands are well-positioned for growth. American Eagle is a true leader in specialty apparel, with one of the strongest jeans brands in
the market, and Aerie is one of the fastest growing lifestyle brands. We started the spring season with positive momentum, positioning us well for strong results in
2018. The dividend increase we announced today reflects confidence in our business, strong free cash flow and our continued commitment to delivering returns to
shareholders,” Schottenstein continued.
Adjusted amounts are based on Non-GAAP results, as presented in the accompanying GAAP to Non-GAAP reconciliation.
Fourth Quarter 2017 Results
•

Total net revenue for the 14 weeks increased 12% to $1.23 billion compared to $1.10 billion for the 13 week period last year. The 53 rd week provided
an additional $43 million of sales.

•

Consolidated comparable sales for the 14 weeks increased 8% over the comparable 14 week period last year.

•

Gross profit increased to $425 million from $389 million. The gross margin rate decreased 80 basis points to 34.6% of revenue compared to 35.4% last
year. The reduction in margin rate reflects higher promotional activity. Additionally, increased shipping costs and higher compensation were offset by
rent leverage.

•

Selling, general and administrative expense of $264 million leveraged 60 basis points to 21.5% as a rate to revenue. Increased store salaries, due to a
strong holiday season and the extra week, and higher incentive compensation drove the dollar increase from $242 million last year.

•

Operating income of $116 million includes $2 million of restructuring charges. Adjusted operating income increased 10% to $118 million from
$107 million last year, deleveraging 20 basis points to 9.6% as a rate to revenue.

•

Adjusted EPS of $0.44 increased 13% compared to adjusted EPS of $0.39 last year.

Fiscal Year 2017 Results
•

Total net revenue for the 53 weeks increased 5% to $3.80 billion compared to $3.61 billion for the 52 week period last year.

•

Consolidated comparable sales for the 53 weeks increased 4% over the comparable 53 week period last year.

•

Gross profit was up slightly to $1.37 billion, or 36.1% as a rate to revenue. Excluding $2 million of restructuring charges, adjusted gross profit as a
rate to revenue was 36.2% and deleveraged 170 basis points to last year. The reduction in margin rate was primarily due to higher promotional
activity. Additionally, increased delivery to support a strong digital business was offset by rent leverage.

•

Selling, general and administrative expense of $880 million leveraged 60 basis points to 23.2% as a rate to revenue. Increased salaries and advertising
expense drove the dollar increase from $858 million last year.

•

Depreciation expense increased 7% to $167 million compared $157 million last year.

•

Operating income of $303 million includes $22 million of restructuring and related charges. Adjusted operating income decreased 8% to $325 million
from $353 million last year, deleveraging 120 basis points to 8.6%.

•

Adjusted EPS of $1.16 decreased 7% compared to adjusted EPS of $1.25 last year.

Income Taxes
As a result of U.S. tax legislation enacted on December 22, 2017 referred to as the Tax Cuts and Jobs Act, the company realized $0.08 per share of tax benefit,
which is excluded from adjusted earnings. Specifically, these items relate to:
•

Benefit from a lower blended U.S. corporate tax rate in fiscal 2017.

•

Net benefit from the re-measurement of deferred tax balances and the one-time transition tax on un-repatriated earnings of foreign subsidiaries.

•

Benefit from the acceleration of certain deductions into fiscal 2017.

Restructuring and Related Charges
In the fiscal year, the company incurred restructuring and related charges totaling $30 million, or approximately $0.11 per share. This consisted primarily of
charges related to the closure or conversion of international owned and operated stores to licensed partnerships, home office restructuring activities and charges
related to the planned exit of a joint business venture.
Inventory
Total ending inventories at cost increased 11% to $398 million, reflecting investments in bottoms, women’s tops and Aerie apparel to support strong sales trends.
Capital Expenditures
In 2017, capital expenditures totaled $169 million. For fiscal 2018, the company expects capital expenditures to be in the range of $180 million to $190 million,
with more than half related to store remodeling projects and new openings, and the balance to support the digital business, omni-channel tools and general
corporate maintenance.
Quarterly Dividend Increase, Shareholder Returns, and Cash
As a result of our strong cash position, positive free cash flow, and the benefits associated with U.S. tax legislation, we are raising the quarterly dividend 10%, to
$0.1375 per share. This marks the company’s 55 th consecutive quarterly dividend. The $0.1375 dividend was declared on March 7, 2018 and is payable on
April 27, 2018 to stockholders of record at the close of business on April 13, 2018.
During 2017, the company returned $176 million to shareholders through cash dividends and share repurchases. We paid dividends of $89 million and repurchased
six million shares for $88 million. The company ended the year with total cash of $414 million, an increase of $35 million compared to the end of 2016.

Store Information
We ended the year with a total of 1,047 stores. During the year, the company opened 15 AE stores and closed 25, ending the year with 933 AE stores, which
included 116 Aerie side-by-side locations. Additionally, the company opened 15 Aerie stand alone stores and closed 8, ending the year with 109 Aerie stand alone
stores. Internationally, the company ended the year with 214 licensed stores. For additional store information, see the accompanying table.
First Quarter Outlook
Based on an anticipated comparable sales increase in the mid-single digits, management expects first quarter 2018 EPS to be approximately $0.20 to $0.22. This
guidance excludes potential asset impairment and restructuring charges. Last year’s first quarter reported EPS of $0.14 included approximately $0.02 per share of
restructuring and related charges. Excluding these items, last year’s first quarter adjusted EPS was $0.16. See the accompanying table for the GAAP to Non-GAAP
reconciliation.
Conference Call and Supplemental Financial Information
Today, management will host a conference call and real time webcast at 9:00 a.m. Eastern Time. To listen to the call, dial 1-877-407-0789 or internationally dial
1-201-689-8562 or go to http://investors.ae.com to access the webcast and audio replay. Also, a financial results presentation is posted on the company’s website.
Non-GAAP Measures
This press release includes information on non-GAAP financial measures (“non-GAAP” or “adjusted”), including earnings per share information and the
consolidated results of operations excluding non-GAAP items. These financial measures are not based on any standardized methodology prescribed by U.S.
generally accepted accounting principles (“GAAP”) and are not necessarily comparable to similar measures presented by other companies. Management believes
that this non-GAAP information is useful for an alternate presentation of the company’s performance, when reviewed in conjunction with the company’s GAAP
financial statements. These amounts are not determined in accordance with GAAP and therefore, should not be used exclusively in evaluating the company’s
business and operations.
****
About American Eagle Outfitters, Inc.
American Eagle Outfitters, Inc. (NYSE: AEO) is a leading global specialty retailer offering high-quality, on-trend clothing, accessories and personal care products
at affordable prices under its American Eagle Outfitters® and Aerie® brands. The company operates more than 1,000 stores in the United States, Canada, Mexico,
China and Hong Kong, and ships to 81 countries worldwide through its websites. American Eagle Outfitters and Aerie merchandise also is available at more than
200 international locations operated by licensees in 25 countries. For more information, please visit www.ae.com .
SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995
This release and related statements by management contain forward-looking statements (as such term is defined in the Private Securities Litigation Reform Act of
1995), which represent our expectations or beliefs concerning future events, including Fiscal 2018 results. All forward-looking statements made by the company
involve material risks and uncertainties and are subject to change based on many important factors, some of which may be beyond the company’s control. Words
such as “estimate,” “project,” “plan,” “believe,” “expect,” “anticipate,” “intend,” “potential,” and similar expressions may identify forward-looking statements.
Except as may be required by applicable law, we undertake no obligation to publicly update or revise any forward-looking statements whether as a result of new
information, future events or otherwise and even if experience or future changes make it clear that any projected results expressed or implied therein will not be
realized. The following factors, in addition to the risks disclosed in Item 1A., Risk Factors, of the company’s Annual Report on Form 10-K for the fiscal year ended
January 28, 2017 and in any subsequently-filed Quarterly Reports on Form 10-Q filed with the Securities and Exchange Commission in some cases have affected,
and in the future could affect, the company’s financial performance and could cause actual results for Fiscal 2018 and beyond to differ materially from those
expressed or implied in

any of the forward-looking statements included in this release or otherwise made by management: the risk that the company’s operating, financial and capital plans
may not be achieved; our inability to anticipate customer demand and changing fashion trends and to manage our inventory commensurately; seasonality of our
business; our inability to achieve planned store financial performance; our inability to react to raw material cost, labor and energy cost increases; our inability to
gain market share in the face of declining shopping center traffic; our inability to respond to changes in e-commerce and leverage omni-channel demands; our
inability to expand internationally; difficulty with our international merchandise sourcing strategies; challenges with information technology systems, including
safeguarding against security breaches; and changes in global economic and financial conditions, and the resulting impact on consumer confidence and consumer
spending, as well as other changes in consumer discretionary spending habits, which could have a material adverse effect on our business, results of operations and
liquidity.
CONTACT:
Olivia Messina
412-432-3300
LineMedia@ae.com

AMERICAN EAGLE OUTFITTERS, INC.
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)
(unaudited)
February 3,
2018

ASSETS
Cash and cash equivalents
Merchandise inventory
Accounts receivable, net
Prepaid expenses and other
Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Non-current deferred income taxes
Other assets
Total Assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Accounts payable
Accrued compensation and payroll taxes
Accrued rent
Accrued income and other taxes
Unredeemed gift cards and gift certificates
Current portion of deferred lease credits
Other current liabilities and accrued expenses
Total current liabilities
Deferred lease credits
Non-current accrued income taxes
Other non-current liabilities
Total non-current liabilities
Commitments and contingencies
Preferred stock
Common stock
Contributed capital
Accumulated other comprehensive loss
Retained earnings
Treasury stock
Total stockholders’ equity
Total Liabilities and Stockholders’ Equity
Current Ratio

January 28,
2017

$

413,613
398,213
78,304
78,400
968,530
724,239
46,666
15,070
9,344
52,464
$ 1,816,313

$

$

$

236,703
54,324
83,312
12,781
52,347
11,203
34,551
485,221
47,977
7,269
29,055
84,301
—
—
2,496
593,770
(30,795)
1,883,592
(1,202,272)
1,246,791
$ 1,816,313
2.00

378,613
358,446
86,634
77,536
901,229
707,797
49,373
14,887
49,250
60,124
$ 1,782,660
246,204
54,184
78,619
12,220
52,966
12,780
36,810
493,783
45,114
4,537
34,657
84,308
—
—
2,496
603,890
(36,462)
1,775,775
(1,141,130)
1,204,569
$ 1,782,660
1.83

AMERICAN EAGLE OUTFITTERS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars and shares in thousands, except per share amounts)
(unaudited)
GAAP Basis
14 Weeks Ended
13 Weeks Ended
February 3,
% of
January 28,
% of
2018
Revenue
2017
Revenue

Total net revenue
Cost of sales, including certain buying, occupancy and warehousing expenses
Gross profit
Selling, general and administrative expenses
Impairment and restructuring charges
Depreciation and amortization
Operating income
Other income, net
Income before income taxes
Provision for income taxes
Net income
Net income per basic share
Net income per diluted share
Weighted average common shares outstanding - basic
Weighted average common shares outstanding - diluted

$1,228,723
803,603
425,120
263,843
1,723
43,543
116,011
3,959
119,970
26,013
$ 93,957
$
0.53
$
0.52

100.0%
65.4%
34.6%
21.5%
0.1%
3.6%
9.4%
0.3%
9.7%
2.1%
7.6%

177,492
180,189

$1,097,246
708,744
388,502
242,059
21,166
39,403
85,874
1,382
87,256
32,634
$ 54,622
$
0.30
$
0.30

100.0%
64.6%
35.4%
22.1%
1.9%
3.6%
7.8%
0.1%
7.9%
2.9%
5.0%

182,055
185,054

GAAP Basis
53 Weeks Ended
52 Weeks Ended
February 3,
% of
January 28,
% of
2018
Revenue
2017
Revenue

Total net revenue
Cost of sales, including certain buying, occupancy and warehousing expenses
Gross profit
Selling, general and administrative expenses
Impairment and restructuring charges
Depreciation and amortization
Operating income
Other (expense) income, net
Income before income taxes
Provision for income taxes
Net income
Net income per basic share
Net income per diluted share
Weighted average common shares outstanding - basic
Weighted average common shares outstanding - diluted

$3,795,549
2,425,044
1,370,505
879,685
20,611
167,421
302,788
(15,615)
287,173
83,010
$ 204,163
$
1.15
$
1.13
177,938
180,156

100.0%
63.9%
36.1%
23.2%
0.5%
4.4%
8.0%
-0.4%
7.6%
2.2%
5.4%

$3,609,865
2,242,938
1,366,927
857,562
21,166
156,723
331,476
3,786
335,262
122,813
$ 212,449
$
1.17
$
1.16
181,429
183,835

100.0%
62.1%
37.9%
23.8%
0.6%
4.3%
9.2%
0.1%
9.3%
3.4%
5.9%

AMERICAN EAGLE OUTFITTERS, INC.
GAAP TO NON-GAAP RECONCILIATION
(Dollars in thousands, except per share amounts)
(unaudited)
14 Weeks Ended February 3, 2018
Operating
income

GAAP Basis
% of Revenue
Add: Restructuring Charges (1):
Less: Joint Business Venture Charges (2):
Less: U.S. Tax Reform Impact (3):
Non-GAAP Basis
% of Revenue

$116,011
9.4%

Other income

Net income

$

$ 93,957
7.6%

1,723
—
—
1,723
$117,734
9.6%

3,959
0.3%
—
(1,347)
—
(1,347)

$

2,612
0.2%

Diluted
income per
common
share

$

1,073
(839)
(14,948)
(14,714)
$ 79,243
6.4%

0.52

0.00
(0.00)
(0.08)
(0.08)
$

0.44

(1) - $1.7 million pre-tax charges, for corporate and international restructuring.
(2) - $1.3 million pre-tax benefit related to the exit of a joint business venture, recorded within Other income, net.
(3) - $14.9 million of after-tax benefit resulting from the estimated impact of U.S. tax legislation enacted on December 22, 2017, referred to as the Tax Cuts and
Jobs Act and related actions, specifically:
•

The benefit of a lower blended U.S. corporate tax rate in fiscal 2017

•

The net benefit from the re-measurement of deferred tax balances and the one-time transition tax on un-repatriated earnings of foreign subsidiaries

•

The acceleration of certain deductions into fiscal 2017

AMERICAN EAGLE OUTFITTERS, INC.
GAAP TO NON-GAAP RECONCILIATION
(Dollars in thousands, except per share amounts)
(unaudited)
53 Weeks Ended February 3, 2018

GAAP Basis
% of Revenue
Add: Restructuring Charges (1):
Add: Joint Business Venture Charges (2):
Less: U.S. Tax Reform Impact (3):
Non-GAAP Basis
% of Revenue

Gross profit

Operating
income

Other
(expense)
income

$1,370,505
36.1%

$302,788
8.0%

$ (15,615)
-0.4%

1,669
—
—
1,669
$1,372,174
36.2%

22,280
—
—
22,280
$325,068
8.6%

—
7,964
—
7,964
$ (7,651)
-0.2%

Net income

$ 204,163
5.4%

Diluted
income per
common
share

$

14,034
5,031
(14,948)
4,117
$ 208,280
5.5%

1.13

0.08
0.03
(0.08)
0.03
$

1.16

(1) - $22.3 million pre-tax restructuring charges, consisting of:
•

Inventory charges related to the restructuring of the United Kingdom, Hong Kong, and China ($1.7M), recorded as a reduction of Gross Profit

•

Lease buyouts, store closure charges and severance and related charges ($20.6M), which includes charges for the United Kingdom, Hong Kong, and
China and corporate overhead reductions, recorded within Restructuring Charges.

(2) - $8.0 million of net pre-tax charges related to the exit of a joint business venture, recorded within Other (expense) income, net.
(3) - $14.9 million of after-tax benefit resulting from the estimated impact of U.S. tax legislation enacted on December 22, 2017, referred to as the Tax Cuts and
Jobs Act and related actions, specifically:
•

The benefit of a lower blended U.S. corporate tax rate in fiscal 2017

•

The net benefit from the re-measurement of deferred tax balances and the one-time transition tax on un-repatriated earnings of foreign subsidiaries

•

The acceleration of certain deductions into fiscal 2017

AMERICAN EAGLE OUTFITTERS, INC.
GAAP TO NON-GAAP RECONCILIATION
(Dollars in thousands, except per share amounts)
(unaudited)
13 Weeks Ended January 28, 2017
Operating
income

Net income

GAAP Basis
% of Revenue

$ 85,874
7.8%

$ 54,622
5.0%

Add: Asset Impairment and Restructuring
Charges (1):
Tax (2) :
Non-GAAP Basis
% of Revenue

21,166
—
$107,040
9.8%

13,991
3,088
$ 71,701
6.5%

Diluted
income per
common
share

$

0.30

$

0.07
0.02
0.39

(1) - $21.2 million pre-tax asset impairments and restructuring charges relating to our wholly-owned businesses in the United Kingdom and Asia.
(2) - GAAP tax rate included impact of valuation allowances on asset impairment and restructuring charges. Excluding the impact of those items resulted in a
33.9% tax rate for the quarter.

AMERICAN EAGLE OUTFITTERS, INC.
GAAP TO NON-GAAP RECONCILIATION
(Dollars in thousands, except per share amounts)
(unaudited)
52 Weeks Ended January 28, 2017
Diluted
income per
common
share

Operating
income

Net income

GAAP Basis
% of Revenue

$331,476
9.2%

$ 212,449
5.9%

Add: Asset Impairment and Restructuring Charges (1):
Tax (2) :
Non-GAAP Basis
% of Revenue

21,166
—
$352,642
9.8%

13,631
3,447
$ 229,527
6.4%

$

1.16

$

0.07
0.02
1.25

(1) - $21.2 million pre-tax asset impairments and restructuring charges relating to our wholly-owned businesses in the United Kingdom and Asia.
(2) - GAAP tax rate included impact of valuation allowances on asset impairment and restructuring charges. Excluding the impact of those items resulted in a
35.6% tax rate for the year.

AMERICAN EAGLE OUTFITTERS, INC.
GAAP TO NON-GAAP RECONCILIATION
(Dollars in thousands, except per share amounts)
(unaudited)
13 Weeks Ended
April 29, 2017
Diluted income
per common
share

GAAP Basis

$

0.14

$

0.02
0.16

Add:Restructuring Charges (1):
Non-GAAP Basis

(1) - $5.4 million pre-tax restructuring charges for severance and related charges, which includes corporate overhead reductions and charges for the United
Kingdom, Hong Kong, and China.

AMERICAN EAGLE OUTFITTERS, INC.
COMPARABLE SALES RESULTS BY BRAND
(unaudited)

American Eagle Outfitters, Inc. (1)
AE Total Brand (1)
aerie Total Brand (1)

American Eagle Outfitters, Inc. (1)
AE Total Brand (1)
aerie Total Brand (1)
(1)

AEO Direct is included in consolidated and total brand comparable sales.

Fourth Quarter
Comparable Sales
2017
2016

8%

0.4%

5%
34%

-1%
17%

Fiscal Year
Comparable Sales
2017
2016

4%

3%

2%
27%

1%
23%

AMERICAN EAGLE OUTFITTERS, INC.
STORE INFORMATION
(unaudited)
Fourth Quarter
2017

Fiscal Year
2017

Consolidated stores at beginning of period
Consolidated stores opened during the period
AE Brand
aerie
Tailgate Clothing Co.
Todd Snyder
Consolidated stores closed during the period
AE Brand
aerie
Todd Snyder
Total consolidated stores at end of period

1,058

1,050

1,047

2
3
—
—

15
15
—
1

15 - 20
10 - 15
1
1

(12)
(4)
—
1,047

(25)
(8)
(1)
1,047

(10) - (15)
(5) - (10)
—
1,049 - 1,069

Stores remodeled and refurbished during the period
Total gross square footage at end of period (in ‘000)

5
6,580

48
6,580

60-70
Not Provided

214

214

International license locations at end of period (1)
(1)

International license locations are not included in the consolidated store data or the total gross square footage calculation.

Fiscal 2018
Guidance

261

Exhibit 99.2
American Eagle Outfitters, Inc.
Fourth Quarter 2017 Earnings
Conference Call Transcript March 8, 2018
Operator : Greetings and welcome to the American Eagle Outfitters’ Fourth Quarter 2017 Earnings Conference Call. At this time, all participants are in a listenonly mode. A brief question-and-answer session will follow the formal presentation.
[Operator Instructions] As a reminder, this conference is being recorded. It is now my pleasure to introduce your host, Judy Meehan, Vice President of Investor
Relations. Thank you, Ms. Meehan. You may begin.
Judy Meehan – American Eagle Outfitters Inc. – VP, IR: Good morning, everyone. Joining me today for our prepared remarks are Jay Schottenstein, Chief
Executive Officer; Chad Kessler, Global Brand President of the AE Brand; Jen Foyle, Global Brand President of Aerie; and Bob Madore, Chief Financial Officer.
Before we begin today’s call, I need to remind you that we will make certain forward-looking statements. These statements are based upon information that
represents the company’s current expectations or beliefs. The results actually realized may differ materially based on risk factors included in our SEC filings. The
company undertakes no obligation to publicly update or revise any forward-looking statements whether as a result of new information, future events or otherwise
except as required by law.
Also, please note that during this call and in the accompanying press release, certain financial metrics are presented on both a GAAP and non-GAAP adjusted basis.
Reconciliations of adjusted results to the GAAP results are available on the tables attached to the earnings release, which is posted on the company’s website at
www.ae.com in the Investor Relations section. Here, you can also find the fourth quarter investor presentation.
And now, I’d like to turn the call over to Jay.
Jay Schottenstein – American Eagle Outfitters, Inc. – CEO: Okay. Good morning and thank you for joining us.
I’m pleased that we ended 2017 with strong momentum. The fourth quarter was our best of the year. Sales accelerated. Our fourth quarter comp sales increased 8%.
Adjusted EPS grew 13% and was on the high-end of our guidance.
2017 was our third straight year of positive same-store sales. I am proud of how quickly the teams made adjustments to the business after a challenging first half of
the year. This resulted in a recovery of strong sales growth in the second half. American Eagle and Aerie both posted positive brick-and-mortar comps, capitalizing
on improved mall trends. We also demonstrated exceptional growth online. Our fourth quarter gross and operating margins continued on attractive – consistent
sequential improvement. And as Bob will discuss, we expect this positive trend to continue into the first quarter of 2018.
AEO is in excellent financial condition. We ended the year with $414 million in cash and no debt, reflecting confidence in our growth potential and strong free cash
flow. Today, we announced a 10% increase in the cash dividend. Our financial strength has enabled us to invest in our brands, talent and omni-channel capabilities.
As a result, we are operating from a position of strength and we continue to advance what I believe are the best specialty apparel brands in America. The American
Eagle brand has emerged as a true leader in specialty apparel with more

growth ahead, not just in America, but globally. This spring, we open in India and we will continue to grow our global footprint. Getting AE jeans in the hands of
more consumers is our goal. Aerie is one of the fastest growing brands with a very exciting and long runway ahead. We’ll be accelerating our investments in Aerie
to expand our market presence and fuel very strong customer demand.
We’re also investing in our selling channels. Digital sales rose over 20% in the fourth quarter, reaching record levels. This marked our 12th consecutive quarter of
double-digit growth. We achieved two of our highest volume sales days over the holidays with seamless execution.
I’m proud to say that we operate one of the best e-commerce sites in retail at $1 billion in sales with strong profitability. It is also encouraging to see better sales
trends in the brick-and-mortar channel and we are continuing to invest in our store fleet. It is becoming increasingly apparent that the best go-to-market strategy is
the combination of digital and physical store experiences. We will focus on optimizing our business market by market to ensure we have the right stores in the right
location. For AE, we are working on updating our store design to strengthen the appeal and bring a more engaging customer experience.
Our pillars of growth are proven and firmly in place which center on driving market share and profit growth. They are leverage our leading position in AE jeans
and bottoms, increasing our customer reach, accelerate Aerie growth, strengthen customer experience and engagement, and deliver financial returns to create
shareholder value.
I believe now is our time. We have never been stronger as an organization and never as well-positioned for sustained success. American Eagle and Aerie are two
great brands with strong brand equity. Additionally, tax reform will provide incremental cash flow, enabling us to reinvest a portion into further growth and
shareholder returns.
I’m incredibly proud of the entire American Eagle Outfitters’ team for the progress this company has made over the past few years in a midst of significant change.
We have a very healthy business ready for growth. We intend to build on our momentum and I look forward to continued success in 2018.
And now, I will turn the call over to Chad.
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: Thanks, Jay. Good morning, everyone. I’m pleased to report that
American Eagle brand sales accelerated in the fourth quarter, posting a 5% comp increase. It was great to see store traffic and comp store sales turn positive in the
quarter and this trend will continue. Sales were driven by improved traffic and increased transactions. We also saw strong growth in our digital business.
Expecting another promotional holiday season, we took a strong stance to gain market share, win the season and fuel momentum going into spring. Although
markdowns were up, we drove more customers to our brand and, importantly, generated higher merchandise margin dollars. We remain committed to strategically
reducing our go-forward promotional posture. We are off to a good start with our initial spring deliveries.
The AE brand is firing on all cylinders. Our new loyalty program, AEO Connected, continues to attract new customers. In fact, today, our active customers are
spending more money with American Eagle than ever before. We successfully capitalized on our dominance in bottoms and jeans, posting positive comps across
key categories for men’s and women’s. Women’s increased in the low-single digits and men’s in the high-single digits. Men’s tops strengthened, delivering a
positive comp, continuing the great progress made throughout the year.
One of the most important highlights for the American Eagle business continues to be bottoms. The fourth quarter represented our 18th consecutive quarter of
record sales for both genders. Our customers recognize the consistent breadth of styles, quality and value we offer. We view bottoms as an important growth
initiative for the AE business as well as powerful new customer acquisition tool.

Today, less than half of our customers buy jeans. For us, this indicates meaningful upside in the business. We will continue to raise the bar, driving greater and
greater innovation and building stronger awareness around our jeans collection.
At over $3 billion in revenue, the American Eagle brand has had a great success and now stands as the undisputed leader in our space. As we look to the next
billion and beyond, momentum in our bottoms business and growth in loyalty members are key indicators that we are on a path for more market share gains. We’ll
continue building on our brand platform of youth empowerment with our new campaign, AE X ME to create a deeper emotional connection to our customers. And,
of course, we’re highly focused on delivering the most innovative, high-quality merchandise and creating the most seamless and best customer experience with our
leading digital platform and updated store design.
To conclude my remarks, I’m so proud of the incredible position the American Eagle brand holds today. This is our time. We hold leading market share positions
across our most important categories. We are supported by the best creative teams. We have leading operational capabilities and financial strength. That’s giving us
the ability to invest in and grow this amazing brand.
And now, I’ll turn the call over to Jen.
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: Thanks, Chad, and good morning, everyone.
I’m thrilled to announce another outstanding quarter for Aerie. Sales strengthened and we achieved our best quarter yet. In the fourth quarter, we delivered an
industry-leading comp increase of 34%, following a 17% gain last year. This marks the 15th consecutive quarter of positive comps, which is a testament to the
power of our team as well as the uniqueness and relevancy of our brand platforms. I’m extremely proud of the consistent growth we experienced throughout 2017,
in fact we hit a key milestone, reaching $500 million in sales. And, we improved our profit flow through. Our next target of $1 billion is in sight and we can’t wait
to get there!
In the fourth quarter, we saw terrific growth in both our brick-and-mortar stores and in our digital business. We strategically capitalized on the key holiday weeks
with a powerful gifting strategy and distortions into big product categories. In addition to core intimates, we saw excellent growth in our signature active line, as
well as leggings, fleece, swim and accessories. With bras and undies at the core of our brand DNA, we see potential to expand our offerings and more broadly
address our lifestyle needs.
In today’s climate, Aerie is truly resonating with young women and clearly evolving into a real and relevant lifestyle brand. Awareness is at an all-time high and we
are continuing to expand our reach. In 2017, we generated over 8.5 billion media impressions and a 20% increase in social media followers. And we consistently
expanded our customer base at a double-digit pace throughout the year.
As we enter 2018, I’m very excited about what we have in the product pipeline. The creative team continues to push the innovation envelope, developing new ideas
and fabrics, all anchored on quality and value. Within our bra category, 2018 will be about newness and innovation and we will continue to look for opportunities
across the assortment.

Another strategic focus in 2018 is to build synergies with Chad in the AE business as we work to strategically cross customers from AE-only shoppers to become
AE and Aerie shoppers. Today, only 50% of women who shop our AE brand shop Aerie. This represents a tremendous opportunity to introduce new customers to
the Aerie brand.
Let me now briefly turn to our store opening initiatives. We have had an incredible opportunity to expand our brand presence across the country. Customers love
our new store design, which debuted last fall in Miami. And recently, we opened in a mall location with terrific results so far. Our current plan calls for 35 to 40
new Aerie store openings in 2018 with roughly 70% in underpenetrated markets. Everything we do we do for our customers. They inspire us each and every day to
remain real and relevant as we build a lifestyle brand designed for her.
Our new campaign and amazing Role Models, Aly Raisman, Yara Shahidi, Rachel Platten and Iskra Lawrence, embody the very core of Aerie. They are strong,
confident, empowered women who celebrate their real selves. No need for retouching these incredible and beautiful women. We entered spring with tremendous
momentum and we feel great about our potential this season and into the future. Thanks to my amazing team for your unwavering dedication to Aerie. We look
forward to the many new opportunities 2018 brings.
And now, I will turn this call over to Bob.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Thanks, Jen, and good morning, everyone.
I’m pleased with the progress made throughout 2017 and ending the year with adjusted fourth quarter EPS growth of 13% compared to the prior year. As the team
noted, fourth quarter sales accelerated, delivering our best quarter of the year. Margins continued to demonstrate quarterly sequential improvement, which has been
one of our objectives throughout the year.
As I review the quarter and the year, my comments will focus on the adjusted financials, which exclude certain items as detailed in the press release and tabled on
pages 4 through 9 of the investor presentation.
First, looking at the fourth quarter. Total revenue for the 14 weeks increased 12% to $1.23 billion compared to $1.1 billion for the 13-week period last year. Total
revenue grew by $131 million, which included $43 million from the extra week. Comparable sales for the 14 weeks increased 8%, following a slight increase in
comps over the same 14-week period last year. The 8% increase was our strongest comp sales performance since the third quarter of fiscal 2015. Additional sales
information can be found on page 11 of the investor presentation.
By brand, fourth quarter American Eagle comps were up 5% and Aerie comps increased 34%. Both stores and the digital business grew in the quarter with stores
increasing in the low-single digits and digital sales growing over 20%. Digital penetration increased 340 basis points, expanding to just under 31% of revenue in the
fourth quarter compared to 27% a year ago.
Regarding our quality of sale metrics on a consolidated basis, traffic and transactions increased with store traffic posting a positive comp, outperforming the mall
for both brands. Favorable product mix contributed to a low-single-digit increase in the average unit retail price, while the average dollar sale was up slightly.
Gross profit dollars increased $37 million to $425 million, up 9% from $389 million last year. The gross margin declined 80 basis points to 34.6% of revenue
compared to 35.4% last year, the lowest decline of the year. The decrease in margin reflected higher promotional activity. Additionally, increased shipping costs
and higher compensation were offset by rent leverage.

SG&A expense of $264 million leveraged 60 basis points to 21.5% as a rate of revenue, driven by strong sales growth. Increased store salaries in support of a
strong holiday season, incentive compensation and expenses related to the extra week in the fourth quarter drove the dollar increase from $242 million last year.
Depreciation and amortization remained flat at 3.6% as a rate of revenue with dollars increasing to $44 million compared to $39 million last year. Adjusted
operating income of $118 million rose 10% compared to $107 million last year, while deleveraging 20 basis points to 9.6% as a rate to revenue. Adjusted fourth
quarter EPS of $0.44 increased 13% compared to adjusted EPS of $0.39 last year.
Now, a few comments and highlights regarding our annual results. After a challenging first half of the year, business recovered in the second half, driven by better
overall traffic trends and improved product assortments, particularly in men’s tops. Sales strengthened as the year progressed and we saw improvement in both
gross margin and operating margin.
Total revenue for the 53 weeks increased $186 million or 5% to a record $3.8 billion compared to $3.6 billion for the 52 weeks last year. Consolidated comparable
sales for the 53 weeks increased 4%, following a 3% increase last year. AE brand comp rose 2% and Aerie comps were up 27%. AE comps showed improvement
each quarter this year and Aerie continues to grow at a fast pace with this quarter marking 15 straight quarters of comp growth with the last 13 rising in the doubledigits.
Adjusted gross profit dollars increased slightly with a sharp decline in the first half, offset by growth in the second half. For the year, we deleveraged 170 basis
points to 36.2% as a rate to revenue due to higher promotional activity primarily. Additionally, increased delivery to support a strong digital business was offset
partially by rent leverage. We successfully cut gross margin erosion from 270 basis points in the first quarter to only 80 basis points of decline in the fourth quarter.
Demonstrating good expense management, SG&A leveraged each quarter this year, the annual rate of 23.2% reflects a 60 basis point improvement. For the year,
adjusted operating income of $325 million decreased 8% from $353 million last year, deleveraging 120 basis points to 8.6% as a rate to revenue.
In this fiscal year, we incurred total restructuring and related charges of $30 million or $0.11 per share, consisting primarily of charges corresponding to the closure
or conversion of international owned and operated stores to licensed partnerships, home office restructuring activities and charges related to the planned exit of a
joint business venture.
Adjusted EPS of $1.16 decreased 7% compared to adjusted EPS of $1.25 last year. For additional information, please refer to page 7 of the investor presentation.
As noted in our GAAP statements, our reported fourth quarter and fiscal year EPS of $0.52 and $1.13, respectively, included an $0.08 benefit from the impact of
U.S. tax legislation, which is excluded from the adjusted earnings. The benefit relates to a lower blended U.S. corporate tax rate, a net benefit from the
re-measurement of the deferred tax balances and a one-time transition tax on un-repatriated earnings of foreign subsidiaries and a benefit related to the acceleration
of certain deductions into fiscal 2017.
Now, turning to the balance sheet, starting with inventory, total ending inventories at cost increased 11% to $398 million. Higher inventory reflects strategic
investments in men’s and women’s bottoms, women’s tops and Aerie apparel to support strong sales trends and new stores. Additionally, as noted last quarter, a
change to the use of clearance stores to liquidate inventory has increased on-hand inventory levels, which will continue until we anniversary this change in strategy
in the third quarter of 2018.

Looking forward, we expect first quarter inventory to be up in the low-double digits with 2 percentage points to 3 percentage points driven by our new clearance
strategy.
We ended the year with $414 million in cash and investments. As a result of strong free cash flow, cash increased $35 million compared to last year.
During 2017, we returned a total of $176 million to shareholders, we paid dividends of $89 million and we repurchased 6 million shares for $88 million. Today, we
also announced a 10% increase in our quarterly cash dividend, in part reflecting strong cash flow, which will increase as a result of the new U.S. tax legislation.
Consistent with our guidance, capital expenditures totaled $169 million for the year. For 2018, we expect CapEx to be in the range of $180 million to $190 million.
The increase is due to an acceleration of Aerie growth, store remodeling projects and the balance to support the digital business, omni-channel tools and general
corporate maintenance.
2017 store activity can be found on pages 15 through 17 of the investor presentation. Total gross square footage declined slightly in the year as we continued to
close underperforming stores, including 25 AE stores and 8 old format Aerie stores. We opened 15 AE stores, 15 Aerie standalone stores and 28 Aerie
side-by-side stores in 2017.
Rightsizing our store fleet with the success of our digital business continues to be a high priority for our teams as we continue to use customer data analytics to help
in our decision-making. Our plans to strategically expand into new markets have not changed. In 2018, we’ll add 35 to 40 new Aerie stores, of which 10 to 15 will
be standalone stores with the balance to represent side-by-side Aerie locations. Additionally, we will open 15 to 20 AE stores and we are currently planning to close
5 to 10 old format Aerie stores and 10 to 15 AE stores in 2018.
Now, regarding our outlook, we’re off to a very positive start this season. In the first quarter, we expect earnings per share of $0.20 to $0.22 based on comp sales in
the positive mid-single digits. The first quarter EPS guidance compares to adjusted EPS of $0.16 last year and excludes potential asset impairment or restructuring
charges. Our anticipated effective tax rate for the quarter and the year is in the mid-20s, yielding roughly $60 million of incremental cash flow and approximately
$0.20 of EPS after making additional investments in our brands.
In closing, we remain focused on driving improvements across the business to produce better earnings flow-through while fueling growth in our brands. Future is
bright as we look at opportunities ahead. Our goal is to deliver consistent online results, while creating sustained shareholder value.
And now, we’ll open it up for questions.
Operator: Thank you. We will now be conducting a question-and-answer session. [Operator Instructions] Our first question comes from the line of Anna Andreeva
with Oppenheimer. Please proceed with your question.
Anna Andreeva – Oppenheimer & Co. Analyst: Great. Thanks so much. Good morning and congrats on strong results
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: Thank you.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Thanks.

Anna Andreeva – Oppenheimer & Co. Analyst: Two quick questions. Curious how we should think about gross margins within your guidance for 1Q and
maybe talk about the puts and takes on the gross margin line as we go through the year.
And then, secondly, a follow-up on the mid-single-digit comp guide. Is that the run rate in the business quarter-to-date? Thanks so much.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Sure. So, looking forward to this quarter gross margin, you should be thinking on
continuation of our sequential margin improvements that we experienced throughout 2017, continuing into the first quarter of this year and the remainder of the
year. Really what’s driving that is we continue to manage our BOW expenses very well; our cost per shipment; our shipments per order.
The team did a phenomenal job managing that over the fourth quarter through holiday and actually leveraging those expense line items during that period, which
we had not experienced prior to Q4. And continued improvement in the margin because of sourcing efficiencies continuing to drive higher IMUs on product, and
just managing our promotions better versus last year is really what’s going to drive that.
And then, relative to our mid-single-digit comp guidance for the quarter, we’re actually experiencing a better trend of that as we began the quarter, but we’ve got a
lot of business ahead of us, with spring break and Easter being big volume driving periods for us. So, the trend is slightly better than that currently, but we feel
good about the guidance we gave for the quarter.
Operator: Thank you. Our next question comes from the line of Pamela Quintiliano with SunTrust Robinson Humphrey. Please proceed with your question.
Shoshana Pollack- SunTrust Humphrey Inc. Analyst: Hi. This is Shoshana Pollack on for Pam. Congrats on the quarter. Jay, on Aerie, where do you see the
brand potential?
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: Can you talk up a little bit, we can’t hear you.
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: Sorry. Shoshana...
Shoshana Pollack- SunTrust Humphrey Inc. Analyst: Oh, sorry.
Judy Meehan – American Eagle Outfitters Inc. – VP, IR: ...can you speak up a little bit?
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: Can you speak up, please?
Shoshana Pollack- SunTrust Humphrey Inc. Analyst: Sure. Jay, on Aerie, where do you see the brand potential over the longer term? It seems like it could
surpass at least our initial expectations.
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: Well, it took us the last seven, eight years to get to $500 million. I believe in the next two years, we
can achieve over $1 billion. And when I look at Aerie and I look at American Eagle and I see the progress that’s being made in Aerie and with the experience we
have, I think this could become, in the next few years, a $2 billion, $3 billion brand.
Operator: Thank you. Our next question comes from the line of Rebecca Duval with BlueFin Research Partners. Please proceed with your question.

Rebecca Duval- BlueFin Research Partners Analyst: Good morning. Thanks for taking my question. Bob, if you could just talk to me a little bit about the
clearance store strategy. Last time, I think on the Q3 call and at the conference, you talked about maybe increasing store counts of those clearance stores to maybe
10 stores. Is that still the strategy this year and where are you with that?
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Yeah, Rebecca. Yeah, we’re continuing with the clearance strategy. As you
mentioned, we tested it in five initial stores. Those test results were very positive. And as a matter of fact, this fall, we’re going to expand the program to a total of
11 stores. The AUR that we realized in clearing or liquidating this inventory through our clearance outlets is significantly better than our previous liquidation
period. So, very happy with the results of the test and looking to expand it to 11 in the fall.
Operator: Thank you. Our next question comes from the line of Brian Tunick with Royal Bank of Canada. Please proceed with your question.
Kate Fitzsimons – RBC Capital Markets LLC Analyst: Yes, hi. This is Kate on for Brian. Thank you for taking our questions. Bob, I just want to circle back to
your earlier comment on gross margin. You called out sequential improvement. Does that mean that we should think about it being up year-on-year here in Q1?
And just how should we think about markdowns flowing through there?
And then, secondly, if you could embark on 2018, what’s just your overall view in terms of balancing market share gains with profitability? I understand you drove
a lot of share gains this year, but maybe you were a bit more promotional than what you had wanted. Just higher level views there. Thank you.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Yeah. So, we’re going to continue with the sequential margin improvements. And as
it relates to Q1, I think you should be thinking of a positive leverage on that margin rate, not just improvement, but up versus same period the prior year.
And thinking about 2018, and Chad mentioned this in his prepared remarks, we’re going to be competitive in the marketplace all along, but as we look forward,
we’re going to look to reduce our promotional stance as we continue throughout the 2018.
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: Yeah. And to add to Bob, we are very optimistic about 2018. We see a stronger economy, people
have more money in their paychecks and we think 2018 should be a very good year.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Well and it’s highlighted by the fact, Jay, that we – our traffic is performing much
better than the malls, which I think speaks to how our product resonates with the consumer and the value proposition.
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: And also it speaks to people feel more confident.
Operator: Thank you. Our next question comes from the line of Paul Lejuez with Citigroup. Please proceed with your question.
Paul Lejuez- Citigroup Global Markets Analyst: Hey. Thanks, guys. What comp do you need to see EBIT margin expand or breakeven in 2018? Maybe talk
about the store comp you need within that to achieve margin expansion. Thanks.

Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Across the total company, we would see margin expansion with a low-single-digit
comp increase.
Operator: Thank you. Our next question comes from the line of Susan Anderson with B. Riley. Please proceed with your question.
Susan Anderson – B. Riley FBR Inc. Analyst: Hi, good morning. Congrats on a nice quarter. I was wondering if you could talk about the AUC expectation for
first quarter and 2018 and maybe just if you could expand a little bit, you mentioned just being more efficient within your sourcing to drive greater efficiencies in
IMUs.
And then one for Chad, I know you mentioned that about half the customers buy jeans in your stores. This may be back historically a long ways, but if you go back
a couple of decades, I guess during periods of stronger jean trends and fashion cycles, has December been higher?
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: Well, that goes way back. Because if we go back a couple of decades, we didn’t sell our own jeans.
So, it was a very small part of our sales.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: And, Susan, on your first question related to AUC expectations in Q1, as I
mentioned, on like-for-like product basis, we’re anticipating to continue to see low-single digit decreases and average unit cost in Q1. And current trends in
sourcing are we are seeing some pressure in material components and labor. But having said that, based upon our size, the size of the orders we place and the fact
that there is more supply out there than demand, it’s a buyers’ market and we’re actually leveraging that situation to continue to negotiate cost decreases.
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: I would tell you just in the terms of the jeans, I agree with Jay, we
don’t – can’t look back that far, but the number of customers buying jeans is one of the levers we have to expand our denim business. We continue to see market
share gains and comp improvements and see that business expand for us and we expect to continue to see that for the foreseeable future.
And we’ll be trying to get more customers in the jeans. We’ll be trying to get customers to buy more jeans. And we are working and testing and trying to figure out
how to get non-denim buyers to buy jeans. So, it’s something we continue to work on to drive and fuel that business.
Jay Schottenstein– American Eagle Outfitters, Inc. – CEO: Yeah. And I think that our goal is to be the authority in jeans in America and we’re committed to it.
We’re beefing up our organization. That we are going to be the – when it comes to denim in America, American Eagle is going to be the authority – period.
Operator: Thank you. Our next question comes from the line of Tiffany Kanaga with Deutsche Bank. Please proceed with your question.
Tiffany Kanaga – Deutsche Bank Analyst: Hi. Thanks so much for taking our questions. I wanted to follow up on what Anna asked. We see many of your peers
discuss potential gross margin expansion in 2018. And when you talk about sequential improvement in the first quarter, does that also mean that you expect
expansion year-over-year versus last year’s declines?
And then, a follow-up, if you can dig into your inventory guidance, does the low-double-digit expectation at the end of the quarter suggest that you’re planning
accelerating sales as we head into summer? Thanks.

Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Yeah. So, on the gross margin expansion, you should be thinking about that both on a
rate and a dollars increase basis. And related to our inventory guide of low-double digits, a few things really – a few on that and I mentioned it in my prepared
comments, we continue to invest in both the men’s and women’s bottoms business, not just jeans but bottoms.
All six bottoms categories for us in Q4 were up, so shorts, jeans, pants, both men’s and women’s genders and when I say up, up significantly. Those businesses are
really on fire. In addition, we were very broken in women’s tops. Last year, we continued to invest in tops – women’s tops inventory. Our men’s tops business has
improved dramatically and we’re going to fuel that trend.
And lastly, with the growth that we’re experiencing within Aerie, a plus 34% comp for the brand this quarter alone, those are really fueling the main businesses.
The very last thing I’ll point out is, today, we’re operating five clearance stores. We’re increasing it to 11. So, more than doubling the store count. We’re going to
have to have clearance inventory to fuel those stores and that’s also driving the increase. So, that breakdown of the low-double digits is really comprised of those
four to five elements.
Operator: Thank you. Our next question comes from the line of Omar Saad with Evercore ISI. Please proceed with your question.
Omar Saad – Evercore ISI Analyst: Thank you. Good morning. Thanks for taking my question. I wanted to ask if you guys will be willing to give an update on
your – the connected loyalty program you launched back in the fall. How that’s doing? What are you learning from that? What sign-ups are like? And maybe also
an update on the studio, I don’t know if you touched on that, the Union Square store. What are you learning on that?
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: Sure. So, the loyalty program, we continue to be happy with it. We’ve
been signing up many new members and largely driving sign-up through stores, being a very effective channel to get the sign-ups. The program is off to a great
start. We’re seeing great engagement in the program. And as we go forward, we look to make the program even more engaging, adding non-dollar rewards –
rewards are not just dollar-based and ways to keep the customer engaged and participating with us in the program and shopping in the store, spending more money
and more frequently. So, we’re happy with the start of the program.
Union Square has been a great learning experience for us. It’s a really good opportunity for us to see the brand platform come to life as well as a lot of the new
engagement tools and customer experiences we have in the store. We’re learning quite a bit from what the customers are responding to and things that the
customers maybe are not as engaged in as we thought. And we will be taking learnings from that store and opening a mall-based version later this spring. So, more
to come on that.
Operator: Thank you. Our next question comes from the line of Oliver Chen with Cowen & Company. Please proceed with your question.
Courtney Wilson – Cown & Company Analyst: Hi. It’s Courtney Wilson on for Oliver today. Thanks for taking our question. We just had a question on real
estate. Can you remind us how many leases are expected to expire this year?
And then, regarding the increased CapEx for 2018 and with half going to store remodels, can you just brief us on what the remodels will consist of? Is it typical
refreshes? Are you adding digital or omni-channel capabilities to those stores? Thank you.

Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Yeah. Sure, Courtney. So, regarding real estate, we’ve got roughly 600 leases coming
off for expiration over the course of the next three years. Looking to 2018 is the heaviest number of leases that come up for renewal at about approximately 350 of
those 600. And as I pointed out earlier, we’ve been very successful negotiating lower rates as those expirations came off and only negotiating short-term leases to
the extent we have the ability to.
Regarding your second question on CapEx, remodels kind of take all shapes and sizes. Some are minor refreshes with new fixture packages, paint. Others are major
remodels. We do have a number of American Eagle stores that date back to older concepts, which would warrant a complete remodel.
If we feel as though we are located in the right section of the mall or in some instances, we’ll relocate in that same mall to accommodate an Aerie
side-by-side location or if an adjacent location opens up, we’re able to add a side-by-side location that a lot of times just so you don’t have a new Aerie concept
next to an old American Eagle concept that you would remodel the AE store. So, our remodels take roughly three different shapes and sizes, depending really on
the circumstance.
Operator: Thank you. Our next question comes from the line of Dana Telsey with Telsey Advisory Group. Please proceed with your question.
Dana Telsey – Telsey Advisory Group LLC Analyst: Hi and congratulations. As you think about the men’s business and the progress that you’ve seen on the
men’s business, how do you see that moving forward? I mean, obviously, the bottoms business is doing well, but the trajectory of improvement compared to last
year is very impressive. So, what are you seeing there?
And the cross learning’s with American Eagle and Aerie in terms of getting more cross customers, is it coming through marketing? Is it coming through in-store
events? How do you see that developing to drive top line? Thank you.
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: Sure. Thanks. So, the men’s business, honestly, it’s really exciting,
because we’re firing on all cylinders in the men’s business, tops, bottoms, across categories. We have new talents in the team and I think we’re finally seeing that
product and those merchandise strategies coming to life and we’re seeing really nice business across the whole men’s business – everywhere in men’s.
So, I think we have a lot of opportunities throughout the year. We had a soft men’s business last year and I think there’s a lot of opportunity to continue to show
strong positive comps throughout the men’s business.
In terms of trying to leverage the Aerie and American Eagle customers to shop together, we do target the same age range, but we have slightly different sort of
emotional propositions within the two brands. So, what we do, it’s really – in terms of the marketing team, we really look at gaining customers into each brand and
then trying to leverage them across the two brands, whether it’s on the shared digital platform, in the side-by-side stores or the shop-in-shop. So, we really see it as
an opportunity – the marketing opportunity to get the customers highly engaged in both brands going forward.
Operator: Thank you. Our next question comes from the line of John Morris with BMO Capital Markets. Please proceed with your question.
John Dygert Morris– BMO Capital Markets Analyst: Thanks. Hey, my congratulations too. Good performance there and good start to spring. Question for Jen,
another outstanding quarter for Aerie, so really nice acceleration on the tough comparison. As far as you can tell, an update sort of a view here on where you’re
acquiring this customer from, any change in the profile? And of that, I guess, 50% or so that don’t shop Aerie, what’s the opportunity there?

And maybe also just short of a follow-up there, Jen, on the opportunity for swim come this spring, are you kind of lapping the easier environment last year? Do you
see more opportunity there? Thanks.
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: Yeah. Thanks, John. So, really, first of all, it’s not only over one thing, and
when we think about how we acquire the customers, I mean I think our platform is just resonating for the brand. If you think about just our recent launch of the
Role Models and how they represent our brand and what they’re doing for the brand and impressions that we’re getting, John, of course we’re introducing new
customers every day, just using those avenues and channels.
The 50% opportunity is huge and Chad and I and the marketing team are thinking strategically on how to introduce the balance of the customers into Aerie as Chad
mentioned. And we’re thinking of new tactics, John. And every day, we’re work coming up with new creative ideas to ensure that we’re sharing our brands with
each other. So, it’s just – it’s not as scientific as I’d like to say, it’s just really understanding the gal.
We are getting new customers every day and it’s interesting our age range is expanding. We’re introducing new young women into the brands with some of our
new product launches, i.e. this starts with u-bra, which is amazing and it’s a little bit more youth inspired. However, the moms are shopping with us. So, we’re
loving what’s happening there and we’re seeing some ubiquity in our sales and we’re going to continue to punch on that.
Listen, swim is amazing for us. It’s been amazing for us and we see that it’s just another cornerstone of our brand and it’s definitely something that we continue to
evolve and innovate. We are seeing nice business there, but we’re also launching other new categories. And what’s really nice about what we’re doing and how
we’re mixing the brand now today, John, is our AURs are at an all-time high. And so, that’s been really helpful for us to make sure that we continue to be
productive in our stores and we’re seeing nice dollars per square foot growth as well because of that, John.
So, the mix of our new businesses and then, of course, always remaining true to our core competency business, which is intimates. And I mentioned it in my
opening remarks, but you’re going to see some nice innovation in the bra category that we’re going to be introducing this year. So, we’re just really excited. And I
will say today is International Women’s Day and again, this is how we do it, John. We’re welcoming new women into our brand. Our campaign today just
launched. So, just go check it out. It’s really exciting. So, thank you.
Operator: Thank you. Our next question comes from the line of Janine Stichter with Jefferies. Please proceed with your question.
Janine Stichter– Jefferies Analyst: Hi. Thanks for taking our question. I just want to get an update on the accessories category. I think it’s been kind of the one
source of weakness for you, but are you now starting to see some improvement there?
And then, one more question for Jen. I just want to see if you could talk about the differences in trend you saw in the fourth quarter between the constructed and
unconstructed bra business and then a little bit more of how you’re thinking about the growth in that category going forward. Thank you.
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: Sure. So, for accessories, it’s really been just the women’s accessories
category that had been challenging. The men’s accessories categories have been stronger and have continued that momentum. And it is nice to say, a year ago, I sat
here and said that I thought we were going to get the men’s business figured out. And we did. And we have some nice momentum there. And we are starting to see
some nice green shoots in the women’s accessories business.

We have some new talent in that area as well and starting to see a nice – some improvement in the women’s accessories business. And I expect that, that will
continue throughout the year and that should be a source of strength by the end of this year.
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: And regarding bras, core bras have definitely turned around for us because of
some of these launches I have mentioned and we’re really excited with what we’re seeing there, but we still feel like lightly lined is a big portion of our business
and it’s what our customer responds to. So, we’re thinking of the business that way.
And then, secondly, on unconstructed bras, we launched that category in a big way. We feel like we own that category. And again, it really represents the Aerie
lifestyle. So, it would always be a big portion of our business. And we’re really excited about bralettes. The girls love them. It’s a fashion piece in a wardrobe and
it’s something that we’ll always carry. So, we love what we’re seeing and how we’re innovating both constructed and unconstructed on the go-forward.
Operator: Thank you. Our next question comes from the line of Simeon Siegel with Nomura. Please proceed with your question
Julie Kim- Nomura Analyst: Good morning. This is Julie Kim on for Simeon. Thank you for taking our questions. Could you just give color on the higher
promotional activity in the quarter if that was concentrated in a specific brand or channel and how the promotional environment looks in Q1 thus far? And
additionally on margins, what you can do in terms of trying to reduce shipping cost and getting some leverage there? Thank you.
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: The higher markdowns we took in Q4 were not really related to
specific brand or channel. We took a specific stance that we were going to compete in Q4. It’s always a tricky quarter because it’s the quarter where I think the mall
gets the most promotional, fighting for the dollars that can come in.
And look, we decided to get aggressive, we decided we want to gain share and we believe that in doing so, we could fuel momentum that would carry into spring
and we’re seeing that so far. So, I think we have the right strategy. We want to keep our customer excited and engaged all year round. We are confident and know
we can do that in the first three quarters of the year with less promotional activity.
And Q4 is just a highly promotional time period, just like any other brand, we have to play to win in that quarter and that’s what we did. We played and we won.
So, I felt good about the stance we took and I feel good about the results that we’ve posted there.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Yeah. And on your second question, things that we will do to continue to improve
margins, we continue to invest in our omni-channel capabilities. Some of those investments include automation of our pick-and-pack processes in our distribution
centers, sortation systems, things of that nature.
We also are right in the middle now with implementing some new shipping optimization software, which we believe will also drive further efficiencies. And, listen,
with the current trends we’re experiencing with mall-based traffic within our own stores and positive comps in brick-and-mortar stores that will allow us to
continue to leverage rents. So, those are the three major things that will continue to drive those kind of results.

Judy Meehan – American Eagle Outfitters Inc. – VP, IR: Hey, Devin, we’re going to take one more call.
Operator: Thank you. Our last question comes from the line of Janet Kloppenburg with JJK Research. Please proceed with your question.
Janet Kloppenburg- JJK Research Analyst: Hi, everybody. Glad I got in. Thanks. Congratulations on a great quarter and a great year. Just a couple of quick
questions. Jen, was there particular categories or investments that you made in holiday that drove that acceleration?
And for Chad, on the men’s side, do you think that there’s – and you don’t have to talk about them for competitive reasons, but are there trends that are working in
the tops business that you think you can capitalize on as we go forward?
And just, lastly, your guidance on the first quarter, does that anticipate that brick-and-mortar traffic remains positive? Thank you.
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: Thanks Janet.
Janet Kloppenburg- JJK Research Analyst: Hi, Jen.
Jen Foyle – American Eagle Outfitters, Inc. – Global Brand President – Aerie: How are you? We had a great Q4. And I would say the team did an amazing
job. Should I say that we have made some changes too in the organization. Abby Vernon who is running merchandising for the team now really took a lead in
making sure that we just really represented gifting and we stood for it and just made appropriate investment distortions in the categories that are all working.
I mentioned, Janet, across the board, everything really worked in Q4. So, it’s just really how we approach and distorted it. And I would say we really stood out in
the mall. If you saw the windows and the marketing and what the marketing team did for us and really just got the brand out in such a fresh way, I really think
that’s how we won, Janet.
Chad Kessler – American Eagle Outfitters, Inc. – Global Brand President – AE Brand: And on the men’s side, Janet, as I was saying earlier, we’re really
seeing success across the board in men’s. We’ve been saying for the last year that the bottoms business continued to be strong in men’s while tops were soft and we
knew we had that customer. And we just needed to fix the product and get them the right stuff.
It feels like what we’re seeing is that we do have the right assortments now and we have that men’s customer coming in not only buying the bottoms or shopping
the whole lifestyle both across tops and accessories. So, I’m excited, as Bob mentioned earlier. We’re in chase mode now in men’s and I think that’s going to be
great through the rest of the year. So, I keep pushing the team. I see a lot of opportunity and a lot of opportunity for strong comps kind of across the whole men’s
tops and accessories and bottoms.
So – and then, on the guidance, I’ll just say, because – jumping in for Bob here, the guidance in the first quarter does not rely upon be it our brick-and-mortar traffic
remaining positive. But as we’ve said, what we’re seeing so far and what I said in my remarks is we do continue to see positive store comps. So, hopefully, that will
continue and have a great quarter.

Judy Meehan – American Eagle Outfitters Inc. – VP, IR: Okay, great. Thanks. That concludes our call today. Everybody have a great day. Thank you.
Bob Madore – American Eagle Outfitters, Inc. – Chief Financial Officer: Thank you
Operator: This concludes today’s teleconference. You may disconnect your lines at this time.

