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PART I.  FINANCIAL INFORMATION

 
ITEM 1.  FINANCIAL STATEMENTS
 
CONSOLIDATED STATEMENTS OF EARNINGS
 

Three Months Ended

($000, except per share data, unaudited)
May 3,

2003
May 4,

2002
      
Sales $ 879,284 $ 819,611
      
Costs and Expenses

Cost of goods sold, including related buying, distribution and occupancy costs 653,248 601,857
General, selling and administrative 145,139 139,255
Interest (income) expense, net (70) 224

798,317 741,336
      
Earnings before taxes 80,967 78,275
Provision for taxes on earnings 31,658 30,606
Net earnings $ 49,309 $ 47,669
      
Earnings per share

Basic $ .64 $ .60
Diluted $ .63 $ .59

      
Weighted average shares outstanding (000)

Basic 77,052 78,865
Diluted 78,254 80,585

      
Stores open at end of period 530 470
 
See notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED BALANCE SHEETS
 

($000)
May 3,

2003
February 1,

2003
May 4,

2002
(Unaudited)

 

(Note A)
 

(Unaudited)
ASSETS

 

        
CURRENT ASSETS

Cash and cash equivalents (includes $10,000 of restricted cash as of May 3 and February 1,
2003) $ 116,544 $ 150,649 $ 72,630

Accounts receivable 23,260 18,349 24,464
Merchandise inventory 756,002 716,518 674,033
Prepaid expenses and other 48,563 36,904 26,940

Total Current Assets 944,369 922,420 798,067
        
PROPERTY AND EQUIPMENT

Land and buildings 54,772 54,772 54,466
Fixtures and equipment 420,816 412,496 357,879
Leasehold improvements 233,295 232,388 211,856
Construction-in-progress 77,271 61,720 38,825

786,154 761,376 663,026
Less accumulated depreciation and amortization 370,602 358,693 318,403

415,552 402,683 344,623
        
Other long-term assets 39,833 36,242 38,984
TOTAL ASSETS $ 1,399,754 $ 1,361,345 $ 1,181,674
        
LIABILITIES AND STOCKHOLDERS’ EQUITY
        
CURRENT LIABILITIES

Accounts payable $ 396,230 $ 397,193 $ 362,315
Accrued expenses and other 123,559 114,586 106,282
Accrued payroll and benefits 71,846 99,115 67,369
Income taxes payable 30,580 15,790 30,568

Total Current Liabilities 622,215 626,684 566,534
        
Long-term debt 50,000 25,000 —
Deferred income taxes and other long-term liabilities 70,323 66,473 51,321
        
STOCKHOLDERS’ EQUITY

Common stock 767 775 786
Additional paid-in capital 342,919 341,041 300,244
Retained earnings 313,530 301,372 262,789

Total Stockholders’ Equity 657,216 643,188 563,819
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 1,399,754 $ 1,361,345 $ 1,181,674
 
See notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
 

Three Months Ended

($000 unaudited)
May 3,

2003
May 4,

2002
      
CASH FLOWS FROM OPERATING ACTIVITIES
Net earnings $ 49,309 $ 47,669
Adjustments to reconcile net earnings to net cash provided by operating activities:

Depreciation and amortization 17,614 15,943
Change in assets and liabilities:

Merchandise inventory (39,484) (50,643)
Other current assets, net (16,570) (154)
Accounts payable 3,493 51,536
Other current liabilities (2,921) 33,211
Other 120 (3,050)
Net cash provided by operating activities 11,561 94,512

      
CASH FLOWS USED IN INVESTING ACTIVITIES
Additions to property and equipment (27,419) (27,260)

Net cash used in investing activities (27,419) (27,260)
      
CASH FLOWS USED IN FINANCING ACTIVITIES
Proceeds from long-term debt 25,000 —
Issuance of common stock related to stock plans 1,879 10,841
Repurchase of common stock (40,677) (42,075)
Dividends paid (4,449) (3,739)

Net cash used in financing activities (18,247) (34,973)
Net (decrease) increase in cash and cash equivalents (34,105) 32,279
      
Cash and cash equivalents:

Beginning of period 150,649 40,351
End of period $ 116,544 $ 72,630

 
See notes to condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

 
Three Months Ended May 3, 2003 and May 4, 2002

(Unaudited)
 
A.            SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 
Basis of Presentation.  The accompanying unaudited condensed consolidated financial statements have been prepared from the records of the Company
without audit and, in the opinion of management, include all adjustments (consisting of only normal recurring accruals) necessary to present fairly the
financial position at May 3, 2003 and May 4, 2002; the results of operations for the three months ended May 3, 2003 and May 4, 2002; and changes in cash
flows for the three months ended May 3, 2003 and May 4, 2002.  The balance sheet at February 1, 2003, presented herein, has been derived from the audited
financial statements of the Company for the fiscal year then ended.
 
Accounting policies followed by the Company are described in Note A to the audited consolidated financial statements for the fiscal year ended February 1,
2003.  Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles generally
accepted in the United States of America have been condensed or omitted for purposes of the interim condensed consolidated financial statements.  The
interim condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements, including notes
thereto, contained in the Company’s Annual Report on Form 10-K for the year ended February 1, 2003.
 
The results of operations for the three month periods herein presented are not necessarily indicative of the results to be expected for the full year.
 
The condensed consolidated financial statements as of May 3, 2003 and May 4, 2002, and for the three months then ended have been reviewed, prior to
filing, by the registrant’s independent accountants whose report covering their review of the financial statements is included in this report on page 8.
 
Reclassifications.  Certain reclassifications have been made in the financial statements for the three months ended May 4, 2002 to conform to the current year
presentation.  The Company reclassified buying and distribution costs that were previously included with “general, selling and administrative” expenses to
“cost of goods sold.”  In addition, cost of goods sold also now includes occupancy costs as well as depreciation and amortization related to the Company’s
stores, buying and distribution operations.  Included in general, selling and administrative expenses are costs related to store operating expenses as well as
general and administrative expenses including related depreciation and occupancy costs.
 
Stock-Based Compensation.  The Company accounts for stock-based awards to employees using the intrinsic value method prescribed by Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees.”  Because the Company grants stock option awards at fair market value, no
compensation expense is recorded, except for any restructuring related expense for modifications of options.  Compensation expense for restricted stock
awards is based on the market value of the shares awarded at the date of grant and is amortized on a straight-line basis over the vesting period.  The disclosure
requirements of Statement of Financial Accounting Standard (“SFAS”) No. 123, “Accounting for Stock-Based Compensation,” and SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure—an amendment of FASB Statement No. 123” are set forth below.
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Had compensation costs for the Company’s stock option plans been determined based on the fair value at the grant dates for awards under those plans
consistent with the methods of SFAS No. 123, the Company’s net earnings and earnings per share would have been reduced to the pro forma amounts
indicated below:
 

Three Months Ended

($000, except per share data)
May 3,

2003
May 4,

2002
Stock-based employee compensation cost, net of related tax effects As reported $ 2,138 $ 1,777

Pro forma 4,204 3,615
        
Net earnings As reported $ 49,309 $ 47,669

Pro forma 47,243 45,831
        
Basic earnings per share As reported $ .64 $ .60

Pro forma .61 .58
        
Diluted earnings per share As reported $ .63 $ .59

Pro forma .61 .57
 
At May 3, 2003, the Company had five stock-based compensation plans. SFAS No. 123 establishes a fair value method of accounting for stock options and
other equity instruments.  For determining pro forma earnings per share, the fair value of the stock options and employees’ purchase rights were estimated
using the Black-Scholes option pricing model using the following assumptions:
 

Stock Options
May 3,

2003
May 4,

2002
Expected life from grant date (years) 3.1 3.0
Expected volatility 46.1% 47.5%
Risk-free interest rate 2.0% 3.7%
Dividend yield .5% .5%

 
The weighted average fair values per share of stock options granted for the three month periods ended May 3, 2003 and May 4, 2002, were $12.25 and
$13.01, respectively.
 
B.  EARNINGS PER SHARE (EPS)
 
SFAS No. 128, “Earnings Per Share,” requires earnings per share to be computed and reported as both basic EPS and diluted EPS.  Basic EPS is computed by
dividing net earnings by the weighted average number of common shares outstanding for the period.  Diluted EPS is computed by dividing net earnings by
the sum of the weighted average number of common shares and dilutive common stock equivalents outstanding during the period.  Dilutive EPS reflects the
potential dilution that could occur if options to issue common stock were exercised into common stock.  For the three months ended May 3, 2003 and May 4,
2002, there were approximately 1,580,000 and 195,000 shares, respectively, that could potentially dilute basic EPS in the future that were excluded from the
calculation of diluted EPS because their effect would have been anti-dilutive in the periods presented.
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The following is a reconciliation of the number of shares (denominator) used in the basic and diluted EPS computations (shares in thousands):

 

Basic
EPS

Effect of
Dilutive Common
Stock Equivalents

Diluted
EPS

May 3, 2003
Shares 77,052 1,202 78,254
Amount $ .64 $ (.01) $ .63

        
May 4, 2002

Shares 78,865 1,720 80,585
Amount $ .60 $ (.01) $ .59

 
C.  RECENTLY ISSUED ACCOUNTING STANDARDS
 
On January 17, 2003, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation (“FIN”) 46, “Consolidation of Variable Interest
Entities,” which addresses consolidation by business enterprises of entities that are not controllable through voting interests or in which the equity investors
do not bear the residual economic risks and rewards.  These entities have been commonly referred to as “special purpose entities.”  The underlying principle
behind FIN 46 is that if a business enterprise has the majority financial interest in an entity, defined in the guidance as a variable interest entity, the assets,
liabilities, and results of the activities of the variable interest entity should be included in consolidated financial statements with those of the business
enterprise.  FIN 46 explains how to identify variable interest entities and how an enterprise should assess its interest in an entity to decide whether to
consolidate that entity.  The Company will apply the provisions of FIN 46 prospectively for all variable interest entities created after January 31, 2003.  For
variable interest entities created before January 31, 2003, the Company will be required to consolidate all entities in which it was deemed to be the primary
beneficiary beginning in the third quarter of 2003.
 
As of May 3, 2003, the Company was party to an agreement with a variable interest entity to finance and lease the Company’s new Perris, California
distribution center, which is in construction and expected to be completed in the third quarter of 2003.  Under existing accounting guidance, neither the
project assets nor related obligations are currently included in the Company’s balance sheets.  As the variable interest entity is currently structured, the
Company would be considered the primary beneficiary under FIN 46 and would be required to consolidate the entity beginning in the third quarter of 2003. 
FIN 46 requires that the Company consolidate the assets, liabilities, and non-controlling interests of the variable interest entities at their carrying amounts as
if FIN 46 had been effective when the enterprise first met the conditions to be the primary beneficiary.  Based upon the project costs incurred through May 3,
2003, consolidation of the variable interest entities would result in an additional $45 million in property and related debt.  The Company may consider other
financing structures for these projects in the future which may result in non-consolidation under FIN 46.  The Company does not anticipate the changes in
accounting requirements to impact planned levels of financing or its credit ratings.
 
The Company was also a party to an $87 million synthetic lease facility for its South Carolina distribution center.  The Company believes that consolidation
of this synthetic lease will not be required under FIN 46 because the lessor/owner of the distribution center is not a variable interest entity.  Further guidance
or clarification related to FIN 46 may be issued by the FASB, Securities and Exchange Commission, or other authoritative bodies which could impact the
accounting for this synthetic lease.
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INDEPENDENT ACCOUNTANTS’ REPORT
 
 
Board of Directors and Stockholders of Ross Stores, Inc.
Newark, California
 
We have reviewed the accompanying condensed consolidated balance sheets of Ross Stores, Inc. and subsidiaries (the “Company”) as of May 3, 2003 and
May 4, 2002, and the related condensed consolidated statements of earnings and cash flows for the three-month periods then ended. These condensed
consolidated financial statements are the responsibility of the Company’s management.
 
We conducted our reviews in accordance with standards established by the American Institute of Certified Public Accountants.  A review of interim financial
information consists principally of applying analytical procedures to financial data and making inquiries of persons responsible for financial and accounting
matters.  It is substantially less in scope than an audit conducted in accordance with auditing standards generally accepted in the United States of America,
the objective of which is the expression of an opinion regarding the financial statements taken as a whole.  Accordingly, we do not express such an opinion.
 
Based on our reviews, we are not aware of any material modifications that should be made to such condensed consolidated financial statements for them to be
in conformity with accounting principles generally accepted in the United States of America.
 
We have previously audited, in accordance with auditing standards generally accepted in the United States of America, the consolidated balance sheet of
Ross Stores, Inc. as of February 1, 2003, and the related consolidated statements of earnings, stockholders’ equity, and cash flows for the year then ended (not
presented herein); and in our report dated March 12, 2003, we expressed an unqualified opinion on those consolidated financial statements.  In our opinion,
the information set forth in the accompanying condensed consolidated balance sheet as of February 1, 2003 is fairly stated, in all material respects, in relation
to the consolidated balance sheet from which it has been derived.
 
 
/s/ Deloitte & Touche LLP
San Francisco, California
 
June 12, 2003
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ITEM 2.           MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
 
This section and other parts of this Form 10-Q contain forward-looking statements that involve risks and uncertainties.  The Company’s actual results may
differ materially from the results discussed in the forward-looking statements.  Factors that might cause such differences include, but are not limited to, those
discussed in the subsection below entitled “Forward-Looking Statements and Factors Affecting Future Performance.”  The following discussion should be
read in conjunction with the condensed consolidated financial statements and notes thereto included elsewhere in this Form 10-Q and the consolidated
financial statements and notes thereto in the Company’s 2002 Form 10-K.  All information is based on the Company’s fiscal calendar.
 
RESULTS OF OPERATIONS
 

Three Months Ended
May 3,

2003
May 4,

2002
SALES

Sales (millions) $ 879 $ 820
Sales growth 7.3% 21.5%
Comparable store sales growth (3)% 10%

      
COSTS AND EXPENSES (as a percent of sales)

Cost of goods sold, including related buying, distribution and occupancy costs 74.3% 73.4%
General, selling and administrative 16.5% 17.0%

      
EARNINGS BEFORE TAXES 9.2% 9.6%
      
NET EARNINGS 5.6% 5.8%
 
Certain reclassifications have been made in the financial statements for the three months ended May 4, 2002 to conform to the current year presentation.  The
Company reclassified buying and distribution costs that were previously included with “general, selling and administrative” expenses to “cost of goods
sold.”  In addition, cost of goods sold also now includes occupancy costs as well as depreciation and amortization related to the Company’s stores, buying
and distribution operations.  Included in general, selling and administrative expenses are costs related to store operating expenses as well as general and
administrative expenses including related depreciation and occupancy costs.
 
Stores.  Total stores open as of May 3, 2003 and May 4, 2002 were 530 and 470, respectively.
 

May 3,
2003

May 4,
2002

Stores at the beginning of the period 507 452
Stores opened in the period 23 20
Stores closed in the period — (2)
Stores at the end of the period 530 470
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Sales.  The 7% total sales increase for the three months ended May 3, 2003 over the prior year period reflects the opening of 23 new stores and the three
months impact of the stores opened in 2002, partially offset by a 3% decrease in sales from “comparable” stores (defined as stores that have been open for
more than 14 complete months).  The 22% total sales increase for the three months ended May 4, 2002 over the prior year period reflects a 10% gain in
comparable store sales, the opening of 18 net new stores, and the three months impact of the stores opened in 2001.
 
The Company’s sales mix for the three months ended May 3, 2003 and May 4, 2002 was as follows:

 
May 3,

2003
May 4,

2002
Ladies’ 35% 36%
Home accents and bed and bath 19% 18%
Men’s 17% 17%
Fine jewelry, accessories, lingerie and fragrances 11% 12%
Children’s 9% 9%
Shoes 9% 8%
      
Total 100% 100%

 
Management expects to address the competitive climate for apparel and for off-price retailers by pursuing and refining the Company’s existing strategies and
by continuing to strengthen the merchandise organization, diversifying the merchandise mix, and more fully developing the organization and systems to
strengthen regional merchandise offerings.  Although the Company’s existing strategies and store expansion program contributed to sales and earnings gains
for the three month period ended May 3, 2003, there can be no assurance that these strategies will result in a continuation of revenue and profit growth.
 
Cost of Goods Sold.  Cost of goods sold as a percentage of sales increased for the three months ended May 3, 2003, compared to the same period in the prior
year primarily due to an approximately 60 basis points reduction in merchandise margins, which resulted from an improved mix of brand-name merchandise
and the Company’s sharper pricing strategy as well as from slightly higher markdowns.  Buying and store occupancy costs as a percentage of sales increased
by approximately 40 basis points from the same period in the prior year, which is largely attributable to reduced leverage from a 3% comparable store sales
decrease.  Distribution costs as a percentage of sales decreased by approximately 15 basis points as a result of processing efficiencies.
 
There can be no assurance that the gross profit margins realized for the three months ended May 3, 2003 will continue in the future.
 
General, Selling and Administrative Expenses.  Total general, selling and administrative expenses (“GS&A”) were $145.1 million in 2003, a $5.9 million
increase from 2002.  During 2003, GS&A as a percentage of sales decreased by 48 basis points due primarily to reduced incentive compensation costs,
partially offset by an approximate 20 basis point increase in store payroll, benefit and operating costs due to reduced leverage from a 3% decrease in
comparable store sales.
 
Taxes on Earnings.  The Company’s effective tax rate for the three months ended May 3, 2003 and May 4, 2002 was approximately 39%, which represents
the applicable federal and state
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statutory rates reduced by the federal benefit received for state taxes.  During 2003, the Company expects its effective tax rate to remain at approximately
39%.
 
Net Earnings.  The slight decrease in net earnings as a percentage of sales for the three months ended May 3, 2003, compared to the same period in the prior
year, is primarily due to the decrease in merchandise margins and the deleveraging of fixed costs from the 3% comparable store sales decrease, partially offset
by a decrease in GS&A as a percentage of sales.  Diluted earnings per share increased by approximately 7% as a result of a 3% increase in net earnings and a
reduction in weighted average diluted shares outstanding, which was largely attributable to the acquisition of common stock under the Company’s stock
repurchase program.
 
FINANCIAL CONDITION
 
LIQUIDITY AND CAPITAL RESOURCES
 

Three Months Ended

($000)
May 3,

2003
May 4,

2002
      
Cash flows from Operating activities $ 11,561 $ 94,512
      
Cash flows used in Investing activities (27,419) (27,260)
      
Cash flows used in Financing activities (18,247) (34,973)
      
Net (decrease) increase in cash and cash equivalents $ (34,105) $ 32,279
 
Operating Activities
 
Net cash provided by operating activities was $11.6 million for the three months ended May 3, 2003, and $94.5 million for the three months ended May 4,
2002.  The primary source of cash from operations for the three months ended May 3, 2003 is related to net earnings excluding non-cash expenses for
depreciation and amortization, partially offset by cash used to finance merchandise inventory and other current assets.  The primary source of cash from
operations for the three months ended May 4, 2002 is related to net earnings excluding non-cash expenses for depreciation and amortization, and increases in
accounts payable and other current liabilities, partially offset by cash used to finance merchandise inventory and other current assets.  Working capital was
$322 million as of May 3, 2003, compared to $232 million as of May 4, 2002.  The Company had a current ratio of 1.5:1 and 1.4:1 as of May 3, 2003 and
May 4, 2002, respectively.  The Company’s primary source of liquidity is the sale of its merchandise inventory.  Management regularly reviews the age and
condition of the merchandise and is able to maintain current inventory in its stores through the replenishment processes and liquidation of non-current
merchandise through clearance markdowns.
 
Investing Activities
 
During the three month periods ended May 3, 2003 and May 4, 2002, the Company spent approximately $27 million for capital expenditures (net of leased
equipment) that included fixtures and leasehold improvements to open new stores; relocate, remodel or expand existing stores;
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update management information systems; and various other expenditures for existing stores, distribution centers and the central office.
 
Financing Activities
 
As of May 3, 2003 and May 4, 2002, liquidity and capital requirements were provided by cash flows from operations, bank credit facilities and trade credit. 
Substantially all of the Company’s store sites, certain warehouses and buying offices are leased and, except for certain leasehold improvements and
equipment, do not represent long-term capital investments.  The Company owns its distribution center and corporate headquarters in Newark, California, and
its distribution center in Carlisle, Pennsylvania. Short-term trade credit represents a significant source of financing for investments in merchandise inventory. 
Trade credit arises from customary payment terms and trade practices with the Company’s vendors.  Management regularly reviews the adequacy of credit
available to the Company from all sources and has been able to maintain adequate lines to meet the capital and liquidity requirements of the Company.
 
The table below presents significant contractual payment obligations of the Company as of May 3, 2003:
 

($000)
Contractual Obligations

Less
than 1
Year

2 – 3
Years

4 – 5
Years

After 5
Years Total

            
Long-term debt $ — $ — $ 50,000 $ — $ 50,000
            
Operating leases 182,961 328,157 270,496 392,613 1,174,227
            
Distribution Center Financings:
            

Synthetic leases 3,369 6,964 1,099 — 11,432
            
Other synthetic lease obligations — — 167,329 — 167,329

            
Total contractual obligations $ 186,330 $ 335,121 $ 488,924 $ 392,613 $ 1,402,988
 
Long-Term  Debt.  In June 2002, the Company entered into a new $50 million senior unsecured term loan agreement to finance the equipment and
information systems for the new Southern California distribution center currently under construction.  The Company borrowed $25 million under this term
loan in September 2002 and made the final draw of $25 million under this term loan in February 2003.  Interest is payable no less than quarterly at the bank’s
applicable prime rate or at LIBOR plus an applicable margin (currently 150 basis points), which resulted in an effective interest rate of 2.8% at May 3, 2003. 
All amounts outstanding under the term loan will be due and payable in December 2006.  Borrowings under this term loan are subject to certain operating
and financial covenants including maintaining certain interest rate coverage and leverage ratios.  As of May 3, 2003, $50 million was outstanding under this
term loan.
 
Operating Leases.  Substantially all of the Company’s store sites, certain warehouses and buying offices are leased.  The Company owns its distribution
center and corporate headquarters in Newark, California, and its distribution center in Carlisle, Pennsylvania.
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Distribution Center Financings.  The Company leases a 1.3 million square foot distribution center in Fort Mill, South Carolina, which was completed in July
2002.  This center, including equipment and systems, is being financed under an $87.3 million, five-year operating lease, commonly referred to as a synthetic
lease, which expires in May 2006.   Monthly rent expense is currently payable at 75 basis points over 30-day LIBOR.  At the end of the lease term, the
Company must refinance the $87.3 million synthetic lease facility, purchase the distribution center at cost, or arrange a sale of the distribution center to a
third party.  The Company has agreed under a residual value guarantee to pay the lessor up to 85% of the amount financed.  The Company’s potential
estimated purchase obligation of $87.3 million is included in Other synthetic lease obligations in the table above.
 
In April 2002, construction began on another 1.3 million square foot distribution center, which is expected to be complete in the third quarter of 2003.  This
new center is located in Perris, California approximately 70 miles southeast of Los Angeles, a desirable location for both sourcing and shipping of product. 
Approximately 27% of the Company’s store base is in the southwest region of the country, and the majority of its west coast merchandise receipts originate in
Southern California.  The Perris distribution center will feature the same warehouse management systems and technology installed in the new South Carolina
center.  The Company believes the new Perris center should improve supply chain logistics and efficiencies, and result in higher distribution center
productivity and improved freight costs.  As a result, the Company plans to transfer its primary west coast distribution capabilities from its current 19 year-old
Newark distribution center to the new Perris center during the third quarter of 2003.
 
The land and building portion of the new Perris center is being financed under an $80 million, five-year synthetic lease facility, which expires in December
2006.  Upon completion, rent expense on this center will be payable monthly at the applicable margin (currently 71 basis points) over the applicable
commercial paper rate or 30-day LIBOR.  At the end of the lease term, the Company must refinance the $80 million synthetic lease facility, purchase the
distribution center at cost, or arrange a sale of the distribution center to a third party.  If the distribution center is sold to a third party for less than the amount
financed by the lessor, or $80 million, the Company has agreed under a residual value guarantee to pay the lessor up to 87% of the amount financed.  The
Company’s potential estimated purchase obligation of $80 million is included in Other synthetic lease obligations in the table above.  The equipment and
systems for the Perris, California center were financed with the $50 million, five-year senior unsecured term debt facility, which is included in Long-term debt
in the table above.
 
The two synthetic lease facilities described above as well as the Company’s long-term debt and revolving credit facility have covenant restrictions requiring
maintaining certain interest rate coverage and leverage ratios.  In addition, the interest rates under these agreements may vary depending on the Company’s
actual interest coverage ratios.
 
On January 17, 2003, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation (“FIN”) 46, “Consolidation of Variable Interest
Entities,” which addresses consolidation by business enterprises of entities that are not controllable through voting interests or in which the equity investors
do not bear the residual economic risks and rewards.  These entities have been commonly referred to as “special purpose entities.”  The underlying principle
behind FIN 46 is that if a business enterprise has the majority financial interest in an entity, defined in the guidance as a variable interest entity, the assets,
liabilities, and results of the activities of the variable interest entity should be included in consolidated financial statements with those of the business
enterprise.  FIN 46 explains how to identify variable interest entities and how an enterprise should assess its interest in an entity to decide whether to
consolidate that entity.  The Company will apply the provisions of FIN 46 prospectively for all variable interest entities created after January 31, 2003.  For
variable interest entities created before January 31, 2003, the
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Company will be required to consolidate all entities in which it was deemed to be the primary beneficiary beginning in the third quarter of 2003.
 
As of May 3, 2003, the Company was party to an agreement with a variable interest entity to finance and lease the Perris, California distribution center. Under
existing accounting guidance, neither the project assets nor related obligations are currently included in the Company’s balance sheet.  As the variable
interest entity is currently structured, the Company would be considered the primary beneficiary under FIN 46 and would be required to consolidate the
entity beginning in the third quarter of 2003.  FIN 46 requires that the Company consolidate the assets, liabilities, and non-controlling interests of the
variable interest entities at their carrying amounts as if FIN 46 had been effective when the enterprise first met the conditions to be the primary beneficiary. 
Based upon the project costs incurred through May 3, 2003, consolidation of the variable interest entities would result in an additional $45 million in
property and related debt as of May 3, 2003.  The Company expects to spend a total of approximately $80 million upon completion of the Perris distribution
center, which would result in an $80 million increase in property and related debt and approximately $2.3 million of annual depreciation if the Company
were to consolidate this variable interest entity.  The Company may consider other financing structures for these projects in the future which may result in
non-consolidation under FIN 46.  The Company does not anticipate the changes in accounting requirements to impact planned levels of financing or its
credit ratings.
 
The Company believes that consolidation of its $87 million synthetic lease facility for its South Carolina distribution center will not be required under FIN
46 because the lessor/owner of the distribution center is not a variable interest entity.  Further guidance or clarification related to FIN 46 may be issued by the
FASB, Securities and Exchange Commission, or other authoritative bodies which could impact the accounting for this synthetic lease.
 
The table below presents significant commercial credit facilities available to the Company as of May 3, 2003:
 

($000)
Commercial Credit Commitments

Amount of Commitment Expiration Per Period Total
Amount

Committed
Less than

1 Year
2 – 3
Years

4 – 5
Years

Over 5
Years

            
Revolving credit facility* $ — $ 350,000 $ — $ — $ 350,000
            
Standby letters of credit, excluding those secured by

the revolving credit facility — 50,559 — — 50,559
            
Total commercial commitments $ — $ 400,559 $ — $ — $ 400,559
 

*             Contains a $75 million sublimit for issuances of letters of credit, $50 million of which is available as of May 3, 2003.
 
Revolving Credit Facility.  In August 2001, the Company entered into a  three-year, $350 million revolving credit facility with its banks, which contains a
$75 million sublimit for issuances of letters of credit, replacing its prior $160 million bank credit agreement, $30 million letter of credit facility, and $35
million uncommitted bank line arrangement.  Interest is LIBOR-based plus an applicable margin (currently 87.5 basis points) and is payable upon borrowing
maturity but no less than quarterly.  Borrowing under this credit facility is subject to the Company maintaining certain
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interest rate coverage and leverage ratios.  As of May 3, 2003, the Company had no borrowings outstanding under this facility.
 
Standby Letters of Credit.  The Company had $75.6 million in standby letters of credit outstanding as of May 3, 2003.
 
Trade Letters of Credit.  The Company had $12.7 million in trade letters of credit outstanding as of May 3, 2003.
 
Dividends.  In May 2003, a quarterly cash dividend payment of $.0575 per common share was declared by the Company’s Board of Directors, payable on or
about July 1, 2003.  In May 2002, the Board of Directors declared quarterly cash dividends of $.0475 per common share.
 
Stock Repurchase Program.  In January 2002, the Company announced that the Board of Directors authorized a new stock repurchase program of up to
$300 million over two years.  The Company repurchased a total of $150 million of common stock during 2002 under this program and expects to complete
the remaining $150 million authorization in 2003. During the three months ended May 3, 2003, the Company repurchased approximately 1.1 million shares
for an aggregate purchase price of approximately $40.7 million.
 
The Company estimates that cash flows from operations, existing bank credit lines and trade credit are adequate to meet operating cash needs, fund the
planned capital investments, repurchase common stock and make quarterly dividend payments for at least the next twelve months.
 
FORWARD-LOOKING STATEMENTS AND FACTORS AFFECTING FUTURE PERFORMANCE
 
This report includes a number of forward-looking statements, which reflect the Company’s current beliefs and estimates with respect to future events and the
Company’s future financial performance, operations and competitive position.  The words “expect,” “anticipate,” “estimate,” “believe,” “looking ahead,”
“forecast,” “plan” and similar expressions identify forward-looking statements.
 
The Company’s continued success depends, in part, upon its ability to increase sales at existing locations, to open new stores and to operate stores on a
profitable basis.  There can be no assurance that the Company’s existing strategies and store expansion program will result in a continuation of revenue and
profit growth.  Future economic and industry trends that could potentially impact revenue and profitability remain difficult to predict.
 
The forward-looking statements that are contained in this report are subject to risks and uncertainties that could cause the Company’s actual results to differ
materially from historical results or current expectations.  These factors include, without limitation, a general deterioration in economic trends, changes in
geopolitical conditions, ongoing competitive pressures in the apparel industry, the Company’s ability to obtain acceptable store locations, the Company’s
ability to continue to purchase attractive brand-name merchandise at desirable discounts, the Company’s ability to successfully open its distribution center
in Southern California in a timely and cost-effective manner, the Company’s ability to successfully extend its geographic reach into new markets,
unseasonable weather trends, changes in the level of consumer spending on or preferences in apparel or home-related merchandise, the Company’s ability to
attract and retain personnel with the retail talent necessary to execute its strategies, the Company’s ability to implement and integrate various new systems
and technologies, and greater than planned costs.
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In addition, the Company’s corporate headquarters, one of its distribution centers and 34% of its stores are located in California.  Therefore, a downturn in the
California economy or a major natural disaster there could significantly affect the Company’s operating results and financial condition.
 
ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
The Company is exposed to market risks, which primarily include changes in interest rates.  The Company does not engage in financial transactions for
trading or speculative purposes.  Interest that is payable on the Company’s credit facilities is based on variable interest rates and is, therefore, affected by
changes in market interest rates.  In addition, lease payments under the Company’s synthetic lease agreements are determined based on variable interest rates
and are, therefore, affected by changes in market interest rates.  Lease payments on the Southern California distribution center will begin upon completion of
construction.  As of May 3, 2003, the Company had $50 million of long-term debt outstanding which accrues interest at LIBOR plus 150 basis points.  The
Company does not consider the potential losses in future earnings and cash flows from reasonably possible near term changes in interest rates to be material. 
The Company does not currently use derivative financial instruments in its investment portfolio.
 
ITEM 4.  CONTROLS AND PROCEDURES
 
(a)                        Under the supervision and with the participation of the Company’s management, including the Chief Executive Officer and Chief Financial Officer, an
evaluation of the Company’s disclosure controls and procedures, as such term is defined under Rule 13a-14(c) promulgated under the Securities Exchange
Act of 1934, as amended (the “Exchange Act”), was conducted within 90 days of the filing date of this report.  Based on their evaluation, the Company’s
Chief Executive Officer and Chief Financial Officer concluded that the existing disclosure controls and procedures are effective.
 
(b)                       There have been no significant changes in the Company’s internal controls or in other factors that could significantly affect these controls subsequent
to the date of the evaluation referenced in paragraph (a) above.
 

PART II – OTHER INFORMATION
 

ITEM 6.  EXHIBITS AND REPORTS ON FORM 8-K
 
(a)                        Exhibits
 

Incorporated herein by reference to the list of Exhibits contained in the Exhibit Index that begins on page 20 of this Report.
 
(b)                       Reports on Form 8-K
 

The Company filed current reports on Form 8-K on May 8, 2003 and May 20, 2003, to reference and file as exhibits press releases issued to the
public by the Company on May 8, 2003 and May 20, 2003, respectively.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed by the undersigned thereunto
duly authorized.
 

ROSS STORES, INC.
Registrant

  
  
Date: June 16, 2003 /s/ J. Call

John G. Call,
Senior Vice President,
Chief Financial Officer,
Principal Accounting Officer and
Corporate Secretary
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CERTIFICATIONS

 
I, Michael Balmuth, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Ross Stores, Inc.;
 
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly
report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;
 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-14 and 15d-14) for the registrant and we have:
 

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this quarterly report is being prepared;
 
b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing date of this
quarterly report (the “Evaluation Date”); and
 
c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as of
the Evaluation Date;
 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent function):
 

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to record, process,
summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in internal controls; and
 
b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal controls;
and
 

6. The registrant’s other certifying officer and I have indicated in this quarterly report whether or not there were significant changes in internal controls or in
other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.
 
 
Date: June 16, 2003 /s/ Michael Balmuth

Michael Balmuth
Vice Chairman and Chief Executive Officer

 
18



 
I, John G. Call, certify that:
 
1. I have reviewed this quarterly report on Form 10-Q of Ross Stores, Inc.;
 
2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly
report;
 
3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;
 
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-14 and 15d-14) for the registrant and we have:
 

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this quarterly report is being prepared;
 
b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing date of this
quarterly report (the “Evaluation Date”); and
 
c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based on our evaluation as of
the Evaluation Date;

 
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent function):
 

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to record, process,
summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in internal controls; and
 
b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal controls;
and
 

6. The registrant’s other certifying officer and I have indicated in this quarterly report whether or not there were significant changes in internal controls or in
other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.
 
 
Date:  June 16, 2003 /s/ J. Call

John G. Call
Senior Vice President, Chief Financial Officer,
Principal Accounting Officer and Corporate Secretary
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INDEX TO EXHIBITS

 
Exhibit
Number 

 

Exhibit
   

3.1 Amendment of Certificate of Incorporation dated June 5, 2002 and Corrected First Restated Certificate of Incorporation, incorporated by
reference to Exhibit 3.1 to the Form 10-Q filed by Ross Stores for its quarter ended May 4, 2002.

   
3.2 Amended By-laws, dated August 25, 1994, incorporated by reference to Exhibit 3.2 to the Form 10-Q filed by Ross Stores for its quarter

ended July 30, 1994.
   
10.1 First Amendment to Employment Agreement between Ross Stores and Michael Balmuth effective as of January 30, 2003.
   
15 Letter re: Unaudited Interim Financial Information.
   
99.1 Certification of Chief Executive Officer.
   
99.2 Certification of Chief Financial Officer.
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EXHIBIT 10.1

 
FIRST AMENDMENT TO THE EMPLOYMENT AGREEMENT

 
THE FIRST AMENDMENT TO THE EMPLOYMENT AGREEMENT (THE “AMENDMENT”) is made and entered into this 30th day of January 2003,
by Ross Stores, Inc. (the “Company”) and Michael Balmuth (the “Executive”).  The Executive and the Company previously entered into an Employment
Agreement, effective May 31, 2001 (attached hereto), and it is now the intention of the Executive and the Company to amend the Agreement as set forth
below.  Accordingly, the Executive and the Company now enter into this Amendment.
 
I.                                         The Executive and the Company hereby amend the Employment Agreement by deleting Paragraph 1 of the Agreement in its entirety and replacing

it with the following new Paragraph 1:
 
1.  Term.  The employment of the Executive by the Company will continue as of the date hereof and end on January 29, 2007, unless extended or
terminated in accordance with this Agreement, including the extensions contemplated both in paragraphs 1 and 4(b).  During August 2005, and
during August every other year thereafter (every two years) for so long as the Executive is employed by the Company, upon the written request of
the Executive, the Board shall consider extending the Executive’s employment with the Company.  Such request must be delivered to the Chairman
of the Compensation Committee no later than the July 31st which precedes the August in which the requested extension will be considered.  The
Board shall advise the Executive, in writing, on or before the September 1st following its consideration of the Executive’s written request, whether it
approves of such extension.  The failure of the Board to provide such written advice shall constitute approval of the Executive’s request for the
extension.  If the Executive’s request for an extension is approved, this Agreement shall be extended two additional years.

 
II.                                     The Executive and the Company further amend the Employment Agreement by deleting Paragraph 4(a) of the Agreement in its entirety and

replacing it with the following new Paragraph 4(a) :
 
4(a).  Salary.  During his employment, the Company shall pay the Executive a base salary of not less than Eight Hundred and Seventy-Eight
Thousand Dollars ($878,000) per annum.  The base salary shall be payable in equal installments in accordance with the Company’s normal payroll
practices applicable to senior officers.  Subject to the first sentence of this paragraph, the Executive’s base salary may be adjusted from time to time
by the Board in accordance with normal business practices by the Company.  In addition, the Company shall pay the Executive each year an amount
(“Premium Payment”) equal to the sum of: (i)  the total premiums for such year (currently, $37,035) on certain life insurance policies held in an
irrevocable life insurance trust established by the Executive, with an aggregate face value of $12 million; and (ii) an amount necessary to gross-up
Executive for any federal, state and local income tax liability attributable to the premium amounts.  The Premium Payment shall be adjusted each
year to reflect changes in the annual premiums with respect to such policies.

 



 
III.                                 The Executive and the Company further amend the Employment Agreement by deleting the first sentence in Paragraph 4(i) in its entirety and

replacing it with the following sentence:
 

4(i).  If Executive remains employed with the Company through January, 29, 2005, he and his spouse shall be entitled to continue, until their
respective deaths, to participate (at no cost to the Executive and his spouse) in the following Company employee benefit plans and arrangements in
effect on the date hereof (or other benefit plans or arrangements providing substantially similar benefits) in which the Executive now participates: 
executive medical, dental, vision and mental health insurance; life insurance; accidental death and dismemberment insurance; travel insurance;
group excess personal liability; and the Matching Contributions.

 
Except for the amendments, as set forth above, the Employment Agreement and all of its terms remain in force and in effect.
 
IN WITNESS WHEREOF, the parties have executed this Amendment to the Agreement as of the 30th day of January 2003, effective through January 29,
2007.
 

ROSS STORES, INC. EXECUTIVE
   
   

/s/  N.  Ferber /s/  M. Balmuth
Norman Ferber Michael Balmuth

   
4/15/03

Date Date
 



EXHIBIT 15

 
 
June 16, 2003
 
 
Ross Stores, Inc.
Newark, California
 
We have made a review, in accordance with standards established by the American Institute of Certified Public Accountants, of the unaudited interim
condensed consolidated financial statements of Ross Stores, Inc. for the three-month periods ended May 3, 2003 and May 4, 2002, as indicated in our reports
dated June 12, 2003 and May 21, 2002, respectively; because we did not perform an audit, we expressed no opinion on that information.
 
We are aware that our reports referred to above, which were included in your Quarterly Reports on Form 10-Q for the quarters ended May 3, 2003 and May 4,
2002, are incorporated by reference in Registration Statements Nos. 33-61373, 33-51916, 33-51896, 33-51898, 33-41415, 33-41413, 33-29600, 333-56831,
333-06119, 333-34988 and 333-51478 of Ross Stores, Inc. on Form S-8.
 
We also are aware that the aforementioned reports, pursuant to Rule 436(c) under the Securities Act of 1933, are not considered a part of the Registration
Statement prepared or certified by an accountant or a report prepared or certified by an accountant within the meaning of Sections 7 and 11 of that Act.
 
Yours truly,
 
/s/ Deloitte & Touche LLP
San Francisco, California

 



EXHIBIT 99.1
 
 

Certification of Chief Executive Officer Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002
 
In connection with the Quarterly Report of Ross Stores, Inc. (the “Company”) on Form 10-Q for the three month period ended May 3, 2003 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Michael Balmuth, as Chief Executive Officer of the Company, hereby certify,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:
 

(1)                                  The Report fully complies with the requirements of section 13(a) of the Securities Exchange Act of 1934; and
 

(2)                                  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.
 
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.
 
 
Date: June 16, 2003 /s/ Michael Balmuth

Michael Balmuth,
Chief Executive Officer
 



EXHIBIT 99.2
 
 

Certification of Chief Financial Officer Pursuant to
18 U.S.C. Section 1350,
As Adopted Pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002
 
In connection with the Quarterly Report of Ross Stores, Inc. (the “Company”) on Form 10-Q for the three month period ended May 3, 2003 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, John G. Call, as Chief Financial Officer of the Company, hereby certify, pursuant to
18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:
 

(1)                                  The Report fully complies with the requirements of section 13(a) of the Securities Exchange Act of 1934; and
 

(2)                                  The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.
 
A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.
 
 
Date: June 16, 2003 /s/ J. Call

John G. Call,
Senior Vice President,
Chief Financial Officer,
Principal Accounting Officer and
Corporate Secretary
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