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Dear Shareholders,

I'm proud to present my fifth Annual
Report for Gap Inc.

Looking back over the past five years,
amid many changing market dynamics,
what stands out to me is our firm com-
mitment to the strategy that we began to
seed in 2007 and that has been evolving

ever since.

In my first annual report, | wrote that

“Our long-term strategy is anchored on
maximizing the earnings potential of our
brands and taking advantage of the many
opportunities through our Outlet, inter-
national and online businesses.”
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I'm pleased that we made further progress
against our strategy last year. While doing
so, we had to fine tune the performance
of our domestic business, as we managed
through some unique macro events.

Although we were disappointed by our
overall financial results, including an
earnings decline for the first time since
2006, all of us at Gap Inc. remain stead-
fast in our commitment to increasing
shareholder value.

What you will see in this annual report
is the further realization of our vision:
Sharing American Style Around the World.

continued



Growth

mm
I!| LL I *K RE t' SALE GAP STYLE

ﬂﬂﬁ

w10,




“We win when we
deliver the right
balance of occasions,
style, design and
quality that our
customer expects.”

Julie Rosen
SVP, Merchandising,
Banana Republic
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Letter to Shareholders

At Gap Inc., we own brands, not just stores. \We compete
against other global retailers in our home market and around
the world, with the intention of standing out to consumers
by offering a clear and consistent interpretation of American
style across our distinct brands. Over the last year, a consider-
able amount of work within our design and merchandising
organizations has gone into improving our ability to deliver
on this goal, especially as we head into 2012.

Our competitive advantage lies in offering our global
customers widespread access to our product, regardless

of their shopping preferences. We achieve that through

our strategy of operating multiple brands, through multiple
channels and across multiple geographies. This powerful
combination sets the stage for future sales and earnings
opportunities.

To deliver on this potential, in 2011, we made a number of
significant organizational changes. More and more, custom-
ers shop across channels within a brand, so we brought
together our Outlet and specialty divisions last year. This has
produced great synergies within Gap and Banana Republic.

It is also enabling us to identify the ideal store mix in each
market; for example, we're in the process of rebalancing our
fleet of Gap stores by reducing the specialty and increasing
the Outlet expressions of the brand in North America.

At Gap, we’ve also brought our creative talent together
under one roof in New York to deliver a “global-local”
approach to the business. The Gap Global Creative Center
sets a singular vision for our product and marketing around
the world, while also providing an ability to localize for

the specific needs of our customers. We share ideas directly
between our design and marketing teams, who work side-by-
side with our merchants for International and North America.
The first product line from this new team, along with the
corresponding “Be Bright” marketing campaign, arrived in
stores at the beginning of the 2012 fiscal year.

At Old Navy, we adjusted both the product and marketing
strategies towards the end of the year. We introduced a new
marketing platform — Funnovations, Inc. — that premiered
during Holiday 2011, and that we plan to continue in 2012. We
branched out into a new category with a successful licensing



partnership with the National Football League to offer fans
products of their favorite teams at their neighborhood

Old Navy store. We remodeled another 100 Old Navy stores,
most of which are downsizes that create the right shopping
environment for customers.

At Banana Republic, the men’s business is maintaining its
winning streak and the brand applied those learnings to
improve the women’s product over the course of 2011,
leading to stronger results. The brand’s marketing now brings
its versatile work focus to life, highlighting modern, covetable
options that take customers from desk to dinner. Among our
most buzz-worthy marketing campaigns was the partnership
with the popular American television show, “Mad Men.”

2011 was a landmark year for our newest brand, Athleta.
Building upon the successful catalog and online business
with extremely loyal customers, we opened eight more retail
locations across the U.S., where female athletes can build
community and inspire one another. We’'ll keep expanding,
with plans to reach 50 stores in 2013, and we launched our
first national marketing campaign, called “Power to the She.”
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At Piperlime, we continued our evolution from an exclusive
shoe website to offering a wider range of products with the
intention of becoming the “antidote to the department store”
for shoppers seeking fresh and localized offerings. We've grown
our apparel assortment for women, and added men'’s clothing.

Once again, a stand-out performer for Gap Inc. was our
Direct business, which grew more than 20 percent. Through
our online strategy of shipping product to 90 countries in all
and enabling customers to shop from every one of our brands
at once, our online revenue exceeded $1.5 billion in 2011. We're
on the path to our goal of $2 billion in revenue from our
Direct division by 2014.

Innovation is key to the success of online, and this year marked
yet another year of customer-focused initiatives that received
incremental investments. Some of the accomplishments
include: deploying a number of new tools to allow customers
to shop more easily from any location, including their smart
phones; establishing a new distribution center in the western
United States to better serve our North American customers;
and stepping up targeted and personalized online marketing.

continued
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Letter to Shareholders

Customers can now experience our brands and touch our
products in 39 countries, up from just six countries in 2007.
To fuel our growth and scale the business further in coming
years, we made an organizational shift and established one
International division, led out of London. With other head-
quarter offices in Tokyo and Shanghai, this new structure
strikes a great balance of having experienced Gap Inc. execu-
tives from North America working alongside talented regional
hires to drive the business forward.

The franchise business continues to grow at a fast rate,
with a 45 percent increase in net sales year-over-year.

In 2011, we launched in eight new franchise countries,
including Chile, our first South American nation. We opened
the doors to more than 50 new Gap and Banana Republic
franchise stores, for a total of 227 by year end, on our way
to our target of 400 by 2014,

China, the world’s second largest apparel market, represents
a major component of our global growth strategy, building
momentum following our first store openings in 2010. With
a total of 14 stores now in China, including our Hong Kong

flagship that opened in November and new locations in
HangZhou and Tianjin, we expect to have a fleet of about
45 stores by the end of fiscal year 2012. Since launching an
ecommerce site last year, online orders have been logged
from over 330 cities in China.

Of our three established core brands, Old Navy is the only
one without a store presence beyond North America. After a
thoughtful planning process in 2011, that is about to change.
Old Navy is on track to expand outside North America with
its first company-owned store in Japan in mid-2012.

At the heart of our company, our people and our values set
us apart. These values were put to the test by the devastating
earthquake and tsunami that occurred in Japan on March 1L.
In the midst of the emotional shock and physical destruction
of this tragedy, we went through the deliberate process of
ensuring that our 6,000 employees and their families were
safe. Once that was confirmed, we selectively opened stores
in communities that needed access to clothing, and donated
more than $1 million worth of clothing and five percent of
sales in Japan for a period of time to the recovery efforts.



Proceeds were also contributed from a limited edition
t-shirt created by our product teams in North America.

We take seriously the responsibility to assist the global
communities we serve. In my role as chairman of Gap
Foundation’s Board of Trustees, it's inspiring to see that
our employees increased their number of volunteer hours
t0 433,000.

We were also proud that the Gap Inc. PA.C.E. (Personal
Advancement & Career Enhancement) program to help
female garment workers was recognized by the Clinton
Global Initiative as an exemplary approach to women'’s
economic empowerment. It was especially fitting that Bob
Fisher received the honor from former President Bill Clinton
given his involvement in the development of the program.

All of us at Gap Inc. continue to draw strength from the
Fisher Family. A notable highlight of 2011 was the induction
of our founders, Doris and Don Fisher, into the California
Hall of Fame. Doris accepted the award in recognition of
their transformation of retail, and their contributions to
our communities, to education, and to the arts.
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In fact, the passion and character of our founders set a high
bar for our management team, our leaders and our 132,000
employees. A day seldom passes when their ability to win
while creating a company with a heart isn't top of mind.

Looking ahead to 2012, we’re determined to take the
lessons from the past and apply them to what lies ahead.
The opportunity to grow our brands and our divisions —
both in North America and globally — drives round-the-clock
efforts to return Gap Inc. to a high level of performance.

I will be excited to report back to you with our progress a
year from now.

G

Glenn Murphy
Chairman of the Board and Chief Executive O cer
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B “I'm so proud that

| our volunteerism
continues to rise.

We have stores with

a heart because of our
amazing employees.”

Doris Fisher
Co-founder, Gap Inc.
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Growth

1. Piperlime evolution continues,
adding men’s apparel and expanding
women’s apparel

2. Customers can shop for Old Navy
Superfan Nation t-shirts for their
favorite teams at local stores

3. Gap's Hong Kong flagship on shopping
destination, Queens Road Central

4. Banana Republic debuts in Paris on
the Champs-Elysees

5. The crisp, modern look Inside Gap’s
new Ginza flagship in Japan

6. Gap’s China ecommerce site reaches
customers across the country

Customers

1. Aglobal marketing campaign for
GapKids in holiday 2011

2. Banana Republic's men’s business
continued its winning streak in 2011

3. Old Navy introduced its Snap Appy
mobile app, with special discounts
and style advice

4. One of Banana Republic’s big hits was
its exclusive collection based on the
American TV series, Mad Men

5. Customers enjoy benefits and special
offers with credit cards from Gap,
Banana Republic and Old Navy

Values

Franchise opens a Banana Republic
store in Moscow

. To celebrate the Chinese New Year,

Gap stores in China offered an
exclusive take on traditional red packets
Athleta store on 3rd Street in New York
City, one of eight stores opened in 201

. The Gap store in Rome highlights a

mural from the original building interior

Outlet continued to expand outside
North America, including a Gap Outlet
store in Tokyo

. The “Hello” campaign introduces our

stores in new markets around the world,
including our first South American store
in Chile

Banana Republic’s “Power Lunch”
reaches target customers with flash
sales of modern work apparel

Piperlime’s guest editors provide
customers with online styling
tips and top trend advice

A
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Special Note on Forward-looking Statements

This Annual Report on Form 10-K contains forward-looking statements within the “safe harbor” provisions of the
Private Securities Litigation Reform Act of 1995. All statements other than those that are purely historical are
forward-looking statements. Words such as “expect,” “anticipate,” “believe,” “estimate,” “intend,” “plan,” “project,”
and similar expressions also identify forward-looking statements. Forward-looking statements include, but are not
limited to, statements regarding the following:

» o« ” o« ” o« ” o«

+ ourinternational expansion plans, including our plans to open Old Navy stores outside of North America, open
additional Gap stores in China, and open additional international outlet stores;

+ continued growth of online sales internationally;

+ the outcome of proceedings, lawsuits, disputes, and claims;

« improving sales with healthy merchandise margins;

« investing in our business while maintaining discipline;

« returning excess cash to shareholders;

+ the number of new store openings and store closings in fiscal 2012;

+ net square footage change in fiscal 2012;

- the number of new franchise stores in fiscal 2012;

+ the number of future stores, including Gap stores in North America and Athleta stores;
- the effective tax rate in fiscal 2012;

+ current cash balances and cash flows being sufficient to support our business operations, including growth
initiatives and planned capital expenditures;

- ability to supplement near-term liquidity, if necessary, with our revolving credit facility;
+ capital expenditures in fiscal 2012;

+ our plan to increase our dividend in fiscal 2012;

+ the estimates and assumptions we use in our accounting policies;

+ the assumptions used to value share-based compensation expense;

+ the assumptions used to estimate the grant date fair value of stock options issued;

+ ourintention to utilize undistributed earnings of our foreign subsidiaries;

+ total gross unrecognized tax benefits;

+ expected payments to IBM;

+ the maximum potential amount of future lease payments; and

+ the impact of losses due to indemnification obligations.

Because these forward-looking statements involve risks and uncertainties, there are important factors that could
cause our actual results to differ materially from those in the forward-looking statements. These factors include,
without limitation, the following:

+ the risk that the adoption of new accounting pronouncements will impact future results;
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« the risk that changes in general economic conditions or consumer spending patterns could adversely impact our
results of operations;

+ the highly competitive nature of our business in the United States and internationally;

« the risk that we or our franchisees will be unsuccessful in gauging apparel trends and changing consumer
preferences;

+ the risk to our business associated with global sourcing and manufacturing, including sourcing costs, events
causing disruptions in product shipment, or an inability to secure sufficient manufacturing capacity;

« the risk that our efforts to expand internationally may not be successful;

« the risk that our franchisees will be unable to successfully open, operate, and grow the Company’s franchised
stores or operate their stores in a manner consistent with our requirements regarding our brand identities and
customer experience standards;

+ the risk that we or our franchisees will be unsuccessful in identifying, negotiating, and securing new store
locations and renewing, modifying, or terminating leases for existing store locations effectively;

+ the risk that comparable sales and margins will experience fluctuations;

« the risk that changes in our credit profile or deterioration in market conditions may limit our access to the capital
markets and adversely impact our financial results and our ability to service our debt while maintaining other
initiatives;

+ therisk that trade matters could increase the cost or reduce the supply of apparel available to us and adversely
affect our business, financial condition, and results of operations;

- therisk that updates or changes to our information technology (“IT”) systems may disrupt our operations;

+ therisk that our IT services agreement with IBM could cause disruptions in our operations and have an adverse
effect on our financial results;

- therisk that actual or anticipated cyber attacks, and other cybersecurity risks, may cause us to incur increasing
costs;

« therisk that natural disasters, public health crises, political crises, or other catastrophic events could adversely
affect our operations and financial results;

+ the risk that acts or omissions by our third-party vendors, including a failure to comply with our code of vendor
conduct, could have a negative impact on our reputation or operations;

+ the risk that we do not repurchase some or all of the shares we anticipate purchasing pursuant to our
repurchase program;

+ the risk that we will not be successful in defending various proceedings, lawsuits, disputes, claims, and audits; and

+ therisk that changes in the regulatory or administrative landscape could adversely affect our financial condition,
strategies, and results of operations.

Additional information regarding factors that could cause results to differ can be found in this Annual Report on
Form 10-K and our other filings with the U.S. Securities and Exchange Commission (“SEC”).

Future economic and industry trends that could potentially impact net sales and profitability are difficult to
predict. These forward-looking statements are based on information as of March 26, 2012, and we assume no
obligation to publicly update or revise our forward-looking statements even if experience or future changes make
it clear that any projected results expressed or implied therein will not be realized.
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Partl

Item 1. Business.

General

” o«

The Gap, Inc. (Gap Inc, the “Company,” “we,” and “our”) was incorporated in the State of California in July 1969 and
was reincorporated under the laws of the State of Delaware in May 1988.

Gap Inc.is a leading global specialty apparel company. We offer apparel, accessories, and personal care products
for men, women, children, and babies under the Gap, Old Navy, Banana Republic, Piperlime, and Athleta brands.
Our global portfolio of distinct brands crosses multiple channels and geographies, which gives us a compelling
business proposition and a competitive advantage in the retail marketplace.

Gap Inc. has Company-operated stores in the United States, Canada, the United Kingdom, France, Ireland, Japan,
China, and Italy. We also have franchise agreements with unaffiliated franchisees to operate Gap and Banana
Republic stores throughout Asia, Australia, Eastern Europe, Latin America, the Middle East, and Africa. Under these
agreements, third parties operate or will operate stores that sell apparel and related products under our brand
names. We have more than tripled our franchise store base from the end of fiscal 2007 to 227 stores at the end of
fiscal 2011. Our products are also available to customers online in over 9o countries through company-owned
websites and using a U.S.-based third party that provides logistics and fulfillment services. Most of the products
sold under our brand names are designed by us and manufactured by independent sources. We also sell products
that are designed and manufactured by branded third parties.

Gap. Founded in 1969, Gap is our flagship brand and remains one of the most iconic apparel brands in the
marketplace today. The brand stands for casual, American style —at accessible price points. Assortments include
well-designed apparel for men and women, including denim, khakis, outerwear, tees, and accessories. In addition
to designing its own merchandise, Gap offers limited “capsule” collections in partnership with some of the
fashion industry’s best-loved designers and other third-party merchandise from time to time.

Gap entered the children’s apparel market in 1986 with GapKids and in 1989 with babyGap. Maternity apparel
was later added to the collection. In 1998, we launched GapBody, which offers loungewear, sleepwear, intimates,
and active apparel for women. Today, Gap products are available globally in our specialty and outlet stores,
online, and in franchise stores.

Banana Republic. Banana Republicis a global, multi-channel brand that is a destination for modern, versatile
work wear for both men and women.

Acquired in 1983 with two stores, Banana Republic has evolved to offer collections that include apparel,
handbags, shoes, jewelry, personal care products, and eyewear for men and women at higher price points than
Gap brand. Today, customers can purchase Banana Republic products in our specialty and outlet stores, online,
and in franchise stores.

Old Navy. Old Navy opened its first store in 1994, offering customers great product at great prices. The brand
targets young families, with a focus on providing a fun shopping environment and value-priced apparel. Today,
Old Navy continues to offer on-trend selections of value-priced apparel, shoes, and accessories for adults,
children, and babies, as well as other items, including a maternity line and consumables. Customers can
purchase Old Navy products in stores in the U.S. and Canada and online, which includes online-exclusive items
such as a plus-size line.

Piperlime. Launched in 2006, Piperlime is an online fashion boutique. The brand offers customers a fresh and
unique mix of private label and leading brands in footwear, apparel, and accessories for women and men, as well
as footwear for kids. Customers will also find exclusive advice, tips, and trends from leading style experts.



Athleta. Acquired in September 2008, Athleta is Gap Inc.’s newest brand. Athleta offers performance-driven
women'’s sports and active apparel and footwear for a variety of activities, including golf, running, skiing,
snowboarding, tennis, swimming, and yoga. In addition to Athleta’s high-quality products, customers can
purchase an assortment of products from leading brands in women’s active wear. Customers can purchase
Athleta products online, through a catalog, and beginning in 2010, in our stores.

All sales are tendered for cash, personal checks, debit cards, or credit cards. We also issue and redeem gift cards
through our brands. Gap, Banana Republic, and Old Navy each have a private label credit card program and a
co-branded credit card program through which frequent customers receive benefits. Private label and co-branded
credit cards are provided by a third-party financing company.

Our stores offer a shopper-friendly environment with an assortment of apparel and accessories that emphasize
style, quality, and good value. The range of merchandise displayed in each store varies depending on the selling
season and the size and location of the store. Stores are generally open seven days per week (where permitted by
law) and most holidays.

We ended fiscal 2011 with 3,263 Company-operated and franchise store locations. For more information on the
number of stores by brand and region, see the table in “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” included in Part Il, ltem 7 of this Form 10-K.

During fiscal 2011, we operated two reportable segments: Stores and Direct.

Certain financial information about our reportable segments and international operations is set forth under the
heading “Segment Information” in Note 15 of Notes to Consolidated Financial Statements included in Part Il, Item 8
of this Form 10-K.

Merchandise Vendors

We purchase private label and non-private label merchandise from over 1,000 vendors. Our vendors have facilities
in 43 countries. No vendor accounted for more than 4 percent of the dollar amount of our total fiscal 201
purchases. Of our merchandise sold during fiscal 2011, approximately 98 percent of all units were produced outside
the United States, while the remaining 2 percent of all units were produced domestically. Approximately 26
percent of our merchandise units were produced in China. Product cost increases or events causing disruption of
imports from China or other foreign countries, including the imposition of additional import restrictions or vendors
potentially failing due to political, financial, or regulatory issues, could have an adverse effect on our operations.
Substantially all of our foreign purchases of merchandise are negotiated and paid for in U.S. dollars. Also see the
sections entitled “Risk Factors—Our Products are subject to risks associated with global sourcing and
manufacturing, including increased product costs” and “Risk Factors—Trade matters may disrupt our supply
chain” in Item 1A of this Form 10-K.

Seasonal Business

Our business follows a seasonal pattern, with sales peaking over a total of about eight weeks during the
end-of-year holiday period.

Brand Building

Our ability to develop and evolve our existing brands is key to our success. We believe our distinct brands are
among our most important assets. With the exception of Piperlime, virtually all aspects of brand development,
from product design and distribution to marketing, merchandising and shopping environments, are controlled by
Gap Inc. employees. With respect to Piperlime, we control all aspects of brand development except for product
design related to third-party products. We continue to invest in our brands and enhance the customer experience
through significant investments in marketing, enhancement of our online shopping sites, international expansion,
remodeling of existing stores, and continued focus on customer service.
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Trademarks and Service Marks

Gap, GapKids, babyGap, GapBody, Banana Republic, Old Navy, Piperlime, and Athleta trademarks and service
marks, and certain other trademarks, have been registered, or are the subject of pending trademark applications,
with the United States Patent and Trademark Office and with the registries of many foreign countries and/or are
protected by common law.

Franchising

We have franchise agreements with unaffiliated franchisees to operate Gap and/or Banana Republic stores in a
number of countries, including Australia, Bahrain, Bulgaria, Chile, Colombia, Croatia, Cyprus, Egypt, Greece, Guam,
Indonesia, Israel, Jordan, Kazakhstan, Kuwait, Lebanon, Malaysia, Mexico, Morocco, Oman, Panama, Peru,
Philippines, Poland, Qatar, Romania, Russia, Saudi Arabia, Serbia, Singapore, South Korea, Thailand, Turkey, Ukraine,
United Arab Emirates, Uruguay, and Vietnam. Under these agreements, third parties operate, or will operate,
stores that sell apparel and related products under our brand names. We continue to increase the number of
countries in which we enter into these types of arrangements as part of our strategy to expand internationally. For
additional information on risks related to our franchise business, see the sections entitled “Risk Factors—Our
efforts to expand internationally may not be successful” and “Risk Factors—Our franchise business is subject to
certain risks not directly within our control and could impair the value of our brands” in Item 1A of this Form 10-K.

Inventory

The nature of the retail business requires us to carry a significant amount of inventory, especially prior to peak
selling seasons when we, along with other retailers, generally build up inventory levels. We maintain a large part of
our inventory in distribution centers. We review our inventory levels in order to identify slow-moving merchandise
and broken assortments (items no longer in stock in a sufficient range of sizes or colors) and use markdowns to
clear merchandise. Also see the section entitled “Risk Factors—We must successfully gauge fashion trends and
changing consumer preferences to succeed” in Item 1A of this Form 10-K.

Competitors

The global specialty apparel retail industry is highly competitive. We compete with local, national, and global apparel
retailers. We are also faced with competition in European, Japanese, Chinese, and Canadian markets from established
regional and national chains, and our franchisees face significant competition in the markets in which they operate.
Also see the section entitled “Risk Factors—Our business is highly competitive” in [tem 1A of this Form 10-K.

Employees

As of January 28, 2012, we had a work force of approximately 132,000 employees, which includes a combination
of part- and full-time employees. We also hire seasonal employees, primarily during the peak end-of-year holiday
period.

To remain competitive in the apparel retail industry, we must attract, develop, and retain skilled employees,
including executives. Competition for such personnel is intense. Our success is dependent to a significant degree
on the continued contributions of key employees. Also see the section entitled “Risk Factors—We must successfully
gauge apparel trends and changing consumer preferences to succeed” in Item 1A of this Form 10-K.

Available Information

We make available on our website, gapinc.com, under “Investors, Financial Information, SEC Filings,” free of charge,
our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to
those reports as soon as reasonably practicable after we electronically file or furnish them to the SEC.

Our Board of Directors Committee Charters (Audit and Finance, Compensation and Management Development,
and Governance and Nominating Committees) and Corporate Governance Guidelines are also available on our
website under “Investors, Governance.” The Code of Business Conduct can be found at gapinc.com under
“Investors, Corporate Compliance, Code of Business Conduct.” Any amendments and waivers to the code will also
be available on the website.



Executive Officers of the Registrant
The following are our executive officers:

Name, Age, Position, and Principal Occupation:

Michelle Banks, 48, Executive Vice President, General Counsel, Corporate Secretary, and Chief Compliance Officer
since March 2011; Senior Vice President, General Counsel, Corporate Secretary, and Chief Compliance Officer from
March 2008 to March 2011; Senior Vice President and General Counsel from November 2006 to March 2008; Vice
President from March 2005 to November 2006; Associate General Counsel from February 2003 to March 200s;
Senior Corporate Counsel from January 1999 to February 2003.

Colin Funnell, 50, Executive Vice President, Global Supply Chain since September 2011; Senior Vice President,
Supply Chain Strategy, Strategic Sourcing, and Global Logistics from June 2010 to August 2011; Senior Vice
President, Corporate Operations and Logistics from 2008 to June 2010; Senior Vice President, Logistics from 2006
to 2007; Senior Vice President, Global Production and Old Navy Supply Chain from 2004 to 2005.

John T. (Tom) Keiser, 46, Executive Vice President and Chief Information Officer since January 2010; Executive
Vice President and Chief Information Officer of The Limited Brands, Inc., an apparel company, from 2006 to
October 2009; Senior Vice President, INSIGHT Program of The Limited Brands, Inc. from 2004 to 2006.

Glenn Murphy, 50, Chairman and Chief Executive Officer since August 2007; Chief Executive Officer of Shoppers
Drug Mart Corporation, a drug store chain, from 2001 to 2007.

Art Peck, 56, President, Gap North America since February 201; Executive Vice President of Strategy and
Operations from May 2005 to February 2017; President, Gap Inc. Outlet from October 2008 to February 2011;
Acting President, Gap Inc. Outlet from February 2008 to October 2008; Senior Vice President of The Boston
Consulting Group, a business consulting firm, from 1982 to May 200s.

Eva Sage-Gavin, 53, Executive Vice President, Global Human Resources and Corporate Affairs since February 2010;
Executive Vice President, Human Resources, Communications and Global Responsibility from April 2008 to
February 2010; Executive Vice President, Human Resources and Communications from February 2007 to April
2008; Executive Vice President, Human Resources from March 2003 to February 2007.

Sabrina Simmons, 48, Executive Vice President and Chief Financial Officer since January 2008; Executive Vice
President, Corporate Finance from September 2007 to January 2008; Senior Vice President, Corporate Finance
and Treasurer from March 2003 to September 2007; Vice President and Treasurer from September 2001 to
March 2003.

Item 1A. Risk Factors.

Our past performance may not be a reliable indicator of future performance because actual future results and
trends may differ materially depending on a variety of factors, including but not limited to the risks and
uncertainties discussed below. In addition, historical trends should not be used to anticipate results or trends in
future periods.

Global economic conditions and the impact on consumer spending patterns could adversely impact our
results of operations.

The Company’s performance is subject to global economic conditions and their impact on levels of consumer
spending worldwide. Some of the factors influencing consumer spending include higher levels of unemployment,
higher consumer debt levels, reductions in net worth based on market declines and uncertainty, home foreclosures
and reductions in home values, fluctuating interest rates and credit availability, government austerity measures,
fluctuating fuel and other energy costs, fluctuating commodity prices, and general uncertainty regarding the
overall future economic environment. Consumer purchases of discretionary items, including our merchandise,
generally decline during periods when disposable income is adversely affected or there is economic uncertainty.

8 Gap Inc. Form 10-K



Adverse changes in the global economy, or in any of the regions in which we sell our products, could reduce
consumer confidence, and thereby could negatively affect earnings and have a material adverse effect on our
results of operations. For example, the global financial economic downturn that began in 2008 and continued
throughout 2011, particularly in Europe, has negatively impacted consumer confidence. In a challenging and
uncertain economic environment, we cannot predict whether or when such circumstances may improve or
worsen, or what impact, if any, such circumstances could have on our business, results of operations, cash flows,
and financial position.

Our business is highly competitive.

The global specialty apparel retail industry is highly competitive. We compete with local, national, and global
department stores, specialty and discount store chains, independent retail stores, and online businesses that
market similar lines of merchandise. We face a variety of competitive challenges including:

- anticipating and quickly responding to changing fashion trends and consumer demands;
« attracting consumer traffic;
« competitively pricing our products and achieving customer perception of value;

+ maintaining favorable brand recognition and effectively marketing our products to consumers in several diverse
market segments;

+ developing innovative, high-quality products in sizes, colors, and styles that appeal to consumers of varying age
groups and tastes;

+ sourcing merchandise efficiently; and

+ providing strong and effective marketing support.

In addition, our franchisees face significant competition in the markets in which they operate. If we or our
franchisees are not able to compete successfully in the United States or internationally, our results of operations
could be adversely affected.

We must successfully gauge apparel trends and changing consumer preferences to succeed.

Our success is largely dependent upon our ability to gauge the tastes of our customers and to provide merchandise
that satisfies customer demand in a timely manner. However, lead times for many of our purchases are long,
which may make it more difficult for us to respond rapidly to new or changing fashion trends or consumer
acceptance of our products. The global specialty retail business fluctuates according to changes in consumer
preferences, dictated in part by fashion and season. To the extent we misjudge the market for our merchandise or
the products suitable for local markets or fail to execute trends and deliver product to market as timely as our
competitors, our sales will be adversely affected, and the markdowns required to move the resulting excess
inventory will adversely affect our operating results. Some of our past product offerings have not been well
received by our broad and diverse customer base. Merchandise misjudgments could have a material adverse effect
on our operating results.

Our ability to anticipate and effectively respond to changing fashion trends depends in part on our ability to attract
and retain key personnel in our design, merchandising, marketing, and other functions. Competition for this
personnel is intense, and we cannot be sure that we will be able to attract and retain a sufficient number of
qualified personnel in future periods.

Fluctuations in the global specialty retail business especially affect the inventory owned by apparel retailers, as
merchandise usually must be ordered well in advance of the season and frequently before fashion trends are
evidenced by customer purchases. In addition, the nature of the global specialty retail business requires us to carry
a significant amount of inventory, especially prior to the peak holiday selling season when we build up our
inventory levels. We must enter into contracts for the purchase and manufacture of merchandise well in advance



of the applicable selling season. As a result, we are vulnerable to demand and pricing shifts and to suboptimal
selection and timing of merchandise purchases. In the past, we have not always predicted our customers’
preferences and acceptance levels of our fashion items with accuracy. If sales do not meet expectations, too much
inventory may cause excessive markdowns, and therefore, lower than planned margins.

Our business, including our costs and supply chain, is subject to risks associated with global sourcing
and manufacturing.

Independent third parties manufacture nearly all of our products for us. As a result, we are directly impacted by
increases in the cost of those products. For example, cotton prices rose substantially during fiscal 2011, which put
significant pressure on our average unit costs and gross margins.

If we experience significant increases in demand or need to replace an existing vendor, there can be no assurance
that additional manufacturing capacity will be available when required on terms that are acceptable to us or that
any vendor would allocate sufficient capacity to us in order to meet our requirements. In addition, for any new
manufacturing source, we may encounter delays in production and added costs as a result of the time it takes to
train our vendors in our methods, products, quality control standards, and environmental, labor, health, and safety
standards. Moreover, in the event of a significant disruption in the supply of the fabrics or raw materials used by
our vendors in the manufacture of our products, our vendors might not be able to locate alternative suppliers of
materials of comparable quality at an acceptable price. Any delays, interruption, or increased costs in the
manufacture of our products could result in lower sales and net income.

Because independent vendors manufacture nearly all of our products outside of our principal sales markets, third
parties must transport our products over large geographic distances. Delays in the shipment or delivery of our
products due to the availability of transportation, work stoppages, port strikes, infrastructure congestion, or other
factors, and costs and delays associated with transitioning between vendors, could adversely impact our financial
performance. Manufacturing delays or unexpected demand for our products may require us to use faster, but
more expensive, transportation methods such as aircraft, which could adversely affect our gross margins. In
addition, the cost of fuel is a significant component in transportation costs, so increases in the price of petroleum
products can adversely affect our gross margins.

Our efforts to expand internationally may not be successful.

Our current strategies include international expansion in a number of countries around the world through a
number of channels and brands, including franchise. For example, we currently plan to open Old Navy stores
outside of North America, open additional Gap stores in China, open additional international outlet stores, and
continue to grow online sales internationally. We have limited experience operating in some of these locations. In
many of these locations, we face major, established competitors. In addition, in many of these locations, the real
estate, employment and labor, transportation and logistics, regulatory, and other operating requirements differ
dramatically from those in the places where we have experience. Moreover, consumer tastes and trends may differ
in many of these locations, and as a result, the sales of our products may not be successful or result in the margins
we anticipate. If our international expansion plans are unsuccessful or do not deliver an appropriate return on our
investments, our operations and financial results could be materially, adversely affected.

Our franchise business is subject to certain risks not directly within our control and could impair the
value of our brands.

We also have entered into franchise agreements with unaffiliated franchisees to operate stores in many countries
around the world. Under these agreements, third parties operate, or will operate, stores that sell apparel and
related products under our brand names. The effect of these arrangements on our business and results of
operations is uncertain and will depend upon various factors, including the demand for our products in new
markets internationally and our ability to successfully identify appropriate third parties to act as franchisees,
distributors, or in a similar capacity. In addition, certain aspects of these arrangements are not directly within our
control, such as the ability of these third parties to meet their projections regarding store locations, store openings,
and sales. Other risks that may affect these third parties include general economic conditions in specific countries
or markets, foreign exchange, changes in diplomatic and trade relationships, and political instability. Moreover,
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while the agreements we have entered into and plan to enter into in the future provide us with certain
termination rights, the value of our brands could be impaired to the extent that these third parties do not operate
their stores in a manner consistent with our requirements regarding our brand identities and customer experience
standards. Failure to protect the value of our brands, or any other harmful acts or omissions by a franchisee, could
have an adverse effect on our results of operations and our reputation.

The market for prime real estate is competitive.

Our ability to effectively obtain real estate to open new stores nationally and internationally depends on the
availability of real estate that meets our criteria for traffic, square footage, co-tenancies, lease economics,
demographics, and other factors. We also must be able to effectively renew our existing store leases. In addition, in
recent years, we have been seeking to downsize, consolidate, reposition, or close some of our real estate locations,
which in most cases requires a modification of an existing store lease. Failure to secure adequate new locations or
successfully modify existing locations, or failure to effectively manage the profitability of our existing fleet of
stores, could have a material adverse effect on our results of operations.

Additionally, the economic environment may at times make it difficult to determine the fair market rent of retail
real estate properties within the United States and internationally. This could impact the quality of our decisions to
exercise lease options at previously negotiated rents and the quality of our decisions to renew expiring leases at
negotiated rents. Any adverse effect on the quality of these decisions could impact our ability to retain real estate
locations adequate to meet our targets or efficiently manage the profitability of our existing fleet of stores and
could have a material adverse effect on our results of operations.

We experience fluctuations in our comparable sales and margins.

Our success depends in part on our ability to improve sales, in particular at our largest brands. A variety of factors
affect comparable sales, including fashion trends, competition, current economic conditions, the timing of new
merchandise releases and promotional events, changes in our merchandise mix, the success of marketing
programs, and weather conditions. These factors may cause our comparable sales results to differ materially from
prior periods and from expectations. Our comparable sales, including the associated comparable online sales, have
fluctuated significantly in the past on an annual, quarterly, and monthly basis. Over the past 24 months, our
reported monthly comparable sales have ranged from an increase of 11 percent in March 2010 to a decrease of 10
percent in March 2011. Over the past five years, our reported gross margins have ranged from a high of 40.3 percent
in fiscal 2009 to a low of 36.1 percent in fiscal 2007. In addition, over the past five years, our reported operating
margins have ranged from a high of 13.4 percent in fiscal 2010 to a low of 8.3 percent in fiscal 2007.

Our ability to deliver strong comparable sales results and margins depends in large part on accurately forecasting
demand and fashion trends, selecting effective marketing techniques, providing an appropriate mix of
merchandise for our broad and diverse customer base, managing inventory effectively, using effective pricing
strategies, and optimizing store performance. Failure to meet the expectations of investors, securities analysts, or
credit rating agencies in one or more future periods could reduce the market price of our common stock and cause
our credit ratings to decline.

Changes in our credit profile or deterioration in market conditions may limit our access to the capital
markets and adversely impact our financial results and our ability to service our debt.

In the first quarter of fiscal 201, given favorable market conditions and our history of generating consistent and
strong operating cash flow, we made the strategic decision to issue debt. In April 2011, we issued $1.25 billion
aggregate principal amount of 5.95 percent notes due April 12, 2021. We also entered into a $400 million five-year
term loan due April 2016, which was funded in May 2011. As a result, we have additional costs that include interest
payable semiannually on the notes and at least quarterly on the term loan. We also have repayments due annually
for the term loan.

Our cash flows from operations are the primary source of funds for these debt service payments. In this regard, we
have generated annual cash flow from operations in excess of $1 billion per year for the past decade and ended
fiscal 2011 with $1.9 billion of cash and cash equivalents on our balance sheet. We are also able to supplement near-
term liquidity, if necessary, with our $soo million revolving credit facility. We continue to target a cash balance of
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$1.2 billion which provides not only for our working capital needs, but also a reserve for unexpected business
downturns. However, if our cash flows from operations decline significantly, we may be unable to service or
refinance our current debt while maintaining our other business initiatives. In addition, the interest rate on our
term loan is subject to adjustment from time to time with the London Interbank Offered Rate plus a margin based
on our long-term senior unsecured credit ratings from Moody’s Investors Service and Standard & Poor’s Rating
Service. Any future reduction in these ratings would increase our interest costs related to our term loan and could
result in reduced access to the credit and capital markets and higher interest costs on future financings.

We remain committed to maintaining a strong financial profile with ample liquidity. Proceeds from the debt
issuance were used for general corporate purposes including share repurchases.

For further information on our debt and credit facilities, see Item 8, Financial Statements and Supplementary Data,
Notes 4 and 5 of Notes to Consolidated Financial Statements of this Form 10-K.

Trade matters may disrupt our supply chain.

Trade restrictions, including increased tariffs or quotas, embargoes, safeguards, and customs restrictions against
apparel items, as well as U.S. or foreign labor strikes, work stoppages, or boycotts, could increase the cost or reduce
the supply of apparel available to us and adversely affect our business, financial condition, and results of operations.
We cannot predict whether any of the countries in which our merchandise currently is manufactured or may be
manufactured in the future will be subject to additional trade restrictions imposed by the U.S. and other foreign
governments, including the likelihood, type, or effect of any such restrictions. In addition, we face the possibility of
anti-dumping or countervailing duties lawsuits from U.S. domestic producers. We are unable to determine the impact
of the changes to the quota system or the impact that potential tariff lawsuits could have on our global sourcing
operations. Our sourcing operations may be adversely affected by trade limits or political and financial instability,
resulting in the disruption of trade from exporting countries, significant fluctuation in the value of the U.S. dollar
against foreign currencies, restrictions on the transfer of funds, and/or other trade disruptions.

Updates or changes to our IT systems may disrupt operations.

We continue to evaluate and implement upgrades and changes to our IT systems, some of which are significant.
Upgrades involve replacing existing systems with successor systems, making changes to existing systems, or cost-
effectively acquiring new systems with new functionality. We are aware of inherent risks associated with replacing
these systems, including accurately capturing data and system disruptions, and believe we are taking appropriate
action to mitigate the risks through testing, training, and staging implementation, as well as ensuring appropriate
commercial contracts are in place with third-party vendors supplying or supporting our IT initiatives. However, there
can be no assurances that we will successfully launch these systems as planned or that they will occur without
disruptions to our operations. IT system disruptions, if not anticipated and appropriately mitigated, or failure to
successfully implement new or upgraded systems, could have a material adverse effect on our results of operations.

Our IT services agreement with IBM could cause disruptions in our operations and have an adverse effect
on our financial results.

We have entered into the seventh year of a ten-year non-exclusive services agreement with International Business
Machines Corporation (“IBM”) under which IBM operates certain significant aspects of our IT infrastructure. Under
the original agreement, this included supporting our mainframe, server, network and data center, and store
operations, as well as help desk, end user support, and some disaster recovery. Since the original agreement in
January 2006, we have amended the agreement to take back certain services originally performed by IBM. These
returned services include services related to management of our server and data center environment, along with
disaster recovery, circuit expense billing, database administration services, and help desk services for stores
worldwide. All other services remain with IBM per the original agreement. Our ability to realize the expected
benefits of this arrangement is subject to various risks, some of which are not within our complete control. These
risks include, but are not limited to, disruption in services and the failure to protect the security and integrity of the
Company’s data under the terms of the agreement. We are unable to provide assurances that some or all of these
risks will not occur. Failure to effectively mitigate these risks, if they occur, could have a material adverse effect on
our operations and financial results.
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We are subject to cybersecurity risks and may incur increasing costs in an effort to minimize those risks.

Our business employs systems and websites that allow for the secure storage and transmission of proprietary or
confidential information regarding our customers, employees, job applicants, and others, including credit card
information and personal identification information. Security breaches could expose us to a risk of loss or misuse
of this information, litigation, and potential liability. We may not have the resources or technical sophistication to
anticipate or prevent rapidly-evolving types of cyber attacks. Attacks may be targeted at us, our customers, or
others who have entrusted us with information. Actual or anticipated attacks may cause us to incur increasing
costs, including costs to deploy additional personnel and protection technologies, train employees, and engage
third-party experts and consultants. Advances in computer capabilities, new technological discoveries, or other
developments may result in the technology used by us to protect transaction or other data being breached or
compromised. In addition, data and security breaches can also occur as a result of non-technical issues, including
breach by us or by persons with whom we have commercial relationships that result in the unauthorized release of
personal or confidential information. Any compromise or breach of our security could result in a violation of
applicable privacy and other laws, significant legal and financial exposure, and a loss of confidence in our security
measures, which could have an adverse effect on our results of operations and our reputation.

Our results could be adversely affected by natural disasters, public health crises, political crises, or other
catastrophic events.

Natural disasters, such as hurricanes, tornadoes, floods, earthquakes, and other adverse weather and climate
conditions; unforeseen public health crises, such as pandemics and epidemics; political crises, such as terrorist
attacks, war, and other political instability; or other catastrophic events, whether occurring in the United States or
internationally, could disrupt our operations, the operations of our franchisees, or the operations of one or more of
our vendors. In particular, these types of events could impact our product supply chain from or to the impacted
region and 