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Dear Shareholder,

2001 was a difficult year for our Company. Total revenues for the year rose to $437.5 million generating net income of
$3.7 million, or $0.11 per share. Tofal revenues increased 3% while same store sales decreased 2%. | am pleased,
however, af our ability to put in place operating practices and infroduce new business initiatives that will benefit Bombay
in the future. We have taken important steps by strengthening the balance sheet, reducing inventory levels by over $15
million and increasing cash to over $38 million while again ending the year debt free. Strong controls over selling,
general and administrative expenses resulted in a reduction of these costs as a percentage of revenues, even though we
had more stores and lower same sfore sales.

For the year, the accessories business continued to be the brightest spot, achieving a 7% increase in sales. Strong increases
in textiles, lighting, decorative and functional accessories and Christmas product drove this improvement as accessories
grew to 43% of total sales. We will continue to support these growth areas with exciting new products for 2002.

For 2001, our core furniture business under-performed in both sales and margins as consumers avoided bigicket
purchases in favor of smaller accessories. While we planned our furniture business to be relatively flat for the year,
customers were driven by promotional pricing which had a negative impact on gross margins. We achieved positive
results in upholstery, home office and bedroom for the year; however, declines in occasional, home entericinment and
dining furniture offset these gains. We expect improvement in 2002, as we have reduced the number of larger furniture
pieces in favor of the smaller accent pieces that Bombay is well known for and that are more manageable for our
customers and store associates.

For 2002 and beyond, we are focusing our attention on several key areas to improve our overall sales and profitability.
In our core business the key initiatives are our merchandise supply chain, real estate, leveraging the Internet and
markefing. YWe have also recently put in place new programs to drive higher levels of employee productivity.

Cross margins are expected to improve as the Company continues to capitalize on opportunities within the supply
chain. These efforts include sourcing movements, increasing input margins, reducing ifem counts, lengthening product

life cycles, improving product flow and increasing efficiencies in the logisfics area. The actions initicted in the second
half of 2001 1o betier manage the overall inventory level have positioned us with clean inventories, which should benefit
our gross margin during 2002.

Our real estate program has been carefully formulated o expand the Bombay footprint and diversify our locations fo
orovide our customers an environment that is easy to shop. In 2007, the total square footage increased 131,000 square
feet, or 9.6%, as we added 32 new sfores with 25 being off-mall locations. We also converted 18 sfores to the new
larger format and continued to rationalize our porifolio by closing 21 stores. Qur commitment is to open larger, more
customerfriendly stores, in areas tailored to our core demographics. Expansion plans will continue in 2002, as we plan
to open 20 to 25 new stores.

We are pleased that our Infernet business (bombaycompany.com| continues to grow, with online sales more than
doubling over the prior year. In 2001, we improved functionality and moved to digital images, expanding the items
offered to 1,300 products, a 35% increase over the prior year. We also infroduced an email-gathering program that will
allow us to present special offers and sales events to customers on request. Bombaykids.com was also infroduced and
performed well. Additionally, our Internet group has designed supporting sites for Bailey Street Treding Company
{baileysireet.com] which allows commerical customers 1o view products and will eventually allow them 1o place orders
online. The site for the Infernational division currently allows online ordering. VWe are expecting continued growth in
Internet sales for 2002, and expect its bottom line contribution to increase accordingly.

Finally, we are carefully reviewing our marketing strategies and in 2002 will be investing in additional mailings and new
advertising programs aimed at affracting customers and driving top line sales growth. We are focusing on expanding the
reach and frequency of our customer communications during the coming year and expect that our enhanced marketing
initiatives will be important fo driving our fop line sales.

The Company's strategic inifiatives—Bombay KIDS, Bailey Street Trading Company and International all exceeded their
initial goals in 2001, Although these initiatives amount to only a modest perceniage of overall revenues, the promise that
they offer for future growth potential is substantial.




2001 marked the launch of Bombay KIDS, cur new kids' home furnishings business. By leveraging our design, sourcing
and importing capabilities, and joining it with one of the fastest growing home categories, Bombay successfully extended
its brand and launched this business via mail-order and online featuring an exclusive line of furniture, textiles and
accessory collections. Initial results were positive and we were pleased by the customer response to our new product
offerings. During 2002 we infend fo expand the business with additional catalogs and by opening several KIDS stores,
the first of which opened in Dallas during March. If this business develops as we expect, it creates an outstanding
opportunity for a rapid rollout to additional locations.

In 2001, Bombay continued fo invest in our wholesale channel, Bailey Street Trading Company, which was introduced
in 2000. Significant growth occurred as the Company increased development of Bailey Street exclusive product,
established a sales force and gained access to several showrooms across the United States. We have increased our
customer base to include many home décor stores, fumiture stores, department stores, mail order catalogs and mass
merchants. Bailey Street met its $2 million sales plan for 2001 and we are projecting sales for 2002 of $5 million, with
positive contributions to earnings per share. We believe that Bailey Street offers a unique growth opportunity for Bombay
and can become a $50 million business within the next five years.

On the international front, the Bombay brand continues to be infroduced into new countries through arrangements that
minimize risk and capital requirements. We are now operating in four countries and are encouraged by the response of

these varied cultures fo the Bombay brand and product assoriment. We are actively pursuing additional opportunities for
2002 and beyond.

| would like fo thank our associates for your hard work and dedication to the Company during this past year. | am proud
of your accomplishments and through your efforts, Bombay has continued to move forward and is well positioned for
growth in 2002. | would also like to thank our Board for your guidance and encouragement. To our customers and
vendors, thank you for your loyalty and support of Bombay during the past year.

To you, our shareholders, we look forward to reporting the progress on our key initiatives during the coming year. With
the challenges of 2001 behind us, we look forward to the opportunity for substantial improvement in 2002. Bombay is
well poised with @ strong balance sheet, a good cash position and a clean, fresh inventory. We will confinue to support
our growth opportunities and initiatives while driving higher levels of productivity and profits from our core business. Ve
appreciate your continued support.

Sincerely,

Carmie Mehrlander
Chairman of the Board, President and Chief Executive Cfficer

financial HIGHLIGHTS
MISSION STATEMENT {Dollars in thousands, except per share amounts| Year Ended
At Bombay, we are committed to Fegrcl;g;y 2 Fe;)%g]y.3
being the lifestyle leader in timeless Nt revenues ... $437,457  $423,450
and classic home furnishings, by Net income oo 3,724 8,645
offering a relevant, cohesive and Basic and diluted earnings per share ............ N 26
clear point of view, which stands \S/\/Of:;]”%dw?”a' ------------------------------ }gggg? ]ZZ%;
: : tockholders” equity. .. ... ... oo , .
for goéd design, quality .cmd Net book value per share............... ... ... 4.80 473
exceptional value fo a wide Number of stores .. ... 419 408
audience of consumers. Retail square footage (in thousands|] . ....... .. .. 1,502 1,371
*Includes 53rd week which contributed approximately $.03 to earnings per share.
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The name Bombay has long been synonymous with timeless
and classic styles for the home. The brand has now expanded
its reach beyond the U.S. and Canadian sfores and mail order
to the Internet, to other countries, to a new, ounger customer
and through a different name to a totally different kind of
cusfomer. But no matter the channel or the name, Bombay
means unigue design and value offerings.

Bombay sfores offer a distinctive selection of timeless and
classic accessories and fumiture for the home. The assortment
has been described by customers as eclectic and the shopping
experience has been likened to a treasure hunt. Over Q0% of
Bombay’s merchandise is exclusive, designed by Bombay's
design teams and sourced by its experienced buying sfcé who
travel the world seeking inspiration E)r the product and
incredible value. Through Bombay's offices in Malaysia,
Taiwan, China, Indonesia and the newest office in Vietnam,
we are able to work closely with vendors to ensure that design
and quality are up to Bombay’s standards. We continue to
look for new factories in new countries fo bring on line to help
improve the value proposition for our customers. Dedicated fo
this cause, Bombay has a network of agents that expand ifs
sourcing reach to over 20 countries throughout the world.

Bombay stores focus on the bedroom, the home office, the
dining room and the living room offering an assortment of
furniture, lamps, wall décor, functional and decorative
accessories. No matter what room you are shopping for,
Bombay has something fo offer. Each season, the product
offering is carefully selected bringing fogether color, trends,
textures and icons in a cohesive assortment. Bombay's trend
right and fashionable offerings allow the customer to decorate
with confidence and ease.

Furniture has always been a key category for Bombay and over
the years, we have transitioned from a polished, formal look to
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a more updated style, still classic and timeless, but with more
casual elegance consistent with today's lifestyles. Unique pieces
are the hallmark of Bombay whether it be an intricately carved
four poster bed or a more playful elephant occasional table.

Over the past four years, accessories have grown in
importance, becoming a more significant part of the business
and providing a reason for customers to shop more frequently.
There is always something new in our assortment where you
will find unique jewelry and memorabilia boxes, ceramics,
crystal, clocks and games that have been perennial favorites
for gift giving. The Company's targeted gift assortment makes
us the ideal place to shop for Mother's Day, Father's Day,
weddings, new homes and graduation. Bombay's exceptional
Christmas gift offerings are complemented by its extensive
selection o% exclusive accessories and florals, making Bombay
a destinafion for holiday decorating needs as well.

The Company is committed to opening larger, more customer-
friendly stores in the best locations. During 2001, the average
size o?The new stores increased 37% to 4,500 square feet with
many of these stores being in offmall locations. Increasing the
size of the store permits us to better display the product so that
customers can still enjoy the thrill of the treasure hunt.
Presentations by merchandise classification, wider aisles and less
clutter all contribute fo @ more pleasurable shopping experience.

Over the next three years, we have the unique opportunity to
reposifion ourselves, aided by a significant number of lease
renewals, diversifying the real estate portfolio to include more
off-mall locations while maintaining a presence in the premier
malls across North America. As we gain more experience with
the offmall format, we hope to find even more opportunities to
increase the number of stores. We believe that over the next
few years, we can continue to grow Bombay by at least 100
additional stores.

BOMBAY.
.—@—.

INTERNATIONAL

BOMBAY.
.—@—.

BAILEY STREET bombaycompany.com

TRADING COMPANY




Y xu(hn.mm_wv\,

e
w».mw\dmoﬁ

4




N
: Y
¢
’?p > i
i A
(] & 4
] AN
] \L\”"'
- - I3
- e ~_
N
- T~ N e
N e
T L —

The Company will make greater invesiments in marketing as we
seek to aftract new customers, while we cultivate existing
customers and reintroduce ourselves o those who might have
shopped us in the past. Research, including focus groups, has
been conducted fo learn more about customer likes and dislikes.
Catalogs will remain our primary marketing vehicle while we
seek 1o reinforce the message with more frequent contact with
our cusfomers and increase prospecting fo afiract new.

The Company continues fo lock at ways fo diversify its offerings.
2001 was significant due fo the frogress we made in several
initiatives to broaden the reach of the Bombay brand.

Bombay Outlets. Outlets represent one of Bombay's most
successtul growth vehicles posting four consecutive years of
same store sales growth. Outlets provide an opportunity to
expand our cusiomer base without cannibalizing our existing
stores. Approximately 70% of the merchandise is outlet
exclusive offering an incredible value to our customers.
Outlets also provide a valuable channel to exit oversiocked
or clearance merchandise, freeing up valuable retail space af
the Bombay stores for fresh, new product. With 36 sfores in
many of the best outler malls in America, we believe that
Bombay Outlets continue to be an opportunity for us with the
potential to operate up to 60 sfores without impacting the
regular refail operations.

Bombay KIDS. With the introduction of Bombay KIDS, the
Company has successfully launched a brand extension info
a new and growing market. In 2001, Bombay KIDS was
infroduced into the mail order and online channels only,
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allowing for a costeffective opportunity fo test this initiative
while limiting risk. The product line includes girls" and boys’
furniture, textiles and accessories, targeting cgf\ﬂdren ages four
and up. The brand has been well received by the Bombay
core customer base as well as consumers new o Bombay.

With the inifial success of KIDS, this inifiative has been
expanded into the retail channel with the first Bombay KIDS
store, which opened in Dallas in March 2002. Current plans
are fo open up to five more stores by the end of the year.

Bailey Street Trading Company. In 2000, Bombay
established Bailey Street Trading Company to distribute product
through o wholesale channel. By utilizing core competfencies in
design, sourcing and importing, Bailey Streef's goal is to
expand Bombay's presence in this market. This initiative took off
in 2001and Bailey Street achieved sales of $2 million.

In the past year, a network of independent sales
representatives was established throughout the United States,
Canada and Mexico, servicing customers large and small.
Exclusive product was designed in-house, sourced, manu-
factured and infroduced in the Fall, driving strong sales in the
3rd and 4th quarters of 2001,

Bailey Street will soon have an enhanced web presence that
will not only allow our commercial customers to see product,
but also to place orders. 2002 offers great promise as Bailey
Street is now well positioned to increase market share and
gain wider exposure.
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Bombay International. In 2001, Bombay's international initiative
achieved great pro%ress, opening licensed stores in Puerto Rico and
Kuwait. Both stores have exceeded sales forecasts.

The infernational infrastructure was put into place earlier in the year,
with a personalized online ordering system, allowing easy access
for international licensees to order product. A training program was
established, where within three weeks, the licensees are immersed
in all things Bombay. From merchandising strategies, operating
procedures and selling fechniques fo marketing and promotional
olans and in-store working experience, each licensee leaves the
corporate headquarters with fraining to open stores and extend the
Company brand into a new market.

In 2002, we have commitments from partners to open additional
infernational locations in Saudi Arabia, Turkey and in the Dominican
Republic. We see additional opportunities in the Middle East, Latin
and Central America and Europe.

Bombay’s website. With a yearfoyear sales increase of 108%,
bombaycompany.com has proven that the combination of bricks
and clicks can be ¢ viable and effective scles and profit opportunity
and a great way fo extend brand awareness.

Site hits increased by 136% in 2001, while the item count

was increased by 35% allowing for over 1,300 items available.
Marketing partnerships with MSN®, ACL® and others helped to
increase sales and expand awareness of both the site and

the Bombay brand. 78% of Bombay's website shoppers are
new customers.

Bombay'’s future. The Company locks to the new fiscal year with
enthusiasm. With a strong balance sheet, a clean inveniory and
new product, Bombay is now positioned fo take advantage of our
growth opportunities and expand our successful initiafives.

In every retail channel that Bombay serves, we will focus on the
inherent value of our products, represented in distinct and proprietary
design, muhi»funcﬁonohrﬁ and great pricing. Whether the Bombay
customer shops stores, the web or mail order, they will receive the
best that Bombay can offer.

BOMBAY. BOMBAY. BOMBAY.
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selected FINANCIAL DATA

The Bombay Company, Inc. and Subsidiaries

Year Ended
February 2 February 3 January 29 January 30 January 31
2002 2001 2000 1999 1998
Financial Data:
N TEVENUES . ..ot oo e et $437,457  $423,459  $392,578  $358,565 $333,645
Net revenues increase {decrease) ... 3% 8% 9% 7% (1%
Some store sales increase [decrease) ... oo (2)% 5% 5% 6% - %
et INCOME . oo e e $3,724 $8,645 $7,342 $4,010 $4,450
Basic and diluted eamings per share ...l 1 26 20 11 12
Total @SSets™ o e 206,889 206,651 201,872 193,519 195,462
Stockholders” equity” ... 158,707 154,727 156,248 156,143 158,238
Refurn on QVEIagE GSSEIS .......o oot oo 1.8% 4.2% 3.7% 2.1% 2.3%
Refurn on average eqUIlY . . .ooooooe o 2.4% 5.6% 4.7% 2.6% 2.9%
Operating Date:

Average sales per store open for full fiscal year ... $1,012 $1,012 $926 $863 $788
Average sales per square oot ..o $288 $306 $288 $278 $263
Number of stores:

Beginning of year ..........ooiiiie 408 415 412 415 427

OPENEd ..o 32 10 19 15 2

Closed. ... oo 21 17 16 18 14

End of year.. ... 419 408 415 412 415
Store composition:

OUHBT oo 36 24 20 13 8

Regular .. 59 @3 125 148 179

large format........ 324 291 270 251 228
Retail square foolage:”

Outlet .o 151 Q2 72 50 30

Regular ... 107 163 216 253 303

Large format ..o 1,244 1,116 1,049 989 210

TotQl L 1,502 1,371 1,337 1,292 1,243

The Company has paid no cash dividends during the periods presented.
" In thousands.

orice range of COMMON STOCK

Quoted by quarter for the fiscal pericds ended:

High low

February 2, 2002 High Low February 3, 2001
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, $3.29 $2.26 ISt . %444
........................................................ 3.65 2.50 Second ... A3
............................................................ 3.13 2.01 Third. e 306

.......................................................... 288 2.10 Fourth ..o 306

$2.63
256
225
1.50




management’s DISCUSSION AND ANALYSIS

General

The Bombay Company, Inc. {("Company” or “Bombay”) designs,
sources and markefs @ unique line of home accessories, wall décor
and furniture through 419 retail stores in 42 states in the United States
and nine Canadian provinces, through specialty catalogs and over
the Internet in the U.S. and infernationally.  Merchandise is
manufactured to Company specification through a network of confract
manufacturers located principally in Asia and Naorth America.

In addition to its primary retail operations, the Company has several
other initiatives underway. Bailey Street Trading Company {"Bailey
Street) represents the Company’s wholesale operations, begun in
Fiscal 2000. Bailey Strest reached the $2 million sales mark in
Fiscal 2001 aond is proving to be a viable, low-risk growih vehicle
for the Company. Sales are projected at $5 million for 2002 and
modest, positive earnings per share confributions are expected as
early as the current year.

International expansion has progressed with licensed international
stores currently operating in the Dominican Republic, Puerto Rico
and Kuwait. There are commiiments with the Company’s current
infernational partners to open three additional stores in Fiscal 2002
including one each in the Dominican Republic, Saudi Arcbia and
Turkey. The Compony plans fo continue expansion of the Bombay
brand abroad through licensing and distribution agreements with
local partners in various markets, limiting the Company’s risk by
initially entering smaller, opperiunistic markefs with growth potential.

Finally, in the third quarter of Fiscal 2001, the Company launched
Bombay KIDS {"KIDS"), its new line of children’s furniture, fextile and
accessory collections, with initial offerings exclusively through
separate catalog and Internet channels. During Fiscal 2002, KIDS
will be tested in several retail sfores.

The largest percentage of the Company’s sales and operating
income is realized in the fiscal quarter that includes December
{Christmas season).

Because the maijerity of the Company’s products are propriefary, the
impact of inflation on operating resulis is typically not significant. The
Company attempts to alleviate inflationary pressures by increasing
selling prices {subject to competifive conditions), improving designs
and finding alternative production sources in lower cost countries.

The Company has a refail (52-53 week) fiscal year which ends on
the Saturday nearest January 31. Fiscal 2001 and Fiscal 1999
represent 52 week periods while Fiscal 2000 included 53 weeks.

Special Note Regarding Forward-Looking Statements

Certain statements in this Annual Report 1o Shareholders under
“Management's Discussion and Analysis” consfitute  "forward-
looking statements” within the meaning of the Private Securities
liigation Reform Act of 1995, Such forwardlooking statements
involve known and unknown risks, uncertainties and other factors
which may cause the actual results, performance or achievements of
the Company to be materially different from any future results,

performance or achievements expressed or implied by such
forwardlooking statements. Such factors include, among others, the
following: the impact on consumer spending generally, and on the
Company, in parficular, in light of the events of September 11,
2001; downward pressure in refail due fo confinuing economic
pessimism; competition; seasonality; success of operating initiatives;
new product development and infroduction schedules; acceptance
of new product offerings; advertising and promotional effors;
adverse publicity; expansion of the store chain; availability,
locations and terms of sites for store development; changes in
business sirategy or development plans; availability and terms of
capital; labor and employee benefit costs; changes in government
regulations; risks associated with international business and regional
weather conditions.

Net Revenues

Net revenues consist of sales 1o retail customers and wholesale sales
through Bailey Street and to our international licensees as well as
shipping fees. Shipping fees reflect revenue from customers for
delivery of merchandise. Wholesale sales are immaterial for cll
periods, representing less than 1% of tofal revenue and as such are
not separately reported.

{In millions)

Fiscal 2001 Fiscal 2000 Fiscal 1999
Sales.............. $434.7 $421.5 $390.9
Shipping............ 2.8 2.0 1.7
Total oo $437.5 $423.5 $392.6
Eiscal 2001

Net revenues increased $14.0 million, or 3%, to $437.5 million,
compared to $423.5 million in Fiscal 2000 primarily due to new
store openings. During the year, the Company opensd 32 new
stores, including 12 outlets, and 18 regular stores were converted
to the large store format. These increases were partially offset by the
closure of 21 stores. Same store sales [stores in existence for one
year or more] declined 2% for the year. The lack of o 53rd week
during Fiscal 2001 adversely impacted scles comparisons by
approximately 2%. At the end of Fiscal 2001, the Company had
324 large stores, 59 regular stores and 36 outlets resulting in a
10% increcse in refail square foofage.

Our customers’ resistance to bigficket purchases during the year
resulied in a shifi in the overall product mix. Furniture sales were
43% of the total during Fiscal 2001 compared to 45% in Fiscal
2000. Accessories represented 43% in the current year compared
to 41% last year, while wall décor [principally prints, mirrors and
sconces) accounted for 14% in both years. Total transactions for the
year increased 2% while the average ticket remained constant at
$79. The growth in the accessories business resulied in an increase
in the average number of items per fransaction year over vear,
offsetiing the impact of shifts in the product mix.

Al regions of the U.S. and Canada reported low singledigit same
store sales declines for the year. Qutlet stores continued to perform well
during Fiscal 2001, reporting low single-digit same store sales gains.
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Fiscal 2000

Net revenves increased $30.9 million, or 8%, to $423.5 million,
compared to $392.6 million in Fiscal 1999 Scles increases were
affributable to a 5% increase in same store sales. A 53rd week in the
Fiscal 2000 calendar added less than 2% io the total sales increase.
Sales increases were also realized with the opening of 10 new
stores during the year and the conversion of another 20 regular stores
io the larger store format. These increases were partially offset by the
closure of 17 stores which were either under-performing or at the end
of their lease lives. On a net basis, the number of stores went from
415 at the end of Fiscal 1999 to 408 ot the end of Fiscal 2000,
including 291 lorge stores, 93 regular stores and 24 outlet stores,
while total retail square footage increased approximately 2.5%.

Sales growth was faitly consistent across ol categories with the
product mix remaining virtually unchanged. Sales in Fiscal 2000
consisted of 45% furniture, 41% accessories and 14% wall décor.
In Fiscal 1999 the product mix was 45% furniture, 40% accessories
and 15% wall décor. The number of transactions increased by 9%
and the avercge ticket remained virtually unchanged at $79.

Same store sales gains were strongest in the Company's Canadian
subsidiary, with other strong performances in the western and
northeastern portions of the U.S. All regions reported positive or flot
same sfore sales. Outlets also performed well, driven by the
continued infusion of outlet only merchandise.

Cost of Sales, Buying and Store Cccupancy Costs
{In millions)

Fiscal 2001 Fiscal 2000  Fiscal 1999
Cost of sales,
buying and
occupancy costs....  $309.6 $291.7 $273.5
Shipping «ooooo 3.9 2.3 2.0
Total oo $313.5 $294.0 §$275.5
Fiscal 2001

Cost of sales, including buying and store occupancy costs,
for Fiscal 2001 was $313.5 million or 71.7% of revenues.
As a percenfage of revenues, these costs increased from 69.4%
of revenues in Fiscal 2000. Product margins declined 130
basis points as a result of the more promotionclly driven retail
environment. Same stores sales declines which contributed to o lower
sales per square foof resulted in negative leverage of the buying and
occupancy costs. These costs were 20.4% of revenues, an increase
of Q0 basis points compared fo the prior year. Buying and
occupancy costs included an impairment charge of $715,000 to
write down the fixed assets related to eleven unprofitable stores.

Fiscal 2000

Cost of sales, including buying and store occupancy costs, for Fiscal
2000 was $294.0 million or 69.4% of revenues. As o percentage
of revenues, these costs decreased from 70.2% of revenues in Fiscal
1999. Product margins improved 20 basis points from the prior year
due to an improved product mix and good insfock positions of key
merchandise, more than offsetting higher distribution cenfer and

domestic freight cosfs. Buying and occupancy costs declined 60
basis points to 19.5% of revenues while increasing $3.4 million.
The higher dollar costs were primarily driven by investiments in new
stores and fechnology. The improvement in buying and occupancy
costs as a percentage of revenues is due to the relatively fixed nature
of these costs measured against a higher revenue base.

Selling, General and Administrative Expenses

Fiscal 2001

Selling, general and administrative expenses were $117.6 million
compared to $115.6 million in Fiscal 2000. Although the dollars
increased $2.0 million or 1.8%, as a percentage of revenues,
selling, general and administrative costs declined from 27.3% in
Fiscal 2000 to 26.9% in Fiscal 20071, The 40 basis point decline
is the result of sirong conlrols over expenses throughout the vear.

Fiscal 2000

Selling, general and administrative expenses were $115.6 million,
an increase of $2.6 million or 9%, compared to $106.0 million in
Fiscal 1999. The largest component of the dollar increase was
higher payroll and related costs. However, as a percentage of
revenues these costs remained relofively constant. The Company's
investments in infrastructure and technology also contributed to higher
selling, general and administrafive expenses with increased
depreciation, amortization and related costs. As a percentage of
revenues, selling, general and adminisirative expenses increased

from 27.0% in Fiscal 1999 to 27.3% in Fiscal 2000,

Interest

Fiscal 2001

The Company had interest income of $248,000 and interest
expense of $566,000, compared to interest income of $967,000
and interest expense of $424,000 in Fiscal 2000. Changes
in inferest amounts resulted from lower average cash balances
and greater utilization of credit fociliies due to the Company's
lower operating profits, higher average inventory levels and
capital expenditures.

Fiscal 2000

The Company had interest income of $967,000 and interest expense
of $424,000, compared io inferest income of $1.1 million and
inferest expense of $59,000 in Fiscal 1999, The changes in these
amounts are due to lower average cash bolances and greater
utilization of seasonal borowings to support the Company’s
investments in store expansion, infrasfructure and technology, the stock
repurchase progrom and higher inveniory levels.

Income Taxes

The Company provided income taxes of $2.3 million, $5.8 million
and $4.8 million in Fiscal 2001, Fiscal 2000 and Fiscal 1999,
respectively. The effective rates were 38.6%, 40.0% and 39.6% in
the respective periods. Fluctuations in the effective rate are primarily
related fo foreign taxes which change in accordance with eamings
in the Canadian subsidiary and in stale tax expenses which have
not changed proportionately to income before income taxes.




Liquidity and Capital Resources

The primary sources of liquidity and capital resources are
cash flows from operations and a line of credit with banks.
The Company has an unsecured, revolving credit agreement
with @ group of banks, with an aggregate commitment of up fo
$50.0 million for working capital and letter of credit purposes. The
bank commitment is limited to 45% of eligible inventory. At February
2, 2002, the bank commitment was $40.2 million, and $32.5
million was available for borrowings or additional letters of credit.
The credit facility expires June 5, 2002. The Company expects to
be able to renew or replace its current facility under similar or more
favorable terms upon expiration.

Fiscal 2001

At February 2, 2002, cash and shortierm invesiments were $38.4
million, $16.3 million higher than at February 3, 2001. The primary
sources of cash were net income, including non-cash depreciation
and amortization expense, and decreases in inventory levels. These
sources were portially offset by capital expenditures for store
construction and routine equipment purchases.

At February 2, 2002, inventory levels were $15.1 million lower than
at the previous year end reflecting the Company's conservative
balance sheet management during the second half of the vear in light
of economic uncertainties and the events of September 11th. The
lower inventory levels resulted in less clearance product as of the end
of the year and are expected to contribute to improved gross margins
and invenfory turns for Fiscal 2002. Capital expenditures totaled
$14.1 million and included the costs of 32 new stores and the
conversion of 18 regular stores to the larger format, as well as
continued invesiments in software and equipment. The capifal
expenditures program for Fiscal 2002 is plonned af approximately
$12 million and includes approximately 25 store openings,
including 7 outlets and 6 KIDS stores. Additionally, approximately 4
to & sfores are expected fo be converted to the larger format.
Generally, a new or converted store is profitable in its first full year
of operations.

The Company's development of its wholesale business and
infernational opportunities are expected to have modest capital
requirements during Fiscal 2002. The Company anticipates funding
the growth of these initiatives through working capital.

In connection with confinuing operations, the Company has various
contractual  obligations and commercial commitments requiring
payment in future periods, summarized in the fable below.

The Company did not incur any direct losses or significant expenses
in connection with the events of September 11, 2001. However, as
a result of those events and the surrounding economic uncertainties,
the Company ook @ conservative approach to managing ifs balance
sheet. Inveniory levels were more tightly managed and less new
product was intfroduced during January and February 2002, which
may have adversely impacted sales. After the first quarter of Fiscal
2002, inventory receipts are expected to refurn to more normalized
levels and the Company expects the negative trend in same sfore
sales o reverse.

The Company believes that its current cash position, cash flows from
operations and credit line facilities will be sufficient to fund its current
operations and capital expenditures program.

Fiscal 2000

As of February 3, 2001, cash and shortterm investments were
$22.2 million, o decrease of $17.0 million from January 29,
2000. The primary uses of cash were inventory purchases, new
store consfruction and information technology upgrades, as well as
purchases of treasury stock. These uses were partially offset by net
income, including non-cash depreciation and amortization expense,
and by increases in payables.

At February 3, 2001, inventory levels were $14.3 million
higher than ot January 29, 2000, an increase of 16% compared to
an 8% growth in sales. Several factors contributed fo this increase.
Spring product arrived earlier than in the previous year in order to
ensure a good in-stock position for the infroduction of the catalog in
early March.

(in thousands)

Payments Due by Period

Total Less than1 Year 1 — 3 Years 4 — 5 Years After 5 Years
Contractual Obligations
Real estate cperafing leases ... $216,778 $44,422 $89,754 $37.718 $44 884
Unconditional purchase orders..................... 61,822 61,822 — — —
Equipment operating leases........................ 2,070 632 1,438 — -
Employment contracts ... 1,581 1,581 — — —
Other contractual obligations...................... 1,135 12 223 — —
Total contractual cash obligations.............. $283,386 $109,369 $01.,415 §37.718 $44 884
Commercial Commitments
Import letters of credit...............c $1,206 $1,206 $ — $ - $ -
Standby letters of credit.......................... 6,520 6,520 — — —
Guarantees of travel cards......................... 88 88 — — —
Total commerical commitments.................. $7,814 $7,814 $ - $ - 5 -
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Additionally, the timing of Chinese New Year shified from February
to January resuliing in more of this season’s inventory requirement
being shipped just prior fo the Company’s fiscal year end. Finally,
the inventory mix changed with a larger investment in bedroom
furniture and a refined furniture assortment, which resulted in higher
average price per unit. Capifol expenditures totaled $16.7 million
and included the costs of 1O new stores and the conversion of 20
regular stores to the larger format, as well as routine purchases of
machinery and equipment.

During Fiscal 2000, the Company spent $10.3 million under its
stock repurchase program to acquire approximately 3.0 million
shares of the Company's common stock.

Critical Accounting Policies

In the course of preparing the financial statements, management
makes certain judgments relative to accounting policies that are
appropriate in the circumstances and the application of those
policies. The following policies are those deemed to be most critical.

Inventory Valuation Policy

Inventories are valued of the lower of cost or market, cost being
determined based upon the weighted average inventory method.
Cost is calculated based upon the actual landed cost of
an item ot the time it is received in the warehouse based upon
actual vendor invoices or estimates of costs for which an invoice
is not present or for which an allocation of shared costs is required.
In addition, the Company includes the cost of warehousing
and transporting product to the sfores in its costs.

The Company regularly evaluates its compliance with the lower of
cost or market principle. ltems are evaluated by SKU [stock keeping
unit) and to the extent that the cost of the item exceeds the current
selling price, provision is made to reduce the carrying cost of the
item. Additionally, the Company reviews the aging of its inventory
by SKU. The carrying cost of the item is reduced based upon certain
age criferia and product category. Since the determination of
carrying value of inventory involves both estimation and judgment of
cost and market value, differences in these estimates could result in
valuations that vary from the recorded asset.

Each month, the Company records an allowance for shrinkage to
provide for the cost of lost or stolen inventory. The amount of the
allowance is determined based upon the historical shrinkage results
and is adjusted at least annually to reflect current circumstances.
Inventory is physically counted at all locations at least once each
vear, at which time actual results are reflected in the financial
statements. Physical counts were taken at all stores and the
distribution centers during January 2002.

Impairment of long-lived Assets

longlived assets are reviewed at least annually and whenever
events or changes in circumstances indicate that the carrying value
of the asset may not be recoverable. This review includes the
evaluation of individual under-performing refail siores and assessing
the recoverability of the carrying value of the fixed assets related to
the sfore. Future cash flows are projected for the remaining lease life
considering such factors as future sales levels, gross margins,
changes in rent and other expenses as well as the overall operating

environment specific o that store. If the future undiscounted cash flows
are less than the carrying value of the assets, a charge is recorded to
write down the cost of the assets. Since the projection of future cash
flows involves judgment and estimates, differences in circumstances or
astimates could produce different results.

During Fiscal 2002, the Company will adopt the provisions of
Statement of Accounting Standards No.144, Accounting for
Impairment or Disposal of long-Lived Assets ["FAS 144”). FAS 144
modifies previous guidance on the impairment of longlived assets.
Among other provisions, if permits the use of a probability-weighted
estimation approach in evaluafing future cash flows for o group of
assefs. The impact of the adoption of FAS 144 is not expected 1o
have a material impact on the Company's consolidated financial
position or results of operations.

Deferred Toxes

The Company currently has recorded $9.7 million of deferred tax
assets representing the difference between the timing of deductions
taken for financial statement purposes and for fax purposes.
Underlying the assumption that the benefit of those assets will be
recoverable in some future period is the concept that the Company
will have future taxable income. If future conditions indicate that the
benefit of the deferred tax assets will not be fully realized,
valuation allowance will be recorded 1o reduce the assets to their
estimated realizable value.

Insurance

The Company is selfinsured with respect to medical and dentcl
insurance  coverage offered to its eligible employees, up to a
maximum of $125,000 per claim. Above that amount, medical
insurance coverage is in place. In connection with the selfinsured
portion, the Company maintains a lichility for claims that are in the
process of being paid and those that have been incurred but not yet
reporied to the Company’s insurance carrier. The amount of the liability
is estimated based upon historical claims experience and upon
information provided by the Company's independent benefits broker
regarding other similar insurance programs. At February 2, 2002, the
balance of the medical and dental liability was $1.4 million.

Beginning in Fiscal 2001, the Company also maintains workers’
compensation insurance coverage with o deductible of $100,000
per cloim. At February 2, 2002, the Company has o lickility of
$644,000 representing the estimated amount that will have fo be
paid in future periods related fo the setflement of claims under the
insurance policy. The amount of the liability reflects expected
remaining workers’ compensation claims based upon historiccl
claims experience and other information obtained by the Company,
including projections made by the underwriters of the Company's
insurance carrier. As these claims are poid, the licbility will be
reduced. Furthermore, the liability will be adjusted if circumstances
change or if information becomes available that would indicate that
the future payments would be different than what was previously
estimated.  Prior to Fiscal 2001, the Company's workers’
compensation insurance was not subject lo a deductible.

Since the amounts recorded for insurance liabilities are based ugen
various estimates, actual future requirements could vary from the
recorded liabilities.




MANAGEMENT'S report

The management of The Bombay Company, Inc. is responsible for
the preparation, integrity and fair presentation of its published
financial statements. The financial statements, presented on pages
16 to 26, have been prepcred in accordance with generally
accepted accounting principles and, as such, include amounis
based on judgments and estimates made by management. The
Company also prepared the other information included in the
report to shareholders and is responsible for its accuracy and
consistency with the financial statements.

The Company maintains internal accounting control systems and
related policies and procedures designed fo provide reasonable
assurance that assets are sofeguqrded, that transactions are
executed in accordance with management's authorization and are
properly recorded, and that accounting records may be relied upon
for the preparation of financial statements and other financial
information. The design, monitoring and revision of internal
accounting control systems involve, among other things,
management's judgment with respect to the relative costs and
expected benefits of specific control measures. Also, an internal
auditing function ‘which evaluates and formally reports on the
adequacy and effectiveness of infernal accounting controls, policies
and procedures is maintained.

There are inherent limitations in the effectiveness of any system of
infernal control, including the possibility of human error and the
circumvention or overriding of controls. Accordingly, even an
effective internal confrol system can provide only reasonable
assurance with respect to financial statement preparation.
Furthermore, the effectiveness of an internal control system can
change with circumstances.

The Audit and Finance Committee of the Board of Directors, which
is composed solely of directors who are not officers or employees
of the Company, meets regularly with corporate management,
internal audit, legal counsel and PricewaterhouseCoopers LP to
review the activities of each and to satisfy itself that each is properly
discharging its responsibility. In addition, the Audit and Finance
Committee meets formally with PricewaterhouseCoopers LLP, without
management present, to discuss the audit of the financial statfements
as well as other auditing and financial reporting matters.

The financial statements have been audited by Pricewaterhouse
Coopers P, the independent accountants, whose report herein
expresses fheir opinion with respect to the faimess of the
presentation of the statements.

Carmie Mehrlander
Chairman of the Board, President

and Chief Executive Officer
Senior Vice President, Chief Financial Officer

Elaine D. Crowley
and Treasurer

repori of INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of
The Bombay Company, Inc.

In our opinion, the accompanying consolidated balance sheets and
the related consclidated statements of income, of stockholders’
equity and of cash flows present fairly, in all material respects, the
financial position of The Bombay Company, Inc. and its subsidiaries
at February 2, 2002 and February 3, 2001, and the results of
their operations and their cash flows for each of the three years
in the period ended February 2, 2002, in conformity with
accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of
the Company's management; our responsibility is to express an
opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with
auditing standards generally accepted in the United States of
America which require that we plan and perform the audit to

obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting  principles
used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

MMTA/ P

March 12, 2002
Fort Worth, Texas
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consolidated STATEMENTS OF INCOME

The Bombay Company, Inc. and Subsidiaries

{In thousands, except per share amounts)

Year Ended

February 2 February 3 January 29
2002 2001 2000

N Bt TEVENUS . e e e $437,457 $423,459 $392,578

Costs and expenses:

Cost of sales, buying and store occURANCY COSIS ...\ iii e, 313,484 294,043 275,496
Selling, general and administrative €XPENSES ..ot e 117,589 115,559 105,958
Interest expense [INCOME), MEL.....ooiii i e, 318 [543) (1.029)
431,391 409,059 380,425

Income before INCOME IAXES ... .. oot e 6,066 14,400 12,153
Provision for INGOME 1OXES ... oo e e 2,342 2,755 4811
NEE TICOME ...ttt e $ 3724 § 8645 § 7342
Basic eamnings per share ... & @ iﬁ
Diluted earnings per share ... $.11 .26 $.20
Average common shares outstlanding ... 32,967 33,202 36,408
Average common shares cutstanding and dilutive potential common shares......................... 32,992 33,292 36,672

The accompanying nofes are an integral part of these consolidated financial statements.




consclidated BALANCE SHEETS

The Bombay Company, Inc. and Subsidiaries

(in thousands, except shares) February 2 February 3
2002 2001
Assefs
Current assefs:
Cash and cash equivalents [shortterm investments of $31,437 and $15,244, respectively)................ $ 38,415 $ 22157
Inventories, at lower of Cost or MATKE ... . o e 89,798 104,914
OB CUITBNT GSSIS ..o e e e 16,893 15,380
TOt Al QUGN G88IS . e e 145,106 142,451
Property and equipment, af cost:
LT e 892 990
UM oo e 5,198 5,198
Leasehold IMProVeMENnts ... .. 80,291 76,991
Fumniture and @QUIPMENT ... ..o o oo 30,622 28,844
117,003 112,023
Accumulated depreCiolion .. ... ... e (68,290 (63,517]
Net property and SQUIBIMENE ... oot e 48,713 48,506
Deferred taxes and othar GSSEIS. ... ot 12,640 15,237
Goodwill, less amortization of $604 and $577, respectively ... 430 457
oAl SIS e $206,889 $206,651
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable and accrued eXpenses . ... $ 27,281 $ 28,445
[ncome taxes Payable ..o 3,220 5,969
Accrued payroll and bonuses ... 5,015 5,649
Gift certificates redeemable. ... 5,724 4,765
Total cument TabIlEs ... e 41,240 44,828
Accrued rent and other abiliHes . ... 6,942 7,096
Stockholders” equity:
Preferred stock, $1 par value, 1,000,000 shares authorized............ooo - -
Common stock, $1 par value, 50,000,000 shares authorized,

38,149,646 shares issued .. ... oo 38,150 38,150
Additional paid-in capifal. ... 75,267 75,735
REIAINEA CAMINGS . ... et e e e 69,144 65,420
Accumulated other comprehensive income {loss).............ooooiii (1,776 (1,267]
Common shares in treasury, at cost, 5,112,696 and

5,455,919 shares, 18SpaCtivaly ... .. (20,861) (22,320
Stock purchase loans and accrued Interest ... (950) (991
Deferred compensation. ... oo (267) -

Total stockholders” @qUIty ... oo 158,707 154,727
Commitments and contingencies (Note 5)

Total liabilities and stockholders’ equity ... .oo.oieiiii e $206,889 $206,651

The accompanying noles are an integral part of these consolidated financial statements.
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consolidated STATEMENTS OF CASH FLOWS

The Bombay Company, Inc. and Subsidiaries
[In thousands)

Year Ended
February 2 February 3 January 29
2002 2001 2000
Cash flows from operating activities:
NET INCOME oo $ 3,724 $ 8,645 $ 7,342
Adjustments fo reconcile nef income to net cash from operations:
Deprecialion ... ... oo 13,000 11,748 10,706
AMOrization . . . 3,472 3,003 1,055
Restricted stock compensation ... 298 o8 174
Deferred taxes and ofher . ... o (707) 248 491}
Change in assets and liabilities:
(Increase) decrease in INVENIONES . ... oo oo 14,090 (14,692} (15,615)
{Increase) decrease in other CUMent sSefs . ... ... e e (807) (2,113) 38
Increase in accounts payable and accrued expenses ... e 50 256 3,081
increase [decrease in income taxes payeble. ... (2,700) 764 3,477
Increase |decrease) in accrued poyroll and bonuses .. [607) 1,137 1,291
(Increcse) decrease in noncumrent assefs. . ... 74 62 (84)
Increase [decrease) in noncurrent liabilities ... ... . 563) Q 4672
Net cash provided by operations. ... 29,324 9,165 12,336
Cash flows from investing activities:
Purchases of property, equipment and other.. ... (14,127) [16,721) (18,011)
Proceeds from sale of property and equipment ... 614 375 249
Net cash used by investing activities. ...................... (13,513) (16,346} (17.762)
Cash flows from financing activities:

Purchases of treasury stock. ... ..o oo {103) (10,303] (8,527
Sale of stock to employee benefit plans ... ... ... 193 291 209
-(lssuance] collection of steck purchase loans ... ... 86 — (43)
Exercise of stock opfions. ... .. = = 290

Net cash provided {used) by financing activities ................. ... ... 176 {10,012} {8,011]
Effect of exchange rate change oncash. ... 271 176 (198)
Net increase [decrease) in cash and cash equivalents.............................. 16,258 (17.017) (13,635)
Cash and cash equivalenis at beginning of year...............oo 22,157 39,174 52,809
Cash and cash equivalents atend of year ... $38,415 $22,157 $39,174
Supplemental disclosures of cash flow information:

Inferest paid . ... ..o $ 566 $ 424 $ 48

Income taxes paid .. ... 5,687 4,254 1,490

Non-cash financing activities:

Distributions of director fees ... ... 75 6 189
Distributions of restricted stock . ... 826 154 73
Loans issued to purchase Company stock. ... — 314 574

The accompanying notes are an integral part of these consolidated financial statements.




T

In thousands)

| director fees ...

Total, January 30, 1999........
Rurchases of treasury shares ...
Shares contributed or sold 1o
employee benefit plans ...
Exercise of stock options ........
Distributions of deferred

Restricted stock distributions ...

Shares sold to officers with

stock purchase loans..... ...

loans to officers for purchases

of Company stock

Roreign currency

[ 2T v I e |

Foreign currency

| .
Net income .........

terest charged on

Netf income .........

franslation adjustments........
Total, January 29, 2000........
Burchases of treasury shares ...
Shares contributed or sold to
employee benefit plans ...
irector fee distributions.........
estricted stock distributions ...
hares sold to officers with
stock purchase loans..........

stock purchase loans..........

fal, February 3, 2001 ...
Purchases of treasury shares .

franslation adjustments........
b

Shares contributed or sold to
employee benefit plans.....
Director fee distributions.......
Restricted stock distributions..

" stock purchase loans, net.

Net income.........
Foreign currency

translation adjustments......
Total, February 2, 2002.......

consolidated STATEMENTS OF STOCKHOLDERS' EQUITY

The Bombay Company, Inc. and Subsidiaries

Accumulated

Deferred compensation expense  —
Collections of stock

‘; purchase loans
|r‘1terest (charges) collections on

Additional  Stock Other Annual
Commen Stock Treasury Stock Paidln  Purchase Deferred Refained Comprehensive Comprehensive

Shares  Amount  Shares  Amount Capital loans  Comp. Eamings Income [loss) Income
38,150 $38,150 (1,171)% (5983) $76044 ¢$ — $ — $49433  $[1,501)

- - 1,777} {8,527 — — — — —

- — 80 405 (43) (93] - — -

- — ole} 336 [22] - - - —

— - 31 153 36 - - - -

- - 13 65 8 - - - -

— — 81 422 59 (4871) — - -

_ _ _ _ _ (43) — _ _

_ _ - _ - — — 7,342 — $7342

— — — — — — — - 488 488
38,150 38,150 (2,677} (13,129) 76,082 {617 - 56,775 (1,013) $7,830

- —  (3,040) (10,303) — — - - -

— — 130 541 (250) - - - -

- - 2 7 (1) — — — -

— - 28 130 24 - — - -

— - 101 434 (120) [314) - - -

_ _ - — _ (60) — _ _

— - — - — — — 8,645 - $8,645

— — — - — - — - (254) (254)
38,150 38,150 (5,456) (22,320) 75,735 (@91] — 65,420 {1,267) $8,391

- — (39) (103) - - - - —

- — 102 418 (225) - — - —

- - 30 123 (48) — - - -

- - 250 1,021 (195) — (552) - -

— - - - - 285 — -

— — - — — 86 - - -

_ - - - _ (45) — — -

- - - — - - - 3,724 - $3,724

- - — — — — — — (509) {509)
38,150 $38,150 (5,113) $(20,861) $75,267 ${950) $(267) $69,144  ${1,776) 33215

The accompanying notes are an integral part of these consclidated financial statements.
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NOTES o consolidated financial statements

Note 1 - Statement of Accounting Policies

Basis of Presentation

The consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiaries. Al significant
infercompany transactions, balances and profits have been eliminated.
The Company has a retail {52-53 week) fiscal year which ends on the
Saturday nearest January 31. The periods ended February 2, 2002
('Fiscal 2001") and Januvary 29, 2000 ("Fiscal 1999") represent 52
weeks. The period ended February 3, 2001 {"Fiscal 2000"} represents
53 weeks. Cerfain prior year amounts have been reclassified to conform
to current year presentation.

Use of Estimates

The preparation of financial statements in conformity with generally
cccepted accounting  principles requires management to moke
estimates. Actual results could differ from those estimates.

Foreign Currency Translation

The functional currency of the Company’s Canadian operations is the
Canadien dollar. Fiscal year end exchange rates are used to translate
assets and liabilities to U.S. dollars. Monthly average exchange rates
are used to translate income and expenses. The cumulative effect of
foreign currency franslation adjustiments is reported in accumulated
other comprehensive income {loss) within stockholders” equity.

Cash and Cash Equivalents

Cash in stores, deposits in banks and shortterm investments with
original maturities of three months or less are considered as cash and
cash equivalents for the purposes of the financial siatements. Short-term
investments are recorded at the lower of cost or fair market value.

Inventories

Inventories are primarily finished merchandise and are valued at the
lower of cost or market, cost being determined based upon the
weighted average inventory method.

Property and Equipment
Property and equipment are depreciated over the estimated useful lives
of the assets using the straight-line method over the lives shown:

Building ..o Forty vears
Furniture and equipment .......... Two fo fen years
leasehold improvements .......... The lesser of the life

of the lease or asset

Maintenance and repairs are charged fo expense as incurred.
Renewals and befterments which materially prolong the useful lives of
the assels are capitalized. The cost and related accumulated
depreciation of property refired or sold are removed from the accounts,
and gains or losses are recognized in the stalements of income.
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Capitalized Software Costs

The Company capitalizes certain external and internal costs associcted
with computer software and significant enhancements fo softwdre features
of existing products, after technological feasibility has been established.
The costs are amortized uiilizing the straightline method over the
estimated economic lives of the software, which range from three to seven
years. Tofal costs capitalized were $18,703,000 and $17,287,000 ot
February 2, 2002 and February 3, 2001, respectively. Accumulated |
amortization related to these assets was $12,517,000 and
$9,103,000 in Fiscal 2001 and Fiscal 2000, respectively.

Goodwill

Goodwill recorded in association with acguisitions accounted for using
the purchase method is amortized using the straight-line method over
the estimated useful life of 40 years.

Effective February 3, 2002, the Company will adopt the provisions of
Statement of Financial Accounting Standards No. 142, Accounting for
Goodwill and Other Infangibles ["FAS 142"). FAS 142 establishes
accounting and reporting standards for the valuation and impairment of
goodwill and other intangible assets. The adopfion of FAS 142 is not
expected fo have a material impact on the Company’s consolidated
financial position or results of operations. With the adoption of FAS
142, the Company will cease amortization of goodwill.

Impairment of Long-Lived Assets

longlived assets, including goodwill, are reviewed whenever events or
changes in circumstances indicate that the carrying valve of the assef
may not be recoverable. An impairment loss is recognized if the
expected future undiscounted net cash flows are less than the net book
value of the assets. The amount of the impairment loss is measured as
the difference between carrying value and the estimated fair value of
the assefs. :

Effective February 3, 2002, the Company will adopt the provisions of
Statement of Financial Accounting Standards No. 144, Accounting for
Impairment or Disposal of longlived Assets ("FAS 144"). FAS 144
modifies previous guidance on the impairment of longlived assets.
Among other provisions, it permits the use of a probabilify-weighted |
cash flow estimation approach in assessing the expected future
undiscounted net cash flows for o group of assets. The impact of the
adoption of FAS 144 is not expected to have o material impact on the
Company's consolidated financial position or results of cperations.




Revenue Recognition

Revenue is recognized when delivery has occurred, the sales price is
fixed or deferminable, and collectibility is reasonably assured. Revenues
are net of returns and exclude sales fax.

The Company includes in revenues amounts collected from customers
for shipping and handling orders. In Fiscal 2001, Fiscal 2000
and Fiscal 1999, these revenues totaled $2,779,000, $1,945,000
and $1,697,000, respectively. The associated shipping and handling

expenses are included in cost of sales.

Gift Certificates

Proceeds from the sale of gift cards and certificates are recorded as o
liability at the time they are received. When the holder of the card or
cerificate redeems it for merchandise, the liability is relieved and
revenue is recognized.

Advertising Costs

Advertising costs are expensed the first time the adverfising takes
place. During Fiscal 2001, Fiscal 2000 and Fiscal 1999
advertising expense was $14,597,000, $14,701,000 and
$14,645,000, respectively.

Income Taxes

The Company uses the liability method of computing deferred income
taxes on all material temporary differences. Temporary differences are
the differences between the reported amounts of assets and liabilities and
their tax bases. The Company assesses realizability of deferred tax assets
and, if necessary, a valuation allowance is provided.

Comprehensive Income

Comprehensive income represents the change in equity {nef assets) of a
business enferprise during a period from transactions and other events
and circumstances from nom-owner sources. It includes all changes in
equity during a period except those resulting from investments by owners
and disfributions to owners. Such amounis are included in accumulated
other comprehensive income {loss) within stockholders” equity and consist
of the cumulative effect of foreign currency translation adjustments.

Earnings per Share

Basic earnings per share are based upon the weighted average number of
shares outstanding. Diluted eamings per share are based upon the
weighted average number of shares outstanding plus the shares that would
be outstanding assuming exercise of dilufive siock options and distribution
of deferred director compensation.

The computations for basic and diluted eamings from continuing operations
per share are as follows {in thousands, except per share amounts):

Year Ended

February 2 February 3 January 29
2002 2001 2000

Numerafor:
Net income. ... $3,724  $8,645  $7,342
Denominator for basic
earnings per share:
Average common
shares outstanding ... 32,967 33,262 36,408
Denominator for diluted
earnings per share:
Average common
shares outstanding ... 32,967 33,262 36,408
Stock options ... 1 - 217
Restricted stock ............ - 11 23
Deferred director
compensation .......... 24 19 24
32 992 33,2972 36,672
Basic eamings per share ... $.11 $.26 $.20
Diluted eamings per share ... 1 $.26 $.20

Note 2 - Store Impairments and Closing Liability

lenglived assets are reviewed at feast onnually and whenever events o
changes in circumstances indicate that the carrying value of the assets
may not be recoverable. Following the holiday selling season, the
Company reviewed ifs real estate portfolio focusing on stores for which
store profitability was negative. Of the 419 Company owned sfores
open as of February 2, 2002, eleven stores were identified for which
the expected undiscounted future cash flows were less than the net book
value of the fixed assets related to those stores. As a result of the review,
the Company has recorded a charge to buying and occupancy costs of
$715,000 to write down the assets to fair value.

The Company has established a liability for obligations associated
with closing under-performing stores. At February 2, 2002 and
February 3, 2001, the liability was $342,000 and $715,000,
respectively. Costs of $373,000 cnd $222,000 were charged
against the liability in Fiscal 2001 and Fiscal 2000, respectively.
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Note 3 - Income Taxes

The components of the provision for domestic and foreign income faxes
are shown below [in thousands):

Year Ended

February 2 February 3 January 29
2002 2001 2000

Income before
income taxes:
Domestic...................... $5447  $12,503 $12,049
Foreign...ocoooooeiiin, 619 1.897 104
$6,066 $14,400 $12,153

Provision (benefit] for
income faxes:

Current;
Federal ... $2,290 $3,950  $4,895
Foreign......ooooeen 339 Q19 {20)
State and local .......... 147 387 527

2,776 5,256 5,402

Deferred [prepaid):

Federal.................... 423) 389 1692)

Foreign........ooce 29 44 149

State and local .......... 40) 66 (48)
(434) 499 1591}

Total provision

for income taxes............... $2,342 $5,755  $4,811

The effective tax rate differs from the federal statutory tax rate for the
following reasons:

Year Ended
February 2 February 3 January 29
2002 2001 2000
Federal statutory tax rate ... 34.0% 35.0% 35.0%

Increase in effective
tax rate due fo:
Foreign income toxes ... 2.6 2.1 8
State and local taxes,
net of federal income

tax benefit.............. 1.1 2.2 3.0
Other, net. ... 9 V4 8
Effective tax rate....... 38.6% 40.0% 39.6%

NOTES o consolidated financial statements

Deferred toxes reflect the nef tax impact of temporary differences
between the carrying amounts of assets and liabilities for financial
reporting purposes and amounts used for income tax purposes.
Deferred fax assets [liabilities] are comprised of the following
{in thousands):

February 2 February 3

2002 2001
Deferred tax liabilities ..................... $01,2791  $(1,661]
Deferred tax assets:
Accrued rent.. 2,617 2,900
Depreciation ... 2,391 2,601
Inventory valuation ....................... 2,014 1,727
OMhET 2,639 2321
9,661 Q,609
Net deferred tax assets.............. $8,382 $7.948
Deferred tax assets,
net of liabilities:
CUment oo $2192 $1,202
Non-current ..o 6,190 6,746
Total . $8,382 $7.948
Note 4 - Debt

The Company has an unsecured, revolving credit agreement with a
group of banks, with an aggregate commitment of up to
$50,000,000. The credit facility is available for working capital
and letter of credit purposes. Barrowings under the facility bear
interest, af the Company’s option, at either the lead bank’s prime
lending rate plus o margin of 0% fo .5% or the LIBOR rafe plus a
margin of 1.0% io 2.0%, with the margin depending on the
Company's leverage ratio. Under terms of the agreement, the
Company is required to maintain certain financial ratios and other
financial conditions. The agreement prohibits the Company from
making certain investments, advances or loans and limits the dollar
amounts of capital expenditures, purchases of freasury shares, cash
dividends and asset sales. In the event that the Company is in
default of certain provisions of the agreement, the lenders would be
permitied to file liens against the Company’s inventory located in
the United States and perfect the pledge of 65% of the stock of the
Company's  Canadian  subsidiary, thereby securing the
indebtedness. The agreement expires fune 5, 2002 and is
expected to be renewed under similar terms.




The bank commitment is limited to 45% of eligible inventory. At
February 2, 2002, the bank commitment was $40,210,000.
letters of credit totaling $7,726,000 were outstanding under the
facitity, and $32,484,000 was available for borrowings or
additional lefters of credit. Interest expense and negotiated fees for
Fiscal 2001, Fiscal 2000 and Fiscal 1999 totaled $884,000,
$610,000 and $257,000, respectively.

Note 5 - Commitments and Contingencies

Store, distribution and field office facilities and equipment are leased
under operating lecses expiring through 2013. The store leases
cre generally based upon a minimum renfal plus a percentage of
the siore sales in excess of specified levels. Store lease terms generally
require additional payments covering faxes, common area charges
and certain other costs. Rental expense for Fiscal 2001, Fiscal 2000
and Fiscal 1999 iotaled $47,366,000, $45,137,000 and
$42,991,000, respectively.

The minimum rental commitments for future fiscal years are as follows
lin thousands):

Fiscal
2002 $ 45,054
20008 40,225
2004 2,508
20005 21,459
2000 19,406
Thereafter ..o 63,196
$218,848

The Company has cerfain contingent liabilities resulting from litigation
and claims incident to the ordinary course of business. Management
believes that the probable resolution of such contingencies will not
materially affect the financial position or results of operations of
the Company.

The Company is porty to employment agreements with cerfain
executives which provide for compensation and certain other
benefits. The agreements also provide for severance payments under
certain circumsfances.

Note 6 - Employee Benefit Plans

The Bombay Company, Inc. Employee 401(k) Savings and Stock
Ownership Plan ("401{k| Plan} is open fo substantially all employees who
hove been employed for one year and who work at least 1,000 hours
per year. Under the 401(k) Plan, a participant may contribute up to 15%
of earnings with the Company matching 100% of the initial 3%
contribution, and 50% of the next 2% contiibuted by the participant.
Participant confributions and Company match are paid to a corporate
frustee and invested in various funds or Company stock, as directed by the
parficipant. Company matching contributions made to  participants’
accounts are fully vested immediately. Similar benefit plans are in effect for
eligible foreign employees.

To the exient employees are unable 1o contribute up to 5% of their eamings
io the 401(k) Plan because of limitations imposed by IRS regulations, a
Supplemental Stock Program was adopted.  Under this program,
employee contributions in excess of IRS limitations, along with Company
matching contributions, are distributed annually in the form of Company
common stock,

The Bombay Company, Inc. Stock Purchase Program ["SPP’| is open to all
fullime employees who have at least QO days of service. Each participant
may confribute 1% 1o 10% of qualifying compensation, to a maximum
annual contribution of $21,250. Contributions are used fo purchase
shares of Company common stock at o discount of 15% from current
market rates. The parficipants’ shares are fully vested upon purchase.
Participants’ shares are held by a third-party adminisirator until the
respective participant requests a distribution.

Total Company confributions to these plans for Fiscal 2007,
Fiscal 2000 and Fiscal 1999 were $644,000, $738,000 and
$480,000, respectively.
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Note 7 - Common Stock and Stock Options

The Company’s Board of Directors has authorized a stock repurchase
progrom o purchase up fo an aggregate of $30 million of the
Company's stock. The shares may be purchased from time to fime,
through open market purchases and privately negofiated transactions.
During Fiscal 2001, Fiscal 2000 and Fiscal 1999, 39,000,
3,039,550, and 1,777,416 shares, respectively, were acquired at an
aggregate cost of $103,000, $10,303,000 and $8,527,000,
respectively. Treasury shares are used for various employee and director
stock plans as the need arises.

Non-employee directors are eligible to participate in the Non-Employee
Director Equity Plan, which ollows such directors the option to defer
receipt of refainer payments and meeting fees which are credited to an
account for such director in units equivalent to Company common stock.

The Bombay Company, Inc. 1986 Stock Option Plan and 1996 long
Term Incentive Stock Plan [“Employee Plans”] provide for the granting of
opfions {and other types of stock-related awards under the 1996 p%cm)
to officers and key management employees. At February 2, 2002, the
option shares reserved for the Employee Plans were 5,633,595, The
oplion price is fixed at the market price or higher on the date of the
grant. Options are generally exercisable onnuqﬁy at o rate of 33% per
year beginning one vyear after the gront date. Shares available for
additional grants were 1,459,552; 1,732,538 and 2,046,273 af
February 2, 2002, February 3, 2001 and January 29, 2000, respectively.

During Fiscal 1998, restricted stock aggregating 90,000 shares was
granted under the 1996 long Term Incentive Stock Plan 1o three key
executives. The respective shares are issuable in designated increments
contingent upon continued employment of the respective executive after
12 months, 24 months and 36 months. During Fiscal 2001, Fiscal
2000 and Fiscal 1999, 49,500, 27,500 and 13,000 shares,
respectively, became vested and were issued under these grants.
Compensation expense of $13,000, $98,000 and $174,000 was
recognized during Fiscal 2001, Fiscal 2000 and Fiscal 1999,
respectively, in connection with the restricted stock.

During Fiscal 2001, restricted stock aggregating 200,000 shares was
%ronfed and issued under the 1996 long Term Incentive Stock Plan fo
three key executives.  The respective shares become vested in

designated increments contingent upon continued employment of the
respective executive after 12 months, 24 months and 36 months. If
each of the execulives remains employed by the Company under the
terms of the grant, 40,000, 60,000 and 100,000 shares will be
vested in Fiscal 2002, Fiscal 2003 and Fiscal 2004, respectively.
Compensation expense of $285,000 was recognized during Fiscal
2001 in connection with the resfricted stock.

NOTES to consolidated financial statements

The Bombay Company, Inc. Non-Employee Director Equity Plan ["Directo
Plan") provides for the granting of options to members of the Board of Director.
who are neither employees nor officers of the Company. Af February 2, 2002
the option shares reserved for the Director Plan were 745,267 The optiot
price is fixed at the market price on the date of the grant. The option grant
inifial and annual, is currently the lesser of 8,000 shares or $75,000 in fac
value. The initial grant becomes exercisable at a rate of 20% per yea
beginning one vyear affer the grant date. Each additional annual gran
becomes fully exercisable six months after the grant date. Shores available fo
additional grants were 354,210, 481,696 and 10,946 at February 2
2002, February 3, 2001 and January 29, 2000, respectively.

The following table includes opfion information for the Employee Plans anc

Director Plan:
irector Plan Weighied
Number Option Price Average
Stock Option Activity of Shares per Share Option Price
January 30, 1999 ... 2,109,144 $3.33 -25.75 $6.28
Options granted ... 1,151,610 3.81 - 8.00 4.73
Options exercised ... [44,316) 4.00- 7.25 4.84
Options canceled ... (359,053} 3.33-17.94 6.36
January 29, 2000...... 2,857,385 3.60-2575 567
Options granted . ... 1,027,500 1.75- 5.00 3.77
Options canceled ... (207,644) 2.50-15.88 4.6]
February 3, 2001 ....... 3,677,241 175-2575 520
Options granted ... 1,157,200 235~ 4.00 277
Options canceled ... [603,856) 2.31-2575 4.83
February 2, 2002 ... 4,230,585 1./75-2575 459
Exercisable at:
January 29, 2000.... 827,492 3.60-2575 715
February 3, 2001 ... 2,100,473 3.60-25.75 5.60
February 2, 2002 ... 2,502,548 1.75-2575 527




The following table summarizes stock options outstanding  at

February 2, 2002:

Quistanding Exercisable
Weighted Weighted Weighted
Exercise Average  Average Average
Price Remaining Exercise Exercise
Range Shares Life Price Shares Price

$175- 275 154500 91 $ 250 35170 % 2.50
2.76- 294 894000 Q0 277 46,168  2.83
3.00- 375 170,475 8.8 3.25 51,676 3.67
3.81- 3.94 1,195,202 7.6 3.88 857,360  3.88
4.00- 494 635641 59 451 600,008  4.5]
5.00- 595 379438 64 555 311,704 553
6.00- 694 556986 64 656 384,519 658
7.25-2575 244,343 3.4 11.2] 215,943 11.6]

—_ ==

4230585 72 $ 459 2502548 $ 527

The exercise of non-qualified stock options in Fiscal 1999 resulted in income
tax benefits of $25,000 which were credited to additional paid-in capital.
The income tax benefits are the tax effect of the difference between the market
price on the date of exercise and the option price.

The Company has adopted the disclosure-only provisions of Statement of Financial
Accounting Standards No. 123, Accounfing for Stock - Bosed Compensation
("FAS 123"). Accordingly, no compensation cost has been recognized for opfions
grenfed. Hod compensation cost for the Company’s stock option plans been
determined based on the fair value af the grant date for awards in Fiscal 1995
through Fiscal 2001 in accordance with the provisions of FAS 123, the
Company's net income and earnings per share would have been reduced fo the
pro forma amounts indicated below (in thousands, except per share amounts):

Year Ended

; February 2 February 3 Jonuary 29
| 2002 2001 2000

Net income, as reported .............. $3,724 $8,645 $7,342
Net income, pro forma ................. 2,760 7,521 5876
Basic earnings per share,
L asreporied an 26 20
- Diluted eamings per share,
é as reported ... 7 26 20
asic eamings per share,
| pro forma . oo .08 23 16
Diluted earnings per share,
| pro forma ..o .08 23 16

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

Year Ended

February 2 February 3 January 29
2002 2001 2000

Expected volatility................... 59.9% 59.8% 59.4%
Expected life years ... 6 6 5
Expected dividends ... — — —
Risk-free inferest rate................. 50-55% 52-68% 53-67%

The weighted average fair value of options granted during Fiscal 2001, Fiscal
2000 and Fiscal 1999 was $1.69, $2.34 and $2.64, respeciively.

Note 8 - Shareholders’ Rights Plan

The Company has a shareholders” rights plan under which each share
of Company common sfock includes one Preferred Share Purchase Righi
["Right"} entifling the holder to buy one onethousandih of a share of
Series A Junior Participating Preferred Stock of the Company at an
exercise price of $50. The Rights, which have ten vear terms expiring in
2005, are exercisable if o person or group acquires 15% or more of
the common stock of the Company or announces a tender offer for 15%
or more of the common stock. If a person or group acquires 15% or
more of the outstanding common stock of the Company, each Right will
entile the holder to purchase, at the Right's exercise price, a number of
shares of Company common sfock having a market value of twice the
Right's exercise price. If the Company is acquired in a merger or other
business combination transaction after a person or group acquires 15%
or more of the Company’s common stock, each Right will eniifle its
nolder to purchase, af the Right's exercise price, a number of shares of
the acquiring company’s common stock having a market volue of twice
the Right's exercise price. The Rights are redeemable at one cent per
Right at any time before they become exercisable.
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Note @ - Stock Purchase Loans

Note 10 - Geographic Areas

On August 26, 1999, the Board of Directors adopted an executive
stock purchase program as a vehicle to enable executive officers to
increase their ownership in the Company by purchasing Company
stock, further aligning the inferests of the officers with those of the
shareholders. Under the program, certain key executive officers may be
given the opportunity to purchase shares of the Company's common
stock at market prices from time to fime over o specified period of time,
and the Company will finance 100% of the purchase price of such
stock. The unsecured, full recourse loans bear interest af Applicable
Federal Rates and have due dates ranging from August 31, 2002 1o
May 31, 2003. At February 2, 2002 and February 3, 2001,
$846,000 and $931,000, respectively, were outstanding under these
terms, and the notes receivable are reflected as a reduction in
stockholders' equity. Of the total, $43,000 was used to purchase
shares through open market transactions while the remainder was
purchased from the Company's treasury at then current market prices.
The shares purchased from the Company are unregistered and,
therefore, are restricted when received by participants. During Fiscal
2001 and Fiscal 2000, $53,000 cnd $60,000, respectively, in

inferest income was recognized related to the loans.

The Company operates primarily in one indusiry segment, specialty
retailing. Substantially all revenues result from the sale of home
furnishings and accessories through refail stores in the United States
and Canada. longlived assets include all non-current assets except
deferred taxes.

The following table shows net revenues and longlived assets by
geographic area [in thousands):

Year Ended
February 2 February 3 January 29
2002 2001 2000
Net revenues:

United States................... $388,789 $375,275 $351,225
Canada ..o 48,668 48,184 41,353
Total oo $437,457 $423,459 $392,578

Longlived assets:
United States ................... $ 51,367 $ 53,448 § 51,992
Canada ..o 4,226 4,006 4,010
Total $ 55,593 § 57,454 $ 56,002

unoudited QUARTERLY FINANCIAL DATA

Unaudited quarterly financial data for the quarters ended:

N TEVENUES ..o e

Gross profit
Net income {loss)

Basic earnings (loss) per share......................
Diluted eamings {loss) per share....................

NEE TEVENUES ... e

Gross profit
Net income (loss)

Basic earmings {loss) per share..........................
Diluted eamings {loss) per share................................

The Bombay Company, Inc. and Subsidiaries

{In thousands, except per share amounts)

February 2 November 3 August 4 May 5
2002 2001 2001 2001
___________ $152,506 $96,945 $97,030 $90,976 |
........... 51,150 25,156 24,180 23,487
........... 11,673 [2,233] {2,680] {3,036
........... .35 {.07) (.08] [.O9]
AAAAAAAAAAA .35 (.07) [.08] [.O9)
February 3 Oclober 28 July 29 April 29
2001 2000 2000 2000
........... $157,285 $90,855 $89,594 $85,725
........... 56,273 25,779 23,929 23,435
........... 12,991 {1,637] (1,034] (1,675)
........... 40 {.05) [.03) [.03)
........... 40 {.05] (03] {.05)
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