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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS (UNAUDITED)

CACHE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:

Cash and equivalents.........c.ccocevveieienienie e
Marketable SECUNILIES .......ccccveiviiieiieiee e
Receivables, Net.........cccvivieiiciice e
INVENTOTIES, NBL......eiiviiiriiiecie e
Prepaid expenses and other current assets................

Total current assets........ovevveeviveecieeiieesieens

Equipment and leasehold improvements, net...................
(€00 L0 |1V 71 | IS
Intangible assets, Net........cccoovvereiieeeee e
(@] 1 g 1=] o TS =] £

TOtal ASSEES......ocvveeee et

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Accounts payable ...
Note payable........cccco oo
Accrued compensation .........cccccecveiienieneene e
Accrued liabilities ...,

Total current liabilities..........ccocoviiienenn.

Note payable..........ccoooiiiic
Other liabilities.......cocoveiiiiicce e
Deferred inCOme taxes, NEL........coceevvviveeecei i
Commitments and cONtiNGENCIES ..........cccoervierernieneneneas

STOCKHOLDERS’ EQUITY

Common stock, par value $.01; authorized,
20,000,000 shares; issued and outstanding
16,392,936, 16,319,358 and 16,296,733 ..................

Additional paid-in capital ............ccccociiiiiiiiiinn,
Retained arnings ........cococevereieneneienenee e
Treasury stock, 3,167,000, 1,695,032 and 0 shares,

June 28, December 29, June 30,
2008 2007 2007
(Unaudited) (Audited) (Unaudited)

1,045,000 $ 7,243,000 16,466,000
26,319,000 42,887,000 49,546,000
4,565,000 4,788,000 2,944,000
35,042,000 30,547,000 32,215,000
4,465,000 2,465,000 6,734,000
71,436,000 87,930,000 107,905,000
46,764,000 49,298,000 49,544,000
10,089,000 10,089,000 —
1,364,000 1,423,000 102,000
382,000 385,000 355,000
130,035,000 $ 149,125,000 157,906,000
10,567,000 $ 10,510,000 10,844,000
1,362,000 1,586,000 —
1,949,000 1,910,000 1,710,000
9,663,000 14,252,000 9,120,000
23,541,000 28,258,000 21,674,000
3,753,000 4,348,000 —
16,373,000 16,172,000 15,681,000
99,000 83,000 1,779,000
164,000 163,000 163,000
46,784,000 46,136,000 45,526,000
78,227,000 78,175,000 73,083,000
(38,906,000) (24,210,000) —
86,269,000 100,264,000 118,772,000
130,035,000 $ 149,125,000 $ 157,906,000

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of these statements.



CACHE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
FOR THE TWENTY-SIX WEEKS ENDED

(Unaudited)
June 28, June 30,
2008 2007
NET SAIES ...ttt bbbt bbbttt ae e nre $ 141,681,000 $ 135,381,000
Cost of sales, including buying and 0CCUPANCY ........cccceveverenesieeiieiesese e, 79,074,000 72,456,000
LT 013 0] ) | OSSR 62,607,000 62,925,000
EXPBINSES ...ttt b e nens
StOre OPErating EXPENSES ....cviiverieitreeeeeiesrestesteste s e eeeeesrestestesre s e essesaeseeseesrenreans 48,701,000 49,631,000
General and adminiStrative EXPENSES.........ovrveiririeinerieesesie e 11,871,000 12,493,000
SEOFE BXIT COSES ..uviiiitiitiiiieie ettt sttt e et e nbesrenre e 2,308,000 —
TOLAl EXPENSES ..ttt sttt ettt sttt re e seenre e, 62,880,000 62,124,000
Operating iNCOME (10SS) ......eveiiierieiierieesie et (273,000) 801,000
Other income (expense):
11T =T W) 4 01T TSRS (131,000) —
INEEIEST INCOME ...ttt sre s 487,000 1,484,000
Total other INCOME, NEL.........ooiii e 356,000 1,484,000
INCOME DEfOre INCOME TAXES .....oviitiiiieieiieiee e e 83,000 2,285,000
ool gL 7 Vg o] o)/ ] (o] o OSSR 31,000 857,000
NET INCOIME ..t bbb bbbt e b saenbe b b e $ 52,000 $ 1,428,000
BasiC €arNiNgS PEI SNAIE..........cciieiiieie ettt $ 000 $ 0.09
Diluted earnings Per SNAKE ..........cccveii i $ 000 $ 0.09
Basic weighted average shares outstanding............ccooooevieniieneneie e, 13,443,000 16,289,000
Diluted weighted average shares outstanding ...........ccocooovvvviinieninieiene s 13,462,000 16,719,000

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of these statements.



CACHE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
FOR THE THIRTEEN WEEKS ENDED

(Unaudited)
June 28, June 30,
2008 2007
NET SAIES ...ttt bbbt bbbttt ae e nre $ 73,973,000 $ 71,027,000
Cost of sales, including buying and 0CCUPANCY ........ccccoeveievesesieeieiesese e, 39,781,000 37,092,000
LT 013 0] ) | OSSR 34,192,000 33,935,000
EXPBINSES ...ttt b e nens
StOre OPErating EXPENSES ....cviiverieitreeeeeiesrestesteste s e eeeeesrestestesre s e essesaeseeseesrenreans 24,783,000 25,616,000
General and adminiStrative EXPENSES.........ovrveiririeinerieesesie e 6,202,000 7,028,000
TOTAI EXPENSES ...ttt 30,985,000 32,644,000
OPEIratiNg INCOME ..ot eiieiiie ettt ettt sttt st st e e e eeseesrenren, 3,207,000 1,291,000
Other income (expense):
INEEIEST BXPBNSE ...ttt (63,000) —
INTEIEST INCOME ...ttt bbb sre s 197,000 758,000
Total other INCOME, NEL........cooiiiiiiee e e 134,000 758,000
INCOME DEfOre INCOME TAXES .....oviiviiiiiieiie e e 3,341,000 2,049,000
ool gL 7 Vg o] o)/ ] o] o OSSR 1,236,000 765,000
NET INCOIME ..t b bbbttt e e b saesbe b b $ 2,105,000 $ 1,284,000
BasiC €arNiNgS PEI SNAIE..........cciieiiieie ettt $ 016 $ 0.08
Diluted arnings Per SNAre ... $ 016 $ 0.08
Basic weighted average shares outstanding............ccocooeveieniienenninesee e, 13,320,000 16,296,000
Diluted weighted average shares outstanding .........c.ccoceoeveneienennie e, 13,357,000 16,672,000

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of these statements.



CACHE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE TWENTY-SIX WEEKS ENDED
(Unaudited)

June 28, June 30,
2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
NET INCOME .ttt sttt b ettt ettt b e b e be st $ 52,000 1,428,000
Adjustments to reconcile net income to net cash provided by (used in)
operating activities:
Depreciation and amortiZation ..............cccoiieiiiniiiinee e, 6,260,000 5,569,000
Write down of equipment and leasehold improvements, net of
AEfErTEO FENT... .o e 1,445,000 —
Provision for sales allowance and doubtful accounts, net ...........ccccccvcvrvirennn, 117,000 —
Stock-based COMPENSALION .........cccviviiicieicse e 150,000 601,000
Non-cash interest expense on note payable...........ccoovvieiiiciccc e 63,000 —
Deferred iINCOME TAXES .....cveeiviiicrie ittt eetee et etee et e s be s be e s bessreesabesennes 16,000 (289,000)
Gift Card Dreakage .........oovoiiiiie e (159,000) (164,000)
Amortization of deferred rent...........ccoe i (1,030,000) (816,000)
Excess tax benefit from stock-based compensation ..............cccccevvvieiiiiieinens (155,000) —
OB et — (18,000)
Change in assets and liabilities:
DECIease iN FECEIVADIES.........coii ettt s rae e sareeenns 106,000 1,850,000
Decrease (INCrease) in INVENTOFIES .......c.cocviiieiieniee et (4,495,000) 2,614,000
Decrease (increase) in prepaid expenses and other current assets .........c.cocceveen, (1,842,000) 483,000
Increase (decrease) in accounts Payable ..........c.cccevevievieii s, 57,000 (858,000)
Increase (decrease) in accrued liabilities and accrued compensation .................. (2,243,000) 7,000
Net cash provided by (used in) operating activities ...........c.cccvereiinenninenccnens, (1,658,000) 10,407,000
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of marketable SECUNITIES..........coevieiiiie e (26,908,000) (56,832,000)
Maturities of marketable SECUNIIES. ... 43,476,000 49,380,000
Purchase of equipment and leasehold improvements............ccocoovvnennienencennens, (6,029,000) (6,131,000)
Net cash provided by (used in) investing activities ...........ccocoovvevvinensiiencens, 10,539,000 (13,583,000)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuance of cOMmMON StOCK ..........ccccceiiiiiiiiiiniiiice s 344,000 279,000
Excess tax benefit from stock-based compensation ...........cccccoovvvvievene i 155,000 —
Repayment of note payable ..., (882,000) —
Repurchase of COMMON STOCK .........cccoiiiiiiiiieinieece e, (14,696,000) —
Net cash provided by (used in) financing activities...........cccocvvvevieiiii i, (15,079,000) 279,000
Net decrease in cash and eqUIVAIENTS ............ccoeiiiiiiiiiie i (6,198,000) (2,879,000)
Cash and equivalents, at beginning of Period.........cccccocviviivininieiciercce s, 7,243,000 19,363,000
Cash and equivalents, at end of Period .........cccovvveiiereie i, $ 1,045,000 $ 16,466,000
Supplemental disclosure of cash flow information:
INTEIESE PANT ....ocviviiceiceee ettt sttt renns $ 141,000 $ —
INCOME TAXES PATA ...ttt e bbb e e $ 1,853,000 $ 873,000
Accrued equipment and leasehold improvements ...........ccccccveiiiienicienne i, $ 461,000 $ 532,000

The accompanying Notes to Condensed Consolidated Financial Statements are an integral part of these statements.
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CACHE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

References to the “Company,” “we,” “us,” or “our” means Cache, Inc., together with its wholly-owned subsidiaries, except as
expressly indicated or unless the context otherwise requires. We currently operate two chains of women’s apparel specialty
stores, of which 284 stores are operated under the trade name “Cache” and 13 stores are operated under the trade name
“Cache Luxe”.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with Rule 10-01
of Regulation S-X and do not include all of the information and footnotes required by accounting principles generally
accepted in the United States. However, in the opinion of our management, all known adjustments necessary for a fair
presentation of the results of the interim periods have been made. These adjustments consist primarily of normal recurring
accruals and estimates that impact the carrying value of assets and liabilities. Actual results may materially differ from these
estimates.

These condensed consolidated financial statements should be read in conjunction with the Company’s audited consolidated
financial statements for the year ended December 29, 2007, which are included in the Company’s Annual Report on

Form 10-K with respect to such period filed with the Securities and Exchange Commission. All significant intercompany
accounts and transactions have been eliminated. The December 29, 2007 condensed consolidated balance sheet amounts are
derived from the Company’s audited consolidated financial statements.

The Company’s fiscal year (“fiscal year” or “fiscal”) refers to the 52 or 53 weeks. The years ended December 29, 2007
(“fiscal 2007”) and December 27, 2008 (“fiscal 2008”) are each 52-week years.

A reclassification has been made to the 2007 Consolidated Balance Sheet to segregate intangible assets, net, as a separate line
item to conform to the 2008 presentation.

2. STOCK BASED COMPENSATION

The Company records compensation expense associated with stock options in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 123R, “Share-Based Payment”, as interpreted by SEC Staff Accounting Bulletin

No. 107. During the 26 and 13-week periods ended June 28, 2008, the Company recognized approximately $150,000 and
$76,000, respectively, in stock based compensation expense and for the same periods ended June 30, 2007, the Company
recognized $601,000 and $291,000, respectively. The grant date fair value is calculated using the Black-Scholes option
valuation model. There were 15,000 options granted during the 26-week period ended June 28, 2008 and 55,000 options
granted during the 26-week period ended June 30, 2007. No options were granted during the 13-week period June 28, 2008
and 55,000 options were granted during the 13-week period ended June 30, 2007. The Company recognized $155,000 in
excess tax benefits from the exercise of stock options for the 26-week period ended June 28, 2008 and no excess tax benefits
were recognized from the exercise of stock options for the 26-week period ended June 30, 2007.

The weighted-average fair value of options granted during the 26-week period ended June 28, 2008 was $3.14. The grant date
fair value is calculated using the Black-Scholes option valuation model. The following assumptions were used during fiscal
2008:

EXPECLEA IVIAENG FALB.......cuiitiiiiictiieete ettt ettt sttt ettt e bt e et e st e s e e be st eseebe st esaebesbesaebesbesaebesresnans $ 0.00
EXPECTEA VOIALTTILY ...ttt e bbbt et s b e b bttt b e e s e e e et 36.06%
TS 2 LTI L1 (T (=TS L SRS 2.64%
EXPECIEA TIVES (WEAIS) .. vrveteiteieieite ettt sttt b ettt st b e st b e bbbt s e bt e bt e e s ekt s b et et e nee st ebenbeseebenee et 4.00

3. BASIC AND DILUTED EARNINGS PER SHARE

In accordance with SFAS No. 128, “Earnings Per Share”, basic earnings per share has been computed based upon the
weighted average of common shares outstanding. Diluted earnings per share gives effect to outstanding stock options.



Earnings per common share has been computed as follows:

26-Weeks Ended 13-Weeks Ended
June 28, June 30, June 28, June 30,
2008 2007 2008 2007

NEE INCOME ...ttt $ 52,000 $ 1,428,000 $ 2,105,000 $ 1,284,000

Basic weighted number of average shares outstanding............. 13,443,000 16,289,000 13,320,000 16,296,000
Incremental shares from assumed issuances of

SEOCK OPLIONS ... 19,000 430,000 37,000 376,000

Diluted weighted average number of shares outstanding.......... 13,462,000 16,719,000 13,357,000 16,672,000

Net income per Share - BaSiC .........ccccoereririririririnineicieeeeeeen: $ 0.00 $ 009 $ 016 $ 0.08

- Diluted ....oviiecie e, $ 000 $ 009 $ 016 $ 0.08

Options to purchase 644,000 common shares were excluded from the computation of diluted earnings per share for the 26
and 13-week period ended June 28, 2008, because their effect would be anti-dilutive due to their exercise price being greater
than the average market price.

4., RECENT DEVELOPMENTS
The Company has no recent developments to report.
5. RECENT ACCOUNTING PRONOUNCEMENTS

During September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 157, “Fair Value
Measurements” (“SFAS No. 157”). SFAS No. 157 defines fair value, establishes a framework for measuring fair value in
accordance with generally accepted accounting principles, and expands disclosures about fair value measurements. The
provisions of SFAS No. 157 for financial assets and liabilities, as well as any other assets and liabilities that are carried at fair
value on a recurring basis in financial statements, are effective for financial statements issued for fiscal years beginning after
November 15, 2007 (fiscal year 2008 for the Company). In February 2008, the FASB issued FASB Staff Positions (‘‘FSP’”)
157-1, which amended SFAS 157 to remove leasing transactions accounted for under SFAS 13, ““Accounting for Leases’’
and FSP 157-2, which deferred the effective date of SFAS 157 for all nonfinancial assets and nonfinancial liabilities that are
recognized or disclosed at fair value in the financial statements on a nonrecurring basis to fiscal years beginning after
November 15, 2008 (fiscal year 2009 for the Company). The implementation of SFAS No. 157 for financial assets and
financial liabilities, effective December 30, 2007, did not have a material impact on the Company’s consolidated financial
position, results of operations or cash flows. The Company is currently evaluating the impact of SFAS No. 157 for
nonfinancial assets and liabilities on its consolidated financial statements.

During December 2007, the FASB issued SFAS No. 160, “Noncontrolling interests in Consolidated Financial Statements—
an amendment of ARB No. 57” (“SFAS No. 160”). SFAS No. 160 requires expanded disclosures in the consolidated financial
statements that clearly identify and distinguish between the interests of the parent’s owners and the interests of
noncontrolling owners of a subsidiary. SFAS No. 160 is effective for fiscal years beginning on or after December 15, 2008.
We are currently evaluating the standard, but do not expect it to have a material impact on our consolidated financial
statements upon adoption.

During December 2007, the FASB issued SFAS No. 141R, “Business Combinations” (“SFAS No. 141R”). Under Statement
141R, an acquiring entity will be required to recognize all the assets acquired and liabilities assumed in a transaction at the
acquisition-date fair value with limited exceptions. In addition, acquisition costs will generally be expensed as incurred. The
revised statement also includes a substantial number of new disclosure requirements. SFAS 141R is effective prospectively to
business combinations for which the acquisition date is on or after the beginning of the first annual reporting period
beginning on or after December 15, 2008.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an
amendment of FASB Statement No. 133” (“SFAS No. 1617). SFAS No. 161 requires enhanced disclosures about how and
why an entity uses derivative instruments, how derivative instruments and related hedged items are accounted for, and how
they affect an entity’s financial position, financial performance, and cash flows. The Statement is effective for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008, with early application encouraged.
The Company is currently evaluating the effect, if any, of SFAS No. 161 on its financial statements.



In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles” (“SFAS No.
162”). SFAS No. 162 identifies the sources of accounting principles and the framework for selecting the principles to be used
in the preparation of financial statements of nongovernmental entities that are presented in conformity with generally
accepted accounting principles in the United States. This Statement will become effective 60 days following the SEC’s
approval of the Public Company Accounting Oversight Board (PCAOB) amendments to AU Section 411, “The Meaning of
Present Fairly in Conformity With Generally Accepted Accounting Principles.” The Company does not anticipate a material
impact on its consolidated financial statements from the adoption of SFAS No. 162.

In May 2008, the FASB issued SFAS No. 163, “Accounting for Financial Guarantee Insurance Contracts—an interpretation
of FASB Statement No. 60" (“SFAS No. 163”). SFAS 163 requires recognition of an insurance claim liability prior to an
event of default when there is evidence that credit deterioration has occurred in an insured financial obligation. SFAS 163 is
effective for financial statements issued for fiscal years beginning after December 15, 2008, and all interim periods within
those fiscal years. Early application is not permitted. The Company’s adoption of SFAS 163 will not have a material effect on
the Consolidated Financial Statements

6. FAIR VALUE MEASUREMENT

Effective December 30, 2007, the Company adopted SFAS 157, which defines fair value as the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date
(exit price). SFAS 157 establishes a fair value hierarchy, which prioritizes the inputs used in measuring fair value into three
broad levels as follows:

o Level 1 - Unadjusted quoted market prices in active markets for identical assets or liabilities that the Company has
the ability to access at the measurement date.

o Level 2 - Quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets
or liabilities in markets that are not active, inputs other than quoted prices that are observable for the asset or liability
(i.e., interest rates, yield curves, etc.) and inputs that are derived principally from or corroborated by observable
market data by correlation or other means.

e Level 3 - Unobservable inputs that reflect assumptions about what market participants would use in pricing assets or
liabilities based on the best information available.

As of June 28, 2008, the Company’s marketable securities primarily consist of short-term United States Treasury bills and
tax-exempt municipal bonds. The Company classifies its short-term investments as held-to-maturity. Held-to-maturity
securities are those securities in which the Company has the ability and intent to hold the securities until maturity. Because
the Company’s held-to-maturity securities mature within one year of the purchase date, the securities are classified as short-
term marketable securities. Held-to-maturity debt securities are recorded at amortized cost, adjusted for the amortization or
accretion of premiums or discounts and such carrying values approximate fair value. A decline in the market value of any
held-to-maturity security below cost that is deemed to be other than temporary results in a reduction in carrying amount to
fair value. The impairment is charged to earnings and a new cost basis for the security is established.

Effective December 30, 2007, the Company adopted SFAS 159, which provides entities the option to measure many financial
instruments and certain other items at fair value. Entities that choose the fair value option will recognize unrealized gains and
losses on items for which the fair value option was elected in earnings at each subsequent reporting date. The Company has
currently chosen not to elect the fair value option for any items that are not already required to be measured at fair value in
accordance with accounting principles generally accepted in the United States of America.

The fair value of our marketable securities, which was determined based upon Level 1 inputs, totaled $26.3 million, $42.9
million and $49.6 million as of June 28, 2008, December 29, 2007 and June 30, 2007, respectively. For the fiscal periods
ended June 28, 2008, December 29, 2007 and June 30, 2007, the aggregate amount of marketable securities (maturing greater
than 90 days and less than one year) totaled approximately $26.3 million, $42.9 million and $49.5 million, respectively. The
Company noted small variances between the book value and fair value due to the remaining unamortized premiums. As a
result, no impairment has occurred for the fiscal periods presented herein. Premiums and discounts are amortized or accreted
over the life of the related held-to-maturity investments. Interest income is recognized when earned.



7. RECEIVABLES

June 28, December 29, June 30,
2008 2007 2007
CONSEIUCTION AIIOWANCES ...ttt et et et e et er e e e e s e s e seesreenre e $ 988,000 $ 683,000 $ 737,000
Third party Credit Card ..........covereiiiieiiee e 1,997,000 2,522,000 1,866,000
ACCOUNES reCeIVADIES, NEL .......eveeeiceeee e, 686,000 596,000 —
(©1 1T SRR 894,000 987,000 341,000

$ 4565000 $ 4,788,000 $ 2,944,000

Accounts receivable, net includes sales from Mary L., which are recorded net of any returns, chargebacks, discounts and
allowances. The Company recorded approximately $1.1 million and utilized $930,000 of provisions for sales allowances and
doubtful accounts during the 26-week period ended June 28, 2008, which resulted in an aggregate reserve amount of
$351,000, as of June 28, 2008.

8. INVENTORIES

June 28, December 29, June 30,
2008 2007 2007
RAW MALETIAIS ...ttt ettt ettt e et e et et e e e et et et ae et eereneeans $ 4,568,000 $ 1,242,000 $ —
WWOPK N PIOCESS ...ttt 2,942,000 832,000 —
FINiSNEd QOOUS ......c.oveiiiiiiiiiie e 27,532,000 28,473,000 32,215,000

$ 35,042,000 $ 30,547,000 $ 32,215,000

9. EQUIPMENT AND LEASEHOLD IMPROVEMENTS

June 28, December 29, June 30,
2008 2007 2007
Leasehold iMPrOVEMENLS ...........cccoveviveieeieieciee e, $ 54,925,000 $ 55,088,000 $ 53,926,000
Furniture, fixtures and eqQUIPMENT...........ccoviveiieeiesie e 52,213,000 49,772,000 47,120,000
107,138,000 104,860,000 101,046,000
Less: accumulated depreciation and amortization ............cccoeevveveicieiienns, (60,374,000)  (55,562,000)  (51,502,000)

$ 46,764,000 $ 49,298,000 $ 49,544,000

10. GOODWILL AND INTANGIBLE ASSETS

The Company’s goodwill and its indefinite-lived intangible assets are reviewed annually for impairment or more frequently,
if impairment indicators arise. The annual valuation is performed during the fourth quarter of each year. The carrying
amounts of intangible assets as of June 28, 2008, December 29, 2007 and June 30, 2007 are as follows:

June 28, December 29, June 30,
2008 2007 2007
Indefinite-lived intangible assets:
B I T0 [ T 0T L $ 102,000 $ 102,000 $ 102,000
TrademarkS-Mary L. ......c.ccovoiiiiie e, 620,000 620,000 —
722,000 722,000 102,000
Definite-lived intangible assets:
Customer relationShiPS ........cooieiiiiiiee e 300,000 300,000 —
NON-COMPELE AGrEEMENTS. .....ccvieiieiiieiie sttt 300,000 300,000 —
Favorable Market IEASE .........cocviiiiiieiiiiice ettt 160,000 160,000 —
760,000 760,000 —
Less: accumulated amortization...........cccocveiireninenseece e, (118,000) (59,000) —
642,000 701,000 —
Total intangible aSSEtS, NEL.........cccciviirieiiecee e $ 1,364,000 $ 1,423,000 $ 102,000
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11. ACCRUED LIABILITIES

June 28, December 29, June 30,
2008 2007 2007

OPEIaAtiNg EXPENSES ....vuveveeererereeereseseeteeesesesesesenesesessesesssssesesesesesessssssssesaens $ 2,176,000 $ 3,954,000 $ 3,588,000
Taxes, INClUdiNG INCOME TAXES ....c..cviviieiiiieiieesie e 1,722,000 2,364,000 1,269,000
Share repurchase lHability..........ccocoooiiiiiiiii e, — 2,033,000 —
GrOUP INSUMANCE ...ttt ettt sttt ettt b ettt 554,000 557,000 759,000
SAIES TEIUIN TESEIVE ...iviieieite ettt sttt 579,000 752,000 478,000
Leasehold additioNs .........ccoviviiiiiiiiiisieese e 461,000 752,000 532,000
Gift cards, merchandise credit cards and other customer deposits and

(o110 ) PRSPPSO 3,357,000 3,840,000 2,494,000
SEOTE EXIE COSES ..viviiieiiitiiieiesie ettt st st 597,000 — —
DEferred INCOME .....oiviiiiiiieiiee e et 217,000 — —

$ 9,663,000 $ 14,252,000 $ 9,120,000

Leasehold additions generally represent a liability to general contractors for a final 10% payable for store construction or
renovation contracts.

12. BANK DEBT

During November 2005, the Company reached an agreement with its bank to amend the amount available under the
Amended Revolving Credit Facility. Pursuant to the Amended Revolving Credit Facility, $17,500,000 is available until
expiration at November 30, 2008. The amounts outstanding under the credit facility bear interest at a maximum per annum
rate equal to the bank’s prime rate, currently 5.00% at June 28, 2008, less 0.25%. The agreement contains selected financial
and other covenants. Effective upon the occurrence of an Event of Default under the Amended Revolving Credit Facility, the
Company grants to the bank a security interest in the Company’s inventory and certain receivables. The Company has been in
compliance with all financial loan covenants during the fiscal periods presented.

There have been no borrowings against the line of credit during fiscal 2007 and the first half of fiscal 2008. There were
outstanding letters of credit of $569,000, $774,000 and $900,000, pursuant to the Amended Revolving Credit Facility, at June
28, 2008, December 29, 2007 and June 30, 2007, respectively.

13. STORE EXIT COSTS

During the quarter ended March 29, 2008, the Company recorded a pre-tax charge of $2.3 million for asset write down and
store closing costs for 14 underperforming stores. For the 13-week periods ended June 28, 2008 the Company recorded
payments for severance and lease termination costs. The schedule below identifies the exit costs and the payments
recognized during fiscal 2008.

Liability Liability

Balance Balance
Beginning of Year Charges Cash Payments End of Period

Write down of equipment and leasehold

IMPIOVEMENTS ...t $ — $ 2,071,000 $ — —
YT - - S — 198,000 32,000 166,000
Reversal of deferred rent liability .........cccoovveviieieinnnns — (626,000) — —
Lease termination COSES........cuuivrrverierinereseseeiee e — 665,000 68,000 597,000
$ — $ 2,308,000 $ 100,000 $ 763,000

The Company does not expect to incur significant additional exit costs upon the closing of these stores. The Company plans
on closing these stores over the course of fiscal 2008.

14. CONTINGENCIES
The Company is exposed to a number of asserted and unasserted potential claims. Management does not believe that the
resolution of these matters will result in a material loss. We have not provided any third party financial guarantees as of and

for the 26 and 13-week periods ended June 28, 2008 and June 30, 2007, respectively, and for the 52-week period ended
December 29, 2007.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Except for the historical information and current statements contained in this Form 10-Q, certain matters discussed herein,
including, without limitation, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” are
forward-looking statements that involve risks and uncertainties, including, without limitation, the effect of economic and
market conditions and competition, the ability to open new stores and expand into new markets, and risks relating to foreign
importing operations, which could cause actual results to differ materially.

RESULTS OF OPERATIONS

The following table sets forth our results of operations for the 26 and 13-week periods ended June 28, 2008 and June 30,
2007, respectively, expressed as a percentage of net sales. Amounts include the combined results of our Cache and Cache
Luxe stores.

26-Weeks Ended 13-Weeks Ended
June 28, June 30, June 28, June 30,
2008 2007 2008 2007

SAlES .. 100.0% 100.0% 100.0% 100.0%
Cost of sales......ccccccvvvvvieiieeiieeienn, 55.8 53.5 53.8 52.2
Gross Profit.......ccceovvneneineniennnn, 44.2 46.5 46.2 47.8
Store operating eXpenses ..........c...... 34.4 36.7 335 36.1
General and administrative

EXPENSES ... irerieeieere e 8.4 9.2 8.4 9.9
Store exit COStS......covvvvviievieeieeireenne, 1.6 0.0 0.0 0.0
Operating income (10SS)........ccco...... (0.2) 0.6 4.3 1.8
INterest EXPENSE ...cccvvvvvveiiieiiiniiiiens 0.1 0.0 0.1 0.0
Interest iINCOME.......cccovvvviverieenne, 0.3 11 0.3 11
Income before income taxes ............ 0.0 1.7 4.5 2.9
Income tax provision .........c.c.coev..e. 0.0 0.6 1.7 11
Net iNCOME.....ccoviieiiecrecree e 0.0% 1.1% 2.8% 1.8%

We use a number of key indicators of financial condition and operating performance to evaluate the performance of our
business, some of which are set forth in the following table:

26-Weeks Ended 13-Weeks Ended
June 28, June 30, June 28, June 30,
2008 2007 2008 2007

Total store count, at end of period ....... 297 294 297 294
Net sales growth (decrease) ................. 4.7% (0.1)% 4.1% (1.0)%
Comparable store sales growth ............ 3% 1% 3% 1%
Average sales per transaction

dECrease ......cccveeveevie e 1.7% (7.0)% (0.5)% (6.0)%
Average number of transactions

GrOWEN ... 5.0% 8.6% 3.5% 6.7%
Net sales per average square foot......... $ 234 $ 219 % 122 $ 115
Total square footage, at end of period

(in thousands)..........cccvervieneniennnn. 601 598 601 598
Net sales

During the 26-week period ended June 28, 2008, net sales increased to $141.7 million from $135.4 million, an increase of
$6.3 million, or 4.7%, over the same 26-week period last year. This reflects $3.7 million of additional net sales, as a result of
a 3% increase in comparable store sales, and $2.8 million of net sales from our newly acquired division — Mary L.
Comparable store sales increased due to strong customer response to the sportswear assortment and the Company’s
aggressive pricing strategy. Due to the acquisition of the Mary L. division in the third quarter of fiscal 2007, no sales for
Mary L. were recorded during the first half of fiscal 2007. The increases in sales from our comparable stores and from our
Mary L. division were offset by a decrease in non-comparable stores sales, which amounted to $167,000. The increase in net
sales in fiscal 2008 at Cache stores reflected a 5.0% increase in sales transactions, which was partially offset by a 1.7%
decrease in average dollars per transactions, primarily due to the new pricing strategy.
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During the 13-week period ended June 28, 2008, net sales increased to $74.0 million from $71.0 million, an increase of $3.0
million, or 4.1%, over the same 13-week period last year. This reflects $1.9 million of additional net sales, as a result of a
3% increase in comparable stores sales, $910,000 of net sales from our newly acquired division — Mary L. and a $149,000
increase in net sales from non-comparable stores. Comparable store sales increased due to strong customer response to the
sportswear assortment and the Company’s aggressive pricing strategy. Due to the acquisition of the Mary L. division in the
third quarter of fiscal 2007, no sales for Mary L. were recorded during the 13-week period last year. The increase in net sales
in fiscal 2008 at Cache stores reflected a 3.5% increase in sales transactions, which was partially offset by a 0.5% decrease in
average dollars per transaction, primarily due to our new pricing strategy.

Gross profit

During the 26-week period ended June 28, 2008, gross profit decreased to $62.6 million from $62.9 million, a decrease of
$318,000, or 0.5%, as compared to the same 26-week period last year. As a percentage of net sales, gross profit decreased to
44.2% from 46.5%, last year. This decrease was primarily due to the Company’s implementation of the new pricing strategy
and increase in markdown sales, as compared to the same period last year, and by the inclusion of operational costs related to
our newly acquired subsidiary — Adrienne Victoria Designs or “AVD”. Costs related to AVD were not recorded in the same
period last year, as it was acquired in the third quarter of fiscal 2007. These costs were partially offset by savings from
increased direct sourcing of merchandise through AVD and a decrease in buying and occupancy expense, as compared to the
same period last year.

During the 13-week period ended June 28, 2008, gross profit increased to $34.2 million from $33.9 million, an increase of
$257,000, or 0.8%, as compared to the same 13-week period last year. As a percentage of net sales, gross profit decreased to
46.2% from 47.8%, last year. The increase of $257,000 was partially due to an increase of 3% in comparable store sales,
which was offset by the Company’s implementation of the new pricing strategy, inclusion of operational costs related to our
newly acquired subsidiary — Adrienne Victoria Designs or “AVD” and an increase in our buying and occupancy costs, as
compared to the same period last year. Costs related to AVD were not recorded in the same period last year, as it was
acquired in the third quarter of fiscal 2007. These costs were partially offset by savings from increased direct sourcing of
merchandise through AVD.

Store operating expenses

During the 26-week period ended June 28, 2008, store operating expenses decreased to $48.7 million from $49.6 million, a
decrease of $930,000, or 1.9%, as compared to the same 26-week period last year. As a percentage of net sales, store
operating expenses decreased to 34.4% from 36.7%, for the 26-week period last year. Store operating expenses decreased,
principally due to lower marketing expenses ($3.0 million), which were partially offset by an increase in depreciation and
amortization expense ($671,000), payroll expense ($886,000) and several other expense categories.

During the 13-week period ended June 28, 2008, store operating expenses decreased to $24.8 million from $25.6 million, a
decrease of $833,000, or 3.3%, as compared to the same 13-week period last year. As a percentage of net sales, store
operating expenses decreased to 33.5% from 36.1%, for the 13-week period last year. Store operating expenses decreased,
principally due to lower marketing expenses ($1.7 million), which were partially offset by an increase in depreciation and
amortization expense ($188,000), payroll expense ($398,000) and several other expense categories.

General and administrative expenses

During the 26-week period ended June 28, 2008, general and administrative expenses decreased to $11.9 million from $12.5
million, a decrease of $622,000, or 5.0%, below the same 26-week period last year. As a percentage of net sales, general and
administrative expenses decreased to 8.4% from 9.2%. General and administrative expenses decreased, primarily due to
lower professional fees ($1.8 million), which was due to lower audit fees during the current fiscal year and the inclusion of
$1.0 million in nonrecurring legal settlement costs in the same period last year. The decrease was offset by increases in
shipping expense ($290,000), due to shipment of products for our newly acquired Mary L. division, sales commission
($332,000) paid to agent for the sale of products related to our Mary L. division, payroll ($138,000), principally due to the
payout resulting from the recent change in management, outside services ($187,000), repair and maintenance ($176,000),
amortization ($59,000), of intangibles acquired in connection with the acquisition of AVD, equipment leasing cost ($55,000)
and several other expense categories.

During the 13-week period ended June 28, 2008, general and administrative expenses decreased to $6.2 million from $7.0
million, a decrease of $826,000, or 11.8%, below the same 13-week period last year. As a percentage of net sales, general and
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administrative expenses decreased to 8.4% from 9.9%. General and administrative expenses decreased, primarily due to a
reduction in professional fees ($1.6 million), which was principally due to $1.0 million in nonrecurring legal settlement cost
in the same period last year. These decreases were offset by increases in several other expense categories.

Store exit costs

During the 26-week period ended June 28, 2008, the Company recorded a pre-tax charge of $2.3 million ($1.5 million after
tax or $0.11 per diluted share) for 14 underperforming stores, which will close over the course of fiscal 2008. Included in the
store exit costs is a write down of equipment and leasehold improvements and furniture and fixtures in the amount of $2.1
million, severance accrual of $198,000 and lease termination costs for $665,000. These costs were offset by the reversal of
$626,000 of deferred rent accruals. Store exit costs were recorded during the 13-week period ended March 29, 2008 and no
additional exit costs were recorded during 13-week period ended June 28, 2008.

Other income/expense

During the 26-week period ended June 28, 2008, other income (expense) decreased to $356,000 from $1.5 million, a decrease
of $1.1 million, or 76.0%, as compared to the same 26-week period last year. This decrease was due to a reduction in interest
income of $997,000, caused by lower interest rates and lower average cash and marketable securities balances, coupled with
charges related to interest expense for the note payable recorded in connection with the acquisition of AVD. During the 13-
week period ended June 28, 2008, other income (expense) decreased to $134,000 from $758,000, a decrease of $624,000, or
82.3%, as compared to the same 13-week period last year. This decrease was due to a reduction in interest income of
$561,000, caused by lower interest rates and lower average cash balances, coupled with charges related to interest expense
for the note payable recorded in connection with the acquisition of AVD.

Income taxes

During the 26-week period ended June 28, 2008, income tax provision decreased to $31,000 from $857,000, a decrease of
$826,000, or 96.4%, as compared to the same 26-week period last year. During the 13-week period ended June 28, 2008,
income taxes increased to $1.2 million from $765,000, an increase of $471,000 or 61.6%, as compared to the same 13-week
period last year. The estimated effective tax rate for fiscal 2008 is projected to be 37.0%, as compared to the fiscal 2007
estimate of 37.5%.

Net income
As a result of the factors discussed above, net income of $52,000 and $2.1 million was recorded during the 26 and 13-week
periods ended June 28, 2008, respectively. In fiscal 2007, net income of $1.4 million and $1.3 million was recorded during

the 26 and 13-week periods ended June 30, 2007, respectively.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s cash requirements are primarily for working capital, the construction of new stores, the remodeling of
existing stores and to improve and enhance our information technology systems. During the 26-week period ended June 28,
2008, we used $1.7 million of cash flow from operations, as compared to $10.4 million generated for the same period in
fiscal 2007. We expect to continue to meet our operating cash requirements primarily through cash flows from operating
activities, existing cash and equivalents, and short-term investments. In addition, we have available a $17.5 million revolving
credit facility (the “credit facility’”) with Bank of America Retail Finance, under which we have not had outstanding
borrowings for several years. At June 28, 2008, we had working capital of $47.9 million, cash and marketable securities of
$27.4 million and $5.1 million in third party debt outstanding related to the purchase of Adrienne Victoria Designs (“AVD”).

The following table sets forth our cash flows for the period indicated:

26 Weeks ended
June 28, June 30,
2008 2007
Net cash provided by (used in) operating aCtiVities ..........cccovereiininninenc e, $ (1,658,000) $ 10,407,000
Net cash provided by (used in) investing aCtiVities ..........ccccooerviiiineinencieee e, 10,539,000 (13,583,000)
Net cash provided by (used in) financing aCtiVities ..........ccccovervieieneiience e, (15,079,000) 279,000
Net decrease in cash and EQUIVAIENES ..o $ (6,198,000) $ (2,897,000)
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During the 26-week period ended June 28, 2008, cash and equivalents decreased by $6.2 million, primarily due to repurchase
of common stock ($14.7 million), amortization of deferred rent ($1.0 million), a seasonal increase in inventories ($4.5
million), an increase in prepaid expenses ($1.8 million) primarily due to estimated tax payments and a decrease in accrued
expenses ($2.2 million), primarily due to payment for treasury share repurchases accrued in fiscal 2007. Decreases in cash
flows for the current period also resulted from capital expenditures for our new store expansion and remodeling program
totaling $6.0 million. This decrease was offset by operating cash flows from net maturities of marketable securities ($16.6
million), depreciation and amortization expense ($6.3 million) and write down of equipment and leasehold improvements, net
of deferred rent ($1.4 million).

The Company plans to open approximately 16 new stores during fiscal 2008, eight of which we have opened in the first half
of fiscal 2008. We also renovated six existing stores in the first half of fiscal 2008. We spent approximately $6.0 million
through June 28, 2008 and expect to spend an additional $5 million to $6 million during the balance of fiscal 2008, for both
new store and existing store construction and remodeling. We announced the closure of 14 underperforming stores
throughout fiscal 2008, which is not inclusive of seven stores closed in the normal course of business.

As of June 28, 2008, the Company has repurchased during fiscal 2008, in the open market, a total of 1,471,968 shares at a
cost of $14.7 million or $9.98 per share for a total repurchase of 3,167,000 shares, at a cost of $38.9 million or $12.28 per
share. There have been no borrowings against the line of credit during fiscal 2007 and the first half of fiscal 2008. There were
outstanding letters of credit of $569,000, $774,000 and $900,000, pursuant to the Amended Revolving Credit Facility, at
June 28, 2008, December 29, 2007 and June 30, 2007, respectively.

Inflation / Recession

The Company does not believe that our sales revenue or operating results have been materially impacted by inflation during
the past two fiscal years. There can be no assurance, however, that our sales revenue or operating results will not be impacted
by inflation in the future. Many believe the U.S. economy has entered into a recession. Prolonged periods of the recession on
the U.S. economy or global economies may affect the sales volume and profitability levels of our company.

Off-Balance Sheet Arrangements

The Company does not have any off-balance sheet arrangements or transactions with unconsolidated, limited purpose
entities. In the normal course of our business, we enter into operating leases for store locations and utilize letters of credit
principally for the importation of merchandise. We do not have any undisclosed material transactions or commitments
involving related persons or entities.

Critical Accounting Policies and Estimates

The Company’s accounting policies are more fully described in Note 1 of Notes to Consolidated Financial Statements in our
fiscal 2007 10-K. As disclosed in Note 1 of Notes to Consolidated Financial Statements, the preparation of financial
statements in conformity with accounting principles generally accepted in the United States of America (“GAAP”) requires
management to make estimates and assumptions about future events that affect the amounts reported in the consolidated
financial statements and accompanying notes. Since future events and their effects cannot be determined with absolute
certainty, actual results will differ from those estimates. We evaluate our estimates and judgments on an ongoing basis and
predicate those estimates and judgments on historical experience and on various other factors that are believed to be
reasonable under the circumstances. Actual results will differ from these under different assumptions or conditions.

The Company’s management believes the following critical accounting policies, among others, affect its more significant
judgments and estimates used in preparation of the Consolidated Financial Statements.

Inventories. The Company’s finished goods inventories at our retail stores are valued at the lower of cost or market using the
retail inventory method. Under the retail inventory method (“RIM”), the valuation of inventories at cost and the resulting
gross margins are calculated by applying a calculated cost to retail ratio to the retail value of inventories. RIM is an averaging
method that is widely used in the retail industry due to its practicality. Additionally, it is recognized that the use of RIM will
result in valuing inventories at the lower of cost or market if markdowns are currently taken as a reduction of the retail value
of inventories. Inherent in the RIM calculation are certain significant management judgments including, among others,
merchandise markon, markups, and markdowns, which significantly impact the ending inventory valuation at cost as well as
the resulting gross margins. We take markdowns due to changes in fashion and style, based on the following factors:

(i) supply on hand, (ii) historical experience and (iii) our expectations as to future sales. We do not anticipate any significant
change in our markdown strategy that would cause a significant change in our earnings. We believe that our RIM provides an
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inventory valuation, which results in a carrying value at the lower of cost or market. For our AVD division, which makes up
approximately 23% of total inventory as of June 28, 2008, the raw materials, work in process and finished goods inventories
are valued at the lower of cost or market value, using the first-in-first-out valuation method. The Company ensures that the
raw materials, work in process and finished goods are properly valued by taking into account any obsolescence and recording
a reserve in accordance with our established policy.

Reserve for sales allowance and doubtful accounts. The allowance for doubtful accounts is the Company’s best estimate of
the amount of probable credit losses in existing accounts receivable. The allowance is determined based on historical write-
off experience and the current retailer environment. We regularly review the allowance for doubtful accounts. Balances over
90 days past due and over a specified amount are reviewed individually for collectability; other balances are considered on an
aggregate basis considering the aging of balances. Account balances are written off against the allowance when it is probable
the receivable will not be recovered. There is no off-balance sheet credit exposure related to our customers. Management
believes that the risk associated with trade accounts receivable is adequately provided for in the allowance for doubtful
accounts. During the 26-week period ended June 28, 2008, we recorded a reserve of approximately $1.1 million and utilized
$930,000, resulting in an aggregate reserve amount of $351,000 as of June 28, 2008. As of December 29, 2007, the company
reported a reserve balance of $234,000.

Finite-long lived assets. The Company’s judgment regarding the existence of impairment indicators is based on market and
operational performance. We assess the impairment of long-lived assets, primarily fixed assets, whenever events or changes
in circumstances indicate that the carrying value may not be recoverable. Factors we consider important which could trigger
an impairment review include the following:

e significant changes in the manner of our use of assets or the strategy for our overall business;
e significant negative industry or economic trends;

e store closings; or

¢ underperforming business trends.

In the evaluation of the fair value and future benefits of finite long-lived assets, we perform an analysis by store of the
anticipated undiscounted future net cash flows of the related finite long-lived assets. If the carrying value of the related asset
exceeds the undiscounted cash flows, the carrying value is reduced to its fair value. Various factors including future sales
growth and profit margins are included in this analysis. To the extent these future projections or strategies change, the
conclusion regarding impairment may differ from the current estimates. In fiscal 2006, the Company recorded an impairment
charge of $101,000, related to one store, that the Company closed in early 2007. No impairment charges, other than the store
exit costs, were recorded during the 26-week period ended June 28, 2008. No impairment charges were recorded in the same
period last year.

Goodwill and Intangible Assets. The Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 142,
“Goodwill and Other Intangible Assets” (“SFAS No. 142”) on December 30, 2001. SFAS No. 142 requires that ratable
amortization of goodwill be replaced with periodic tests of the goodwill’s impairment. During fiscal 2007, in connection with
the acquisition of AVD, the Company recorded goodwill of $10.1 million and other intangible assets of $1.3 million. The
Company performs annual impairment testing which considers the Company’s fair value to determine whether an impairment
charge related to the carrying value of the Company’s recorded goodwill and other intangible assets is necessary. As a result
of this testing, the Company concluded that there was no such impairment loss necessary during fiscal 2007. This is
reevaluated annually during the fourth quarter, or more frequently if necessary, using similar testing.

Self Insurance. The Company is self-insured for losses and liabilities related primarily to employee health and welfare
claims. Losses are accrued based upon our estimates of the aggregate liability for claims incurred using certain actuarial
assumptions followed in the insurance industry and based on Company experience. Adjustments to earnings resulting from
changes in historical loss trends have been insignificant for fiscal 2007 and 2008. Further, we do not anticipate any
significant change in loss trends, settlements or other costs that would cause a significant change in our earnings. We
maintain stop-loss insurance coverage, which covers us for benefits paid in excess of limits as defined in the plan.

Gift Cards, Gift Certificates and Credits. The Company sells gift cards and gift certificates (“Gift Cards™) and issues credits
to its customers when merchandise is returned. These Gift Cards do not have expiration dates. The Company recognizes sales
from Gift Cards when they are redeemed by the customer and income when the likelihood of the Gift Card being redeemed
by the customer is remote (Gift Card breakage) since the Company has determined that it does not have a legal obligation to
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remit the value of unredeemed Gift Cards to the relevant jurisdiction as abandoned property. The Company determines Gift
Card breakage income based upon historical redemption patterns and the remaining unredeemed percentage at the end of our
historical data of 3.5 years. Historical redemptions of gift cards ranged from 64% in the first quarter to 0.03% in the
fourteenth quarter subsequent to the issue date, resulting in an average of approximately 95% redeemed or 5% unredeemed
gift cards over the historical data of 3.5 years. We have determined that redemption would be remote based on the fact that,
by the fourteenth quarter since issue date, the redemption rate approximated 0%, indicating that the probability of such cards
to be redeemed is remote. As such, we have recorded breakage income based upon this 5%, which is continually reviewed
on a quarterly basis for propriety. Breakage income represents the balance of Gift Cards, for which the Company believes the
likelihood of redemption by the customer is remote. At that time, the Company will recognize breakage income for those Gift
Cards. The Company recorded $159,000 and $164,000 of breakage income during the 26-week periods ended June 28, 2008
and June 30, 2007, respectively.

Revenue Recognition. Sales are recognized at the “point of sale,” which occurs when merchandise is sold in an “over-the-
counter” transaction or upon receipt by a customer. Sales of merchandise via our website are recognized at the expected time
of delivery to the customer. Our customers have the right to return merchandise. Sales are reported net of actual and
estimated returns. We maintain a reserve for potential product returns and record, as a reduction to sales, a provision for
estimated product returns, which is determined based on historical experience. Charges or credits to earnings resulting from
revisions to estimates on our sales return provision for fiscal 2007 and 2008, have not been material. Amounts billed to
customers for shipping and handling fees are included in net sales at the time of shipment. Costs incurred for shipping and
handling are included in cost of sales. The Company records revenues net of applicable sales tax.

In connection with the acquisition of AVD, the Company also acquired the rights to the “Mary L.” trademark. Mary L.
products are sold in upper tier department stores and as a result, Mary L. sales are included under net sales when the
merchandise is shipped to the department stores. Mary L. sales are recorded net of any returns, chargebacks, discounts and
allowances. We also maintain a reserve as a reduction to sales for potential returns, chargebacks, discounts and allowances.
During the 26-week period ended June 28, 2008, we recorded a reserve of approximately $1.1 million and utilized $930,000,
resulting in an aggregate reserve amount of $351,000 as of June 28, 2008.

During the second quarter of fiscal 2007, Cache introduced a co-branded customer credit card program. Under this program,
the Company receives from the issuing bank a non-refundable credit card activation fee for each new account that is opened
and activated. These fees are initially deferred and recognized in consolidated net sales as revenue over the life of the
contract. During the 26-week period ended June 28, 2008, the Company received approximately $778,000 in connection
with activated cards. The amount of fee income recorded in connection with activated credit cards was $163,000 in fiscal
2008 and insignificant in fiscal 2007.

The Company also offers its credit card holders a program whereby points can be earned on net purchases made with the co-
branded credit card. Five reward points are awarded for each dollar spent at Cache business and one reward point is awarded
for each dollar spent at non-Cache businesses. Cardholders whose credit card account is not delinquent, in default or closed
will be automatically eligible to receive a $25 Cache gift card upon accrual of 2,500 reward points. The issuing bank bears
the cost of the reward program and is responsible for the administration and management of the program.

The Company also receives from the issuing bank and Visa U.S.A Inc. a sales royalty, which is based on a percentage of net
purchases made by cardholders at Cache or other businesses. Cache has determined that since it has not incurred any
significant or recurring costs in relation to the co-branded credit card program the sales royalties earned in connection to the
agreement will be recorded under net sales. The fees that are incurred by the Company are cardholder incentives, which are
funded from the fees paid by the issuing bank and Visa U.S.A Inc. The amount of sales royalty income recorded has been
insignificant in the first half of fiscal 2008.

Income Taxes. The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes.”
This statement requires the Company to recognize deferred tax liabilities and assets for the expected future tax consequences
of events that have been recognized in the Company’s financial statements or tax returns. Under this method, deferred tax
liabilities and assets are determined based on the difference between the financial statement carrying amounts and tax bases
of assets and liabilities, using applicable tax rates for the years in which the differences are expected to reverse. When tax
contingencies become probable, a liability for the contingent amount is estimated based upon the Company’s best estimation
of the potential exposures associated with the timing and amount of deductions, as well as various tax filing positions. As of
June 28, 2008, the Company did not have any tax contingencies. The Company adopted the provisions of FIN 48, effective
December 31, 2006. The impact of adoption did not have a material impact on the consolidated financial statements.
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Seasonality. The Company experiences seasonal and quarterly fluctuations in net sales and operating income. Quarterly
results of operations may fluctuate significantly as a result of a variety of factors, including the timing of new store openings,
fashion trends and shifts in timing of certain holidays. Our business is subject to seasonal influences, characterized by
highest sales during the fourth quarter (October, November and December) and lowest sales during the third quarter (July,
August and September).

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to the following types of market risk-fluctuations in the purchase price of merchandise, as well as
other goods and services: the value of foreign currencies in relation to the U.S. dollar; and changes in interest rates. Due to

our inventory turn rate and our historical ability to pass through the impact of any generalized changes in our cost of goods
sold to our customers through pricing adjustments, commodity and other product risks are not expected to be material. We
purchase substantially all merchandise in U.S. dollars.

Our exposure to market risk for changes in interest rates relates to cash, cash equivalents and marketable securities. As of
June 28, 2008, our cash, equivalents and marketable securities consisted primarily of funds invested in money market
accounts, which bear interest at a variable rate and U.S. treasury instruments, as well as municipal bonds, which bear interest
at a fixed rate. Due to the average maturity and the conservative nature of our investment portfolio, we believe a sudden
change in interest rates would not have a material effect on the value of our investment portfolio. As the interest rates on a
material portion of our cash, cash equivalents and marketable securities are variable, a change in interest rates earned on our
investment portfolio would impact interest income along with cash flows, but would not materially impact the fair market
value of the related underlying instruments.

ITEM 4. CONTROLS AND PROCEDURES

The Company is committed to maintaining disclosure controls and procedures designed to ensure that information required to
be disclosed in our periodic reports filed under the Exchange Act of 1934, as amended (the “Exchange Act”), is recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such
information is accumulated and communicated to our management, including our chief executive officer and chief financial
officer, as appropriate, to allow for timely decisions regarding required disclosure.

Under the supervision and with the participation of our management, including our principal executive officer and principal
financial officer, we conducted an evaluation of our disclosure controls and procedures, as such term is defined under

Rules 13a-15(e) and 15d-15(e) under the Exchange Act as of the end of the period covered by this report. There are inherent
limitations to the effectiveness of any system of disclosure controls and procedures, including the possibility of human error
and the circumvention or overriding of the controls and procedures. Accordingly, even effective disclosure controls and
procedures can only provide reasonable assurance of achieving their control objectives. Based on this evaluation, our
principal executive officer and our principal financial officer concluded that our disclosure controls and procedures were
effective as of the end of the period covered by this Report.

There has been no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the
Exchange Act) during the six months ended June 28, 2008 that has materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.
PART Il - OTHER INFORMATION
ITEM 6. EXHIBITS

31.1 Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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Signatures

Pursuant to the requirement of Section 13 or 15 (d) of the Securities and Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Dated: August 7, 2008
CACHE, INC.

BY: /s/ Thomas E. Reinckens

Thomas E. Reinckens
Chairman and Chief
Executive Officer
(Principal Executive
Officer)

BY: /s/ Margaret Feeney

Margaret Feeney

Executive Vice President and
Chief Financial Officer
(Principal Financial and
Accounting Officer)
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EXHIBIT 31.1

CERTIFICATION

I, Thomas E. Reinckens, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Cache, Inc. (Cache);

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the periods covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly
report, fairly present in all material respects the financial condition, results of operations and cash flows of Cache
as of, and for, the periods presented in this quarterly report;

4. Cache’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal controls over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

c)

d)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to Cache, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period which this quarterly report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

evaluated the effectiveness of Cache’s disclosure controls and procedures and presented in this
quarterly report our conclusions about the effectiveness of the disclosure controls and procedures as of
the end of the period covered by this quarterly report based on such evaluation;

disclosed in this report any changes in Cache’s internal control over financial reporting that occurred
during Cache’s second quarter that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5. Cache’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to Cache’s auditors and the audit committee of Cache’s Board of Directors;

a)

b)

all significant deficiencies and material weaknesses in the design or operation of internal controls over
financial reporting which are reasonably likely to adversely affect Cache’s ability to record, process,
summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a
significant role in Cache’s internal controls over financial reporting.

August 7, 2008 By: /s/ Thomas E. Reinckens
Thomas E. Reinckens
Chairman and Chief
Executive Officer
(Principal Executive
Officer)




EXHIBIT 31.2

CERTIFICATION

I, Margaret Feeney, certify that:

1. | have reviewed this quarterly report on Form 10-Q of Cache, Inc. (Cache);

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly
report, fairly present in all material respects the financial condition, results of operations and cash flows of
Cache as of, and for, the periods presented in this quarterly report;

4. Cache’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal controls over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to

b)

c)

d)

be designed under our supervision, to ensure that material information relating to Cache, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period which this quarterly report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

evaluated the effectiveness of Cache’s disclosure controls and procedures and presented in this
quarterly report our conclusions about the effectiveness of the disclosure controls and procedures as of
the end of the period covered by this quarterly report based on such evaluation;

disclosed in this report any changes in Cache’s internal control over financial reporting that occurred
during Cache’s second quarter that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5. Cache’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to Cache’s auditors and the audit committee of Cache’s Board of Directors;

a)

b)

all significant deficiencies and material weaknesses in the design or operation of internal controls over
financial reporting which are reasonably likely to adversely affect Cache’s ability to record, process,
summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a
significant role in Cache’s internal controls over financial reporting.

August 7, 2008 By: /s/ Margaret Feeney

Margaret Feeney

Executive Vice President and
Chief Financial Officer
(Principal Financial and
Accounting Officer)



EXHIBIT 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to, and solely for the purposes of, 18 U.S.C. Section 1350 (Section 906 of the Sarbanes-Oxley Act of 2002), each of
the undersigned hereby certifies in the capacity and on the date indicated below that:

1. The Quarterly Report of Cache, Inc. on Form 10-Q for the period ending June 28, 2008 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”) fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 as amended; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of Cache, Inc.

August 7, 2008 BY: /s/ Thomas E. Reinckens
Thomas E. Reinckens
Chairman and Chief
Executive Officer
(Principal Executive
Officer)

August 7, 2008 By: /sl Margaret Feeney
Margaret Feeney
Executive Vice President and
Chief Financial Officer
(Principal Financial and
Accounting Officer)




