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accessorizing the world



Claire's Mission Statement - Claire's Stores, Inc. NYSE symbol: CLE

Claire's, through our different store concepts: Claire's Accessories, Afterthoughts and Mr. Rags, strives to be the most
profitable mall-based retailer selling accessories, costume jewelry and apparel to our core customer teenagers, aged 7-20.
Claire's operated 3,032 stores at Fiscal 2000 year end in North America, the Caribbean, United Kingdom, Europe and

Japan.

We remain committed to growing our company by focusing on the world-wide feen market and creating value by
leveraging our unique strengths. Claire's strives to make our stores a compelling place to shop and work and to

maintaining Claire's Stores, Inc. as a sound investment option.
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FINANCIAL HIGHLIGHTS

(in thousands except net income per share and selected operating data)

OPERATING RESULTS Fiscal 2000 Fiscal 1999 Fiscal 1998
Net sales $ 846,898 $ 661,856 $ 536,754
Percentage change year-fo-year 28% 23% 15%
Income from continuing operations $ 87935 $ 71,652 $ 59,595
Percentage change year-to-year 23% 20% 30%
Net Income $ 87,935 $ 62,280 $ 59595
Percentage change year-to-year 41% 4.5% 30%
Diluted income from continuing
operations per share $ 1N $ 140 $ 17
Percentage change year-to-year 22% 20 % 30%
BALANCE SHEET DATA ( at fiscal year end)
Working capital $193,163 $170,527 $152,934
Total assets $ 702,099 $ 394,272 $ 317,067
Long-term debt $192,000 $ - $ -
Shareholders’ equity $ 398,786 $314,218 $ 257,258
SELECTED OPERATING DATA
Number of stores open at end of period 3,032 2,027 1,781
Return on sales from confinuing operations ~ 10.4% 10.8% 11.1%
Return on Equity 25.1% 24.6% 27.1%
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a letter from the chairman of the board

president and chief executive officer

Rowland Schaefer

DEAR SHAREHOLDERS:

It is my exireme pleasure to report that
Fiscal 2000, ended January 29,
2000, was a phenomendal year for
Claire's Stores. Sales were up 28%
fo $847 million. Operating mar-
gins ran at 16.4%, one of the
highest in the retail indusiry.
Earnings from confinuing opera-
fions grew 23%, on top of a twelve-
year compounded annual growth
rate of 27 %. Significant growth. But
more imporfantly,

consistent
growth and
consistent
performance.

FISCAL 2000 ACCOMPLISHMENTS

Fiscal 2000 was a year of important milestones for Claire's.
Among our achievements we are pleased to report:

* Eight consecutive years of record sales and eamings

* Acquired Afterthoughts, a 768-store U.S. chain in December
* Store base grew to over 3,000 sfores for the first fime

* Relocated UK distribution and buying offices

* Relocated Mr. Rags distribution functions to Claire's focility

PROFITABLE GROWTH

The key to business is profit. Claire's Boutiques has been prof-
itable in every year of ifs existence, over 27 years. A record we
will strive fo continue. Qur stores continue to be the envy of every
retailer. Our sales per square foot improved again for Claire’s on
a consolidated basis, from $362 to $376 per
square  foot in  Fiscal 2000, another record.
Our godl for the next five years is to

grow
earnings
by 17-20*
per year.

For the last eight years we have

exceeded that goall!

GREAT DEMOGRAPHICS

We believe the opportunities for confinued growth with
our portfolio of stores are excellent, especially given current feen
demographics. There are currently 31 million feens and these
numbers are expected to surge to 35 million teens by 2010.
But most importantly, teens spend. Teens are a huge business
and they represent one of the fastest-growing consumer mar-
kets. Teens spend $120 bilion a year and influence
an addiional $200 billion per year.

HUGE GROWTH POTENTIAL

Fiscal 2000 was an incredible year for growth not only in sales
but in the number of stores we operated. We finished the
year with 3,032 sfores in eight countries, an
increase of more than 1,000 stores over the 2027
we operated ot the end of Fiscal 1999. An impressive 50 per-
cent increase in square footage. Claire's sfill has incredible
growth opportunities as we continue to expand our portfolio of
stores. In North America we have room for at least 1,000 more
stores, raising our total on this confinent to more than 3,000.
In the United Kingdom and Europe we have already identified
atleast 1,300 new store opportunities. (This is only in the coun-
fries where we currenfly have a presence: UK., France,
Austria, Switzerland and Germany.) In addition, we have iden-
fified 500 new store opportunifies in Japan,



that is a total
of 2800 plus new
opportunities.

Claire’s will continue to expand our portfolio of stores in
Fiscal 2001 by opening 250 new sfores . We plan fo
expand Claire’s Accessories, Afterthoughts and Mr.
Rags domestically and Claire’s Accessories in Japan,
the U.K. and Europe. Our plan is to open 100 stores
in North America, 70 stores in the UK., 20 stores in
Europe, 40 stores in Japan and 20 Mr. Rags stores in
the U.S. in Fiscal 2001.

INTEGRATION

We will spend Fiscal 2001 infegrating our huge acqui-
siion of Afterthoughts stores. To date, | am happy to
report the integration process is right on target.
Afterthoughts adds a new store concept fo our porffolio
of stores as well as expanding our feen customer base,
as Claire's targets the tween, kids aged 7 to 12 years

and Afterthoughts targets the older feen,
kids aged 13 fo 20 years.
INTERNET

In Fiscal 2001 we will continue to work on our Claire's
Infernet site, www.claires.com. The site is fun and enter-
faining but we view it as a work in progress.
Later this year, we will launch an Infernet site for
Afterthoughts and Mr. Rags. We view our current and
future Infernet sites ais marketing tools. It reinforces our
brand and shopping experience and sends our feen cus-
fomers fo our stores. It also helps with focus festing and
keeping a pulse on our teen customer. However, it is
important  to  emphaize  that  feens
socidlize in the malls and that's where they
primarily shop. We see the potential opportunity for
E-Commerce and we are proceeding cautiously.

TALENTED MANAGEMENT TEAM

| don't think there has ever been a time that I've been
more optimistic, excited or motivated by our stores.
We have more resources, falent and infellect, than at any
point in our history. The foundation has been built and
our management team is commitied o achieving even
greater future success. Atfracting top talent has been an

integral part of our long-ferm plans, and the business
knowledge and foresight these individuals bring with
them has expanded both our vision and our godls.

WE BELIEVE IN SHAREHOLDER VALUE

For the past year, the stock market has been both volatile
and unpredictable. We believe, as many of you do, that
Claire's stock has been significantly undervalued. That's
a frustrating situation for all of us. We continue to spend
a great deal of time and effort in communicating our
story to the investment community. An investment in
Claire's Stores is a sound invesiment as an examination
of our history will demonstrate. In foct,

individual
investor ranked
claire's as its

fifth best stock
to invest in for

2000.

But our promise to you is, we will continue fo grow this
company with an eye on sound and profitable growth.
We are grateful for your confidence.
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APPRECIATION TO EVERYONE AT CLAIRE'S
Every one of Claire's, Afterthoughts and Mr. Rags more
than 15,000 employees contributed to the wonderful
year we enjoyed in Fiscal 2000. | would like to foke
this opportunity to acknowledge their commitment,
dedication, and hard work. You are what makes
this company a success.

We thank all of our business pariners who
contributed to our success in Fiscal 2000 and add sin-
cere thanks fo you, our shareholders,

for your continued support.

Sincerely,

Rowland Schaefer
Chairman of the Board, President and
Chief Executive Officer




Claire's Accessories is our flagship store concept fargeting
gifs aged 7-12 years. The stores operate in
North America, the United Kingdom, F ,
France, Switzerland, Germany, '
Austria, and Jopan. Claire's <
Accessoies sfores are approxi- -

mately 970 square feet in size
and sales per square foot &! L r
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increased to $352 in North
America during Fiscal 2000. ==

TEENS SHOP THE MALLS o
We are where the teens shop, at the =
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feen spending is done. Mallls are a great place
fo socialize and teens love fo hang out there. By pro-

viding a fun and stimulafing

environment we ensure our stores
are on every teen's
. r’;h. “mUSt ViSi'I'" IiSl' o the frend is different for the teen and

tweens. One leads and the next aspires.
A major initictive for Fiscal 2001 is to
implement a new planning and allocer
tion system for both Claire's and
Afterthoughts.  These new systems will
allow us fo move quickly in terms of inter-

' " Teens are very exact in buying a trendy item. The older feen ; q —
. 0 3 discovers a frend first and they want the exacthotitem. There Priing fdeness & an e

{

. :'H-"h‘a o } Teens make 40% more visits to malls than any other shop-
ping demographics and spend 20% more fime in the malll
than any one else.

TEEN SHOPPING HABITS

AQ -

: , , . shopping behaviors and will give us the
is a short fime lag before the younger feen quic ies it. The
8 U quickly cop ability to forecast and allocate our busi-

older teen then moves on to the next hot frend as they try to define , ,
ness more precisely. The new dllocation

who they are in the real world. Teens are constantly changing their looks from

fem provides us th iate ool fo
preppy, to club to whatever the new look happens to be. Syslem provides us ine appropria

dllocate quantities by location and was
NEW PLANNING AND ALLOCATION SYSTEMS implemented in early February. The new
There is a prediciability to the volafile teen trends and their evolution. The sales curve fo  planning system is an effective



build the core classification at Claire's and create two distinct
brands and shopping experiences. By combining the two

sub-brands solely into Claire's, it creates a

classification
dominance
and distinct
customer draw.

EXPANDING PRODUCT CATEGORIES

Cosmetics is a magnet that draws kids into the store and we feel
there is a huge opportunity for both Claire's and Afterthoughts by
expanding our current cosmetics offerings. Teen girls love fo emu-
lote adults and make-up allows them to feel grown-up. Teens are
not presently being served by and have no loyalty to
_ department stores. ~ Both  Claire's and
Ht Afterthoughts currently have a cosmetics
{ line in their stores. QOur current line
s provides us a foundafion 1o
idenfify and brand specific products.
57 We will develop three lines of products: one for
" Claire's, one for Afterthoughts as well as a major

brand which can be carried in both

store concepts. Claire's line

planning fool which will help us forecast will be an item driven

sales accurately by classification and will 0  business as it s in

contribute fo margin improvement as we il and
go info the second hdlf of '. : LY —~ A Afterthoughts’
the year. IQ - ' L @ ine will be pre-
\ sented as a
CREATING DISTINCT BRANDS

As a result of the acquisition of

Afterthoughts and the dissection of the
three store concepts, we found more

complete  cos-

mefics collection.

e by sharing suppli-

ers and ideas

between the two

_ divisions and  creafing

Afterthoughts, which includes the distinct  brands  there s

"Princie" brand of products and incor- a huge opportunity to grow both businesses.
porate it into Claire's Kids Klub. This will

opportunities for Claire's. We will elim-

inate the young kids department at
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Claire's acquired the Afterthoughts chain on December 1, 1999.  Afterthoughts is
an accessory store concept targefing teens aged 13 to 20 years. At the time of the
acquisition, Afterthoughts operated approximately 768 sfores throughout North
America. The stores are approximately 956 square feet in size and sales

per square foot were opproximately $290 for Fiscal 2000.

TWO DISTINCT ACCESSORY STORE FORMATS

Our goal is to keep Claire's and Affterthoughts as two distinct

businesses which will ensure that the two businesses do not -

blend together.  Afterthoughts' merchandising team will -
remain in New York which will ‘

keep the
° ° °
continuily in
° o .
that business. -
Both Claire's and Afterthoughts'
merchandising teams are in con- . &
sfant communication working
together and sharing ideas and
best practices to enhance both
[
of Fiscal 2001 will be integrating ‘
Afterthoughts’ back office and distribution func-
fions with Claire's. One of our initial goals of the infegration process, was to

businesses.

INTEGRATION
An important initictive for the first half

analyze our three accessory store concepts: Claire's, Afterthoughts and lcings, to deter-
mine all opportunities and potential synergies. We identified the strengths in all three
chains and have emerged with a defined direction. Claire's will confinue to target the
tween customer (kids aged 7 fo 12 years) and Afterthoughts will target the older teen

(kids aged 13 to 20 years). By defining two store concepts to

Vaﬁ;er thoughts®

farget specific  customers, we will
prevent cannibalization of sales in
both sfore concepts The Icing stores,
an accessory concept fargeting older
teens, will be rolled into the
Afterthoughts concept as both stores
farget the same customer.  Currently,
sales and margins in  the
Afterthoughts stores are higher than
the Icing stores so this conversion
offers an

immedicate

opportunity

fo Increcise

revenues







Mr. Rags is our teen branded appar-
el concept. At the end of Fiscal
2000 we operated 143 stores in
31 stafes. Mr. Rags is a unique con-
cept because it combines surf, skate
and urban brands in one store. In
S fact, Mr. Rags is

the largest
mall-based
skate hard goods

retailer nationally.

The average store size is approximately
2000 square feet and sales per square
foot totaled $357 for Fiscal 2000. The
store design draws from industrial and
urban influences to create a visually stun-
ning, fun and high-energy atmosphere
for teens fo shop, enjoy and hang out.

86

A YEAR OF EXPANSION

Fiscal 2000 was a year of change, expansion and learning

for Mr. Rags. During Fiscal 2000, all distribution and back Y
office functions were transferred to Claire's facilities in
Hoffman Estates, lllinois. The store base increased by 57 new
stores, an increase of 66 percent over the previous year. Mr.
Rags installed new information sysfems, insfituted Claire's best
practices and also realigned the field organization fo maxi-
mize store performance. Looking back over the year,
there were some bumps along the way; however we feel

Mr. Rags is well posi-
fioned to leverage on the
lessons learmed, and Fiscal 2001
will be an exciting and profitable
year.

STRONG
VENDOR RELATIONSHIPS

A key fo our business is creafing
strong vendor relafionships. We con-
finue to work with vendors to build
exisfing brands, help them infroduce
and fest new concepts as well as
maintain a confinual focus on best
frends. We work with the vendors up
front on fabrications and designs fo
create exclusive style offerings for Mr.
Rags. Our godl is fo offer a unique
mix of lifestyle brands and products
that distinguish Mr. Rags from other
stores in the malll

MERCHANDISING

Our merchandising strategy s
simple:



offer the™

hottest brands

in the market
place.

The brands we sell are "best of
brands" and are lifestyle driven. We
only sell brands that our customers
are really behind. We work hard to
stay ohead of trends, and we are
constantly fine-tuning our merchan-
dise mix to meet our customer's

needs. The urban and skate depart-

ments performed well in Fiscal 2000

but some of our other business seg-
ments were not as effective as we
would have liked. As a result, we
have implemented some new mer-
chandise initiatives, which are

dlready showing great success. We re-introduced surf
apparel in the stores and we are expanding
our skate business. This will allow us fo

“expand our board and extreme
. sports businesses which are impor-
: tont fo our teen customer. We
=, are also increasing our pri-
4 vate label, juniors and
. accessory businesses o
l| increase the profitability of
¢ the stores.

INCREASED
INFRASTRUCTURE

"
rﬁﬁ; ;.
e ||
Sayre  who

ﬂ —i-! ‘ joined us in

i December.

; PreV|ous|y, Bob had

been vice president of young

men's and ouflet sfores for Pacific Sunwear of

California. Bob has a great knowledge of the branded teen

apparel market and adds experience and falent to our excit-
ing Mr. Rags’ team.

The management
team has been
strengthened
with the addi-
fion of Robert

REAL ESTATE OPPORTUNITY

We feel Mr. Rags has ample expansion

— e 7 opportunifies as Mr. Rags operates in
: =y . only 31 sfates and is under-penefrated
& in most of ifs existing markefs. We
believe Mr. Rags can profitably oper-

P,.?Fl ate a 600 plus chain in the United

(_'36) States. We dlso believe new sfores

represent a significant opportunity for

increases in sales productivity as they

open in superior locations. One third of

Mr. Rags sfores operate in secondary and terfi-

ary locations. The opportunifies fo open new stores in top mall locations are
very aftractive as these stores significantly out perform the chain average.

SB\{%I N



GLOBAL EXPANSION STRATEGY
Claire's has incredible growth opportunities available as

we continue
fo expand

our porifolio
of stores

with a domesfic and international strategy in p
place. Claire's sees the opportunity for

approximately 2,800 new stores in the
countries where we currently have a pres-
ence. In North America we have room 7
for ot least 1,000 addifional new sfores,
raiising our total on this continent to more than &
3,000. In the United Kingdom and Europe we W |
have dlready identified ot least 1,300 new store "
opportunities. (This is only in the countries where we currently
have a presence: UK., France, Austria, Switzedand and
Germany.) In addition, we have identified 500 new store oppor-

funities in Japan.
CLAIRE'S UK.

Fiscal 2000 was a busy year for Claire’s UK. We opened 98
new stores and operated 282 stores at the end of Fiscal 2000,
a 53 percent increase in the store base.  Our plans call for 70
additional new stores to be opened in Fiscal 2001. Stores in out-
let centers and airports performed well and we will continue to
fest these locations for future store growth.

In January of this year, we relocated the U.K. operations fo a new
central office and distribution center which has the capacity to
handle in excess of 500 stores. A substantial portion of Claire’s
future store growth will be concentrated in the U.K. and Europe.
The opportunities both in ferms of store growth and profitability
are very favorable. Claire’s U.K. continued to be exiremely prof-
itable in Fiscal 2000.

| l-_: lpire’s

Sales comprised 17 percent of total company sales and sales per
square foot totaled $885 compared with Claire’s North
America’s $352 sales per square foot. Operating margins for
Fiscal 2000 for the U.K. were an impressive 24 percent com-
pared with 19 percent in North America. Claire’s Accessories
stores are more profitable in the U.K. for three reasons: 1) The
concept of a store devoted to teens is brand new; 2) there is very
litle competition and 3) the stores are typically smaller than the
stores in North America.

dECEEFOFies

L

CLAIRE'S EUROPE

Fiscal 2000 was a phenomenal year for Bijoux One. Sales
soared with the infroduction of Claire’s merchandise into the
stores and both sales and profitability were well ahead of plan.
Sales for Europe comprised 3 percent of fofal sales and sales per
square foot of $722 compared with Claire’s North America's
salles per square foot of $352. We opened four new stores dur-
ing the year. At the end of Fiscal 2000 we had a fotal of 57
stores in Europe. The plan is fo open 20 new sfores in Fiscal
2001, a 35 percent increase in the store base.

On February 24, 2000 we announced the acquisifion of
Cleopatre, a 42-store accessory chain headquartered in Paris,
France. We were very pleased to increase our European store
base from 57 to 99 stores. We have hired a seasoned man-
agement feam for Cleopatre to build the business in France. The
plan is fo follow the infegration that worked so well for Claire's
UK. and Bijoux One.



The stores will have mini refifs to include slat wall and
counter implementation which will maximize selling
space as well as update the look of the stores.  We will
start layering Claire’s merchandise into the sfores in June.
The year will be spent teaching Claire's best proctices
and converfing MIS systems to be compatible

with the MIS systems in the UK.

We will not open any

new sfores in France
during Fiscal 2001 4
as we integrate
-
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Cleopatre with 'l
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Claire's.
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CLAIRE’'S JAF

Claire’s Japan is
corporation.
Claire’s Japan,
Fiscal 2000 de
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vice chairman
claire's stores, inc.

N

£ store
openings
Fiscal 2001

Claire’s
will confinue i's aggressive
growth strategy by expanding our portfolio
of stores in Fiscal 2001 with 250 new stores. We
plan to expand Claire’s Accessories, Afterthoughts and
Mr. Rags domestically and Claire’s Accessories in Japan,
the U.K. and Europe. We will open 100 sfores in
North America, 70 stores in the UK., 20 stores in
Europe, 40 stores in Japan and 20 Mr. Rags
stores in the U.S. in Fiscal
2001.

Marla L. Schaefer

vice chairman
claire's stores, inc.

Eileen Bonnie Schaefer
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~ president

president &
~ chief operating officer
' claire's boutiques, inc.

Marty Nealon

chief executive
claire's accessories u.k. Itd.

Mark Smith

president
bijoux one gmbh

Peter Bossert

' cleopatre s.a.

- Eric Goldberg



claire’s ) afterthoughts’

sfore
growih "

MO 9el0]S

at end of
Fiscal 2000

NORTH AMERICA

Claire’s Accessories (b) 1,757

Afterthoughts 710

Mr. Rags 143
INTERNATIONAL

United Kingdom 282

Austria 22

Switzerland 34

Germany 1

Japan 83

France () 42
TOTAL 3,074

() Does not include store closings.
(b) includes icings stores
(c) 42 store-chain acquisifion completed February 24, 2000




FINANCIALLY STRONG

We are pleased to report that Fiscal 2000 marked our
eighth consecutive year of record sales and eamn-
ings. Sales for Fiscal 2000 increased 28% to
$846,898,000 compared with $661,856,000
reported for Fiscal 1999. Same store sales
increased 5% over Fiscal 1999. In addition,
sales per square foot for the Company on a
consolidated basis, increased from $362 o
$376 and our average sales per store
increased from $344,000 in Fiscal 1999 to
$379,000 in Fiscal 2000. In addition we con-
finued to maintain our high gross margins,
while keeping expenses as a percenfoge of
salles relatively constant.

CONSISTENT PROFITABILITY

Income from continuing operations before a restructuring charge
and gain on investments increased 21 percent to $1.77 per
diluted share for Fiscal 2000 compared o $1.46 per diluted
share for Fiscal 1999. Net income increased 41 percent fo
$88,000,000 or $1.71 per share on a diluted basis compared
with $62,000,000 or $1.22 per share reported in Fiscal 1999.
Claire's boasts one of the highest returns on sales in the retail
industry of 10.4%. Return on sales decreased slightty from Fiscal
1999 due to duplicate transifional expenses, as well as
inferest costs and  goodwill amortization,  related
fo our acquisifion of the Afterthoughts chain of sfores. Omitfing
these expenses, return on sales would have
been equal to Fiscal 1999.

STRONG BALANCE SHEET

Claire's confinues to mainfain a strong balance sheet. In Fiscal

96 97 98 99

S "t
in millions

11.1%

10.8%
10.4%

chief financial officer,
senior vice president

Ira Kaplan

2000 we ended the year with cash, cash equivalents
and short-term investments in excess of $141 million
versus $153 million in Fiscal 1999. This balance is
net of approximately $75 million used for acqui-
sitions in Fiscal 2000. We agree withWall Street
estimates that our cash balance will reach
approximately $200 million by the end of
Fiscal 2001, a 42 percent increase.
EXCEPTIONAL CASH FLOW
Claire's confinued to produce a hedlthy cash
flow with approximately $112 million before
capital expenditures in Fiscal 2000 compared
with a cash flow of $84 million for Fiscal 1999.
We agree with Wall Street estimates
that free cash flow will approach $150 million
for Fiscal 2001, a 34 percent increase.

FINANCIAL OPPORTUNITIES FOR FISCAL 2001
As a part of the infegration process of Claire's and
Afferthoughts, we went through each mall in North America
where we operate two or more sfores in order to identify oppor-
tunities for store closures. The company has identified approxi-
mately 100 Claire's and 200 Afferthoughts stores to be dlosed
over the next two years. In aggregate, these stores were under-
performing. In the past, when an Afterthoughts store closed in
a mall, Claire's sales increased approximately 30%. By
approaching this initictive sirategically and increasing invento-
ries in the remaining stores in the mall fo capture additional
sales, there is an opportunity fo increase revenues in excess of
the 30%. We believe this strategy will produce more efficient
sales and enhance overdll profitability.

$112
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FIVE-YEAR FINANCIAL HIGHLIGHTS Fiscal Year Ended

Jan. 29, Jan. 30, Jan. 31, Feb. 1, Feb. 3,
2000 19991(4)5) 199814) 1997 (2)14) 1996 (1)(2)(4)

(In thousands except per share amounts)

Operating Statement Data:

Net Sales $ 846,898 $ 661,856 $ 536,754 $ 466,300 $ 364,347
Income from continuing operations 87,935 71,652 59,595 45,932 31,767
Net Income 87,935 62,280 59,595 45,932 31,767
Income Per Share (3):
Basic:
From continuing operations $ 1.72 $ 14 $ 119 $ 092 $ 065
Net income 1.72 1.23 1.19 0.92 0.65
Diluted:
From continuing operations S 1.71 $ 1.40 $ 1.17 $ 09 $ 064
Net income 1.71 1.22 1.17 0.90 0.64
Cash Dividends
Share:
Common stock S 0.16 $  0.16 $ 012 $ 010 $ 0.053
Class A Common stock 0.08 0.08 0.06 0.05 0.027
Balance Sheet Data:
Current assets $ 290,018 $239,618 $204,198 $ 157,089 $108,315
Current liabilities 96,855 69,091 51,264 45,906 32,196
Working capital 193,163 170,527 152,934 111,183 76,119
Total assets 702,099 394,272 317,067 252,237 194,780
Long-term obligations 206,458 10,963 8,545 5,787 4,325
Stockholders’ equity 398,786 314,218 257,258 200,544 158,259

(1) Consists of 53 weeks.

(2)  Adjusted to give effect to the three-for-two stock splits effective February 21, 1996 and August 29, 1996.

(3) In Fiscal 1998, the Company adopted the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 128,
“Earnings per Share” which established new guidelines for the calculation of earnings per share. Basic earnings per share
have been computed by dividing net income by the weighted average number of shares outstanding during the year.
Diluted earnings per share have been computed assuming the exercise of stock options, as well as their related income tax
effects. Earnings per share for all periods have been restated to reflect the provisions of this Statement.

(4) In April 1998, the Company acquired Lux through the exchange of 2,070,286 shares of the Company’s common stock for
all of the outstanding common stock of Lux. The acquisition was accounted for as a pooling of interests and accordingly,
the accompanying selected financial data has been retroactively adjusted to include the operations of Lux for all periods
prior fo the acquisition.

(5)  The Company adopted a plan fo discontinue the operation of its Just Nikki catalog segment in January 1999
(see Note 4 to the Consolidated Financial Statements for additional information).
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following table sefs forth, for the periods indicated, percentages which cerfain items reflected in the financial statements bear to net sales of the Company:

Fiscal Year Ended

Jan. 29, Jan. 30, Jan. 31,
2000 1999 1998
Net sales 100.0% 100.0% 100.0%
Cost of sales, occupancy and buying expenses 48.4 482 48.1
Gross profit 51.6 51.8 51.9
Other expenses:
Selling, general and administrative 31.7 315 321
Depreciation and amortization 34 33 34
Interest income, net (0.4) (0.9) (0.9)
(Gain) loss on invesiments (0.5) 0.7 (0.4)
Impairment of long-lived assets 1.0 - -
Income from continuing operations before
income taxes 164 17.2 17.8
Income taxes 6.0 6.4 6.7
Income from continuing operations 104 10.8 11.1
Discontinued operations, net of income foxes:
Loss from discontinued operations - 0.9 -
Loss on disposal of discontinued operations - 0.5 -
Net loss from discontinued operations - 1.4 -
Net income 10.4% 9.4% 11.1%

RESULTS OF CONTINUING OPERATIONS

From the fiscal year ended January 31, 1998 ("Fiscal 1998") to January 29, 2000 ("Fiscal 2000"), the Company's net sales increased at a compound annual rate
of 26%. Income from continuing operations increased from $59,595,000 in Fiscal 1998 to $87,935,000 in Fiscal 2000. The operating results of Claire’s Nippon Co., Ltd.,
which are accounted for under rﬁe equity method, are not part of the consolidated group of Claire's Stores, Inc. and therefore not included in the following andlysis. Fiscal 1998
balances have been restated to reflect the accounts of Lux as if the Companies had combined at the beginning of that period.

FISCAL 2000 COMPARED TO FISCAL 1999

Net salles increased by $185,042,000, or 28%, to $846,898,000 in Fiscal 2000 compared to $661,856,000 for the year ended January 30, 1999 (“Fiscal
1999"). This increase resulted primarily from the net addition of 1,006 stores, including the acquisifion of Afterthoughts effective December 1,1999 and same-store scles
increases of 5%. The same-store sales increases were mainly atfributable fo an increase in the average unit refail price of merchandise sold in Fiscal 2000 compared to
Fiscal 1999 and an increase in the number of overdll transactions per store.

Cost of sales, occurﬁoncy and buying expenses increased by $90,785,000, or 28%, to $409,852,000 in Fiscal 2000 compared to $319,067,000 in Fiscal

1999. Principal reasons for this increase were the rise in the number of stores and the volume of merchandise sold. As a percentage of net sales, these expenses increased

iighﬂy fo 4?.4% for Fiscal 2000 compared to 48.2% for Fiscal 1999. This increase of 20 basis points is the result of decreased product margins due to increased sales from
e Apparel Stores.

Selling, general and administrative (“SG&A”) expenses increased by $59,477,000, or 29%, to $268,108,000 in Fiscal 2000 from the Fiscal 1999 level of
$208,631,000. The increase noted was due to the increase in the cost of operating the additional stores. As a percentage of net sales, these expenses increased to approxi-
mattely 31.7% in Fiscal 2000 compared to 31.5% in Fiscal 1999. The increase in SG&A as a percentage of sales is primarily aftributable to certain redundant operations
reloted to the Afterthoughts acquisition.

Depreciation and amortization increased by $6,963,000, or 32%, to $28,841,000 in Fiscal 2000 from the Fiscal 1999 level of $21,878,000. The increase was
primarily due to the investment in 1,006 new and acquired stores and remodeling of approximately 100 stores.

Due to the balance in cash, cash equivalents and short-ferm investments and the absence of long-ferm debt for most of the year, interest income exceeded interest
expense in Fiscal 2000. As a percentage of sales, interest income, net was .4% for Fiscal 2000 compared to .9% in Fiscal 1999. This decrease in net interest income was
caused by interest expense incurred on ie debt focility enfered into on December 1, 1999 and lost inferest income on the approximately $55 million of cash used
related to the Afterthoughts acquisition. The cash and cash equivalents, and short-term investments balance during Fiscal 2000 averaged approximately $138,642,000
compared to approximately $149,561,000 in Fiscal 1999.

In Fiscal 2000, the Compan{ recognized a gain on investments of $3,929,000 compared to a loss on investments of $4,800,000 in Fiscal 1999. The Fiscal
1999 loss did not result from the sale of investments but rather from the write-down of investments, in accordance with Generally Accepted Accounting Principles, to better
reflect the current economic value of the investments.

In December 1999, the Company began implementation of a reorganization plan to eliminate redundant field operations and optimize square footage efficiency
as a result of the acquisition of Afterthoughts. As a result of the reorganization and the Company’s periodic review of impairment, the Company recorded an $8.7 miillion
($5.5 million ofter tax, or $.11 per diluted share) non-cash charge to write off the assets whose carrying value had been impaired.



Income taxes increased by $8,776,000 to $50,860,000 in Fiscal 2000 compared to $42,084,000 in Fiscal 1999. The Company's effective tax
rates declined slightly as a result of increased profitable foreign operations which have lower effective tax rates than the United States.

FISCAL 1999 COMPARED TO FISCAL 1998

Net sales increased by $125,102,000, or 23%, to $661,856,000 in Fiscal 1999 compared to $536,754,000 for the year ended January 31,
1998 (“Fiscal 1998"). This increase resulied primarily from the net addition of 235 stores and same-store sales increases of 7%. The same-store sales
increases were mainly atfributable to an increase in the average unit refail price of merchandise sold in Fiscal 1999 compared to Fiscal 1998 and an
increase in the number of overall transactions per store.

Cost of sales, occupancy and buying expenses increased by $60,954,000, or 24%, to $319,067,000 in Fiscal 1999 compared to
$258,113,000 in Fiscal 1998. Principal reasons for this increase were the rise in the number of stores and the volume of merchandise sold. As a percent-
age of net sales, these expenses increased slightly to 48.2% for Fiscal 1999 compared to 48.1% for Fiscal 1998. This increase of 10 basis points is the net

result of decreased product margins (60 basis points) due to changes in merchandise mix offset by increased leverage of occupancy and buying expenses
(50 basis points) which are relatively fixed in nature.

SG&A expenses increased by $36,343,000, or 21%, to $208,631,000 in Fiscal 1999 from the Fiscal 1998 level of $172,288,000. The
increase noted was due fo the increase in the cost of operating the addiional stores. As a percentage of net sales, these expenses decreased fo approxi-
mately 31.5% in Fiscal 1999 compared to 32.1% in Fiscal 1998. The decrease in SG&A as a percentage of sales is primarily atfributable to the increase in
same-sfore sales as previously discussed and the leveraging of fixed corporate expenses with the addifion of a net 235 stores.

Depreciation and amorfization increased by $3,876,000, or 22%, to $21,878,000 in Fiscal 1999 from the Fiscal 1998 level of $18,002,000.
The increase was primarily due to the investment in 286 new and acquired stores, the remodeling of approximately 100 stores and the complefion of the
Company’s expansion of its distribufion facility in Hoffman Estates, lllinois in Fisaal 1999.

Due to the increase in cash and short-ferm invesiment levels and the absence of long-term debt, interest income exceeded interest expense in Fiscal
1999. As a percentage of sales, interest income, net was .9% for Fiscal 1999 which was comparable to Fiscal 1998. The cash and cash equivalents, and
short-term investments balance during Fiscal 1999 averaged approximately $149,561,000 compared to approximately $103,117,000 in Fiscal 1998.

Income taxes increased by $796,000 to $36,553,000 in Fiscal 1999 compared to $35,757,000 in Fiscal 1998. The Company's effective tax
rates declined slightly as a result of increased profitable foreign operations which have lower effective tax rates than the United Stafes.

In Fiscal 1999, the Company recognized a loss on investments of $4,800,000 compared to a gain on investments of $2,099,000 in Fiscal 1998.
The Fiscal 1999 loss did not result from the sale of investments but rather from the write-down of investments, in accordance with Generally Accepted
Accounting Principles, o better reflect the current economic value of the investments.

DISCONTINUED OPERATIONS

In January 1999, the Company announced ifs decision to discontinue the operations of Just Nikki, Inc. (“Nikki”), a wholly-owned subsidiary rep-
resenting its catolog segment. The operations of Nikki have been accounted for as a discontinued operation in the Fiscal 1999 consolidated financial state-
ments. Nikki had no significant operations prior to Fiscal 1999. The Company has completed liquidating Nikki's inventory and remaining assets during the
first half of Fiscal 2000.

IMPACT OF INFLATION
Inflation has not affected the Company, as it has generally been able fo pass along inflafionary increases in ifs costs through increased sales prices.

YEAR 2000

As previously reported, over the past several years the Company developed and implemented a plan to address the anticipated impacts of the so-
called Year 2000 problem on our information technology (“IT”) systems and on non-IT systems. We also surveyed selected third parfies to defermine the
status of their Year 2000 compliance programs.  In addition, we developed confingency plans specifying what the Company would do if we or important
third parties experienced disruptions fo crifical business acfivities as a result of the Year 2000 problems.

The Company’s Year 2000 plan was completed in all material respects prior to the anficipated Year 2000 failure dates. As of March 31, 2000,
the Company has not experienced any materially important business disrupfions or system failures as a result of Year 2000 issues, nor is it aware of any
Year 2000 issues that have impacted its suppliers or other significant third parties fo an extent significant fo the Company. However, Year 2000 compliance
has many elements and potential consequences, some of which may not be foreseeable or may be redlized in future periods. Consequently, there can be
no assurance that unforeseen circumstances may not arise, or that the Company will not in the future identify equipment or systems which are not Year

2000 compliant.



As of January 29, 2000, the Compoany’s total incremental costs (historical plus estimated future costs) of addressing Year 2000 issues are estimat-
ed to be approximately $350,000, of which nearly all has been incurred to date. These costs were funded through operating cash flow. For further
information regarding Year 2000 matters, refer to disclosures under Forward-Looking Statements below.

FORWARD-LOOKING STATEMENTS

The Private Securifies Litigation Reform Act of 1995 (“the Act”) provides a safe harbor for forward-looking statements made by or on behallf of the
Company. The Company and its representatives may from fime to fime make writien or verbal forward-looking statements, including statements contained
in this and other Company filings with the Securities and Exchange Commission and in our reports to shareholders. Al statements which address operafing
performance, events or developments that we expect or anticipate will occur in the future, including stafements relafing to sales growth and eamings per
share growth or statements expressing general optimism about future operating results, are forward-looking statements within the meaning of the Act. The
forward-looking statements are and will be based on management's then current views and assumptions regarding future events and operating perform-
ance.

The following are some of the factors that could cause actual results to differ materially from estimates contained in the Company’s forward-looking
statements:

* The ahility to generate sufficient cash flows to support capital expansion plans and general operating activities.

* Compefitive product and pricing pressures. While we believe our opportunities for sustained, profitable growth are
considerable, unanficipated actions of competitors could impact our eamings and sales growth.

e Changes in laws and regulations, indluding changes in accounting standards, taxation requirements (including fax rate
changes, new fax laws and revised tax law inferpretation) and laws in domestic or foreign jurisdictions.

* Fluctuations in the cost and availability of raw materials to the Company’s vendors and the ability to maintain favorable
supplier arrangements and relationships.

* The ahility to achieve earnings forecasts, which are generated based on projected sales of many product types, some of which
are more profitable than others. There can be no assurance that we will achieve the projected level or mix of product sales.

* The ability fo penetrate new markets, which also depends on economic and political conditions.

* The ability of the Company to successfully integrate the operations of Afterthoughts.

* The effectiveness of our marketing and promotional programs.

* The uncertainties of lifigation, as well as other risks and uncertainties detailed from time to time in the Company’s Securities and
Exchange Commission filings.

¢ Adverse weather conditions, which could affect customer shopping patterns.

* The ahility of the Company and its suppliers to replace, modify or upgrade computer programs in ways that adequately
address the Year 2000 issue.

* Changes in consumer preferences for pre-teen and feen apparel and fashion accessories.

The foregoing list of important factors is not exclusive.
LIQUIDITY AND CAPITAL RESOURCES

In connecfion with the acquisition of Afterthoughts, the Company entered into the Credit Facility pursuant to which it financed $200 million of the
purchase price. The Credit Facility includes a $40 million revolving line of credit which matures on December 1, 2004 and a $175 miillion five year ferm
loan, the first installment of which is due and payable beginning December 31, 2000 with future installments, therecfter, payable on a quarterly basis
through December 1, 2004. The Credit Fecility is prepayable without penclty and bears interest for an initial six months at 125 basis points margin over
the London Interbank Borrowing Rate. The margin is then adjusted periodically based on the Company’s performance as it relates to certain financial meas-
urements.

Company operations have historically provided a strong, positive cash flow which, together with the Company's credit focilities, provides adequate
liquidity to meet the Company's operational needs. Cash and cash equivalents, including short-ferm investments, totaled $140,870,000 ot the end of Fiscal
2000.

Net cash provided by operating activifies amounted to $104,215,000 in Fiscal 2000 compared to $85,816,000 in Fiscal 1999 and
$76,954,000 in Fiscal 1998. The Company's current ratio (current assets over current liabilities) was 3.0:1.0 for Fiscal 2000 and 3.5:1.0 for Fiscal 1999.



Atthe end of Fiscal 2000, the Company increased ifs investment in inventories to $109,464,000, or 73%, from the Fiscal 1999 balance of
$63,334,000. During this period inventory turnover increased fo 3.3X from 3.0X for Fiscal 1999. The increase in inventories is due to the Company oper-
ating 1,006 addifional stores at the end of Fiscal 2000 compared to Fiscal 1999 - a 50% increase. In addition, inventories on a per square foot basis
increased 12.6%. Management believes inventories are appropriate given the increase in the number of stores and the level of sales currently being

achieved.

During Fiscal 2000, the Company continued to expand and remodel its store base.  Significant capital projects included the opening and pur-
chase, through acquisition, of 1,068 new stores and the remodeling of approximately 100 stores. Funds expended for capital improvements in Fiscal 2000
fotaled $48,866,000 compared to $45,211,000 in Fiscal 1999 and $36,306,000 in Fiscal 1998. In Fiscal 2001, capital expenditures are expected fo be
approximately $49,000,000 as the Company continues fo invest in ifs store base and technology.

The Company has significant cash balances, a consistent ability fo generate cash flow from operations and available funds under its credit focili-

fies. The Company believes that it will be able fo maintcin its present financial condition and liquidity and be able to finance its capital expenditure plans
and other foreseeable future needs.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

FOREIGN CURRENCY
The Company is exposed to foreign currency exchange rate fluctuations on the U.S. dollar value of foreign currency denominated fransactions.

Based on the Company’s average net currency positions in Fiscal 2000, the potential loss due to a 10% adverse change on foreign currency exchange rates
would be expected to be immaterial.

INTEREST RATES

The Company’s exposure fo market risk for changes in interest rates is limited to its cash, cash equivalents, debt and short-term investment portfo-
lio. Based on the Company’s average invested cash balances and outstanding debt during Fiscal 2000, a 10% decrease in the average effecfive inferest
rate in Fiscal 2000 would not have materially impacted the Company’s annual net interest income earmed.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 1998, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards No 133 (“SFAS No.
133"), “Accounting for Derivative Instruments and Hedging Activities.” The new stafement requires cll derivatives to be recorded on the balance sheet at fair
value and esfablishes new accounting rules for hedging insfruments. In June 1999, the FASB deferred the effective date of SFAS No. 133 for one year until
fiscal years beginning after June 15, 2000. We believe that SFAS No. 133 will not have a material effect on our Consolidated Financial Statements.

SELECTED QUARTERLY FINANCIAL DATA (Unaudifed) )
Fiscal Year Ended January 29, 2000

1st Qir 2nd Qir 3rd Qir 4th Qir Year
(In thousands except per share amounts)
Net sales $ 170,663 $ 186,090 $182,750 $ 307,395 $ 846,898
Gross profit 85,670 94,487 90,092 166,797 437,046
Net income 13,800 20,320 12,726 41,089 87,935
Bassic net income per share $ 027 $ 040 $ 025 $ 080 $ 172
Diluted net income per share $ 027 $ 040 $ 025 $ 080 $ 1A
Fiscal Year Ended January 30,1999
1st Qir 2nd Qir 3rd Qir 4th Qir Year
Net sales $ 131,492 $ 148,482 $ 157,089 $ 224,793 $ 661,856
Gross profit 66,046 74,738 77,369 124,636 342,789
Income (loss) from:
Continuing operations 10,451 14,612 12,716 33,873 71,652
Discontinued operations (510) (1,881) (2,023) (4,958) (9,372)
Net income $ 9941 $ 12731 $ 10,693 $ 28915 $ 62,280
Bassic net income (loss) per share from:
Continuing operations $§ 021 $§ 029 $ 025 $ 067 $§ 14
Discontinued operations (0.01) (0.04) (0.04) (0.10) (0.18)
Net income $ 020 $ 025 $ 021 $ 057 $ 123
Diluted net income (loss) per share from:
Confinuing operations $ 020 $ 029 $ 025 $ 066 $ 140
Discontinued operations
Net income $ 019 $ 025 $ 021 $ 056 $ 122



CLAIRE'S STORES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assefs:
Cash and cash equivalents
Short-ferm investments
Inventories
Prepaid expenses and other current assets
Total current assets

Property and equipment:
Land and building
Fumniture, fixtures and equipment
Leasehold improvements

Less accumulated depreciafion and amortization

Goodwil,, net
Other assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Loan payable fo bank

Trade accounts payable

Income taxes payable

Dividends payable

Accrued expenses

Total current liabilifies

Long-ferm liabilifies
Long-term debt
Deferred credifs

Stockholders’ equity:

Preferred stock par value $1.00 per share; authorized
1,000,000 shares, issued and outstanding O shares

Class A common stock par value $.05 per iore;
authorized 20,000,000 shares, issued 2,848,380
shares and 2,891,024 shares

Common stock par value $.05 per share; authorized
150,000,000 shares, issued 48,374,226 shares and
48,024,707 shares

Additional paid-in capital

Accumulated other comprehensive income

Refained earnings

Treasury stock, ot cost, (109,882 shares)

Commitments and confingencies

See accompanying notes fo consolidated financial statements.

Jan. 29,
2000

(In thousands)

$ 137414
3,456
109,464
39,684
290,018

17,568
156,688
129,767
304,023

(137,244)
166,779

211,982
33,320

$ 702,099

S 8,759
35,911
17,149

2,045
32,991
96,855

192,000
14,458
206,458

143

2,419
29,291

(228)
367,613
399,238

(452)
398,786

S 702,099

Jan. 30,
1999

$ 117,546
35,758
63,334
22,980

239,618

15,969
123,390
94,421
233,780

(118,272)
115,508

9,000
30,146

$ 394272

$ 893

10,963
10,963

145

2,401
25,398
(895)
287,621
314,670
452
314,218

$ 394,272




CLAIRE’S STORES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

Net sales
Cost of sales, occupancy and buying expenses
Gross profit

Other expenses:
Selling, general and administrative
Deprecication and amortization
Inferest income, net
(Gain) loss on investments
Impairment of long-lived assets

Income from confinuing operations before
income taxes

Income taxes
Income from continuing operations

Discontinued operations:
Loss from discontinued operations (less
applicable income taxes)
Loss on disposal of disconfinued operations
(less applicable income faxes)
Net loss from discontinued operations

Net income

Other comprehensive income:
Foreign currency translation adjustments
Comprehensive income

Net income (loss) per share:
Basic:
From continuing operations
From disconfinued operations
Net income

Diluted:
From confinuing operations
From disconfinued operations
Net income

See accompanying nofes to consolidated financial statements.

Fiscal Year Ended

Jan. 29, Jan. 30, Jan. 31,
2000 1999 1998

(In thousands except per share amounts)
846898 $ 66185 $ 536,754

409,852 319,067 258,113
437,046 342789 278,641
268,108 208,631 172,288
28,841 21,878 18,002
(3/469) (6,256) (4,902)
(3,929) 4,800 (2,099)
8,700 - -
298,251 229,053 183,289
138,795 113,736 95,352
50,860 42084 35,757
87,935 71,652 59,595

- 6,285

- 3,087

- 9372
87,935 62,280 59 595
667 (337) (619)

88602 $ 61943 § 58976

172 § 141§ 1.19
- (0.18) -
172 § 123 §$ 1.19
1.71 § 140 $ 117
- (0.18) -
1.71 § 122 $ 117




CLAIRE’S STORES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Accumulated
Class A Additioncl Other
Common Common Paid-In Comprehensive  Retained Treasury
Stock Stock Capital Income Eamnings Stock Total
(In thousands)

Balance

February 1, 1997 146 $ 2364 $ 16948 $ 61 $ 181477 $ (452) $ 200,544
Net income - - - - 59,595 - 59,595
Class A Common Stock converted to

Common Stock m 1 - -
Stock options exercised - 17 1,705 1,722
Cash dividends ($.12 per Common

share and $.06 per Class A

Common share) - - (5,622) (5,622)
Distributions to former shareholders of

led entities - - (1,762) (1,762)

Tax benefit from exercised stock

options - - 3,400 3,400
Foreign currency translation

adjustment - - 619) (619)
Balance

January 31, 1998 145 2,382 22,053 (558) 233,688 (452) 257,258
Net income - - - - 62,280 - 62,280
Issued shares for acquisifion - 5 1,876 - 1,881
Stock options exercised - 14 419 433
Cash dividends ($.16 per Common

share and $.08 per Class A

Common share) - - (7,892) (7,892)
Disfributions to former shareholders of

led entity - - (455) (455)

Tax benefit from exercised stock

opfions - - 1,050 1,050
Foreign currency translation

adjustment - - (337) (337)
Balance

January 30, 1999 145 2,401 25,398 (895 287,621 452) 314218
Net income - - - - 87,935 - 935
Class A Common stock converted to

Common stock (2) 2 - -
Stock options exercised - 16 2,693 2,709
Cash dividends ($.16 per Common

share and $.08 per Class A

Common share) - - (7,943) (7,943)
Tax benefit from exercised stock

options - - 1,200 1,200
Foreign currency translation

adjustment - - 667 667
Balance

January 29, 2000 143 § 2419 § 29291 § (228) $ 367613 $ (452) $ 398,786

See accompanying nofes to consolidated financial statements.



CLAIRE’S STORES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operafing activities:
Net income
Adjustments fo reconcile net income to net cash
provided by operating acfivities:
Loss from discontinued operations, net of tax benefit
Loss on disposal of discontinued operations, net of tax benefit
reciafion and amortization
Deferred income faxes
(Gain) loss on investments
Loss on refirement of property and equipment
Impairment of long-lived assets
Increase in -
Inventories
Prepaid expenses and other assefs
Increase in -
Trade accounts payable
Income taxes payable
Accrued expenses
Deferred credits
Net cash provided by continuing operations
Net cash used by discontinued operations
Net cash provided by operating activifies

Cash flows from investing acivities:
Acquisifion of property and equipment, net of refirement proceeds
Acquisition of Eusiness, net of cash acquired
Sclle (purchase) of short-term investments, net
Capital expenditures of discontinued operations
Acquisifion of minority interest in a foreign subsidiary

Net cash used in investing activifies
Cash flows from financing acivities:
Principal borrowings (payments) on debt
Proceeds from stock options exercised
Distribution to former shareholders of pooled entity
Dividends paid
Net cash provided by (used in) financing acfivities

Effect of ForeiEn currency exchange rate changes on cash
and cash equivalents

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents ot end of year

See accompanying notes fo consolidated financial statements.

Fiscal Year Ended

Jan. 29, Jan. 30, Jan. 31,
2000 1999 1998
(In thousands)
$ 87935 $ 62280 $ 59595

- 6,285
- 3,087 -
28,841 21,878 18,002
704 (1,484) 213
(3,929) 4,800 -
576 1,703 1,671
8,700 - -
(11,268) (9711) (4,380)
(29,155) (12,719) (5,624)
11,693 2 441 1,448
345 6,103 840
6,278 6,578 2411
3,495 2418 2758
104,215 93,659 76,954
- (7,843) -
104,215 85,816 76,954
(48,866) (45,211) (36,306)
(249,811) - -
36,231 (28,842) (290)
- (185) -

(18,000) (7,815)
(280,446) (82,053) (36,594)
199,452 (1,617) 1,600
3,909 1,482 5087
- (455) (2,739)
(7,929) (7,781) (5,604)
195,432 (8,371) (1,658)
667 (337) (619)
19,868 (4,945) 38,081
117,546 122,491 84,410
$ 137414 $ 117546 $ 122491




CLAIRE'S STORES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations - Claire’s Stores, Inc., a Delaware Corporation, and subsidiaries (collectively the “Company”), is a leading retailer of popular
priced fashion accessories and apparel targeted fowards teenagers. The Company operctes stores throughout the United States, Canada, the Caribbean,
United Kingdom, Switzerland, Austria, Germany and Japan.

Principles of Consolidation/Reclassifications - The consolidated financial statements include the accounts of the Company and its wholly owned sub-
sidiaries. The Company’s investment in its Japanese joint venture is accounted for under the equity method. Al metterial intercompany balances and trans-
acfions have been eliminated in consolidation. In January 1999, the Company adopted a plan to discontinue ifs Just Nikki Inc. (“Nikki”) catalog segment.
In April 1998, the Company completed its acquisition of Lux Corporation (“Lux”), which was accounted for as a pooling-of-interest business combination.
As a result of these two transactions, the consolidated financial statements and notes thereto have been restated and reclassified for all periods presented.

Fiscal Year - The Company's fiscal year ends on the Saturday closest to January 31. Fiscal years 2000, 1999 and 1998 each consisted of 52 weeks.

Cash and Cash Equivalents - The Company considers all highly liquid debt instruments purchased with an original maturity of three months or less to
be cash equivalents.

Short-term Investments - These invesiments consist of highly liquid debt instruments purchased with a maturity greater than three months but less than
one year and equity securities. At January 29, 2000, the Company classified its debt and equity securifies as available for sale. Available for scle securities
are recorded t fair value. Unrealized holding gains and losses, net of the related fax effect, on available for sale securifies are excluded from eamings and
are reported as a separate component of stockholders’ equity unfil realized. Realized gains and losses from the sale of available for sale securities are
determined on a specific identification basis.

A dedline in the market value of any available for sale security below cost that is deemed to be other than temporary results in a reduction in carrying
amount fo fair value. The impairment is charged to eamings and a new cost basis for the security is established. Dividend and interest income are recog-

nized when earned.

Inventories - Merchandise inventories are stated ot the lower of cost or market. Cost is determined by the first-in, first-out basis using the refail method.
Approximately 9% of the Company’s inventory is maintained using the average cost method in a foreign subsidiary.

Property and Equipment - Property and equipment are recorded at cost. Depreciation is computed on the straight-line method over the esfimated
useful lives of the building and the furniture, fixtures and equipment, which range from three to twenty-five years. Amortization of leasehold improvements is
computed on the straight-line method based upon the shorter of the estimated useful lives of the assets or the terms of the respective leases.

Goodwill - Goodwill represents the excess of purchase price over the fair value of net assets acquired. It is amortized on a straight-line basis over the
expected periods to be benefitted, generally twenty-five years. The Company assesses the recoverability of this infangible asset by determining whether the
amortization of the goodwill balance over its remaining life can be recovered through undiscounted future operating cash flows of the acquired operation.
The amount of goodwill impairment, if any, is measured based on projected discounted future operating cash flows using a discount rate reflecting the
Company's average cost of funds. Accumulated amortization was $1,655,000 and $190,000 at January 29, 2000 and January 30, 1999, respectively.

Net Income Per Share - Basic net income per share is based on the weighted average number of shares of Class A Common Stock and Common
Stock outstanding during the period (50,985,000 shares in Fiscal 2000, 50,649,000 shares in Fiscal 1999 and 50,222,000 shares in Fiscal 1998).
Diluted net income per share includes the dilutive effect of stock options (51,334,000 shares in Fiscal 2000, 51,108,000 shares in Fiscal 1999 and
51,132,000 shares in Fiscal 1998). Options to purchase 210,000, 161,000 and 124,000 shares of common stock, at prices ranging from $25.00 fo
$30.25 per share, $19.73 to $22.88 per share and $19.73 o $22.88 per share, respectively, were outstanding for the years ended January 29, 2000,
January 30,1999 and January 31, 1998, respectively, but were not included in the computation of diluted earnings per share because the opfions’ exercise
prices were greater than the average market price of the common shares for the respective fiscal year.



Income Taxes - The Company accounts for income faxes under the provisions of Statement of Financial Accounting Standards ("SFAS") No. 109 which
generally requires recognition of deferred tax assets and libilities for the expected future tax consequences of events that have been included in the financial
statements or tax returns. Under this method, deferred tax assets and licbiliies are determined based on the difference between the financial statements and
fax bases of assets and liabiliies, using enacted tax rates in effect for the year in which the differences are expected to reverse. In addifion, SFAS No. 109
requires the adjustment of previously deferred income taxes for changes in tax rates under the liability method.

Foreign Currency Translation - The financial statements of the Company's foreign operations are translated info U.S. dollars. Assets and liabilities are
franslated at current exchange rates while income and expense accounts are translated at the average rates in effect during the year. Resulting translafion
adjustments are accumulated as a component of stockholders' equity. Foreign currency gains and losses resulting from fransactions denominated in foreign
currencies, including infercompany transactions, except for intercompany loans of a long-term investment nature, are included in results of operations.

Fair Value of Financial Instruments - The Company's financial instruments consist primarily of current assets, current liabilities and long term debt.
Current assefs and liabilities are stated at fair market value. Long term debt is considered to approximate market value due to the inferest rate being
adjustable.

Use of Estimates - The preparation of financial stafements in conformity with generally accepted accounting principles requires management to make
estimates and assumptions that offect the reported amounts of assets and liabilities and disclosure of contingent assets and licbilities ot the date of the finan-
cial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Impairment of Long-Lived Assets - The Company accounts for long-lived assets in accordance with the provisions of SFAS No. 121, “Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets fo Be Disposed OF.” This Stafement requires that long-lived assets and certain identifiable
intangjibles be reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset fo future net cash flows expected to be gener-
ated by the asset If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount
of the assets exceed the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.

In December 1999, the Company began implementation of a reorganization plan to eliminate redundant field operations and optimize square footage
efficiency as a result of the acquisifion of Afterthoughts. As a result of the reorganization and the Company’s periodic review of impairment, the Company
recorded an $8.7 million ($5.5 million affer tax, or $.11 per diluted share) non-cash charge to write off the assets whose carrying value had been
impaired.

Stock Options

Statement of Financial Accounting Standards No. 123 (“SFAS 123"), “Accounting for Stock Based Compensation,” allows entfities to choose between a fair
value based method of accounting for employee stock options or similar equity instruments and the intrinsic value based method of accounting prescribed
by Accounting Principles Board Opinion No. 25 (“APB No. 25"), “Accounting for Stock Issued to Employees.” Entifies electing to account for employee
stock options or similar equity instruments under APB No. 25 must make pro forma disclosures of net income and eamings per share as if the fair value
method of accounting had been applied. The Company has elected to apply the provisions of APB No. 25 in the preparation of its consolidated financial
statements and provide pro forma disclosure of net income and earnings per share as required under SFAS 123 in the notes to the consolidated financial
statements.

Recent Accounting Pronouncements

In April 1998, the American Institute of Certified Public Accountants issued Statement of Position 98-5 (“SOP 98-5"), “Reporting of the Costs of Start-up
Activifies.” SOP 98-5 is effective for financial statements issued for years beginning after December 15, 1998; therefore, the Company adopted its provi-
sions in the first quarter of Fiscal 2000. SOP 98-5 requires that pre-opening costs be expensed as incurred. Adoption of this statement did not have @
matterial impact on the Company’s financial position, results of operations or cash flows.



In June 1998, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards No 133 (“SFAS No. 133"),
“Accounting for Derivative Instruments and Hedging Adtivifies.” The new statement requires all derivatives to be recorded on the balance sheet ot fair value
and establishes new accounting rules for hedging instruments. In June 1999, the FASB deferred the effective date of SFAS No. 133 for one year until fiscal
years beginning after June 15, 2000. We beleive the impact that SFAS No. 133 will not have a material effect on our Consolidated Financial Statements.

2. ACQUISITIONS

In December 1999, the Company completed the acquisition of Afterthoughts, a 768 store fashion accessory chain operated as a division of Venator Group,
Inc. (“Venator”). The transaction was accounted for as a purchase. The purchase price was $250 million, $200 million of which was financed through @
credit focility. Excess purchase price over fair market value of the underlying assets, primarily fixed assefs and inventory, was allocated primarily fo good-
will, which will be amorfized over twenty-five years. The Company’s results of operations incdude Afterthoughts from December 1, 1999 through January
29, 2000.

The following table presents the fair value of assets acquired and the net cash paid for the acquisition (in thousands):

Fair value of assets acquired $ 69,400
Allocated value of intangibles 180,600
Cash paid for acquisition 250,000
Cash acquired in acquisition (189)
Total cash paid in acquisifion, net $ 249811

In April 1998, the Company complefed its acquisition of Lux, a dlosely held specialty appare! chain operafing under the name of “Mr. Rags,” in a stock-for-
stock merger. The stores specialize in selling clothing and accessories to the male feen market. In connection with the merger, the Company issued
2,070,286 shares of common stock in exchange for all the outstanding common stock of Lux. The merger has been accounted for as a pooling of interests
business combination. Accordingly, the accompanying consolidated financial statements have been restated to include the accounts of Lux as if the compar-
nies had combined at the beginning of the first period presented. Prior o the merger, Lux’s fiscal year ended on November 30. In recording the business
combination, Lux’s prior year financial statements have been restated to conform with the Company’s fiscal year end. Net sales and net income of the sepa-
rate entifies for the periods preceding the merger are as follows (in thousands):

Three Months Fiscal Year
Ended Ended
May 2, 1998 1998
Net sales:
Claire's Stores, Inc. and subsidiaries $ 123,775 $ 500,152
Lux Corporation 9187 36,602
Combined $ 132,962 $ 536,754
Net income:
Claire’s Stores, Inc. and subsidiaries $ 9,584 $ 58,189
Lux Corporation 357 1,406

Combined $ 9941 $ 59,595




In November 1998, the Company completed its acquisition of Bijoux One Trading AG (“Bijoux”), a privately held 53-store fashion accessory chain. Bijoux,
headquartered in Zurich, Switzerland, became a wholly-owned subsidiary of the Company. The fransaction has been accounted for as a purchase and,
accordingly, Bijoux's operations have been consolidated with the Company as of November 1, 1998. The $9.4 million purchase price was comprised of
cash and the issuance of 100,000 shares of the Company’s stock, valued at $1.9 million. Excess purchase price over fair market value of the underlying
assets wass allocated to goodwill, which will be amortized over twenty-five years. Operating results on a pro forma basis, including Bijoux as if the purchase
had occurred ot the beginning of the periods presented, are not disclosed due to immateriality.

3. UNAUDITED PRO FORMA FINANCIAL INFORMATION

The following unaudited pro forma financial information gives effect to the acquisition of Afterthoughts as if it had occurred on February 1, 1998. This
unaudited pro forma financial information includes the effects of (o) amortization of goodwil; (b) the interest income, net impact of the funds used and bor-
rowed to consummaite the acquisifion and (c) the federal and state income taxes relating fo the other adjustments ot a combined statutory rate of 38%.

Prior to the acquisition, Afterthoughts operated as a division of Venator and cerfain overhead costs and other expenses were dllocated to Afterthoughts by
Venator. Accordingly, the unaudited pro forma financial information includes such overhead costs and other expenses.

The unaudited pro forma financial information may not be comparable to and may not be indicative of the Company’s results of operations subsequent to
the acquisifion because Afterthoughts was not under common control or management and had different capital structures during the periods presented.

Fiscal Year Ended
2000 1999
(In thousands, except for share data)

Net sales $1,009,554 $ 856,442
Income before taxes 127,362 91,544
Net income 80,658 57,836
Eamings per common share, basic 1.58 1.14
Earnings per common share, diluted 1.57 1.13

4. DISCONTINUED OPERATIONS

In January 1999, the Company announced its decision to disconfinue the operations of Nikki, a wholly-owned subsidiary representing ifs catalog segment.
The operations of Nikki have been accounted for as a discontinued operation in the Fiscal 1999 consolidated financial stafements. Nikki had no significant
operations prior fo Fiscal 1999. The Company liquidated Nikki's inventory and sold or disposed of all the remaining assets during the first half of Fiscal
2000. Nikki's net sales during Fiscal 1999 were $14,717,000.

5. CREDIT FACILITIES

In connecfion with the acquisition of Afterthoughts, the Company entered into a $215 million senior credit focility (the “Credit Facility”) pursuant to which it
financed $200 million of the purchase price. The Credit Facility includes a $40 million revolving line of credit which matures on December 1, 2004 and a
$175 million five year term loan, the first installment of which is due and payable beginning December 31, 2000 with future installments, thereafter,
payable on a quarterly basis through December 1, 2004. The Credit Facility is prepayable without penalty and bears inferest for an initial six months o
125 basis points margjin over the London Interbank Borrowing Rate plus a 25 basis point unused line of credit fee. The margin is then adjusted periodically
based on the Company’s performance as it relates to certain financial measurements. At January 29, 2000, $200 million was outstanding under this focili-
ty, bearing interest at 7.5%.

The Credit Facility confains covenants including, but not limited to, limitafions on investments, dividends and other restricted payments, incurrence of addifion-
al debt and acquisitions, as well as various financial covenants customary for transactions of this type. These financial covenants include current ratio, fixed
charge coverage ratio and current leverage ratio. The Company was in compliance with these covenants at January 29, 2000.



The Company’s non-U.S. subsidiaries have credit facilities totaling approximately $2,225,000 with a bank. The faciliies are used for working capital
requirements, letters of credit and various guarantees. These credit facilities have been arranged in accordance with customary lending practices in their

respective countries of operation. At January 29, 2000, the borrowings tofaled $759,000, bear interest at rafes ranging from 4.5% to 4.75% and mature
within five months.

The scheduled maturities of the debt are as follows (in thousands):

2001 $ 8759
2002 30,000
2003 40,000
2004 40,000
2005 82,000

$ 200,759

6. COMMITMENTS

The Company leases retail stores, offices and warehouse space and cerfain equipment under operating leases which expire at various dates through the
year 2025 with options to renew certain of such leases for addifional periods. The lease agreements covering refail store space provide for minimum
rentals and/or rentals based on a percentage of net sales. Rental expense for each of the three fiscal years ended January 29, 2000 was as follows:

2000 1999 1998
(In thousands)
Minimum rentals $ 97,646 $ 75749 $ 62,362
Rentals based on net sales 2,406 1,975 1,641
Other rental expense - equipment 18,302 13,565 10,534
Total rental expense $118,354 $ 91,289 $ 74537

Minimum aggregate rental commitments under non-cancelable operating leases are summarized by fiscal year ending as follows (in thousands):

2001 $133,773
2002 129,497
2003 115,889
2004 104,789
2005 95,142
Thereafter 403,902

$ 982,992

Cerfain leases provide for payment of real estate taxes, insurance and other operating expenses of the properties. In other leases, some of these costs are
included in the basic contractual rental payments.

7. STOCKHOLDERS' EQUITY

Preferred Stock - The Company has authorized 1,000,000 shares of $1 par value preferred stock, none of which has been issued. The rights and pref-
erences of such stock may be designated in the future by the Board of Directors.



Class A Common Stock - The Class A common stock has only limited transferability and is not traded on any stock exchange or any organized market.
However, the Class A common stock is convertible on a share-for-share basis into Common stock and may be sold, as Common stock, in open market
fransactions. The Class A common stock has ten votes per share. Dividends declared on the Class A common stock are limited to 50% of the dividends
declared on the Common stock.

Treasury Stock - Treasury stock acquired is recorded at cost. Occasionally, the Company uses treasury stock to fulfill its obligations under its stock option
plans. When stock is issued pursuant to the stock option plans, the difference between the cost of treasury stock issued and the option price is charged or
credited to additional paid-in capital.

In May 1996, the Company entered info an agreement (the “agreement”) with the former sole shareholder of one of the Company’s subsidiaries. The
agreement provided the individual with the right to purchase up fo 20% of the outstanding shares, (the “shares”) of the subsidiary at a specified price. In
February 1999, the individual exercised the right to purchase the shares pursuant to the agreement. In February 1999, the Company paid $18,000,000
fo the individual for the purchase of the minority interest in the shares and recorded this amount as goodwill.

8. STOCK OPTIONS

In August 1996, the Board of Directors of the Company adopted, and on June 16, 1997 the Company's stockholders approved, the Claiire's Stores, Inc.
1996 Stock Option Plan (the "1996 Plan"). The 1996 Plan replaced the Company's 1991 Stock Option Plan (the “1991 Plan”), which had replaced the
Company’s 1982 Incentive Stock Option Plan (the "1982 Plan") and the Company's 1985 Non-Qualified Stock Option Plan (the 1985 Plan"), alhough
opfions granted under the 1991 Plan remain outstanding. Under the 1996 Plan, the Company may grant either incentive stock options or non-qualified
stock options fo purchase up to 3,000,000 shares of Common Stock, plus any shares unused or recaptured under the 1982 Plan, the 1985 Plan or the
1991 Plan. Incentive stock options granted under the 1996 Plan are exercisable ot prices equal to the fair market value of shares at the date of grant,
except that incentive stock options granted to any person holding 10% or more of the fotal combined voting power or value of dll dlasses of capital stock of
the Company, or any subsidiary of the Company, carry an exercise price equal to 110% of the fair market value ot the date of grant. The aggregate num-
ber of shares granted to any one person may not exceed 500,000, and no stock option may be exercised less than one year affer the date granted. Each

incentive stock opfion or non-qualified stock option will terminatte ten years dfter the date of grant (or such shorter period as specified in the grant) and may
not be exercised thereafter.

Incentive stock optfions currently outstanding are exercisable at various rates beginning one year from the date of grant, and expire five fo ten years dfter the
date of grant. Non-qualified stock options currently outstanding are exercisable ot prices equal to the fair market value of the shares ot the date of grant
and expire five to ten years affer the date of grant.

Options to purchase an addifional 843,601 shares were outstanding, but not yet exercisable, at January 29, 2000 under the 1991 Plan and the1996
Plan. There were 3,142,423 shares of Common sfock available for future option grants under the 1996 Plan at January 29, 2000.

A summary of the activity in the Company’s stock option plans is presented below:

Fiscal 2000 Fiscal 1999 Fiscal 1998

Weighted Weighted Weighted

Number Average Number Average Number Average
of Excercise of Excercise of Excercise

Shares Price Shares Price Shares Price

Outstanding at beginning of period 1,222,291 $ 13.66 1,466,144 $ 1081 2,207 414 $ 954
Options granted 536,000 $ 25.08 455,000 $ 1927 65,000 $ 21.64
Opfions exercised (2955551) S 8.28 (331,313) $§ 602 (300,531) $ 509
Options canceled (270,367) $ 22.83 (367,540) $ 1637 (505,739) $ 10.39
Outstanding ot end of period 1192373  $ 1822 12229201 $ 1366 1466144 $ 108]
Exercisable at end of period 348,772 $ 14.81 484,987 $ 1069 567,775 $ 810

Weighted average fair value of options
granted during the period $ 24.92 $ 1927 $ 2164



The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model with the following assumptions:

2000 1999 1998
Expected dividend yield 0.64% 0.72% 0.62%
stock price volatility 37.65% 36.62% 36.21%
Risk-free interest rafe 6.00% 5.50% 6.00%
Expected life of options 45and 9.5years 4.5and9.5years 4.5 and 9.5 years

The following table summarizes information about stock options outstanding at January 29, 2000:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Range Number Remaining Average Number Average
of Excercise of Shares Contractual Excercise of Excercise
Prices Ovutstanding Life Price Shares Price
$5.11 to $8.00 253,125 5.0 $ 6.56 98,437 $ 6.79
$8.72 10 $12.17 11,248 1.0 $ 10.11 8,437 $ 9.87
$16.44 to $21.75 718,000 7.5 $ 19.22 241,898 $ 18.24
$25.00 to $30.25 210,000 85 $ 29.29 - -
$5.11 10 $30.25 1,192,373 7.0 $ 18.22 348,772 $ 14.81

The Company adopted SFAS No. 123, “Accounting for Stock-Based Compensation”, issued in October 1995. As permitted under the provisions of SFAS
No. 123, the Company applies the principles of APB Opinion 25 and related Inferprefations in accounting for its stock opfion plans and, accordingly, does
not recognize compensation cost. If the Company had elected to recognize compensation cost based on the fair value of the opfions granted at grant date
as prescribed by SFAS No. 123, net income and eamnings per share would have been reduced to the pro forma amounts indicated in the table below (in
thousands except per share amounts):

Fiscal Year Ended
2000 1999 1998
Net income - as reported $ 87,935 $ 62,280 $ 59595
Net income - pro forma 87,217 61,971 59,227
Diluted net income per share - as reported 1.71 1.22 1.17
Diluted net income per share - pro forma 1.70 1.21 1.16

9. EMPLOYEE BENEFIT PLANS

The Company has adopted a Profit Sharing Plan under Section 401 (k) of the Infernal Revenue Code. This plan allows employees who serve more than 1,000
hours per year o defer up to 18% of their income through contributions to the plan.  In line with the provisions of the plan, for every dollar the employee con-
fributes the Company will contribute an additional $.50, up to 2% of the employee's salary. In Fiscal 2000, Fiscal 1999 and Fiscal 1998, the cost of Company
matching contributions was $435,000, $378,000 and $381,000, respectively.

Prior fo the Lux merger (see Note 2), Lux had a profit sharing plan covering all employees over 21 years old with over one year of service. Lux's contribu-
fions to the plan were discretionary. The Company disconfinued this plan during Fiscal 2000.

10. INCOME TAXES
Income before income taxes from continuing operations is as follows:

Fiscal Year Ended

2000 1999 1998
(In thousands)
Domestic $114,962 $ 92,461 $ 85,159
Foreign 23,833 21,275 10,193

$138,795 $113736 $ 95352



The components of income tax expense (benefit) consist of the following:

Fiscal Year Ended
Jan. 29, Jan. 30, Jan. 31,
_ 2000 _ 1999 _ 1998
Federal: (In thousands)
Current $ 36,507 $ 32,095 $ 28,385
Deferred 631 (1,266) 191
37,138 30,829 28,576
State:
Current 5,149 4,473 3,659
Deferred 73 (218) 22
5,222 4,255 3,681
Foreign: T —
Current 8,500 7,000 3,500
Total income tax expense from confinuing operations 50,860 42,084 35,757
Tax benefit of disconfinued operations - (5,531) -
Total income tax expense $ 50,860 $ 36,553 $ 35757

The approximate tax effect on each type of significant components of the Company’s net deferred tax asset areas follows:

Fiscal Year Ended

Jan. 29, Jan. 30,
2000 1999
(In thousands)
Depreciation $ 4,888 $ 3151
Accrued expenses 2,815 4,073
Deferred rent 2,690 2,009
Loss on investments - 1,286
Operafing leases (906) (1,109)
Inventory reserves 68 543
Other 242 547
Net deferred tax asset $ 9,797 $ 10,500

The Company believes that the redlization of the deferred tax assets is more likely than not, based on the expectation that the Company will generate the
necessary taxable income in future periods.

The provision for income taxes from confinuing operations differs from an amount computed ot the statutory rates as follows:

Jan. 29, Jan. 30, Jon. 31,
2000 1999 1998
U.S. income taxes at statutory rates 35% 35% 35%
Foreign income fax benefit at less than domestic rate (1) (1) -
State and local income taxes, net of federal tax benefit 3 3 3
37% 37% 38%

As of January 29, 2000, there are accumulated unremitted earnings from the Company’s United Kingdom subsidiary on which deferred taxes have not
been provided as the undistributed earnings of the foreign subsidiary are indefinitely reinvested. Based on the current United States and United Kingdom
income fax rates, it is estimated that United States taxes, net of foreign tax credifs, of approximately $800,000 would be due.

11. STATEMENTS OF CASH FLOWS
Payments of income faxes were $46,987,000 in Fiscal 2000, $33,299,000 in Fiscal 1999 and $30,441,000 in Fiscal 1998. Payments of interest were
$1,496,000 in Fiscal 2000, $67,000 in Fiscal 1999 and $270,000 in Fiscal 1998.

12. RELATED PARTY TRANSACTIONS

The Company leases from Rowland Schaefer & Associates (formerly Two Centrum Plaza Associates) approximately 33,000 square feet of office space in a
building where it maintains its executive and accounting and finance offices. The lease for this space expires on July 31, 2000 and may be extended at the
option of the Company for an additional five-year term. Rowland Schaefer & Associates is a general parinership of two corporate general partnerships
which are owned by immediate family members of the Chairman of the Board and President of the Company, two of whom are Co-Vice Chairmen of the
Company. The lease provides for the payment by the Company of annual base rent of approximately $557,000, which is subject fo annual cost-of-living
increases, and a proporfionate share of all taxes and operating expenses of the building. The Company believes that the terms of the lease are no less
favorable to the Company than those which could have been obtained from an unrelated third party.



13. SEGMENT REPORTING

The Company is primarily organized based on the geographic markets in which it operates. Under this organizational structure, the Company currently
has three reportable segments: North America, United Kingdom and Europe. The Company's reportable segments are managed separately because each
geographic market requires different markefing strategies and maintains separate local offices and distribution centers.

Information about the Company’s operations by segment is as follows (in thousands):

Fiscal Year Ended

2000 1999 1998

Net sales:

North America $707,702 $ 579,442 $ 503,202

United Kingdom 117,593 76,900 33,552

Europe 21,603 5,514 -
Total net sales $846,898 $ 661,856 $ 536,754
Operating income:

North America $137,756 $113,831 $ 99,101

United Kingdom 28,455 19,687 7,252

Europe 2,727 640 -
Total operating income $168,938  $134,158 $106,353
Depreciation and amortization

North America $ 24,183 $ 19,469 $ 17,466

United Kingdom 4,020 2,270 536

Europe 638 139 -
Total depreciation and amortfization $ 28,841 $ 21878 $ 18,002
Inferest income, net

North America $ (2325) § (5939) $ (4649

United Kingdom (1,110) (374) (25¢)

Europe (34) 57 -
Total interest income, net $ (3469) § (6256 $ (4,902
Loss (gain) on investments $ 3929) $ 4800 $ (2099
Impairment of long-lived assets $ 8,700
Income from confinuing operations before income taxes $138,795 $113,736 $ 95352
Identifiable assets:

North America $470,774 $ 205,423 $ 166,657

United Kingdom 82,480 42748 17,896

Europe 10,577 6,998 -

Corporate 138,268 139,103 132,514
Total assets $702,099 $394272 $ 317,067
Copital expenditures:

North America $ 31,542 $ 34,632 $ 28,637

United Kingdom 15,055 10,579 7,669

Europe 2,269 - -

Total capital expenditures $ 48,866 $ 45211 $ 36,306




14. SUBSEQUENT EVENTS (Unaudited)

In February 2000, the Company completed its acquisition of Cleopatre S.A. (“Cleopaire”), a privately held 42 store fashion accessory chain. Cleopare,
headquartered in Paris, France, became a wholly-owned subsidiary of the Company. The fransaction has been accounted for as a purchase. The
purchase price was approximately $11 million. Excess purchase price over fair market value of the underlying assets was allocated to goodwill, which will

be amortized over twenty-five years.



MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING

The Company's management is responsible for the preparation of the financial statements in accordance with generclly
accepted accounting principles and for the integrity of all the financial data included in the Annual Report. In preparing the
financial statements, management makes informed judgements and estimates of the expected effects of events and transactions
that are currently being reported.

Management maintains a system of internal accounting controls that is designed to provide reasonable assurance that assets
are safeguarded and that fransactions are executed and recorded in accordance with management's policies for conducting
its business. This system includes policies which require adherence to ethical business standards and compliance with all laws
to which the Company is subject. The infernal controls process is continuously monitored by direct management review.

The Board of Directors, through its Audit Commitiee, is responsible for defermining that management fulflls its responsibility
with respect fo the Company's financial statements and the system of internal accounting controls.

The Audit Committee, composed solely of directors who are not officers or employees of the Company, meets annuclly with
representafives of management and the Company's independent accountants to review and monitor the financial, accountfing
and auditing procedures of the Company in addition to reviewing the Company's financial reports. The independent
accountants have full and free access to the Audit Commitiee and annually meet privately with the Audit Committee.

Rowland Schaefer
Chairman of the Board, President
and Chief Executive Officer

Ira Kaplan
Senior Vice President
Chief Financial Officer

INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
Claire's Stores, Inc.
Pembroke Pines, Florida

We have audited the accompanying consolidated balance sheets of Claire's Stores, Inc. and subsidiaries as of January 29,
2000 and January 30, 1999, and the related consolidated statements of income and comprehensive income, changes in
stockholders' equity and cash flows for each of the years in the three-year period ended January 29, 2000. These consolidat-
ed financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial posi-
fion of Claire's Stores, Inc. and subsidiaries as of January 29, 2000 and January 30, 1999, and the results of their operations
and their cash flows for each of the years in the three-year period ended January 29, 2000 in conformity with generally
accepted accounting principles.

KPMes LLP

Fort Lauderdale, Florida
April 7, 2000



MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

The Company has two classes of Common Stock, par value $.05 per share, outstanding: Common Stock having one vote per share and Class A Common Stock having ten
votes per share. The Common Stock is traded on the New York Stock Exchange, Inc. ("NYSE") under the symbj CLE. The Class A Common Stock has only limited transfer-
ability and is not raded on any stock exchange or in any organized market. However, the Class A Common Stock is convertible on a share-for-share basis into Common
Stock and may be sold, as Common Stock, in open market transactions. The following table sefs forth, for each full quarterly period within the last two fiscal years, the high
and low dosing prices of the Common Stock on the NYSE Composite Tape and the per share dividends declared on the Common Stock and the Class A Common Stock. At
March 31, 2000, the approximate number of record holders of shares of Common Stock and Class A Common Stock was 1,890 and 672, respectively.

Closing Dividends Dividends
of on on Class A
Common Stock Common Stock Common Stock
Year Ended January 29, 2000 High Low
First Quarter $30.19  $18.63 $0.04 $0.02
Second Quarter 33.81 25.63 0.04 0.02
Third Quarter 24.56 16.25 0.04 0.02
Fourth Quarter 24.44 16.88 0.04 0.02
Year Ended January 30, 1999
First Quarter $2413 $1494 $0.04 $0.02
Second Quarter 23.50 16.94 0.04 0.02
Third Quarter 21.31 14.75 0.04 0.02
Fourth Quarter 2275 16.19 0.04 0.02

In 1985, the Board of Directors insfituted a quarterly dividend on the Common Stock of $.011 per share. In February 1994, the Board of Directors increased the quarterly
dividend to $.013 per share and in July 1994 declared a quarterly dividend of $.007 per share on the Class A Common Stock. In January 1996, the Board of Directors
increased the quarterly dividend to $.02 per share on the Common Stock and $.01 per share on the Class A Common Stock. In October 1996, the Board of Directors
increased the quarterly dividend to $.03 per share on the Common Stock and $.015 per share on the Class A Common Stock. The Board of Directors again increased the

uarterly dividend to $.04 per share on rﬁ: Common Stock and $.02 per share on the Class A Common Stock in April 1998. The Company expedts to confinue paying
jividends; however, there is no assurance in this regard since the declaration and payment of dividends are within the discretion of the Boarrd of Directors and are subject fo
a variely of contingencies such as the eamings and the financial condifion of the Company.
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