GAP INC. DEMONSTRATES STRONG INTERNATIONAL AND ONLINE
GROWTH AT ANNUAL INVESTOR MEETING
Brand Leaders at Gap, Old Navy, and Banana Republic
Outline Steps to Improve North American Business
NEW YORK – October 13, 2011 – Gap Inc. (NYSE:GPS) today provided a comprehensive business
update, detailing its plans to build upon the momentum of its growth strategy, and addressed product and
marketing changes underway in its North America business.
With about 3,100 company-operated stores and about 200 franchise stores in 36 countries and online
orders shipped to over 90 countries, the company reaffirmed its goal of growing total sales outside of
North America and online to about 30 percent by the end of fiscal 2013. At today’s event, leaders shared
that retail sales outside North America increased 16 percent in the first half of the year, while revenue
from its e-commerce business during this period increased 19 percent across its entire portfolio.
The company plans to bring the first store expression of its value brand, Old Navy, outside of North
America, to Japan within the next 18 months, and plans to nearly triple the number of Gap stores in
greater China from roughly 15 at the end of this year to about 45 by the end of 2012. The first Gap
flagship in Hong Kong is set to open in a matter of weeks on Queen’s Road, as is the company’s first
Banana Republic flagship in Paris later this year. The company’s athletic apparel brand, Athleta, is also
on target to open over 50 stores by the end of 2013.
“The combination of our global strategy and formidable growth platform puts us in a strong position to
expand our reach into the top 10 apparel markets worldwide,” said Glenn Murphy, chairman and chief
executive officer of Gap Inc. “In North America, we’re taking a number of steps to improve sales in the
near-term, and I’m confident that with a strong management team in place, we’re well positioned for
sustained growth across the business.”
Speaking at its Gap Global Creative Center in New York City, brand presidents and merchants presented
their plans to grow sales, such as: Gap brand, led by Art Peck, is making immediate adjustments across
the business and testing provocative ideas, especially around product, store experience and marketing;
Old Navy, led by Tom Wyatt, is building upon its improved performance from 2006 to 2010 through a new
store model and overhauled marketing campaign in November that will reflect the brand’s sense of fun,
fashion, family and value; and Banana Republic, led by Jack Calhoun, is making product adjustments to
its women’s assortment to build off the momentum in its successful menswear division, and is focusing on
innovative product partnerships given the recent success with Mad Men.
“Our brand leaders and their merchants are intent on delivering consistently great product for our target
customers,” Murphy added.
The company also outlined progress related to its growth, core business performance, and financial
health, as summarized below:
•

A formula for international growth: Gap Inc. International President Stephen Sunnucks
outlined the opportunities for the company’s international growth platform. For major markets, the
company typically enters with brand-building flagship stores, followed by Outlet and smaller
stores in outlying areas and an online expression of the brand. This model can be applied to Gap
and Banana Republic, and, over time, Old Navy. For other markets, the franchise model allows
the company to expand. Sunnucks acknowledged current market challenges in the United
Kingdom and Japan, but expressed confidence in the company’s strategy of diversifying markets
long term. The company’s new stores are performing well in China and Italy, and the franchise
business experienced 48 percent revenue growth in the first half of fiscal 2011. In China, online
orders alone were logged from over 330 cities, covering all parts of the country. The company
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expects to have a fleet of about 45 stores in China by the end of fiscal 2012, and expects to
double its franchise stores to about 400, by the end of fiscal 2014.
•

Online investments aimed at expanding market share: Gap Inc. Direct President Toby Lenk
expects the division to hit $1.5 billion in revenue by the end of this year, on track to reach $2
billion in revenue and operating income of $500 million by the end of fiscal 2014. Lenk said that
his team will considerably expand its successful “ship-from-store” pilot – which taps into store
inventory to meet strong online demand – from 25 Banana Republic stores to 270 Banana
Republic, Gap and Athleta stores by the end of the fourth quarter of fiscal year 2011. In addition,
given the rise in mobile shopping and the strength of the company’s new mobile commerce
platform, conversion rates have tripled over the past year. The division also expects to test its
ship-from-store concept in Old Navy next year.

•

Athleta and Piperlime remain in early stages of growth in North America: Athleta is
expected to grow its store base to 10 stores in North America by the end of fiscal year 2011 and
is on course to have 50 stores by the end of fiscal 2013. Piperlime expanded its apparel
assortment by more than half, including private labels and introduced additional celebrities to its
guest editor program. Lenk said that Piperlime will explore a store concept next year and is
testing men’s apparel.

•

Gap Global Creative Center mobilizes creative talent worldwide: Earlier this year, the
company centralized its Gap brand creative leadership team with the intent of streamlining
operations to fuel sustainable, global growth. Since unifying creative resources – including
design, marketing, and production – into one team based out of New York, the company has
shifted its approach to how it mobilizes creative talent and design globally to create and export
on-trend product worldwide. Customers will see product improvements starting in spring with
more color, emotion and clearer product points of view. The brand leadership remains focused on
executing consistently towards the Gap brand aesthetic of casual, American, optimistic style
through the filter of accessible premium.

•

New product categories and faster product pipeline in place: Gap, Banana Republic and Old
Navy now have shorter core product pipelines, which allow the brands to more quickly respond to
changing consumer trends and product demand. Each brand is also pursuing new product
categories and product partnerships. For example, Old Navy has launched licensing, jewelry and
introduced new product at its register lanes, while Gap announced earlier this year a partnership
with Diane von Furstenberg for a line of kids product in spring 2012.

•

Improving productivity of North American real estate: The company is making progress on its
goal of reducing square footage in North America and is on track to achieve a 10 percent
reduction in overall store square footage by fiscal year 2012, when compared to 2007. At Gap,
the company is committed to rebalancing its specialty and outlet stores within North America,
resulting in about 700 Gap specialty stores and about 250 Gap Outlet stores by year end 2013.
This represents a 34 percent decrease in the Gap specialty store fleet when compared to the end
of 2007. At Old Navy, the brand’s strategy is to have roughly the same number of stores in North
America with a smaller footprint. The brand plans to continue downsizing its fleet in North
America, and expects to potentially remove another 1 million square feet by fiscal year end 2013.

•

Financial outlook and strong long-term strategy: Gap Inc. CFO Sabrina Simmons reinforced
that the company is more committed than ever to rebuilding its financial performance through its
economic model. The company reaffirmed its fiscal 2011 full year earnings per share guidance of
$1.40 to $1.50.
Moving beyond 2011, the company remains focused on growing revenue, operating margin and
earnings while returning excess cash to shareholders. The company has an overall goal of low
single digit revenue growth on its approximately $15 billion revenue base. In North America, sales
are expected to grow modestly on its smaller, healthier specialty store fleet supplemented by
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sales growth in its online and outlet channels. Internationally, the company plans to complement
specialty store growth with the higher returning online, outlet and franchise channels. Regarding
margins, the company intends, over time, to return to the operating margin levels achieved in
2010. These are expected to be enabled by merchandise margin re-expansion resulting from
anticipated normalized cotton prices, especially beginning in the back half of 2012.
To watch a replay of today’s event, please visit the webcast archive section of the Gap Inc. Financial
News and Events page at http://investors.gapinc.com/phoenix.zhtml?c=111302&p=irol-audioArchives.
Forward-Looking Statements
This press release and related conference call and webcast contain forward-looking statements within the
“safe harbor” provisions of the Private Securities Litigation Reform Act of 1995. All statements other than
those that are purely historical are forward-looking statements. Words such as “expect,” “anticipate,”
“believe,” “estimate,” “intend,” “plan,” “project,” and similar expressions also identify forward-looking
statements. Forward-looking statements include statements regarding the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

growth strategy through multiple brands, channels and geographies;
sustained growth across the business;
future revenue mix between North America, international and online;
reducing dependency on North America stores;
international growth, including additional company-operated stores in China, Europe and Japan;
franchise growth worldwide; Old Navy expansion internationally; and further international online
expansion;
Athleta and Piperlime growth, including through additional Athleta stores and potential Piperlime
stores;
pipeline speed;
overall consistency, including in products, marketing, execution and results;
new product categories;
third party partnerships;
earnings per share for fiscal year 2011;
growing the top line through modest positive comps and growth vehicles that deliver solid returns;
expanding gross margin;
maintaining expense discipline;
future margins, including returning operating margin to its earlier highs over time;
distributing excess cash to shareholders through dividends and share repurchases;
growing total North America sales through a smaller, healthier specialty store fleet supplemented by
sales growth in the online and outlet channels;
future North America store counts and square footage;
future costs and merchandise margins, including impact of expected normalized cotton prices in
2012;
rebuilding financial performance;
future online revenue and operating income;
online ship-from-store expansion and impact;
mobile ecommerce initiatives and impact, including multi-channel initiatives;
product improvements;
future marketing initiatives and spending; and
store remodels.

Because these forward-looking statements involve risks and uncertainties, there are important factors that
could cause the company’s actual results to differ materially from those in the forward-looking statements.
These factors include, without limitation, the following:

3

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

the risk that changes in general economic conditions or consumer spending patterns will have a
negative impact on the company’s financial performance or strategies;
the highly competitive nature of the company’s business in the United States and internationally;
the risk that the company or its franchisees will be unsuccessful in gauging fashion trends and
changing consumer preferences;
the risk that the company’s efforts to expand internationally may not be successful and could impair
the value of its brands;
the risk that trade matters, sourcing costs, events causing disruptions in product shipments from
China and other foreign countries, or an inability to secure sufficient manufacturing capacity may
disrupt the company’s supply chain or operations, or impact its financial results;
the risk that the impacts of the March 2011 earthquake, tsunami and nuclear crisis in Japan, including
reduced consumer spending, will continue to have adverse effects on the company’s business,
financial position and strategies;
the risk that the company’s franchisees will be unable to successfully open, operate, and grow the
company’s franchised stores;
the risk that the company or its franchisees will be unsuccessful in identifying, negotiating, and
securing new store locations and renewing or modifying leases for existing store locations effectively;
the risk that comparable sales and margins will experience fluctuations;
the risk that the company will be unsuccessful in implementing its strategic, operating and people
initiatives;
the risk that changes in the company’s credit profile or deterioration in market conditions may limit its
access to the capital markets and adversely impact its financial results and its ability to service its
debt while maintaining other initiatives;
the risk that updates or changes to the company’s information technology (“IT”) systems may disrupt
its operations;
the risk that acts or omissions by the company’s third-party vendors, including a failure to comply with
the company’s code of vendor conduct, could have a negative impact on its reputation or operations;
the risk that the company does not repurchase some or all of the shares it anticipates purchasing
pursuant to its repurchase program;
the risk that the adoption of new accounting pronouncements will impact future results;
the risk that changes in the regulatory or administrative landscape could adversely affect the
company’s financial condition, strategies, and results of operations; and
the risk that the company will not be successful in defending various proceedings, lawsuits, disputes,
claims, and audits.

Additional information regarding factors that could cause results to differ can be found in the company’s
Annual Report on Form 10-K for the fiscal year ended January 29, 2011, as well as the company’s
subsequent Quarterly Reports on Form 10-Q.
These forward-looking statements are based on information as of October 13, 2011. The company
assumes no obligation to publicly update or revise its forward-looking statements even if experience or
future changes make it clear that any projected results expressed or implied therein will not be realized.
SEC Regulation G
The related conference call and webcast also include the non-GAAP measure – free cash flow – which
under SEC Regulation G we are required to reconcile to GAAP measures. Reconciliations of the free
cash flow measures to GAAP financial measures are included in the table at the end of this release.
About Gap Inc.
Gap Inc. is a leading global specialty retailer offering clothing, accessories, and personal care products
for men, women, children, and babies under the Gap, Banana Republic, Old Navy, Piperlime, and Athleta
brands. Fiscal year 2010 net sales were $14.7 billion. Gap Inc. products are available for purchase in
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over 90 countries worldwide through about 3,100 company-operated stores, about 200 franchise stores,
and e-commerce sites. For more information, please visit www.gapinc.com.
Investor Relations Contact:
Mike Jenkins
(415) 427-4454
investor_relations@gap.com
Media Relations Contact:
Emily Russel
(415) 427-6230
press@gap.com
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The Gap, Inc.
SEC REGULATION G
UNAUDITED
RECONCILIATION OF NET CASH PROVIDED BY OPERATING ACTIVITIES TO FREE CASH FLOW

($ in millions)

Net cash provided by operating activities
Less: Purchases of property and equipment
Free cash flow (a)

$
$

2010
1,744
(557)
1,187

$
$

Fiscal Year
2009
2008
1,928
$
1,412
(334)
(431)
1,594
$
981

$
$

2007
2,081
(682)
1,399

_________
(a) Free cash flow is a non-GAAP financial measure. We believe free cash flow is an important metric because it represents a
measure of how much cash a company has available for discretionary and non-discretionary items after the deduction of capital
expenditures, as we require regular capital expenditures to build and maintain stores and purchase new equipment to improve
our business. We use this metric internally, as we believe our sustained ability to generate free cash flow is an important driver
of value creation. However, this non-GAAP financial measure is not intended to supersede or replace our GAAP results.

