
in fiscal 2010. Net income for fiscal 2011 includes (net of tax) stock-based compensation expense of $1.5 million, restructuring and other charges of
$0.1 million, and loss on extinguishment of debt of $23,000. Net income for fiscal 2010 includes (net of tax) stock-based compensation expense of
$1.2 million, restructuring and other charges of $3.5 million, and loss on extinguishment of debt of $32,000. Before stock—based compensation
expcnsc, restructuring and othcr chargcs, and loss on cxtinguishmcnt of debt, our fiscal 2011 nct inconrc was $24.6 million or $1.87 pcr sharc
(diluted) compared to $21.6 million or $1.70 per share (diluted) for fiscal 2010.

Our average diluted shares outstanding of 13.1 million for fiscal 2011 was 3.4% higher than the 12.7 million average diluted shares
outstanding for fiscal 2010. The increase in average shares outstanding reflects the higher shares outstanding in fiscal 2011 compared to fiscal
2010, primarily as a result of the exercise of stock options and vesting ofrestricted stock, slightly offset by lower dilutive impact of outstanding
stock options and restricted stock for fiscal 2011 compared to fiscal 2010.

Following is a reconciliation ofnet income and Diluted EPS to net income and Diluted EPS before stock—based compensation expense,
restructuring and other charges, and loss on extinguishment of debt for the years ended September 30. 2011 and 2010 (in thousands, except per
share amounts):

Year Ended Year Ended
September 30. 2011 September 30. 2010

Net Diluted Diluted Net Diluted Diluted
Income Shares EPS Income Shares EPS

As reported $22,988 13,120 $ 1.75 $16,829 12,691 $ 1.33
Add: stock-based compensation expense, net of tax 1,467 — 1,210 —
Add: restructuring and other charges, net of tax 120 3,514
Add: loss on cxtinguishmcnt of dcbt, nct of tax Z5 — 32 —
As adjusted before stock—based compensation expense, restructuring and other

chargcs, and loss on cxtinguishmcnt ofdcbt $24,598 13,120 $ 1.87 $21,585 12,691 $ 1.70

Restructuring and Other Charges

111 Jilly 2008, we arrrrorrrrced that we were streamlining our merchandise brands and store nameplates and implementing cost reductions in
order to simplify our business model, reduce overhead costs and improve and tighten our merchandise assortments, and during fiscal 2009 we
began to implement actions to achieve further cost reductions. The objectives of our restructuring and cost reduction program were to improve
and simplify critical processes, consolidate activities and infrastructure, and reduce our expense structure. As of September 30, 2010, we had
completed the planned activities of these initiatives and we incurred $3.9 million of pretax expense substantially related to these initiatives in fiscal
2010, primarily for consulting services. These initiatives resulted in approximate pretax savings of $12r11illior1 in fiscal 2009, with irrcrerrrerrtal pretax
savings of approximately $11 million in fiscal 2010 and an additional approximately $6 million in fiscal 2011. Thus we estimated that we realized total
pretax savings of approximately $29 million in fiscal 2011 as a result of our cost reduction initiatives, which included the savings realized i11 fiscal
2009 and fiscal 2010.

After his retirement on September 30, 2008, Dan Matthias, our former Chief Executive Ollicer (“Fonner CEO"), agreed to continue to serve us
as a director and as norr-executive Chairman of the Board of Directors and agreed to remain available to us in an advisory capacity through
September 2012. For these services, we agreed to pay the Former CEO an annual retainer of $200,000 through September 2012. In November 2009,
the Former CEO entered into a letter agreement with us, which confirmed that he would not seek reelection to the Board of Directors (and,
therefore, would no longer serve as our non-executive Chairman of the Board) after the expiration ofhis term in January 2010. The letter agreement
did not change the terms of payrrrerrt under the annual retainer’ for advisory services, however we incurred a pretax charge of $0.6 million in fiscal
2010, representing the amount due for the remaining term of the arrangement.
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In connection with the retirement of Rebecca Matthias, our former President and Chief Creative Olficer, at the end of fiscal 2010, we incurred
a pretax charge of $0.9 million in fiscal 2010. The charge reflects benefit costs related to an amendment to the executives supplemental retirement
agreement with us.

In April 2011, we announced the hiring of Chris Daniel as our President effective June 1, 2011. In connection with our efforts to hire a new
President, we incurred pretax charges of $0.2 million in fiscal 2011 for relocation costs and $0.3 million in fiscal 2010, primarily for executive
recruiting costs.

Liquidity and Capital Resources

Our cash needs have primarily been for: (i) debt service, including principal prepayments. (ii) capital expenditures. including leasehold
improvements, fixtures and equipment for new stores, store relocations and expansions of our existing stores, as well as improvements and new
equipment for our distribution and corporate facilities and information systems, a_nd (iii) working capital, including inventory to support our
business. In addition, during the second quarter of fiscal 2011, we initiated a regular quarterly cash dividend. We have historically financed our
capital requirements from cash flows from operations, borrowings under our credit facilities or available cash balances.

Cash and cash equivalents increased by $7.1 million during fiscal 2012 compared to a decrease of $9.3 million during fiscal 201 1 .

Cash provided by operations of S42.7 million for fiscal 2012 increased by $21.3 million from $21.4 million for fiscal 2011. This increase in cash
provided by operations versus the prior year was the result of net working capital changes that provided cash in fiscal 2012 versus cash used in
fiscal 2011, partially offset by lower net income in fiscal 2012 compared to fiscal 2011. The net working capital changes were primarily (i) an increase
in accounts payable, accrued expenses and other liabilities in fiscal 2012, compared to a fiscal 201 1 decrease that was primarily due to a $4.2 million
supplemental executive retirement plan (“SERP") benefit payment made in December 2010, and (ii) a decrease in inventories in fiscal 2012 compared
to an increase in fiscal 2011, which reflects our efforts to tightly control our inventory levels in fiscal 2012 and the significant number of additional
Macy’s leased department locations opened in fiscal 2011.

During fiscal 2012 we used cash provided by operations to fund repayments of long-terrn debt, to pay our quarterly cash dividends, and to
pay for capital expenditures. Our $16.1 million of repayments of long-terrn debt in fiscal 2012 consisted predominantly of $15.0 million in optional
prepayments of our Term Loan. In fiscal 2012, we paid $9.3 million in quarterly cash dividends. For fiscal 2012, we also spent $9.3 million on capital
expenditures, including $7.1 million for leasehold improvements, fixtures and equipment for new store facilities, as well as improvements to existing
stores, and $2.2 million for our information systems and distribution and corporate facilities. The remaining cash provided by operations during
fiscal 2012 was used primarily to increase our available cash.

Cash provided by operations of $21.4 million for fiscal 2011 decreased by approximately $4.6 million from $26.0 million for fiscal 2010. This
decrease in cash provided by operations versus the prior year was primarily the result of net working capital changes that used a greater amount of
cash in fiscal 201 1 than in fiscal 2010, partially offset by higher pretax income in fiscal 201 1 compared to fiscal 2010. The networking capital
changes were primarily (i) a decrease in accounts payable, accrued expenses and other liabilities in fiscal 2011, primarily due to the $4.2 million
SERP benefit payment made in December 2010 and lower accrued variable incentive compensation expense, compared to a small increase in fiscal
2010, and (ii) a larger increase in inventories in fiscal 2011 compared to fiscal 2010, which reflects our increased number of leased department
locations during fiscal 2011 and somewhat weaker than planned sales during fiscal 2011, partially offset by (iii) a smaller increase in trade
receivables in fiscal 2011 than in fiscal 2010.

I11 addition to our cash provided by operations in fiscal 2011, we withdrew $1.5 million from our grantor trust, which was used to partially
fund the $4.2 million December 2010 SERP benefit payment, and we generated $2.3 million of cash from the proceeds of option exercises. During
fiscal 2011 we used cash provided by operations, cash provided by option exercises, and the Withdrawal from the Grantor Trust to fund
repayments of

45

Source: Destination Maternity Corp, 10—K, 12/14/2012 | Powered by Intelligize

DMC Exhibit 2041_O45

Target v. DMC

|PR2013-00530, 531, 532, 533



long-term debt, to pay for capital expenditures, and to pay our quarterly cash dividends. Our $13.8 million of repayments oflong-term debt in fiscal
2011 consisted predominantly of $12.6 million of prepayments of our Term Loan, including a $2.6 million prepayment required under the annual
excess cash flow provision of the Term Loan. For fiscal 2011 we spent $12.3 million 011 capital expenditures. including $8.2 million for leasehold
improvements, fixtures and equipment principally for new store facilities, as well as improvements to existing stores, and $4.1 million for our
information systems and distribution and corporate facilities.

On November 1, 2012, we entered into a five—year $61.0 million senior secured revolving credit facility (tl1e “Credit Facility”), which replaced
our former $55.0 million credit facility. The Credit Facility consists of two tranches: (a) a senior secured revolving credit and letter of credit facility
ofup to $55.0 million, (“Tranche A”) and (b) a senior secured first-in-last-out revolving credit facility ofup to $6.0 million (“Tranche A-1”). The
Credit Facility will mature on November 1, 2017. Upon our request and with the consent of the lender, permitted borrowings under Tranche A may
be increased up to an additional $15.0 million, in increments of $2.5 million, up to a Tranche A maximum limit of $70 million. Proceeds from advances
under the Credit Facility, with certain restrictions, may be used to repay our existing term loan or other debt, and to provide financing for working
capital, letters of credit, capital expenditures, dividends, share repurchases and other general corporate purposes.

Under the Credit Facility, we are required to maintain minimum Excess Availability (as defined in the related Credit Facility agreement) equal
to 10% of the Borrowing Base (as defined in the related Credit Facility agreement). The Credit Facility is secured by a security interest in our trade
receivables, inventory, equipment, real estate interests, letter of credit rights, cash, intangibles and certain other assets.

Prior to entering into the Credit Facility, we had in place a senior secured revolving credit facility (the “Prior Credit Facility”), which was
amended on July 25, 2011 to decrease the maximum available for borrowings from S65.0 million to $55.0 million and to erdend its maturity date from
March 13, 2012 to January 13, 2013. The amendment also increased our effective interest rate on borrowings, if any, by approximately 0.75% per
annum. There were no financial covenant requirements under the Prior Credit Facility provided that Excess Availability (as defined in the related
Prior Credit Facility agreement) did not fall below 10% of the Borrowing Base (as defined in the related Prior Credit Facility agreement). If Excess
Availability fell below l0°/o ofthe Borrowing Base, we would have been required to meet a specified minimum Fixed Charge Coverage Ratio (as
defmed i11 the related Prior Credit Facility agreement). Since the inception of the Prior Credit Facility, we have exceeded the minimum requirements
for Excess Availability under the Prior Credit Facility and therefore, have not been subject to any financial covenants.

As of September 30, 2012, we had no outstanding borrowings under the Prior Credit Facility and $7.1 million i11 letters of credit, with $47.9
million of availability under o11r Prior Credit Facility, compared to no outstanding borrowings and $7.5 million ir1 letters of credit, with $47.5 million
of availability under our Prior Credit Facility, as of September 30, 2011. Borrowings under the Prior Credit Facility as of September 30, 2012 would
have borne interest at a rate of between approximately 1.97% and 4.00% per annum. During fiscal 2012 and 2011, we did not have any direct
borrowings under the Prior Credit Facility. We may have borrowings under our new Credit Facility during certain periods of fiscal 2013, reflecting
seasonal and other timing variations in cash flow. Also, in November 2012 we had average outstanding borrowings of $2.5 million under the Credit
Facility that resulted from our need to deposit S7.l million with the agent bank for the Prior Credit Facility as cash collateral on an interim basis
while letters of credit issued under the Prior Credit Facility are replaced with letters of credit issued under the Credit Facility (see Commercial
Commitments below).

As of September 30, 2012, we had in place an agreement (the “Term Loan Agreement”) for our Term Loan. On \lovember l, 201 2, we prepaid
the remaining Term Loan balance of $13.4 million ir1 connection with the execution ofour new Credit Facility. The interest rate o11 the Term Loan
was equal to, at our election, either (i) the prime rate plus 1.00%, or (ii) a LIBOR rate plus an applicable margin. The applicable margin was initially
fixed at 2.50% through and including the fiscal quarter ended September 30, 2007. Thereafter, the applicable margin for LIBOR rate borrowings was
either 2.25% or 2.50%. depending on our Consolidated Leverage Ratio (as defined in the Term Loan Agreement). Based upon our applicable
quarterly Consolidated Leverage Ratios, the applicable margin for LIBOR rate borrowings was 2.50% prior to December 30, 2009 and was reduced
to
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2.25% elTective from December 30, 2009. We were required to make minimum repayments of the principal amount of the Term Loan in quarterly
installments of $225,000 each. We were also required to make an annual principal repayment equal to 25% or 50% of Excess Cash Flow (as defined
in the Term Loan Agreement) i11 excess of $5.0 million for each fiscal year, with the 25% or 50% factor depending on our Consolidated Leverage
Ratio. There was no required principal repayment related to fiscal 2011 results. Additionally, the Term Loan could be prepaid at our option, in part
or iii whole, at any time without any prepayment premium or penalty. For fiscal 2012 we made the following prepayments: $5.0 million in the first
quarter a11d $10.0 million in the third quarter. For fiscal 2011 we made the following prepayments: $2.6 million in the first quarter, representing the
prepayment required under the annual excess cash flow provision of the Term Loan, and $10.0 million in the third quarter. At September 30, 2012,
our indebtedness under the Term Loan Agreement was $13.4 million, which was prepaid on November 1, 2012 as described above.

The Term Loan Agreement contained quarterly financial covenants that required us to maintain a specified maximum permitted Consolidated
Leverage Ratio and a specified minimum permitted Consolidated Interest Coverage Ratio (as defined in the Term Loa.11 Agreement). Since the
inception of the Term Loan Agreement we were in compliance with all covenants of our Term Loan Agreement.

In order to mitigate our floating rate interest risk on the variable rate Term Loan, we entered into an interest rate swap agreement with the
agent bank for the Term Loan that commenced on April 18, 2007, the date the Term Loan proceeds were received, and expired on April 18, 2012.
The interest rate swap agreement enabled us to effectively convert a significant portion of the Term Loan (equal to the 11otional amount of the
interest rate swap) from a floating interest rate (LIBOR plus 2.50% prior to December 30, 2009, reduced to LIBOR plus 2.25% effective from
December 30, 2009, based on our specified leverage ratios), to a fixed interest rate (7.50% prior to December 30, 2009, reduced to 7.25% effective
from December 30, 2009, based on our specified leverage ratios). The notional amount of the interest rate swap was $75.0 million at the inception of
the swap agreement and decreased overtime to a 11otio11al amount of $5.0 million at the expiration date of April 18, 2012.

We have $1.8 million outstanding under an Industrial Revenue Bond (“IRB”) at September 30, 2012. The IRB has a variable interest rate that
may be converted to a fixed interest rate at our option. At any time prior to conversion to a fixed interest rate structure, bondholdcrs may put back
to us (i .e. require us to repurchase) all or part of the IRB upon notice to the bond trustee, after which the remarketing agent would attempt to resell
to third parties the put portion of the IRB. If the remarketing agent is unsuccessful in reselling the put portion of the IRB, the bond trustee may
then draw on a letter of credit issued under the Credit Facility to repurchase the put bonds from bondholders on our behalf. During fiscal 2012 and
2011 bondholders put $1.4 million and $0.1 million, respectively, of the IRB back to us, and these put bonds were successfully resold by the
remarketing agent to third parties. The letter of credit issued to secure the bonds has never been drawn upon. In the event that the bondholders
put the bonds back to us and the reinarketing agent fails to resell the bonds, which we believe is unlikely, we expect the acceleration of the
payment of tlie bonds would 11ot l1ave a material adverse effect on our financial position or liquidity.

111 March 2007, we entered into Supplemental Executive Retirement Agreements, which have been periodically amended (the “SERP
Agreements”), with Dan a11d Rebeeca Matthias (the “SERP Executives”). We also have a grantor trust, which was established for the purpose of
accumulating assets in anticipation of our payment obligations under the SERP Agreements (the “Grantor Trust”). Our agreements with the SERP
Executives and the trustee for the Grantor Trust (the “Trustee”) allow us to make cash deposits to the Grantor Trust, or provide an irrevocable
standby letter of credit (the “ SERP Letter ofCredit”) to the Trustee, in lieu of any deposits otherwise required, for funding obligations under the
SERP Agreements. 111 December 2009, in connection with the additional vesting and scheduled payment of SERP Executives’ benefits in 2010, we
made a partial cash contribution to the Grantor Trust of$1.5 million, with a corresponding reduction ofthe SERP Letter of Credit to a total of $4.4
million as of December 31, 2009. In December 2010, we received a distribution ofthe remaining assets in the Grantor Trust totaling $1.5 million. The
amount withdrawn was used to partially fund the $4.2 million December 2010 lump sum payment of SERP benefits to Ms. Matthias. As of
September 30, 2012, the SERP Letter of Credit was $150,000, which was equal to the remaining SERP benefits paid to Mr. Matthias on October 1,
2012.
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On January 26, 2011, we a11nounced the initiation ofa regular quarterly cash dividend. During fiscal 2012 and 2011 we paid cash dividends of
$9.3 million (reflecting four quarterly dividend payments or a total of $0.70 per share) and $6.9 million (reflecting three quarterly dividend payments
or a total of $0.525 per share), respectively. On November 8, 2012 we declared a quarterly cash dividend of$0. 175 per share payable on December
28, 2012, which will rcquirc approximately $2.4 million of available cash. Based on our current quarterly dividend rate of $0.175 per share, wc project
that we will pay approximately $9.4 million of cash dividends during fiscal 2013.

Our management believes that our current cash and working capital positions, expected operating cash flows and available borrowing
capacity will be sufficient to fund our cash requirements for working capital, capital expenditures, debt repayments and dividend payments, as well
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PART I.

Ourfscal year ends on September 30. All references in this report to oiirfiscalyears refer to thefiscalyear ended on September 30 in the
year mentioned. For example, our ‘fiscal 2012" ended on September 30, 2012. Unless otherwise indicated, operating data referred to in this
report is as ofSeptember 30, 2012. As used in this report, the term "retai l lticat‘/"ans" includes our stores and leased departments and excliides
locations where Kohl’s® sells our products under an exclusive product and license agreement, and internationalfranchise locations. As iisedin
this report, “st0res" means our stand—al0ne stores in the United States, Puerto Rico and Canada which we operate.

Item 1. Business

Overview

Destination Matemity Corporation (the “Company”, “we”, “u s”, "our”) is the leading designer and retailer of maternity apparel i11 the United
States and is the only nationwide chain ofinaternity apparel specialty stores. As of September 30, 2012, we operate 2,008 retail location s, including
625 stores in all 50 states, Puerto Rico and Canada, and 1,383 leased departments located within department stores and baby specialty stores
throughout the United States and Puerto Rico. We are also the exclusive provider of maternity apparel to Kohl’s, which operates approximatelyI 145 QTIWTRQ thrniiohniit the United Rtntes “fie nnernte nnr 675 Qtnrec under three retail n:Imenl:|te<' l\/lntherhnnrl l\/lnternitv® /\ Pen in the l3n(l®
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and Destination Maternity®. In addition to our 625 stores, we operate L383 maternity apparel departments, which we refer to as leased
departments, within leading retailers such as Macy’s®, Sears®, Gordmans® and Boscov’s®. We are the exclusive maternity apparel provider in each
of our leased department relationships. In fiscal 20l 2 we also operated leased departments in Babies“R”I Is® stores. However, in connection with
our new broad-based parlnership wilh Bed Bath & Beyond Inc. and its subsidiary, Buy Buy Baby, Inc., (which we announced in May 2012) we
discontinued operation of our 124 remaining leased departments in Babies“R”Us in late October 2012 and opened leased departments in select
buybuy BABY® stores. As ofNovember 30, 2012 we operate 10 leased departments in buybuy BABY stores. As of August 25, 2012, Bed Bath &
Beyond Inc. had 71 buybuy BABY stores. Over time, we expect to significantly increase the number of buybuy BABY stores in which we have a
maternity apparel leased department.

We also have expanded internationally and have entered into exclusive store franchise and product supply relationships in the Middle East,
India and South Korea. As of September 30, 2012, we have ll9 international franchised locations, comprised of 16 stand-alone stores in the Middle
East, South Korea and India operated under the Destination Maternity retail nameplate, and 103 shop-in-shop locations in India and South Korea,
in which we have a Company branded department operated u11der retail narneplates owned by our fianchise partners. Finally, we also sell
merchandise on the Internet, primarily through Desti11ationMaternity.corn and our various brand-specific websites.

We maintain our leading position across all major price points of maternity apparel through our four distinct merchandise brands. which
enable us to reach a broad range of maternity customers. Through our 625 stores and certain of our leased departments, we offer m atemity apparel
under our two primary rI1ercl1a11dise brands, Motherhood Maternity (“Motherhood” or “Motherhood Maternity”) at value prices and A Pea in the
Pod (“Pea” or “A Pea in the Pod”) at both contemporary and luxury prices. Our A Pea in the Pod Collectionfi (“Pea Collection”) is the distinctive
premier maternity apparel line within the A Pea in the Pod brand, featuring exclusive designer label product at luxury prices. We also have two
additional value-priced maternity apparel brands: our Oh Baby by Motherhood® collection, which we sell exclusively through Kohl’s. and our 'l'wo
I-Iearts® Maternity by Destination \Iaternity® collection, available exclusively at Sears stores. Our brands are the exclusive maternity apparel
offering in each of these chains.

We believe that one of our key competitive advantages is our ability to fulfill, in a l1igh—serVice store environment, all of an expectant or
nursing mother’s clothing needs, including casual and career wear, formal attire, lingerie, sportswear and outerwear, in sizes that cover all
trimesters of the maternity cycle. We believe that our vertically-integrated business model enables 11s to offer the broadest assortment of in-stock,
fashionable

K\)

matemity apparel. We design and contract for the production of over 90% of the merchandise we sell using sewing factories located throughout
the world, predominantly outside ofthe United States.

In recent years, we have developed and introduced new multi—brand store concepts to offer merchandise from our various brands in a single
location, in order to provide a broader product assortment at multiple price ranges to our customers and to increase average store sales and
profitability. We believe the continued rollout of our multi—brand store initiative provides the opportunity for us to improve store operating profit
margins over time by reducing store operating expense percentages through eco11on1ies of scale, a11d may increase overall sales in the
geographical markets they serve. Our multi—brand stores are operated under our Destination Maternity nameplate, which includes Destination
Maternity combo stores (carrying Motherhood Matemity and A Pea in the Pod merchandise) and Destination Maternity superstores, which also
carry both our Motherhood and Pea merchandise brands, as well as a significant array of maternity-related products and customer service features.
These Destination Maternity stores are larger and have historically had higher average sales than our average store. Opening these Destination
Maternity stores will typically involve closing two or 111ore sr11aller stores and may result ir1 one-tirne store closing costs resulting primarily from
early lease terminations. In fiscal 2012 we closed 12 stores in connection with the opening of Destination Maternity nameplate stores and, from
fiscal 2005 through fiscal 2012, we have closed 129 stores in connection with the opening of Destination Maternity nameplate stores.

In recent years, in addition to having closed some stores in connection with the opening of Destination Maternity nameplate stores, we have
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also evaluated our retail store base to identify and, i11 many cases, elose underperforming stores (referred to as “prunings”) where we can do so
without disproportionate exit cost. These prunings typically add to our profitability by eliminating the operating expense of an underperforrning
store while also typically transferring some of the sales from the closed store to other stores and/or leased departments we operate in that
geographical area. In fiscal 20l 2 we closed 29 underrperforming stores and, from fiscal 2005 through fiscal 20l 2, we have closed 263
underperforrning stores.

We plan to open approximately 14 — 20 new retail stores during fiscal 2013, of which we expect approximately 7 — 10 will be new Destination
Maternity combo or superstorcs. We estimate that we will close approximately 34 — 51 stores in fiscal 2013, with approximately 14 — "0 of tl1ese
store closings related to the opening of new Destination Maternity stores, and the remainder of these store closings related to prunings.

Currently, we operate 34 Motherhood stores in Canada and a Motherhood website under a Canadian URL (MotherhoodCanada.ca). In
addition, we believe there is a significant opportunity to continue to develop international sales beyond Canada. We currently have franchise
agreements in place i11 the Middle East, India and South Korea. The initial franchise stores through our arrangement in the Middle East opened
during 2009 and, as of September 30, 2012, there are 13 of our franchise stores operating ir1 the Middle East. Beginning during fiscal 2009, we began
offering our Motherhood Maternity branded merchandise in maternity sl1op-in-shops located in our India franchisees Mom & Me® stores and in
franchise stores. As of September 30, 2012, our merchandise is offered in 90 Mom & Me stores a11d one franchise store in India. Beginning during
fiscal 2011, we began offering our Motherhood Maternity branded merchandise in maternity shop—in—shops located in our South Korea
f'ranchisec’s Nextmom® stores and in franchise stores. As ofSeptcmber 30, 2012, our merchandise is offered in 13 Nextmom stores and two
frar1cl1ise stores in South Korea.

We believe that our customers, particularly first—time mothers, are entering a new life stage that drives widespread changes in purchasing
needs and behavior, thus making our maternity customer and her family a highly-valued demographic for a range of consumer products and
services companies. As a result, we have been able to expand and leverage the relation ship we have with our customers and generate incremental
revenues and earnings by offering other value-added baby and parent-related products and services through a variety of marketing partnership
programs utilizing our extensive opt-in customer database and various in-store marketing initiatives.

The Company was founded in 1982 as a mail-order maternity apparel catalog. We began operating retail stores in 1985 and completed our
initial p11blic offering in 1993. To address multiple price points ir1 maternity apparel a11d improve operating productivity, we acquired Motherhood
and A Pea in the Pod in 1995 and

eSpecialty Brands, LLC, or iMaternityTM. in October 2001. Since the acquisitions ofMotherhood and A Pea in the Pod, we have developed and
grown these brands along with growing our Destination Maternity brand. Also, since the l990s we have partnered with other retailers to sell our
products through maternity apparel departments within their stores. On December 8, 2008, we changed our corporate name from “Mothers Work,
Inc.” to “Destination Maternity Corporation” and our Nasdaq® symbol from “MWRK” to “DEST” coincident with the name change.

Industry Overview

We are unaware of any reliable external data on the size of the maternity apparel business. We believe that there is an opportunity to grow
our business by selling maternity clothes to those pregnant women who currently purchase loose-fitting or larger-sized no11-maternity clothing as
a substitute or partial substitute for maternity wear. We also believe that o11r business can grow by reducing the amount of “hand-me-down” and
“borrowing” associated with maternity apparel, particularly in the value-priced segment. Additionally, although we are 11ot wholly unaffected by
external factors (such as fluctuations in the birth rate), we believe that the demand for maternity apparel is relatively stable when compared to non-
matemitv annarel. Expectant mothers continue to need to replace most ofth eir wardrobe and the current rate of annroximatelv four million United
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States births per year has remained relatively stable over the last decade, although the number of births has declined by approximately 8.8% in the
United States from 2007 to mid—“0l2, the period of latest available information. Also, although we are affected by fashion trends, we believe that
maternity apparel is less fashion sensitive than women’s specialty apparel in general, as demand is driven primarily by the need to replace
wardrobe basics as opposed to a desire to add to one’s wardrobe in order to meet current fashion trends.

._.J M”.

Our Competitive Strengths

We are the leader in maternity apparel. We are the leading designer and retailer of maternity apparel in the United States a11d are the only
nationwide chain of maternity apparel specialty stores. We believe that our brands are the most recognized in maternity apparel. We have
established a broad distribution network, with stores in a wide range of geographic areas and retailing venues. In addition, we have a leading
position across all major price points ofmaternity apparel through o11r retail store nameplates and our merchandise brands. Our exclusive focus o11
maternity apparel and our leadership position enable us to gain a comprehensive understanding of the needs ofour maternity customers and keep
abreast of fashion and product developments. We further enhance our leadership position, increase market penetration and build our brands by
distributing our products under exclusive leased department and licensed relationships. We are also using the strength of our products, brands
and store nameplates in the United States to expand internationally. As ofseptember 30, 2012, we operate 34 stores in Canada and we have ll9
international franchised locations, comprised of I6 stand-alone stores in the Middle East, South Korea and India operated under our Destination
Maternity retail nameplate, and 103 shop-in-shop locatio11s in India and South Korea, in which we have a Company branded department operated
under retail nameplates owned by our franchise partners.

We offer a comprehensive assortment ofmaternity apparel and accessories. A primary consideration for expectant mothers shopping for
maternity clothes is product assortment, as pregnant women typically need to replace almost their entire wardrobe. We believe that we offer the
widest selection of merchandise in the maternity apparel business. We also offer product for multiple seasons, as pregnant women’s clothing
needs vary depending on their due date. Our ability to offer a broad assortment of product is due, in large part, to our vertically-integrated
business model, which includes our extensive in-house design and contract manufacturing capabilities, as well as our rapid inventory
reple11ishme11t system.

We are vertically integrated. We design and contract manufacture over 90% of the merchandise we sell. We believe that vertical integration
enables us to offer the broadest assortment ofmaternity apparel, to respond quickly to fashion trends and to optimize in-stock levels. V\7e combine
our in-house design expertise, domestic and international sourcing capabilities, a rapid inventory replenishment process and extensive proprietary
systems to enhance operational and financial results.

We utilize a rapid inventory replenishment system We are able to offer a wide selection of merchandise in our retail locations due, in large
part, to our rapid inventory replenishment system. Our proprietary inventory replenishment system enables us to offer our customers a much
broader selection than any of our competitors, without dedicating retail space to “back-stock" storage. We coordinate the rapid replenishment of
inventory for all of our retail locations through our Philadelphia, Pennsylvania distribution centers to meet the individualized needs of our retail
locatio11s. Our stores receive shipments from our distribution centers between one and seven times per week. This enables us to maintain a high
percentage in-stock merchandise position i11 each of our stores.

We have proprietary systems that support our business. I11 order to support our vertically-integrated business model and inventory
replenishment system, we have developed a fully integrated, proprietary enterprise resource planning (“ERP”) system. This system includes our
poi11t-of-sale systems, our merchandise analysis and planning systems, our materials requirement planning system, and our web-based, global
sourcing ar1d logistics systems. These systems also support our automated picking and sorting systems and other aspects of our logistics
infrastructure. We believe that our proprietary systems enable us to offer a broad product assortment, rapidly replenish inventory in our retail
locations, and respond quickly to fashion trends.

We are able to obtain nrime real estate locations. V\7e believe our ability to lease attractive real estate locations is enhanced due to the

Source: Destination Maternity Corp, 10—K, 12/14/2012 | Powered by Intelligize

DMC Exhibit 2041_052

Target v. DMC

|PR2013-00530, 531, 532, 533



4 5

brand awareness of our concepts, our multiple price point approach, our highly sought after maternity customer and our real estate management
and procurement capabilities. We are the only maternity apparel retailer to provide mall operators with differently priced retail concepts, depending
on the mall’s target demographics. We are also able to provide a Destination Maternity multi-brand store for malls wl1ose maternity customers seek
a wide range of price alternatives. in addition, in the case of multi -111 all operators, we have the flexibility to provide several stores across multiple
n1alls. As a result, we have been able to locate stores in many of what we believe are the most desirable shopping malls in the country and are able
to obtain attractive locations within these malls.

We are able ta enhance our leadershippasitian by distributing ourproducts under exclusive leased department and licensed
relationships. As of September 30, 2012, we operate 1,383 leased departments within leading retailers such as Macy's, Sears, Gordmans and
Boscov’s. We are also the exclusive provider of maternity apparel to Kohl’s pursuant to an exclusive licensed relationship. We believe that we
have an opportunity to continue to increase the sales we generate from these ongoing relationships through expanding our relationships with our
current partners as well as developing relationships with new partners. I11 fiscal 2012, we also operated leased departrnents i11 Babies“R”Us stores.
However, in connection with our new broad-based partnership with Bed Bath & Beyond Inc. and its subsidiary, Buy Buy Baby, Inc., (which we
announced in May 2012) we discontinued operation of our 124 remaining leased departments i11 Babies“R”Us in late October 2012 and opened
leased departments in select buybuy BABY stores. As of November 30, 2012 we operate 10 leased departments in buybuy BABY stores. As of
August 25, 2012, Bed Bath & Beyond Inc. had 71 buybuy BABY stores. Over time, we expect to significantly increase the number ofbuybuy
BABY stores in which we have a maternity apparel leased department.

We have a highly experienced management team We have a management team with significant experience in all aspects of the retail and
apparel business, including our Chief Executive Officer (“CEO”), Ed Krell, who has served as a senior executive of the Company for over 10 years
and has over 25 years ofbusiness experience encompassing apparel, retail, finance and overall management, and our President, Chris Daniel, who
has over 20 years of women’s apparel merchandising experience.

Merchandise Brands

We believe that our brands are the most recognized brands in the maternity apparel business. We sell our merchandise under the following
four distinct brands:

Typical
Apparel

Brand Brand Positioning Prlce Range
Motherhood Maternity Broad assortment of the latest fashions, offering great quality merchandise at

everyday low prices $10 — S 45
A Pea in the Pod Contemporary, fashion forward and luxury, offering sophisticated career. as

well as fun casual merchandise, including exclusive designer labels S18 — $395

Two Hearts Maternity by Destination Select assortment of tl1e latest fashions, offering great quality rnerchandise at
Maternity value price points $ 8 — $ 36

Oh Baby by Motherhood Select assortment of the latest fashions, offering great qualit_v merchandise at
value price points 55 8 — $ 36 (1)

(1) Kohl’s, which sells o11r O11 Baby by Motherhood brand under an exclusive product a11d license agreement, sets the prices for thisVV\A—Iv‘(\l/Il|I’Il1:U1—I
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Jtlotherhood Maternity. Our Motherhood Maternity brand serves the value-priced portion of the maternity apparel business, which has the
greatest number of customers. The Motherhood brand is positioned with a broad assortment of quality fashion at everyday low prices. We believe
that the Motherhood customer shops at moderate-priced department stores and discount stores when she is not expecting.

A Pea in the Port Our A Pea in the Pod brand serves both the medium-priced (or “better”) portion and, through our A Pea in the Pod
Collection line, the luxury portion of the maternity apparel business. The Pea brand is generally positioned as contemporary, fashion-forward and
luxury, with prices ranging from affordable mid-priced to true luxury prices, offering the mom-to-be exceptional contemporary maternity pieces that
reflect her u11compro1nising sense of style i11 both casual and career apparel. Tl1e Pea Collection is the distinctive premier maternity luxury line
within tl1e Pea brand, featuring a selection of extraordinary styles along with exclusive designer labels. In our stores which carry A Pea in the Pod
brand merchandise, we also offer exclusive maternity versions of select styles from we1l—1:nown designer and contemporary brands, Where we have
assisted in developing these maternity versions. We believe that the typical Pea customer shops at department stores and specialty apparel chains
when she is not expecting, with the Pea Collection customer typically shopping at higher-end department stores and luxury designer boutiques
when she is not expecting. We believe the Pea brand is the leading luxury maternity brand in the United States. Publicity, including celebrities
wearing our clothes, is an important part of the marketing and positioning of the Pea brand.

Two Hearts Maternity by Destination Maternity. Our Two Hearts Maternity by Destination Matemity collection is available at over 500
Sears locations throughout the United States through an exclusive leased department relationship. This collection delivers the latest in career and
casual sportswear as well as dresses, swimwear, lingerie and nursing—friendly sleepwear, all specially designed to compliment the pregnant
silhouette, with most items selling for under $25.

Oh Baby by Mutherhuud. Our Oh Baby by Motherhood collection is available at over 1,100 Kol1l’s stores throughout the United States and
on Kohls.com. The Oh Baby by Motherhood collection is available at all Koh1’s stores under an exclusive product and license agreement. The
collection features a moder11 assortment of quality fashions. with most items having initial prices (before price promotions) under $40.

6

Retail Nameplates

We sell maternity apparel through the stores, leased departments and licensed relationships identified in the table below.

Typical
Description of Apparel Average

Store Nameplate Target Location Braml(s) Carried Price Range Size gsg. Ft.)
Stores:

Motherhood Maternity Mid—priced and moderate regional malls, Motherhood $10 — $ 45 1,800
strip and power centers, and central
business districts

A Pea in the Pod Mid—priced and high-end regional malls, Pea (including, in $18 — $395 2.100
lifestyle centers, central business districts some cases, Pea
and some stand-alone stores in affluent Collection)
street locations

Destination Maternity Combo stores located in mid-priced Motherhood; $10 — $395 Combo stores
regional malls and lifestyle centers Pea (including, in 2,900

some cases, Pea
Collection)

Superstores located prinlarily i11 outdoor Superstores
and power centers and central business 6,200
districts
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Leased Departments:

Macy’s Mid-priced regional malls Motherhood; Pea $10 — $240 —

Sears Mid—priced a11d moderate regional malls Two Hearts $ 8 $ 36
Matcrnity by
Destination

Matemity

Go1'd111ans Big box power centers Motherhood $10 — $ 45 —

Boscov’s Mid-priced and moderate regional malls Motherhood $10 — $ 45 —

buybuy BABY (1) Big box power centers Motherhood; Pea $10 — $200 —

Exclusive Licensed Relationship:

Kohl’s Big box power centers Oh Baby by $ 8 / $ 36 (2) —
Motherhood

(1) Beginning i11 late October 2012 our materrlity apparel is available i11 leased departments i11 select buybuy BABY stores through our new
broad-based partnership with Bed Bath & Beyond Inc. and its subsidiary, Buy Buy Baby, Inc.

(2)
this merchandise.

The following table sets forth our store count by nameplate as of September 30, 2012.

Motherhood Maternity
A Pea in the Pod

Destination Maternity:/11.. .i_. ..,..__

Source: Destination Maternity Corp, 10~i+<, 1211602012 | Pawered by Intelligize

Kohl’s, which sells our Oh Baby by Motherhood brand under an exclusive product and license agreement, sets the apparel price range for

Store
Count as

of
September
302 2012

507
36

:/\

DMC Exhibit 2041_O55

Target v. DMC

|PR2013-00530, 531, 532, 533



LVOIIIDO SIOTCS DU

Superstores 32
Total Destination Maternity stores 82

Total stores (1) 625

(1) Excludes (i) leased departments, (ii) locations where Kohl’s sells our products under an exclusive product and license agreement and
(iii) international franchised locations.

Major regional malls with several department stores and a wide range of price points maybe able to accommodate a Destination Maternity
store, or more than one maternity store. Our retail nameplates provide us with the ability to address multiple price alternatives at a given mall. As of
September 30, 2012, we had two of our store concepts i11 nine major regional malls. Our preference is, over time and assuming we can obtain a
suitable location u11der acceptable financial terms, to operate one larger-sized multi-brand store under the Destination Maternity nameplate in or
near these malls, rather than two smaller single-brand stores.

Motherhood Maternity Stores. Motherhood Matemity is our largest chain with 507 stores as of September 30, 2012. Motherhood is
positioned with a broad assortment of quality fashion at everyday low prices. Motherhood stores average approximately 1,800 square feet and are
located primarily in mid-priced and moderate regional malls, strip and power centers, and central business districts. Motherhood stores include 84
outlet locations that carry Motherhood-branded merchandise as well as some closeout merchandise. In [iscal 2012, we opened two new
Motherhood outlets and closed 30 Motherhood stores and outlets, with eight of these store closings related to Destination Maternity store
openings. As of September 30, 2012, we operated 34 Motherhood stores in Canada and believe that market opportunities may permit us to open
additional stores in Canada in the future.

A Pea in the Pod Stores. As of September 30, 2012, we had 36 A Pea in the Pod stores, averaging approximately 2,100 square feet. Certain of
the A Pea in the Pod stores are located in mid-priced regional malls, lifestyle centers and central business districts while others are located in
upscale ve11ues, including Beverly Ilills, Water Tower Place, South Coast Plaza and Newbury Street. In fiscal 2012, we closed seven Pea stores,
with four of these store closings related to Destination Maternity store openings.

Destination Maternity Stores. As of September 30, 2012, we had 82 Destination Maternity stores averaging approximately 4,200 square feet,
including 50 Destination Matemity combo stores and 32 Destination Maternity superstores.

Destmatzorz ft;/aterrzzty Combo Stores. As of September 30, 2012, we had 50 Destination Maternity combo stores. Our combo stores are
larger (average of approximately 2,900 square feet) than our single-brand stores, generally have higher average sales volume than our
average store and provide the opportunity to improve store operating profit margins over time. A new combo store often involves closing
two stores (often one Motherhood store a11d one Pea store), although we sonletimes close only one store in a given geographical market i11
situations where we believe we can expand sales through replacing a single-brand store with a Destination Maternity combo store. Store
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closings will sometimes involve o11e-ti1ne store closing costs resulting primarily from early lease terminations. Based on our internal research,
we believe tl1at over the next several years we have the potential to expand the Destination Maternity combo store cl1ai11 to 70 or 1I1ore total
Destination Maternity combo stores in the United States. In fiscal 2012, we opened two Destination Maternity combo stores and closed four
Destination Maternity combo stores.

De,rl11mtim7 A/{aternity Super,i'torr4,r. As of September 30, 20l2, we had 32 Destination Mateinity superstores. Destination Mateinity
superstores currently carry both of our primary merchandise brands (Motherhood and Pea), plus a greatly expanded line ofmaternity-related
accessories, nursing products, health a11d fitness products, books, and body and nutritional products. Our Destination Maternity
superstores also typically feature a dedicated “leaming center” area for maternity-related classes, a “relax area” for husbands and shoppers
alike, and an inside play area for the pregnant mom’s toddlers and young children, with seven of our superstores also having our edamame®
Maternity Spa®. These elen1e11ts co111bi11e to give our Destination Maternity superstore 11ot only the largest assortment of maternity apparel
and accessories available, but also a unique and engaging atmosphere and experience for the maternity customer. A new Destination
Maternity superstore typically involves closing at least two, and sometimes more, si11gle—brand stores, is expected to decrease store
operating expense percentages through economies of scale, and may increase overall sales in the geographical areas it serves. Destination
Maternity superstores range from nearly 3,700 square feet to approximately ll,400 square feet. with an average of approximately 6,200 squareI‘,,A_L‘,,AI,,"’\,A_, _. _,,. ,L‘(‘I,,2,,,L,,’\I\ n/\1n1,1"_L_,_,,n/\/\/ 22,,,,,,_J,,,,L1,,,l,',T\,,;,,L',,\l,L,,, ,,,,_,,A_ _,,u.,
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reet Ior me 52 stores open as or bepIeII1D61" JU, AUIA. in renruary zuuo, we opened our nagsnip uestination Matemity superstore on me
comer of 57th Street and Madison Avenue i11 New York City’s Manhattan borough. This is the largest maternity apparel store in the world,
spanning three floors and including our edamame Maternity Spa, all of our primary apparel brands, prenatal education and yoga classes, a
juice bar with Internet access, relax area and children’s play area. As the only national apparel retailer that is solely focused on maternity, we
are further differentiating ourselves as the ultimate maternity apparel destination with these large, well-assorted, “must visit” superstores.
We opened four Destination Maternity superstores during Iiscal 2012. Based on our internal research, we believe that over the next several
years we have the potential to expand the Destination Maternity superstore chain to 50 or more total Destination Maternity superstores in
the United States.

Leased Departments. I11 addition to the stores we operate, we l1ave arrangerneirts with deparhnent stores and baby specialty stores,
including Mac_v’s. Sears, buybuy BABY, Gordmans and Boscov”'s, to operate matemity apparel departments in their stores. We are the exclusive
matemity apparel provider in each of our leased department locations. We staff these leased departments at varying levels and maintain control of
the pricing terms and the timing and degree of the markdowns of our merchandise that is sold in the leased departments. We operate our leased
departrnents during the same hours a11d days as the host store and are responsible for 1‘eplenishn1ent of t11e n1erc11ar1dise in the leased
departments. These leased departments typically involve the lease partner collecting all of the revenue from the leased department. The revenue is
remitted to us, less a fixed percentage of the net sales earned by the lease partner as stipulated in each agreement.

The following table sets forth our leased department count by lease partner as of September 30, 201 2.

Leased
DepartmentCount as

of
September
30, 2012

Macy"s 621
Sears 515

Babies“R”Us 124(1)
Gordmans 83
Boscov’s 40

Total lcascd dcpartmcnts (2)(3) 1,383

(1) During October 2012 we closed all 124 remaining Babies“R”Us leased department locations.

(2 Excludes (i) locations where Kohl‘s sells our products under air exclusive product and license agreement a11d (ii) international
franchised locations.

(3) Beginning in late October 2012 our maternity apparel is available in leased departments in select buybuy BABY stores through our new
broad-based partnership with Bed Bath & Beyond Inc. and its

9

subsidiary, Buy Buy Baby, Inc. As of August 25, 2012, Bed Bath & Beyond Inc. had 71 buybuy BABY stores. including 10 stores as of
November 30, 2012, in which we operate leased departments. Over time, we expect to significantly increase the number of buybuy
BABY stores i11 which we have a maternity apparel leased department.

Exclusive Licensed Relatitmship. Our Oh Baby by Motherhood collection is available at all Kohl’s stores under an exclusive product and
license agreement. The collection was 1au11c11ed i11 February 2005 at Kohl’s stores throughout the United States and on Koh1s.Com. As of
September 30, 2012, Kohl’s operated approximately 1,146 stores throughout the United States.
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International Currently, we operate 34 Motherhood stores in Canada and a Motherhood website under a Canadian URL
(Moth erhoodCan ada.ca).

In October 2008, we announced our planned expansion into six key markets in the Middle East through an international franchise agreement
with Multi Trend, a member of the Al—Hon1aizi Group, to introduce our brands into the Middle East. The initial franchise stores through our
arrangement in the Middle East opened during 2009 and, as of September 30, 2012, there are 13 of our franchise stores operating in the Middle East.

I11 April 2009, we announced our planned expansion into India through an international franchise agreement with Mahindra Retail, part of the
Mahindra Group, to introduce our brands into India. We have initially made our Motherhood Maternity product available for sale in maternity
shop-in-slrops located in Mahindra Retail’s Mom & Me stores (which carry infant and children’s apparel and non-apparel merchandise, as well as
maternity apparel) and in franchise stores in India. As of September 30, 2012. our Motherhood Maternity merchandise is offered in 90 Mom & Me
stores and one franchise store in India.

I11 June 2011. we announced our expansion into South Korea through an international franchise agreement with Agabang & Company, to
introduce our brands into South Korea. We have initially made our Motherhood Maternity and A l’ca in the l’od product available for sale in
maternity shop-in-shops located in Agabang & Com pany’s \Iex1n1om stores (which carry infant and children’s apparel and n on-apparel
merchandise, as well as maternity apparel) and in franchise stores in South Korea. As of September 30, 2012, our Motherhood Maternity and A Pea
in the Pod merchandise is offered in 13 Nextmom stores and two franchise stores in South Korea.

We continue to evaluate other international sales opportunities. As our Middle East, India and South Korea franchise relationships
demonstrate, we anticipate that our initial international strategy will consist primarily of franchising, licensing or similar arrangements with foreign
partners. Our longer term strategy may include licensing arrangements with foreign partners, as well as potentially entering into wholesale
business arrangements, entering into joint ventures or developing our own operations in certain countries.

Internet Operations

We sell our merchandise on the Internet primarily at our Destinatio11Maternity.com website and our brand-specific websites such as
Motherhood.eom and APeaInThePod.com. We also sell our merchandise through our Canadian website, MotherhoodCanada.ca. We believe that
many pregnant women use the Internet to find nraterrrity-related irrforrrratiorr and to purclrase rrraternity clothes. Our websites are therefore
important tools for educating existing and potential customers about our brands and driving traffic to our stores. Our Destinationk/laternity.com
website contains maternity advice and information, related baby product information and editorial content. Our marketing and technology
capabilities and the replenishment capabilities of our distribution centers and stores enable us to incorporate Internet design, operations and
fulfillment into our existing operations. We believe that our Internet operations represent a continued growth opportunity for the Company both
by increasing Internet sales and by rrsirrg the Internet to drive store sales. Our‘ Internet sales increased 26% in fiscal 2012 and 114% over‘ the last
three fiscal years, and we look to continue to increase sales driven by our Internet operations in the future.

10

Marketing Partnerships

We believe our customers, particularly first-time mothers, are entering a new life stage that drives widespread changes in purchasing needs
and behavior, thus making our matemity customer and her family a highly—valued demographic for a range of consumer products and services
companies. We have been able to leverage the relationship we have with our customers to earn incremental revenues and expect to expand these
revenues through additional marketing partnerships.

We expect to continue to expand and leverage the relationship we have with our customers and earn incremental revenues through a variety
of marketing partnership programs utilizing our extensive opt-in customer database and various in-store marketing initiatives. which help introduce
our customers to various baby and parent-related products and services offered by leading third-party consumer products companies.

Operations
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Brand-Specific Operations Teams. To obtain maximum efficiencies, we are organized primarily along functional lines, sucl1 as store
operations, merchandising, design and production. Our business consists of four merchandise brands, which each require decisions on a bra11d—
specific basis. As such. we have built business teams by brand where the functional leaders within each brand work together. Each brand team is
led by the head merchant and includes a brand-specific head designer, head planner and distributor, key production manager, and, where
applicable, a director of stores. These teams also include visual, fabric purchasing and other necessary professionals.

Store Operations. The typical maternity customer, especially the flrst—time mother, seeks more advice and assistance than the typical non-
maternity customer. Therefore, we aim to employ skilled and motivated store team members who are trained to provide the high level of service and
reassurance needed by our customers. We attempt to provide a boutique level of attentive service that differentiates us from our competitors. Our
centralized merchandising a11d store operations also enable our store team members to focus primarily on selling and maintaining the appearance of
the stores. In addition, visual merchants coordinate with the merchandising department to develop floor—sets, design store display windows and
define and enhance the product presentation.

The field/store management reporting structure for each chain consists of a director, regional managers, district managers and store
managers. These members of field/ store management are each eligible to receive incentive—based compensation related to store, district, regional
and chai11—level performance.

Merchandising, Design and Inventory Plaiming and Allocation

Merchandising. We strive to maintain an appropriate balance between new merchandise and proven styles, as well as between basic and
fashion items. Our merchandising decisions are based on current fashion trends, as well as input from our designers and outside vendors. This
information is used in conjunction with the item—specif1c sales data provided by our proprietary merchandising and replenishment system. Each
brand has its own team of merchants, designers and planners. These teams are led by the head merchant of the brand who each report to our
President.

Design. Our design department creates and produces samples and patterns for our co11tract-manufactured products under the guidance of
the merchandising department. The dcsig11 of our products begins with a review of European and New York runway trcnds. current non-maternity
retail fashion trends, fashion reporting service information and fabric samples. The designers review o11r best selling items from prior seasons and
integrate current fashion ideas from the non-maternity apparel business.

Inventoty Planning amlAll0cati0n. Our inventory planning and allocation department is responsible for planning future inventory
purchases and rnarkdovvns, as well as targeting overall inventory levels and turnover. We establish target inventories for each store using our
inventory planning system with the goals of optimizing our merchandise assortment and turnover, maintaining adequate depth of merchandise by
style and managing closeout and end—of—season merchandise consolidation. Our proprietary capabilities enable us to continually monitor and
respond quickly to consumer demand and are integral to our inventory management program. These

11

capabilities are facilitated by our customized merchandise analysis and planning system, which provides daily product sell-through data and
merchandising information.

Production and Distribution

We design and contract for the production of over 90% of the merchandise We sell using sewing factories located throughout the world,
predominantly outside ofthe Ifnited States, and we continue to seek additional contractors for our sourcing needs. No individual contractor
represents a material portion of our sewing. A majority of our merchandise is purchased “full package” as finished product made to our
specifications, typically utilizing our designs. Fabric, trim and other supplies are obtained from a variety of sources. Substantially all of the
merchandise produced outside of the United States is paid for in United States dollars.

Our production personnel monitor production at contractor facilities in the United States and work with o11r buying representatives abroad
to ensure quality control, compliance with our design specifications and timely delivery of finished goods. This quality control effort is enhanced
by our worldwide lnternet—based contracting and logistics systems, which include advanced features such as measurement specifications and
digital photography. We also use a third-party consulting firm to help monitor working conditions at our contractors’ facilities on a worldwidekn oi <-
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We operate our distribution centers in Philadelphia, Pennsylvania. We own our primary distribution center in Philadelphia, Pennsylvania and
lease a facility located in the Philadelphia Naval Business Center in Philadelphia, Pennsylvania, which we use for warehousing. distribution and
raw material cutting.

Finished garments from contractors and other manufacturers are received at our primary distribution center in Philadelphia, Pennsylvania.
Garments are inspected using statistical sampling methods and stored for picking. Our primary distribution center utilizes sophisticated fulfillment
technology to serve as a replenishment center, as opposed to solely a distribution center. This distribution center sends selections from our
overall inventory that meet the specific needs of each individual retail location. with shipments sent to each retail location between one and seven
times per week. Retail location replenishment decisions are made automatically based upon target inventories established by the planning and
allocation department and individual retail location sales data. Our p1‘in1a1‘y distribution center uses several automated systems, i11cludi11g our pick-
to-light system for flat-packed goods and our hanging garment sortation system, which speed up deliveries to our retail locations and reduce
costs. Freight is routed through zone—sl<ipping, oVer—the—road carriers and delivered locally by a variet_y of carriers, and is supplemented by a small
percentage of sccond-day air, providing one to three day delivery to our retail locations.

Since 2003 we have been certified to participate in Customs-Trade Partnership Against Terrorism (“C-TPAT”), a United States Department of
Homeland Security sponsored program, with United States Customs and Border Protection (“U.S. Customs”), through which we implement and
monitor our procedures to manage the security of our supply chain as part of the effort to protect the United States and our imported products
against potential acts of terrorism. Since 2005 we have been certified to participate in the Importer Self-Assessment Program (“ISA”), a U.S.
Cnstorns program available only to C-TPAT participants with strong internal controls. Through o11r participation in the ISA program, we assume
responsibility for monitoring our own compliance activities with applicable U.S. Customs regulations in exchange for certain benefits, which may
help increase efficiency in inrporting. These benefits include exemption from certain government audits, increased speed of cargo release from U.S.
Customs. front of the line access to U.S. Customs cargo exams, enhanced prior disclosure rights from U.S. Customs in the event of alleged trade
violations, availability of voluntary additional compliance guidance from U.S. Customs, and less intrusive government oversight oftrade
compliance. In 2010, we were granted Tier 3 Status within the C-TPAT program, the highest level of recognition currently available.

I11 2007 we were accepted to participate in the U.S. Customs and Border Protection’s Drawback Compliance Program. The benefits of this
program include (i) waiver of prior notice where We do not have to notify U.S. Customs at the time of export of product to Canada and (ii)
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accelerated payment privileges, with respect to
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goods we export from the United States, which we previously imported into the United States, to receive drawback refunds ofUnited States import
duties previously paid within 30 days of filing the claim for refund.

Mann genre/nt Information and Control Systems

We believe that our proprietary systems are instrumental to our ability to offer the broadest assortment of matemity apparel merchandise
and accomplish rapid replenishment of inventory. We continuously develop, maintain and upgrade our systems and we employ an in-house team
of programmers. Our stores have point-of-sale terminals that provide information used in o11r customized merchandise analysis and planning
system. This system provides daily financial and merchandising information that is integral to monitoring trends and making merchandising
decisions. Our systems have numerous features designed to integrate our retail operations with our design, manufacturing and financial functions.
These features include custom merchandise profiles for each store, rapid inventory reple11ishment, item—tracki11g providing daily updated selling
information for every style, classification open-to-buy and inventory control. as well as the daily collection of customer payment data, including
cash, check, credit card, debit card and gift card sales data.

As part of our proprietary ERP system, we employ a comprehensive materials requirement planning (“MRP”) system to manage our
production inventories, documentation, work orders and scheduling. This system provides a perpetual inventory of raw materials, actual job
costing, scheduling and bill ofmaterials capabilities. The foundation of our proprietary ERP system is a perpetual inventory of finished goods by
stock keeping 11nit (“SKU”) and location across all of o11r retail locations, which interfaces directly with o11r distribution facility.

Our proprietary, Internet—based point—of—sale system provides real—time access to financial and merchandising information in addition to
rapid credit authorization. This point-of-sale system significantly reduces the amount of training required for new sales associates and store
managers. In addition, we regularly add new features and functionality to the system, a11d the system improves our customer relationship
management capabilities by enhancing our ability to create customized promotional and marketing strategies.

Given the importance of our management information systems, we have taken extensive measures to ensure their responsiveness and
security. Our hardware and communications systems are based on a redundant and multiprocessing architecture, which allows their continued
operation on a parallel system in the event that there is a disruption within the primary system. Our main computer system, located at our
headquarters in Philadelphia, Pennsylvania, is duplicated by a fully mirrored system in a separate part of the building with a separate power source
that is designed to assume full operations should disruption in the primary system occur. In addition, our software programs a11d data are backed
up and securely stored off—site. Our communications links come from two telephone frame rooms and are delivered through underground and
aboveground feeds.

Advertising and Marketing

We believe that we drive traffic into our stores through the power of o11r brands, referrals to friends and family from current and prior
customers, our various websites and, perhaps most importantly, our convenient, high-traffic locations in various types of shopping malls and, to a
n1uch lesser extent, street locations. Therefore, we have modest advertising and marketing expenditures. Our marketing efforts include publicity, e-
mail marketing, web—based advertising, in—store marketing and prenatal consumer—targeted advertising. For our Destination Maternity superstores,
we advertise locally prior to each grand opening and continue to advertise both nationally and, at times, locally after tl1e store opens. We advertise
one or more of our brands in pregnancy-targeted publications, such as Fit Pregnancy, Pregnancy cl’: Newborn, BabyTal/c—Pregnancy Planner,
Parenting Early Years, New Parent and American Baby. For our luxury A Pea in the Pod brand, we advertise in high-fashion publications, such as
]nSIyle. In addition, we utilize our publicity efforts to generate free editorial coverage for all of our brands on broadcast television, radio, social
media. the Internet and in magazines and newspapers.

Competition

Our business is highly competitive a11d characterized by low barriers to entry. The following are several factors important to competing
successfillly in the retail apparel industry: breadth of selection i11 sizes, colors and
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styles ofmerchandise; product procurement and pricing; ability to anticipate fashion trends and customer preferences; inventory control;
reputation; quality of merchandise; store design and location; visual presentation and advertising; and customer service. V\7e face competition in
our niaternitv annarel lines from various sources. including denaitrnent stores. snecialtv retail chains. discount stores. indenendent retail stores
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and catalog and Internet-based retailers, from both new and existing competitors. Many of our competitors are larger and have substantially
greater financial and other resources than us. Our mid— and lux11ry—priced merchandise faces a highly fragmented competitive landscape that
includes locally based, single unit rctailcrs, as well as a handful of rnulti-unit matcrnity opcrations, none of which we believe has more than 10
stores nationwide. In the value-priced maternity apparel business, we currently face competition on a nationwide basis from retailers such as Gap®,
H&M®, Old Navy®, Target® and Wal-Mart®. In addition, with our exit from Babies“R”Us in late October 2012 (in connection with our new broad-
based partnership with Bed Bath & Beyond Inc. and its subsidiary, Buy Buy Baby, I11c.), in November 2012, Toys “R” Us, Inc. announced that it
had entered into a partnership with Thyme Maternity. a Canada based company, for a collection ofmaternity apparel and accessories to be
featured in approximately 150 Babics“R”Us stores in the United States. Substantially all ofthcsc competitors also scll maternity apparcl on their
websites.

----~ ~-~- -vs ~r—--vv-~_/ --mu ---—----vs --v-~----~ wv-—~: ---v-It-------~ -—~—---

Employees

As of September 30, 2012, we had approximately 1,800 full-time and 2,900 part-time employees. None of our employees are covered by a
collective bargaining agreement. We consider our employee relations to be good.

Executive Officers ofthe Company

The following table sets forth the name, age and position of each of our executive officers:

Ml Agg Position
Edward M. Krell 50 Chief Executive Ollicer

Christopher F. Daniel 55 President
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Judd P. Timauer 44 Executive Vice President & Chief Financial Otlicer

Ronald J . Masciantonio 35 Executive Vice President, Chief Administrative Officer & General Counsel

Edward 11/]. Krell has served as our Chief Executive Officer and a director since October 2008. From August 2010 to May 2011, Mr. Krell also
served as the Company’s President. From July 2008 until October 2008, Mr. Krell served as our Chief Operating Officer and from May 2007 to July
2008, Mr. Krell served as our Chief Operating Officer & Chief Financial Officer. From November 2003 to May 2007, Mr. Krell served as our
Executive Vice President—Cliief Financial Officer, having served as Senior Vice President—Cl1ief Financial Officer from the time he joined us in
January 2002 until November 2003. Prior tojoining us, Mr. Krell served in various senior financial management positions, including having served
as Chief Financial Officer of London Fog Industries, Inc., a wholesale and retail distributor of rainwear and outerwear. Mr. Krell began his career as
an investment banker with Kidder, Peabody & Co. Incorporated and earned a Masters of Business Administration degree from Stanford University
and a Bachelor of Arts degree from Harvard University. In 2010, Mr. Krell was named Citizen of the Year by the March of Dimes, Southeast
Pennsylvania Division. In 2012, Mr. Krell was honored by Dignity U VVear as one of Dignity’s Champions for his leadership role in facilitating our
partnership with this charitable organization benefitting disadvantaged women.

Christopher‘ F. Daniel has served as our President since June 201 1. Prior tojoining us, Mr. Daniel served as President of Torrid, a division of
IIot Topic, from November 2006. Mr. Daniel has also served in executive and management positions in merchandising and product development at
Mervyn’s and Dayton-I-Iudson (divisions ofTarget Corporation), Structure (a division ofI,imited Brands), and Charming Shoppes. Mr. Daniel
holds a Bachelor of Arts degree in English Literature from the University of Richmond.

Judd P. Tirnauer has served as our Executive Vice President & Chief Financial Officer since November 2011. From July 2008 to November
2011, Mr. Tirnauer served as our Senior Vice President & Chief Financial
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Officer, having previously served as our Vice President—Finance from June 2005 to July 2008, Vice President—Financial Planning & Analysis from
October 2003 to June 2005, and Director of Financial Planning & Analysis from the time he joined us in November 2001 until October 2003. Mr.
Tirnauer has earned both a Masters of Business Administration degree and a Juris Doctorate legal degree, and has earned a Certified Public
Accountant designation.

Ronald J. Masciantonio has served as our Executive Vice President & General Counsel since November 2011 and was named to the

additional position of Chief Administrative Officer in .\Iovember 2012. From April 2010 to November 2011, Mr. Masciantonio served as our Senior
Vice President & General Counsel, having previously served as our Vice President & General Counsel since August 2006. In August 2006, Mr.
Masciantonio rejoined us, after having previously served as our Assistant General Counsel from February 2004 to May 2005. From May 2005 to
August 2006, Mr. Masciantonio was Assistant General Counsel, North America for Taylor Nelson Sofres, N.A., a market research company with
global headquarters in London, England. Prior to joining us originally in February 2004, Mr. Masciantonio was an Associate at the law firm of
Pepper I-lamilton LLP in Philadelphia, l’ennsylvania from September 2001 to February 2004. Mr. Masciantonio received his Juris Doctorate legal
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