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GUARANTY OF PERFORMANCE

For value received, The Gymboree Corporation, located at 700 Airport
Boulevard, Suite 200, Burlingame, California 94010, absolutely and unconditionally
guarantees the performance of its subsidiary, Gymboree Play Programs, Inc., located
at 700 Airport Boulevard, Suite 200, Burlingame, California 94010, of all of the
obligations of Gymboree Play Programs, Inc. in accordance with the terms and
conditions of its franchise registration in the States of California, Hawaii, lllinois,
Indiana, Maryland, Michigan, Minnesota, New York, Rhode Island, South Dakota,
Virginia, Washington and Wisconsin and of its Franchise Agreements entered into
after the date of this Guaranty. This guaranty shall continue in force until all
obligations of Gymboree Play Programs, Inc. under the said franchise registration and
Franchise Agreement shall have been satisfied or until Gymboree Play Programs,
Inc.’s liability to the franchisee under the franchise registration and Franchise
Agreement has been completely discharged, whichever first occurs. The Gymboree
Corporation shall not be discharged from liability hereunder as long as any claim by
the franchisee against Gymboree Play Programs, Inc. remains outstanding. Notice of
acceptance is waived. Notice of default on the part of Gymboree Play Programs, Inc. is
not waived. This guaranty shall be binding on The Gymboree Corporation and its
successors and assigns. The Gymboree Corporation executes this Guaranty at
Burlingame, California as ofthe __2-  day of Mﬁf , 2003.

The Gymboree Corporation

By: @?@

—
Title: Cro
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THE GYMBOREE CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS
February 1, February 2,
2003 2002
(In thousands, except share data)
Current Assets:
Cash and cash equivalents 5 60,628 $ 8,429
Accounts receivable, net of allowance of $66 and $30 7,506 7,693
Merchandise inventories 62,561 63,584
Prepaid expenses 9,181 8,302
Deferred taxes 1,583 5938
Total current assets 141,459 93,946
Property and Equipment:
Land and buildings 10,371 9,943
Leasehold improvements 92,126 87,983
Furniture, fixtures, and equipment 128,212 117,373
230,709 215,299
Less accumulated depreciation and amortization (124,245) (107,170)
106,464 108,129
Deferred Taxes 5,285 13,070
Lease Rights and Other Assets 1,928 4,484
Total Assets 3 255,136 3 219,629
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable 3 27,150 5 20,261
Accrued liabilities 37,570 23,732
Current portion of long-term debt - 685
Total current liabilities 64,720 44,678
Long-Term Liabilities:
Long-term debt, net of current portion - 8,830
Deferred rent and other liabilities 20,998 23,692
Total Liabilities 85,718 77,200
Commitments and Contingencies - -
Stockholders' Equity:
Common stock, including excess paid-in capital ($.001 par value:
100,000,000 shares authorized; 29,223,741 and 28,691,746 shares
outstanding at February 1, 2003 and February 2, 2002, respectively) 50,086 44,484
Retained eamings — 120,099 KA '

Accumulated other comprehensive loss (767) : =3
Total stockholders' equity 169,418 142,429
Total Liabilities and Stockholders' Equity 3 255,136 3 219,629

See notes to the consolidated financial statements
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Net sales:
Retail
Play & Music

Cost of goods sold, including buymg

and occupancy expenses
Gross profit

Selling, general and administrative
expenses
Operating income (loss)
Foreign exchange gains (losses), net
Interest income
Interest expense
Income (loss) before income taxes
Income tax benefit (expense)
Net income (loss)

Income (loss) per share:
Basic
Diluted

Weighted average shares outstanding:
Basic
Diluted

-

THE GYMBOREE CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended
February 1, February2, February3,
2003 2002 2001
(In thousands, except per share data)
$ 531859 § 505,969 448,843
14,940 13,977 13,140
546,799 519,946 461,983
(316,903) (328,101) (329,049)
229,896 191,845 132,934
(194,071) (180,792) (191,141)
35,825 11,053 (58,207)
204 (432) 130
712 301 115
(1,245) (3,475) {1,986)
35,496 7,447 (59,948)
(13,666) (2,867) 23,080
$ 21,830 $ 4,580 $ _ (36,868)
$ 075 §% 0.16 § (1.38)
5 071 % 0.16 § (1.38)
28,992 28,326 26,686
30,633 29,377 26,686

See notes to the consolidated financial statements

26



- - .
. ?

THE GYMBOREE CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended
February 1, February 2, February 3,
2003 2002 2001
Cash Flows from Operating Activities: (In thousands)
Net income (loss) $ 21,830 % 4580 $  (36,868)
Adjustments to reconcile net income (loss) to net cash
provided by (uscd in) operating activities:
Depreciation and amortization 26,281 24,106 24,104
Impairment reserve - 115 535
Provision for deferred income taxes 12,552 3,716 (17,757)
Non-cash compensation expense 303 - 130
Loss on disposal of property and equipment 1,225 9383 6,946
Tax benefit from exercise of stock options 1,592 848 957
Change in assets and liabilities:
Accounts receivable 237 41 (2,814)
Merchandise inventories 169 14,196 (31,100)
Prepaid expenses and other assets 2,149 154 (6,731}
Accounts payable 6,714 (10,891) 12,556
Accrued liabilities 13,780 4,078 (3,736)
Deferred liabilities and other liabilities (1,983) (2,641) (2,792)
Net cash provided by (used in) operating activities 84,840 39,785 (56,570)

CASH FLOWS FROM INVESTING ACTIVITIES:

Capital expenditures (25,926) ;BRI
Proceeds from sale of assets 99 -
Net cash used in investing activities (Z5.827) (13,369) {(12,94T)

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from issuance of stock 3,707 3,161 11,531
Proceeds from (payments on) borrowings - (16,225) 16,225
Proceeds from (payments on) long term debt (9,515) (7.562) 5,617

Net cash used in financing activities (5,808) (20,626) 33,423
Net Increase (Decrease) in Cash and Cash Equivalents 53,214 2,790 (36,088)
Effect of exchange rate fluctuations on cash {1,015)

CASH AND CASH EQUIVALENTS:
Beginning of Year 8,429 5,306 40,274
End of Year h oU,628 % 5,329 ¥ 5,300

OTHER CASH FLOW INFORMATION:

Cash paid during the vear for income taxes 5 6,584 % 461 3 275
Refunds received during the year for income taxes $ 16,528 § 2,666 § 7,213
Cash paid during the year for interest 3 1,077 § 3441 § 2,344

See notes to the consolidated financial statements
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BALANCE AT JANUARY 19, 2000
Issuance of common stk
under stock option and purchase plans
Net proceeds from issuance of common
stock pursuant to privete placement
Stock options exchanged for services
Tax benefit from exercise of stock options
Net adjustments for foreign currency translation
(5239) and unrealized net gaing on
tash flow hedges of $93
Net logs
Comprehensive logs
BALANCE AT FEBRUARY 3, 2001
lssushee of common stock
under stock option and purchase plans
Lssuance of cotnmon stock
under exercise of stock warrants
Tax benefit from exercise of stock options
Net adjustments for foreign currency translation
(3251) and unrealized net loss on
cash flow hedges of ($24)
Net income
Comprehensive income
BALANCE AT FEBRUARY 2, 2002
Issuance of common stock
under stock option and purchase plans
Stock based compensation under purchase plan
Issuance of common swck
under exercise of stock warrants
Tax benefit from exercize of stock options
Net ad; for foreign Y lation
of $221 and unrealized net loss on cash flow
hedges of $1,079 ($664, net of tax of $415)
Net income
Comprehensive income
BALANCE AT FEBRUARY 1, 2003

THE GYMBOREE CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated
Additional Other Total
Comoon Stock Paid In Retained Comprehensive Comprehensive
Arer ragun Capital Earnings Income / {Loss) Tutal Income / (Loss)
(Dallars in thousands)
24402334 5 AL s 5130557 5 98§ 158462
439,179 - 21t7 z2117?
3,198,670 3 9,451 9,464
130 130
957 957
(146) (146) 5 (146}
(36,868) (36,368) (36,863)
T i]!,oﬁi
THonm T BT WM T BN 3 @y 3o o
346,286 - 2,254 2,254
305,177 | 906 9«07
848 843
(276) (276) $ (276)
4,580 4,580 4,580
¥ LA
WIFTTE 3 Y HAIT S PEIET § (L2 I S Y 2
499,166 - 3,609 3.609
Lo k12 )
32,829 - 93 98
1,592 1,592
(443) @43 s {443)
21,830 21,830 21,830
TOINHT T 85 5T WO s TINRET s 1767y $ 165418

See notes to the consolidated financial statements
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THE GYMBOREE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Nature of the Business

Gymboree is a leading specialty retailer of high quality apparel and accessories for children. Gymboree operates two reportable
segments, retail stores and Play & Music (See Note 10 for information on these two segments). As of February 1, 2003, Gymboree.’s
retail segment operated 584 stores, including 524 Gymboree and 11 Janie and Jack stores in the United States, _24 Gymboree stores in

Canada and 25 Gymboree stores in Europe, as well as on-line stores at www.gymboree.com and www janieandiack com.

Gymboree Play & Music offers directed parent-child developmental play programs designed to enhance early childhood
development through fun-filled sensory and motor activities that engage children ages newborn to four years old through sight, touch,
sound and movement. As of February 1, 2003, Gymboree's Play & Music programs included 23 company-operated play centers in
California and 516 franchisee-operated play centers, of which approximately 65% are located in the United States and the remaining
35% are located in other countries.

Fiscal Year
Gymboree’s year-end is on the Saturday closest to January 31. Fiscal years 2002 and 2001, which included 52 weeks each, ended
on February 1, 2003 and February 2, 2002, respectively. Fiscal year 2000, which included 53 weeks, ended on February 3, 2001.

Basis of P .
The consolidated financtal statements include The Gymboree Corporation and its subsidiaries, all of which are wholly owned
(“Gymboree”). All significant inter-company balances and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amount of revenues and ¢xpenses
during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash equivalents consist of highly liquid investment instruments with a maturity of three months or less, at date of purchase.

Accounts Receivable

The majority of Gymboree’s accounts receivable are due from major credit card companies and are collected within 5 days. Also
included in accounts receivable are amounts due from Play & Music franchisees for royalties. Royalties are due within 30 days of
each quarter-end. Gymboree estimates its allowance by considering a number of factors, including the length of time accounts
receivable are past due and the Company’s previous loss history.

Concentrations
Financial instruments that potentially subject Gymboree to concentrations of credit risk consist of cash and cash equivalents. At
times, cash balances held at financial institutions are in excess of federally insured limits.

Esti | Fair Value of Fi ial ]
The carrying value of cash and cash equivalents, accounts receivable, accounts payable, and current portion of debt approximates

their estimated fair values due to the short maturities of these instruments. The carrying value of long-term debt approximates its fair
value based on current rates available to Gymboree for similar debt.

Merchandise Iqventori
Merchandise inventories are recorded under the retail method of accounting and are stated at the lower of cost or market.
Property and Equipment
Property and equipment are stated at cost. Depreciation is computed using the straight-line method over the estimated useful lives

of the assets, which range from approximately 3 to 10 years, except for the distribution center in Dixon, California, which has a
useful life of 39 years. Leasehold improvements include internal payroll costs for employees fully dedicated to real estate
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construction projects and are amortized over the lesser of the applicable lease term, which range from 10 to 25 years, or the estimated
useful fives of the improvements. Software costs are capitalized in accordance with Statement of Position 98-1, “Accounting for the
Costs of Computer Software Developed or Obtained for Internal Use,” and are amortized using the straight-line method based on an
estimated useful life of 3 to 5 years. Construction in progress was $3.6 million and $7.8 million as of February 1, 2003 and
February 2, 2002, respectively.

Asset Impajrment

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying value of an
asset may not be recoverable. If the undiscounted future cash flows from the long-lived assets are less than the carrying value, a loss
is recognized equal to the difference between the carrying value and the fair value of the assets. Decisions to close a store or facility
can also result in accelerated depreciation over the revised useful life. For locations to be closed which are under long-term leases, a
charge is recorded for lease buyout expenses or the difference between the rent and the rate at which we expect to be able to sublease
the properties and related costs, as appropriate. Most closures occur upon the lease expiration. The estimate of future cash flows is
based on our experience, knowledge and typically third-party advice or market data. However, these estimates can be affected by
factors such as future store profitability, real estate demand and economic conditions that can be difficult to predict.

Capitalized |
Gymboree capitalizes interest as a component of the cost of property and equipment constructed for its own use. In 2002, 2001,
and 2000, capitalized interest totaled $264,000, $362,000, and $279,000, respectively,

Income Taxes

Gymboree computes income taxes using the asset and liability method. Deferred income taxes are provided for the temporary
differences between the financial reporting basis and the tax basis of our assets and liabilities. A valuation allowance is recorded when
it is deemed more likely than not that a deferred tax asset will not be realized.

Lease Rights

Lease rights are included in other assets and arc recorded at cost and amortized over the lesser of 10 years or the life of the lease.

Deferred Rent

Many of Gymboree’s operating leases contain free rent periods and predetermined fixed increases of the minimum rental rate
during the initial lease term. For these leases, Gymboree recognizes the related rental expense on a straight-line basis and records the
difference between the amounts charged to expense and the rent paid as deferred rent.

Construction Allowance
As part of many of our lease agreements, we receive construction allowances from landlords. The construction allowances are

deferred and amortized on a straight-line basis over the life of the lease as a reduction of rent expense. Construction allowances of
$840,000 and $1.1 million were granted in 2002 and 2001, respectively, and are included in deferred rent and other liabilities.

Self. | Liabilit
The Company records a liability for the self-insured portion of its workers’ compensation insurance. The Company records its
self-insurance liability based on claims filed and an estimate of claims incurred but not yet reported.

Assets and liabilities of foreign subsidiaries are translated to U.S. dollars at the exchange rates effective on the balance sheet date.
Revenues, costs of sales, expenses and other income are translated at average rates of exchange prevailing during the year, Translation
adjustments resulting from this process are recorded as other comprehensive income within stockholders’ equity. '

Store Pre-opening Costs

Store pre-opening costs are expensed as incurred.

Revenue Recognition

Revenue is recognized at the point of sale in Gymboree’s retail stores. Prior to 2002, web store revenue was recorded upon
shipment. Beginning in 2002, web store revenue is recorded when the merchandise is delivered to the customer. The effect of this
change was insignificant. Sales are presented net of a sales return reserve. Shipping fees received from customers are included in net
sales and the associated shipping costs are included in cost of goods sold. Gymboree also sells gift certificates in its retail store
locations and through its websites. Revenue is recognized in the period that the gift certificate or store credit is redeemed.
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Gymboree liquidates obsolete inventory through sales to off-price retailers and donations to charity. Proceeds from sales to off-
price retailers generally approximate the cost of inventory and are recognized at the time of shipment. Such proceeds are Fecorded as a
reduction of cost of goods sold in the accompanying consolidated statements of operations and approximated $2.4 million and $3 .4
million in 2002 and 2001, respectively.

For the Play & Music operations, initial franchise and transfer fees for all sites sold in a territory are recognized as revenue when
the franchisce has paid the initial franchise or transfer fee, in the form of cash and/or note payable, and has fully executed a franchise
agreement. Gymboree receives a royalty of 6% of each domestic franchisee’s gross receipts from operations and up to 20% of the fees
paid by international sub-franchisees to the Master Franchisee. Such royalty fees are recorded when eamed and are due from the
franchisees 30 days following the close of each quarter. Gymboree also recognizes revenues from consumer products sold to
franchisees for resale at the time the products are shipped to the franchisees.

Related Party Transactions
During 2002 and 2001, Gymboree had sales of obsolete inventory of $1.4 million and $2.7 million to Ross Stores, Inc., an off-
price retailer for which the Company’s Chairman Emeritus of the Board serves on the board of directors,

The Company has two unsecured notes receivable from its Chief Executive Officer totaling $200,000 as of February 1, 2003 and
February 2, 2002. Interest receivable on these notes was approximately $17,000 and $13,000 as of February 1, 2003 and February 2,
2002, respectively. Principal of $115,000 is payable by July, 2005 and $85,000 by March, 2006. The notes bear annually
compounded interest of 5.5% and simple interest of 6.15%, respectively.

Gymboree accounts for stock-based awards to employees using the intrinsic value method in accordance with Accounting
Principles Board (“APB™) Opinion No. 25, “Accounting for Stock Issued to Employees.” Had the Company recorded compensation
expense or income for its stock option plans and the Purchase Plan, which are described more fully in Note 9, based on the fair value
method consistent with the method of SFAS No.123, “Accounting for Stock-Based Compensation,” as amended by SFAS No. 148,
net income (loss) and income (loss) per share would have been as follows:

Year Ended
February 1, February 2, February 3,
2003 2002 2001
(In thousands, except per share data)
Net income (loss), as reported $ 21,830 § 4,580 $ (36,368)

Add: Stock-based employee compensation

expense included in reported net income

(loss), net of related tax effects 186 - 80
Deduct: Total stock-based employee

compensation expense determined under

fair value based method, for awards granted

or settled, net of related tax effects (2,889) {2,543) (1.383)
Pro forma net income (loss) $_ 19027 $ 2037 $__ (38171
Basic income (loss) per share
As reported $ 075 3
Pro forma 0.66
Diluted income (loss) per share
As reported $ 0.71 1.38
Pro forma 0.62
Comprehensive Income (Loss)

Comprehensive income (loss) consists of net income (loss), foreign currency translation adjustments and fluctuations in the fair
market value of certain derivative financial instruments,

Income (Loss) Per Share

Basic income (loss) per share is calculated by dividing net income (loss) for the year by the number of weighted average
commeon shares outstanding for the year. Diluted income (loss) per share includes the effects of dilutive instruments, such as stock
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