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PART 1
Item 1. Business.

General

American Eagle Outfitters, Inc., (“AEO Inc.,” the “Company,” “we,” “our”) a Delaware corporation, was founded in
1977. We are a leading multi-brand specialty retailer, operating over 1,000 retail stores and online at www.ae.com
and www.aerie.com in the U.S. and internationally. We offer a broad assortment of apparel and accessories for men
and women under the American Eagle Outfitters brand, and intimates, apparel and personal care products for women
under the Aerie brand. AEO Inc. operates stores in the United States, Canada, Mexico, Hong Kong, China and the
United Kingdom. We also have license agreements with third-parties to operate American Eagle Outfitters and Aerie
stores throughout Asia, Europe, Latin America and the Middle East. As of January 28, 2017, we operated 943
American Eagle Outfitters stores and 102 Aerie stand-alone stores. Our licensed store base has grown to 176
locations in 23 countries. We also acquired two emerging brands to complement our existing brands, Tailgate, a
vintage sports-inspired apparel brand, and Todd Snyder New York, a premium menswear brand.

Information concerning our segment 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. Additionally, a five-year
summary of certain financial and operating information can be found in Part II, Item 6, Selected Consolidated
Financial Data, of this Form 10-K. See also Part II, Item 8, Financial Statements and Supplementary Data.

Brands
American Eagle Outfitters Brand (“AEO Brand”)

We are an American brand rooted in our denim heritage and passionate about providing the highest-quality

products. American Eagle Outfitters is a style movement that’s 40 years in the making. Our innovative fabrics and fits
have positioned us as America’s favorite jeans brand—and while jeans are our heart and soul, we also design a
high-quality assortment of apparel and accessories that reflects our customer’s individual style—at a value that is
approachable by all. AEO’s brand platform, #WeAllCartM, celebrates the power and individuality of young America.

As of January 28, 2017, the AEO brand operated 943 stores and online at www.ae.com.

Aerie

Aerie is an intimates brand in operation for over 10 years and is committed to making all girls feel good

about their REAL selves. We offer bras, undies, swim, sleep, apparel and more and have grown into a body-positive
movement that has changed the industry. Empowering. Honest. Fun. Smart. Strong and Sexy. #AerieREAL is a
campaign that means more than no retouching, it's about loving your real self from the inside out.

As of January 28, 2017, the Aerie brand operates 102 stand-alone stores and 88 side-by-side stores connected to AEO
brand stores. In addition, the Aerie brand merchandise is sold online at www.aerie.com and certain items are sold in
AEQ brand stores.

Other brands

Tailgate is a vintage, sports-inspired apparel brand with a college town store concept. As of January 28, 2017, the
Tailgate brand operates 4 stand-alone stores and is available online at www.ae.com.
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Todd Snyder New York is a premium menswear brand. As of January 28, 2017, the Todd Snyder brand operates 1
stand-alone store and online at www.ToddSnyder.com.
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Business Priorities & Strategy

We are focused on driving our brands forward and delivering an exceptional customer experience across
channels. Our current priorities include:

Delivering innovation, quality and outstanding value to our customers

Strengthening our brands, customer experience and engagement

{ everaging omni-channel and enhancing capabilities to gain market share through a focus on our customers and
where they choose to shop

Growing Aerie to be the leading intimates brand in the marketplace

. Strengthening our financial discipline including inventory and expense management, delivering profitable
revenue growth and focus on high return investments among other areas
Real Estate

We ended Fiscal 2016 with a total of 1,226 stores, consisting of 1,050 Company owned stores and 176 licensed store
locations. Our AEO brand stores average approximately 6,600 gross square feet and approximately 4,600 on a selling
square foot basis. Our Aerie brand stand-alone stores average approximately 3,800 gross square feet and
approximately 3,000 on a selling square foot basis. The gross square footage of our Company owned stores increased
by 0.3% to 6.6 million during Fiscal 2016.

Company-Owned Stores

Our Company owned retail stores are located in shopping malls, lifestyle centers and street locations in the U.S.,
Canada, Mexico, China, Hong Kong and the United Kingdom.

Refer to Note 16 to the Consolidated Financial Statements for additional information regarding impairment and
restructuring charges in China, Hong Kong and the United Kingdom.

The following table provides the number of our Company-owned stores in operation as of January 28, 2017 and
January 30, 2016.

January January

28, 30,

2017 2016
AEO Brand:
United States 812 822
Canada 84 86
Mexico 28 23
China 10 9
Hong Kong 6 6
United Kingdom 3 3

Total AEO Brand 943 949
Aerie Brand:

United States 86 82
Canada 16 15
Total Aerie Brand 102 97
Tailgate 4 1



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

Todd Snyder 1 —
Total Consolidated 1,050 1,047
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The following table provides the changes in the number of our Company-owned stores for the past five fiscal years:

End
Beginning of
Fiscal Year of Year Opened Closed Year
2016 1,047 29 (26 ) 1,050
2015 1,056 23 (32 ) 1,047
2014 1,066 60 (70 ) 1,056
2013 1,044 64 42 ) 1,066
2012 1,069 16 41 ) 1,044

Licensed Stores

In addition to our Company owned stores, our merchandise is sold at stores operated by third-party licensees. Under
these agreements, our merchandise is sold at American Eagle Outfitters and Aerie stores owned and operated by
third-party operators. Revenue recognized under license agreements generally consists of royalties earned and
recognized upon sale of merchandise by license partners to retail customers.

As of January 28, 2017, our products were sold in 176 locations operated by licensees in 23 countries as provided in
the following table. We continue to increase the number of locations under these types of arrangements as part of our
disciplined approach to global expansion.

January 28,
2017
Israel 41
Japan 34
South Korea 19
Chile 12
Colombia 12
Philippines 9
UAE 9
Saudi Arabia 8
Thailand 6
Egypt 3
Greece 3
Kuwait 3
Lebanon 3
Morocco 2
Panama 2
Qatar 2
Singapore 2
Bahrain 1
Costa Rica 1
Curacao 1
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Guatemala 1
Jordan 1
Oman 1

Total Licensed Stores 176
AEOQO Direct

We sell merchandise through our digital channels, ae.com, aerie.com and our AEO apps, both domestically and
internationally in 81 countries. The digital channels reinforce each particular brand platform, and are designed to
complement the in-store experience.

Over the past several years, we have invested in building our technologies and digital capabilities. We focused our
investments in three key areas: making significant advances in mobile technology, investing in digital marketing and

improving the desktop and tablet experience.
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Omni-Channel

In addition to our investments in technology, we have invested in building omni-channel capabilities to better serve
customers and gain operational efficiencies. These upgraded technologies have provided a single view of inventory
across channels, connecting physical stores directly to our digital store, providing our customers with a more
convenient and improved shopping experience. Our two distribution centers are fully omni-channel and service both
stores and digital businesses. We offer the ability for customers to seamlessly return product via any channel
regardless of where it was originally purchased. Our store-to-door capability enables store customers to make
purchases from online inventory while shopping in our stores. Additionally, we fulfill online orders at stores through
our buy online, ship from store capability, maximizing inventory exposure to digital traffic. We also offer a reserve
online, pick up in store service to our customers and give them the ability to lookup in-store inventory from all digital
channels. We will continue to optimize these tools and services to build ongoing improvements to the customer
shopping experience.

Merchandise Suppliers

We design our merchandise, which is manufactured by third-party factories. During Fiscal 2016, we purchased
substantially all of our merchandise from non-North American suppliers. For the year, we sourced merchandise
through approximately 300 vendors located throughout the world, primarily in Asia, and did not source more than
10% of our merchandise from any single factory or supplier during the year.

We maintain a quality control department at our distribution centers to inspect incoming merchandise shipments for
overall quality of manufacturing. Inspections are also made by our employees and agents at manufacturing facilities to
identify quality issues prior to shipment of merchandise.

We uphold an extensive factory inspection program to monitor compliance with our Vendor Code of Conduct. New
garment factories must pass an initial inspection in order to do business with us and we continue to review their social
compliance performance both through internal audits by our compliance team and through the use of third-party
monitors. We strive to partner with suppliers who respect local laws and share our dedication to utilize best practices
in human rights, labor rights, environmental practices and workplace safety. We have been a certified member of the
Customs-Trade Partnership Against Terrorism program (“C-TPAT”) since 2004. C-TPAT is a voluntary program
offered by the Bureau of Customs and Border Protection (“CBP”) in which an importer agrees to work with CBP to
strengthen overall supply chain security. As of September 2016, we were accepted into the Apparel, Footwear and
Textiles Center, one of CBP’s Centers of Excellence and Expertise (“CEE”). The CEE was created to ensure uniformity,
create efficiencies, reduce redundancies, enhance industry expertise and facilitate trade, all with a final goal of
reduced costs at the border and allowing CBP to focus on high-risk shipments.

Inventory and Distribution

Merchandise is shipped directly from our vendors to our U.S. distribution centers in Hazleton, Pennsylvania and
Ottawa, Kansas, or to our Canadian distribution center in Mississauga, Ontario. Additionally, an increasing amount of
product is shipped directly to stores which reduces transit times and lowers operating costs. We contract with

third-party distribution centers in Mexico, Hong Kong, China and the Netherlands to service our Company owned
stores in those regions.

Regulation

We and our products are subject to regulation by various federal, state, local and foreign regulatory authorities.
Virtually all of our products are manufactured by foreign suppliers and imported by us, and we are subject to a variety
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of trade laws, customs regulations and international trade agreements. Apparel and other products sold by us are
under the jurisdiction of multiple governmental agencies and regulations, including, in the U.S., the Federal Trade
Commission and the Consumer Products Safety Commission. These regulations relate principally to product labeling,
marketing, licensing requirements, and consumer product safety requirements and regulatory testing. We are also
subject to regulations governing our employees both globally and in the U.S., and by disclosure and reporting
requirements for publicly traded companies established under existing or new federal or state laws, including the
Sarbanes-Oxley Act of 2002, the Securities and Exchange Commission (“SEC”) and New York Stock Exchange
(“NYSE”).

Our licensing partners, buying/sourcing agents, and the vendors and factories with which we contract for the
manufacture and distribution of our products are also subject to regulation. Our agreements require our licensing
partners, buying/sourcing agents, vendors, and factories to operate in compliance with all applicable laws and
regulations, and we

6
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are not aware of any violations which could reasonably be expected to have a material adverse effect on our business
or operating results.

Competition

The global retail apparel industry is highly competitive both in stores and online. We compete with various local,
national, and global apparel retailers, 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®, AEO®, #WeAllCan™,
LIVE YOUR LIFE®, Aerie® and the Flying Eagle Design with the United States Patent and Trademark Office. We
also have registered or have applied to register substantially all of these trademarks with the registries of the foreign
countries in which our stores and/or manufacturers are located and/or where our product is shipped.

We have registered AMERICAN EAGLE OUTFITTERS®, AMERICAN EAGLE®, AEO®, LIVE YOUR LIFE®,
Aerie® and the Flying Eagle Design with the Canadian Intellectual Property Office. In addition, we have acquired
rights in AE™ for clothing products and registered AE® in connection with certain non-clothing products.

In the U.S. and in other countries around the world, we also have registered, or have applied to register, a number of
other marks used in our business, including our pocket stitch designs.

Our registered trademarks are renewable indefinitely, and their registrations are properly maintained in accordance
with the laws of the country in which they are registered. 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 January 28, 2017, we had approximately 38,700 employees in the United States, Canada, Mexico, Hong Kong,
China and the United Kingdom of whom approximately 32,100 were part-time or seasonal hourly employees.

Executive Officers of the Registrant

Jennifer M. Foyle, age 50, has served as our Global Brand President — Aerie since January 2015. Prior thereto, Ms.
Foyle served as Executive Vice President, Chief Merchandising Officer — Aerie from February 2014 to January 2015
and Senior Vice President, Chief Merchandising Officer — Aerie from August 2010 to February 2014. Prior to joining
us, Ms. Foyle was President of Calypso St. Barth from 2009 to 2010. In addition, she held various positions at J.
Crew Group, Inc., including Chief Merchandising Officer, from 2003 to 2009. Early in her career Ms. Foyle was the
Women’s Divisional Merchandise Manager for Gap Inc. from 1999 — 2003 and held various roles at Bloomingdales
from 1988-1999.

Peter Z. Horvath, age 59, has served as our Chief Global Commercial and Administrative Officer since May 2016.
Prior to joining us, Mr. Horvath served as Chief Executive Officer and Chairman of Mission Essential Personnel,
LLC, from January 2012 to June 2015. Prior to that time, he served as Executive Vice President and Chief Operating
Officer of Victoria’s Secret Stores, Limited Brands from July 2008 to December 2010. From January 2005 to June
2008, Mr. Horvath was President of DSW, Inc. From 1985 to 2004, he held a variety of positions at Limited Brands,
including Chief Financial Officer, Apparel Merchandising from 1997 to 2002 and Senior Vice President, Enterprise
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Merchandise Planning and Allocation from 2002 to 2004. Early in his career, Mr. Horvath worked at Bristol Myers,
Inc. and W.R. Grace and Co. Retail Group.

Charles F. Kessler, age 44, has served as our Global Brand President — American Eagle Outfitters since January 2015.
Prior thereto, he served as our Executive Vice President, Chief Merchandising and Design Officer — American Eagle
Outfitters from February 2014 to January 2015. Prior to joining us, Mr. Kessler served as Chief Merchandising
Officer at Urban Outfitters, Inc. from October 2011 to November 2013 and as Senior Vice President, Corporate
Merchandising at Coach, Inc. from July 2010 to October 2011. Prior to that time, Mr. Kessler held various positions
with Abercrombie & Fitch Co. from 1994 to 2010, including Executive Vice President, Female Merchandising from
2008 to 2010.

7
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Robert L. Madore, age 52, has served as our Executive Vice President and Chief Financial Officer since October
2016. Prior to joining us, Mr. Madore served as the Chief Financial Officer of Ralph Lauren Corporation from April
2015 to September 2016. Prior to that role, he held a number of key financial and operational roles at the Ralph
Lauren Corporation, including Senior Vice President of Corporate Finance from December 2010 to March 2015, and
Senior Vice President of Operations and Chief Financial Officer of its retail division from 2004 to December 2010.
Prior to that time, Mr. Madore was Chief Financial Officer for New York & Company from 2003 to 2004, and served
as Chief Operating Officer and Chief Financial Officer of FutureBrand, a division of McCann Erickson, from 2001 to
2003. Prior thereto, he held various executive management positions at Nine West Group, Inc. starting in 1995. Mr.
Madore began his career in 1987 at Deloitte & Touche until 1995.

Michael R. Rempell, age 43, has served as our Executive Vice President and Chief Operations Officer since June
2012. Prior thereto, he served as our Executive Vice President and Chief Operating Officer, New York Design Center,
from April 2009 to June 2012, as Senior Vice President and Chief Supply Chain Officer from May 2006 to April
2009, and in various other positions since joining us in February 2000.

Jay L. Schottenstein, age 62, has served as our Executive Chairman, Chief Executive Officer since December

2015. Prior thereto, Mr. Schottenstein served as our Executive Chairman, Interim Chief Executive Officer from
January 2014 to December 2015. He has also served as the Chairman of the Company and its predecessors since
March 1992. He served as our Chief Executive Officer from March 1992 until December 2002 and prior to that time,
he served as a Vice President and Director of our predecessors since 1980. He has also served as Chairman of the
Board and Chief Executive Officer of Schottenstein Stores Corporation (“SSC”) since March 1992 and as President
since 2001. Prior thereto, Mr. Schottenstein served as Vice Chairman of SSC from 1986 to 1992. He has been a
Director of SSC since 1982. Mr. Schottenstein also served as Chief Executive Officer from March 2005 to April 2009
and as Chairman of the Board since March 2005 of DSW Inc., a company traded on the NYSE. He has also served as
a member of the Board of Directors for AB Acquisition LLC (Albertsons/Safeway) since 2006. He has also served as
an office and director of various other entities owned or controlled by members of his family since 1976.

Fiscal Year

Our fiscal year ends on the Saturday nearest to January 31. As used herein, “Fiscal 2017 refers to the 53-week period
ending February 3, 2018. “Fiscal 2016, “Fiscal 2015 and “Fiscal 2014 refer to the 52-week periods ended January 28,
2017, January 30, 2016 and January 31, 2015, respectively.

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 under the Investors 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 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 Investors 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 Investors section of our website at www.ae.com.
These materials are available as soon as reasonably practicable after they are presented at investor conferences.

Certifications
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As required by the NYSE Corporate Governance Standards Section 303A.12(a), on June 2, 2016, 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 and furnished, as applicable, 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.
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Item 1A. Risk Factors

Our inability to anticipate and respond to changing consumer preferences, fashion trends and a competitive
environment 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 economic pressures and other business factors on consumer spending

The success of our operations depends to a significant extent upon a number of factors relating to discretionary
consumer spending, including economic conditions affecting disposable consumer income such as income taxes,
payroll taxes, employment, consumer debt, interest rates, increases in energy costs and consumer confidence. There
can be no assurance that consumer spending will not be further negatively affected by general, local or international
economic conditions, thereby adversely impacting our business and results of operations.

Seasonality

Historically, our operations have been seasonal, with a large portion of total net revenue and operating income
occurring in the third and fourth fiscal quarters, reflecting increased demand during the back-to-school and year-end
holiday selling seasons, respectively. 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 openings, the acceptability of seasonal merchandise offerings, the timing and level of markdowns,
store closings and remodels, competitive factors, weather and general economic and political conditions.

Our efforts to execute on our key business priorities

Our success depends on our ability to execute on our key priorities, which are centered on driving our brands forward
and delivering an exceptional customer experience across channels, including:

Delivering innovation, quality and outstanding value to our customers

Strengthening our brands, customer experience and engagement

{ everaging omni-channel and enhancing capabilities to gain market share through a focus on our customers and
where they choose to shop
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Growing Aerie to be the leading intimates brand in the marketplace

Strengthening our financial discipline including inventory and expense management, delivering profitable revenue
growth and focus on high return investments among other areas
Our inability to react to raw material cost, labor and energy cost increases

Increases in our costs, such as raw materials, labor and energy may reduce our overall profitability. Specifically,
fluctuations in the cost associated with the manufacture of merchandise we purchase from our suppliers impacts our
cost

9
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of sales. We have strategies in place to help mitigate these costs; however, our overall profitability depends on the
success of those strategies. Additionally, increases in other costs, including labor, energy and additional duties and
taxes on imports, could further reduce our profitability if not mitigated.

Our inability to achieve planned store financial performance

The results achieved by our stores may not be indicative of long-term performance or the potential performance of
stores in other locations. The failure of stores to achieve acceptable results could result in store asset impairment
charges, which could adversely affect our results of operations and financial condition.

Our ability to gain market share in the face of declining shopping center traffic

Customer shopping patterns have been evolving from shopping center and store locations to digital marketplaces. We
have Company owned stores in shopping centers that have experienced declining traffic trends while our digital
channels continue to grow. Our ability to grow revenue and acquire new customers is contingent on our ability to
drive traffic to both store locations and digital channels so we are accessible to our customers when and where they
want to shop.

We locate our brick and mortar stores in prominent locations within successful shopping malls or street locations. Our
stores benefit from the ability of the malls’ “anchor” tenants, generally large department stores and other area attractions,
to generate consumer traffic in the vicinity of our stores. We cannot control the increasing impact of digital channels

on shopping center traffic; the loss of an anchor or other significant tenant in a shopping mall in which we have a

store; the development of new shopping malls in the U.S. or around the world; the availability or cost of appropriate
locations; competition with other retailers for prominent locations; or the success of individual shopping malls. All of
these factors may impact our ability to meet our productivity targets and could have a material adverse effect on our
financial results.

Our inability to grow our e-commerce channel and leverage omni-channel capabilities

We sell merchandise through our digital channels, both domestically and internationally. We have invested in building
technologies and digital capabilities in three key areas: mobile technology, digital marketing and desktop experience.
We have made significant capital investments in these areas but there is no assurance that we will be able to continue
to successfully maintain or expand our e-commerce business. As omni-channel retailing continues to evolve, our
customers are increasingly more likely to shop across multiple channels that work in tandem to meet their needs. Our
inability to respond to these changes and successfully maintain and expand our omni-channel business may have an
adverse impact on our results of operations.

Our efforts to expand internationally

We are actively pursuing additional international expansion initiatives, which include Company owned stores and
stores operated by third-parties in select international markets. The effect of international expansion arrangements on
our business and results of operations is uncertain and will depend upon various factors, including the demand for our
products in new markets internationally. Furthermore, although we provide store operation training, literature and
support, to the extent that a licensee does not operate its stores in a manner consistent with our requirements regarding
our brand and customer experience standards, our business results and the value of our brand could be negatively
impacted.

A failure to properly implement our expansion initiatives, or the adverse impact of political or economic risks in these
international markets, could have a material adverse effect on our results of operations and financial condition. We
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have limited prior experience operating internationally, where we face established competitors. In many of these
locations, the real estate, labor and employment, transportation and logistics and other operating requirements differ
dramatically from those in the locations where we have more experience. Consumer demand and behavior, as well as
tastes and purchasing trends, may differ substantially, and as a result, sales of our products may not be successful, or
the margins on those sales may not be in line with those we currently anticipate. Any differences that we encounter as
we expand internationally may divert financial, operational and managerial resources from our existing operations,
which could adversely impact our financial condition and results of operations. In addition, we are increasingly
exposed to foreign currency exchange rate risk with respect to our revenue, profits, assets, and liabilities denominated
in currencies other than the U.S. dollar. We may use instruments to hedge certain foreign currency risks; however,
these measures may not

10
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succeed in offsetting all of the negative impact of foreign currency rate movements on our business and results of
operations.

As we pursue our international expansion initiatives, we are subject to certain laws, including the Foreign Corrupt
Practices Act, as well as the laws of the foreign countries in which we operate. Violations of these laws could subject
us to sanctions or other penalties that could have an adverse effect on our reputation, operating results and financial
condition.

Our international merchandise sourcing strategy

Our merchandise is manufactured by suppliers worldwide. Although we purchase a significant portion of our
merchandise through a single international buying agent, we do not maintain any exclusive commitments to purchase
from any one vendor. Because we have a global supply chain, any event causing the disruption of imports, including
the insolvency of a significant supplier or a major labor slow-down, strike or dispute including any such actions
involving ports, trans loaders, consolidators or shippers, could have an adverse effect on our operations. Given the
volatility and risk in the current markets, our reliance on external vendors leaves us subject to certain risks should one
or more of these external vendors become insolvent. Although we monitor the financial stability of our key vendors
and plan for contingencies, the financial failure of a key vendor could disrupt our operations and have an adverse
effect on our cash flows, results of operations and financial condition. Recently, uncertainty has increased with respect
to tax and trade policies, border adjustments, tariffs and government regulations affecting trade between the U.S. and
other countries. We source the majority of our merchandise from manufacturers located outside of the U.S., primarily
in Asia. Major developments in tax policy or trade relations, such as the disallowance of tax deductions for imported
merchandise or the imposition of unilateral tariffs on imported products, could have a material adverse effect on our
business, results of operations and liquidity.

We have a Vendor Code of Conduct (the “Code”) that provides guidelines for our vendors regarding working
conditions, employment practices and compliance with local laws. A copy of the Code is posted on our

website, www.ae.com, and is also included in our vendor manual in English and multiple other languages. We have a
factory compliance program to audit for compliance with the Code. However, there can be no assurance that all
violations can be eliminated in our supply chain. Publicity regarding violation of our Code or other social
responsibility standards by any of our vendor factories could adversely affect our reputation, sales and financial
performance.

There is a risk of terrorist activity on a global basis. 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. Examples include, but are
not limited to, factory audits and self-assessments, including audit protocols on 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 who fail to meet our security requirements. In addition, CBP
has recognized us as a validated participant of the C-TPAT program, a voluntary program in which an importer agrees
to work with customs to strengthen overall supply chain security. However, there can be no assurance that terrorist
activity can be prevented entirely and we cannot predict the likelihood of any such activities or the extent of their
adverse impact on our operations.

Our reliance on our ability to implement and sustain information technology systems
We regularly evaluate our information technology systems and are currently implementing modifications and/or
upgrades to the information technology systems that support our business. Modifications include replacing legacy

systems with successor systems, making changes to legacy systems or acquiring new systems with new functionality.
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We are aware of inherent risks associated with operating, replacing and modifying these systems, including inaccurate
system information and system disruptions. We believe we are taking appropriate action to mitigate the risks through
testing, training, staging implementation and in-sourcing certain processes, as well as securing appropriate
commercial contracts with third-party vendors supplying such replacement and redundancy technologies; however,
there is a risk that information technology system disruptions and inaccurate system information, if not anticipated
and/or promptly and appropriately mitigated, could have a material adverse effect on our results of operations.

11
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Our inability to safeguard against security breaches with respect to our information technology systems

Our business employs systems and websites that allow for the storage and transmission of proprietary or confidential
information regarding our business, customers and employees including credit card information. Security breaches
could expose us to a risk of loss or misuse of this information and potential liability. We may not be able to anticipate
or prevent rapidly evolving types of cyber-attacks. Actual or anticipated attacks may cause us to incur increasing costs
including costs to deploy additional personnel and protection technologies, train employees and engage third-party
experts and consultants. Advances in computer capabilities, new technological discoveries or other developments may
result in the technology used by us to protect transaction or other data being breached or compromised. Data and
security breaches can also occur as a result of non-technical issues including intentional or inadvertent breach by
employees or persons with whom we have commercial relationships that result in the unauthorized release of personal
or confidential information. Any compromise or breach could result in a violation of applicable privacy and other
laws, significant financial exposure and a loss of confidence in our security measures, which could have an adverse
effect on our results of operations and our reputation.

Our reliance on key personnel

Our success depends to a significant extent upon our ability to attract and retain qualified key personnel, including
senior management. Collective or individual changes in our senior management and other key personnel could have
an adverse effect on our ability to determine and execute our strategies, which could adversely affect our business and
results of operations. There is a high level of competition for senior management and other key personnel, and we
cannot be assured we will be able to attract, retain and develop a sufficient number of qualified senior managers and
other key personnel.

Failure to comply with regulatory requirements

As a public company, we are subject to numerous regulatory requirements, including those imposed by the
Sarbanes-Oxley Act of 2002, the SEC and the NYSE. In addition, we are subject to numerous domestic and foreign
laws and regulations affecting our business, including those related to labor, employment, worker health and safety,
competition, privacy, consumer protection, import/export and anti-corruption, including the Foreign Corrupt Practices
Act. Although we have put into place policies and procedures aimed at ensuring legal and regulatory compliance, our
employees, subcontractors, vendors and suppliers could take actions that violate these requirements, which could have
a material adverse effect on our reputation, financial condition and on the market price of our common stock. In
addition, regulatory developments regarding the use of “conflict minerals,” certain minerals originating from the
Democratic Republic of Congo and adjoining countries, could affect the sourcing and availability of raw materials
used by suppliers and subject us to costs associated with the regulations, including for the diligence pertaining to the
presence of any conflict minerals used in our products, possible changes to products, processes or sources of our
inputs, and reporting requirements.

Fluctuations in foreign currency exchange rates

We have foreign currency exchange rate risk with respect to revenues, expenses, assets and liabilities denominated in
currencies other than the U.S. dollar. We currently do not utilize hedging instruments to mitigate foreign currency
exchange risks. Specifically, fluctuations in the value of the Canadian Dollar, Mexican Peso, Chinese Yuan, Hong
Kong Dollar, British Pound and Euro against the U.S. Dollar could have a material adverse effect on our results of

operations, financial condition and cash flows.

Fluctuations in our tax obligations and effective tax rate
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We are subject to income taxes in many U.S. and certain foreign jurisdictions. We record tax expense based on our
estimates of future payments, which include reserves for uncertain tax positions in multiple tax jurisdictions. At any
one time, multiple tax years are subject to audit by various taxing authorities. The results of these audits and
negotiations with taxing authorities may affect the ultimate settlement of these issues. In addition, the tax laws and
regulations in the countries where we operate may change or there may be changes in interpretation and enforcement
of existing tax laws. Significant tax law changes are being evaluated by the Federal Government of the United States,
our most significant country of operation. Such tax law changes, including a border adjustment tax, if enacted, could
materially increase our income tax expense, which would have a material adverse effect on our results of

operations. As a result, we expect that throughout the year there could be ongoing variability in our quarterly tax rates
as events occur and
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exposures are evaluated. In addition, our effective tax rate in a given financial statement period may be materially
impacted by changes in the mix and level of earnings by jurisdiction or by changes to existing accounting rules or
regulations.

Impact of various legal proceedings, lawsuits, disputes, and claims

As a multinational company, we are subject to various proceedings, lawsuits, disputes, and claims (‘“Actions”) arising in
the ordinary course of our business. Many of these Actions raise complex factual and legal issues and are subject to
uncertainties. Actions filed against us from time to time include commercial, intellectual property, customer,
employment, and data privacy claims, including class action lawsuits. Actions are in various procedural stages and
some are covered in part by insurance. We cannot predict with assurance the outcome of Actions brought against us.
Accordingly, developments, settlements, or resolutions may occur and impact income in the quarter of such
development, settlement, or resolution. An unfavorable outcome could have an adverse impact on our business,
financial condition and results of operations.

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 infrastructure systems, including
exceeding capacity in our distribution centers; 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 our business related to an outbreak of a
pandemic disease in a country where we source or market our merchandise; extreme weather conditions or changes in
climate conditions or weather patterns; the effects of changes in 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.

We own two buildings in urban Pittsburgh, Pennsylvania which house our corporate headquarters. These buildings
total 186,000 square feet and 150,000 square feet, respectively.

In suburban Pittsburgh, Pennsylvania, we own a 45,000 square foot building, which houses our data center and
additional office space and lease an additional location of approximately 18,000 square feet, which is used for storage

space. This lease expires in 2017.

We rent approximately 182,000 square feet of office space in New York, New York for our designers and sourcing
and production teams. The lease for this space expires in 2026.

We lease 9,200 square feet of office space in San Francisco, California that functions as a technology center for our
engineers and digital marketing team focused on our omni-channel strategy. The lease for this space expires in 2019.
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We also lease offices in international locations including 6,600 square feet in Mexico City expiring in 2020, 15,400
square feet in Hong Kong expiring in 2017 and 11,300 square feet in Shanghai, China expiring in 2019.

We own distribution facilities in Ottawa, Kansas and Hazleton, Pennsylvania consisting of approximately 1.2 million

and 1.0 million square feet, respectively. These facilities are used to support new and existing growth initiatives,
including AEO Direct and Aerie.

We lease a building in Mississauga, Ontario with approximately 294,000 square feet, which houses our Canadian
distribution center. The lease expires in 2028.
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All of our stores are leased and 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 involved, from time to time, in actions associated with or incidental to our business, including, among other
things, matters involving credit card fraud, trademark and other intellectual property, licensing, importation of
products, taxation, and employee relations. We believe at present that the resolution of currently pending matters will
not individually or in the aggregate have a material adverse effect on our financial position or results of operations.
However, our assessment of any litigation or other legal claims could potentially change in light of the discovery of
facts not presently known or determinations by judges, juries, or other finders of fact which are not in accord with
management's evaluation of the possible liability or outcome of such litigation or claims.

Item 4. Mine Safety Disclosures.

Not Applicable.

PART II

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Our common stock is traded on the NYSE under the symbol “AEO”. As of March 6, 2017, there were 511 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 50,000. The
following table sets forth the range of high and low closing prices of the common stock as reported on the NYSE
during the periods indicated.

Market
Price  Cash Dividends per
For the Quarters Ended High
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