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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

X  Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2008

or

Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission File Number 001-32697
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(Exact name of registrant as specified in its charter)
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Delaware 20-3200601
(State of Incorporation) (L.R.S. Employer Identification No.)
747 Warehouse Street

Los Angeles, California 90021-1106
(Address of principal executive offices) (Zip code)

Registrant s telephone number, including area code: (213) 488-0226

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, par value $.0001 per share NYSE Alternext US
(Title of Each Class) (Name of Each Exchange on Which Registered)
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes © No x
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes © No x

Indicate by check mark whether registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to
such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of accelerated filer , large accelerated filer , and smaller reporting company in Rule 12b-2 of the Exchange Act:

Large accelerated filer ~ Accelerated filer x Non-accelerated filer ~ Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes © No x

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of June 30, 2008 was
approximately $463,614,047 based upon the closing price of the common stock on such date as reported by the American Stock Exchange (now
the NYSE Alternext US).

The number of shares of the registrant s common stock outstanding as of March 12, 2009 was 71,033,757.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the proxy statement for the registrant s 2009 Annual Meeting of Stockholders (the 2009 Proxy Statement ), to be filed within 120 days
of the end of the fiscal year ended December 31, 2008, are incorporated by reference into Part III herein. Except with respect to the information

specifically incorporated by reference in Part III of this Form 10-K, the 2009 Proxy Statement is not deemed to be filed as part of this Form
10-K.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, including the documents incorporated by reference herein, contains forward-looking statements within the
safe harbor provisions of the Private Securities Litigation Reform Act of 1995. All statements in this Annual Report on Form 10-K other than
statements of historical fact are forward-looking statements for purposes of these provisions. Statements that include the use of terminology such
as may, will, expects, believes, plans, estimates, potential, or continue, or the negative thereof or other and similar expressions are
forward-looking statements. In addition, in some cases, you can identify forward-looking statements by words or phrases such as trend,
potential,  opportunity, believe, comfortable, expect, anticipate, current, intention, estimate, position, assume, outlook,
maintain,  sustain, seek, achieve, and similar expressions.

Any statements that refer to projections of our future financial performance, our anticipated growth and trends in our business, our goals,
strategies, focuses and plans, and other characterizations of future events or circumstances, including statements expressing general expectations
or beliefs, whether positive or negative, about future operating results or the development of our products, and any statement of assumptions
underlying any of the foregoing are forward-looking statements. Forward-looking statements in this report may include, without limitation,
statements about:

future financial condition and operating results;

our ability to remain in compliance with financial covenants under our financing arrangements;

our plan to make continued investments in advertising and marketing;

our growth, expansion and acquisition prospects and strategies, the success of such strategies, and the benefits we believe can be
derived from such strategies;

the outcome of litigation matters;

our intellectual property rights and those of others, including actual or potential competitors;

our personnel, consultants, and collaborators;

operations outside the United States;

economic and political conditions;

overall industry and market performance;

the impact of accounting pronouncements;
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management s goals and plans for future operations; and

other assumptions described in this Annual Report on Form 10-K underlying or relating to any forward-looking statements.
The forward-looking statements in this report speak only as of the date of this report and caution should be taken not to place undue reliance on
any such forward-looking statements, which are qualified in their entirety by this cautionary statement. Forward-looking statements are subject
to numerous assumptions, events, risks, uncertainties and other factors, including those that may be outside of our control and that change over
time. As a result, actual results and/or the timing of events could differ materially from those expressed in or implied by the forward-looking
statements and future results could differ materially from historical performance. Such assumptions, events, risks, uncertainties and other factors
include, among others, those described under Item 1A and elsewhere in this report, as well as in other reports and documents we file with the
United States Securities and Exchange Commission (the SEC ) and include, without limitation, the following:

changes in the level of consumer spending or preferences or demand for our products;

consequences of our significant indebtedness, including our ability to comply with our debt agreements and generate cash flow to
service our debt;

disruptions in the global financial markets;
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increasing competition;

our ability to hire and retain key personnel and our relationship with our employees;

suitable store locations and our ability to attract customers to our stores;

effectively carrying out and managing our growth strategy;

failure to maintain the value and image of our brand and protect our intellectual property rights;

fluctuations in comparable store sales and margins;

seasonality;

costs of materials and labor;

location of our facilities in the same geographic area;

manufacturing, supply or distribution difficulties or disruptions;

risks of financial nonperformance by customers;

investigations, enforcement actions and litigation;

compliance with or changes in laws and regulations;

costs as a result of operating as a public company;

material weaknesses in internal controls;

interest rate and foreign currency risks;

loss of U.S. import protections or changes in duties, tariffs and quotas and other risks associated with international business;
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our ability to upgrade our information technology infrastructure and other risks associated with the systems that operate our online
retail operations; and

general economic and industry conditions, including worsening U.S. and foreign economic conditions and turmoil in the financial
markets.
All forward-looking statements included in this document are made as of the date hereof, based on information available to the Company as of
the date hereof, and the Company assumes no obligation to update any forward-looking statement.
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PART I

Item 1. Business
Background of American Apparel, Inc.

American Apparel, Inc., a Delaware corporation, was incorporated in Delaware on July 22, 2005 as Endeavor Acquisition Corp., a blank check
company formed to acquire an operating business. On December 21, 2005, Endeavor Acquisition Corp. consummated its initial public offering,
and on December 18, 2006, entered into an Agreement and Plan of Reorganization, amended November 7, 2007, with American Apparel, Inc., a
California corporation ( Old American Apparel ), and its affiliated companies. Endeavor Acquisition Corp. consummated the acquisition of Old
American Apparel and its affiliated companies on December 12, 2007 (the Acquisition ) and changed its name to American Apparel, Inc.
Pursuant to the Acquisition, Old American Apparel merged with and into AAI Acquisition LLC, a Delaware limited liability company and a
wholly owned subsidiary of Endeavor Acquisition Corp. AAI Acquisition LLC survived the acquisition as a wholly owned subsidiary of the
Company and changed its name to American Apparel (USA), LLC.

The Acquisition was accounted for as a reverse merger and recapitalization of Old American Apparel. Accordingly, for accounting and financial
reporting purposes, Endeavor Acquisition Corp. was treated as the acquired company, and Old American Apparel was treated as the acquiring
company. The historical financial information and the historical description of our business, for periods and dates prior to December 12, 2007, is
that of Old American Apparel and its affiliated companies.

Unless the context requires otherwise, all references in this report to the Company, American Apparel, we, our, and us refer to American
Apparel, Inc., a Delaware corporation, together with its wholly owned subsidiary, American Apparel (USA), LLC, and its other direct and
indirect subsidiaries.

Overview

American Apparel is a vertically-integrated manufacturer, distributor, and retailer of branded fashion basic apparel based in downtown Los
Angeles, California. As of December 31, 2008, American Apparel operated 260 retail stores in 19 countries, including the United States,
Canada, Mexico, Brazil, United Kingdom, Austria, Belgium, France, Germany, Italy, the Netherlands, Spain, Sweden, Switzerland, Israel,
Australia, Japan, South Korea and China. American Apparel also operates a leading wholesale business that supplies t-shirts and other casual
wear to distributors and screen printers. In addition to its retail stores and wholesale operations, American Apparel operates an online retail
e-commerce website at www.americanapparel.com.

American Apparel currently has the following domestic subsidiaries: American Apparel LLC, American Apparel (USA), LLC, American
Apparel Retail, Inc., American Apparel Dyeing and Finishing, Inc., and KCL Knitting, LLC. Additionally, American Apparel operates its retail
and wholesale business through the following direct and indirect foreign subsidiaries: American Apparel Canada Wholesale Inc., American
Apparel Canada Retail Inc., Fresh Air Freight, Inc., American Apparel Deutschland GmbH, American Apparel Spain, S.L., American Apparel
Italia SRL, American Apparel (UK) Limited, American Apparel (Carnaby) Limited, American Apparel Mexico, Sde RL de CV, American
Apparel Mexico Labor, Sde RL de CV, American Apparel Japan Yugen Kaisha, American Apparel Korea Co., Ltd., American Apparel
Australia Pty Ltd., American Apparel Retail (Israel), Ltd., American Apparel Ireland Limited, American Apparel New do Brasil Comercio de
Roupas Ltd, American Apparel Iceland ehf, American Apparel (Beijing) Trading Company, Ltd. and American Apparel New Zealand, Limited.

American Apparel operates principally out of a 800,000 square foot facility in downtown Los Angeles, California that houses its executive
offices, as well as cutting, sewing, and distribution operations. American Apparel operates a knitting facility in Los Angeles, a dyeing and
finishing facility in Hawthorne, California, a sewing, dyeing and finishing facility in South Gate, California and a knitting and dyeing facility in
Garden Grove, California. The Company s domestic manufacturing operations allow American Apparel to quickly
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respond to customer demand, react quickly to changing fashion trends and closely monitor quality. The Company s garments are noted for their
quality and fit, and the Company s distinctive branding has differentiated it in the marketplace. American Appafelis a registered trademark of
American Apparel (USA), LLC.

Old American Apparel was founded in 1998. Since inception, American Apparel has operated its wholesale business. In October 2003,
American Apparel opened its first retail store in Los Angeles. In 2004, American Apparel began its online retail operations, and opened its first
stores in Canada and Europe. Since 2005, American Apparel has opened stores in Asia, Australia, Israel, Brazil and Mexico, and has further
expanded throughout the U.S., Canada and Europe.

Business Segments

The business reporting segments of the Company are U.S. Wholesale, U.S. Retail, Canada, and International. The Company believes this

method of segment reporting reflects both the way its business segments are managed and the way each segment s performance is evaluated. The
U.S. Wholesale segment includes the Company s wholesale and online consumer operations in the U.S. The U.S. Retail segment includes the
Company s retail operations in the U.S. The Canada business segment includes retail, wholesale and online operations in Canada. The
International segment includes retail, wholesale and online operations outside of the U.S. and Canada. The results of the respective business
segments exclude corporate expenses, which consist of the shared overhead costs of the Company. These costs are presented separately and
generally include, among other things, the following corporate costs: information technology, human resources, accounting and finance,
executive compensation and legal. Financial information about each segment, together with certain geographical information, for the fiscal years
ended December 31, 2008, 2007 and 2006 are included in Note 18 to the Consolidated Financial Statements contained herein.

In 2008, 29.8% from U.S. Wholesale operations, 31.0% of our net revenue was generated from U.S. Retail operations, 12.3% from Canada
operations and 26.9% from International operations. Total net revenue for 2008 was $545.0 million and total net earnings for 2008 were $14.1
million.

Core Business Strengths

American Apparel has relied on a number of core business strengths that it believes have contributed to its past success and will contribute to its
future growth:

Design Vision

American Apparel s design vision and aesthetic are intended to appeal to young, metropolitan adults by providing them with a core line of iconic,
timeless styles offered year-round in a wide variety of colors at reasonable prices. Since its founding, American Apparel has operated with the
belief that there is a large potential market among young adults for well-designed, high-quality fashion essentials. Led by Dov Charney, the
Company s Chairman of the Board of Directors, Chief Executive Officer and President, the Company s in-house creative team has carefully
developed the Company s product line.

Advertising and Branding

American Apparel attracts customers through internally-developed, edgy, high-impact, visual advertising campaigns which use print, outdoor,
in-store, and electronic communication vehicles. These advertising campaigns communicate a distinct brand image that differentiates the
Company from its competitors and seek to establish a connection with the Company s customers. The Company s retail stores are an important
part of American Apparel s branding and convey a modern, internationalist lifestyle. At various times, the Company has also drawn attention to
the Made in USA nature of its products and the Sweatshop Free environment in which the Company s garments are produced.
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Speed to Market

The Company s vertically integrated business model, with manufacturing and various other elements of the Company s business processes
centered in downtown Los Angeles, allows the Company to play a role in originating and defining new and innovative trends in fashion, while
enabling the Company to quickly respond to market and customer demand for classic styles and new products. For the Company s wholesale
operations, being able to fulfill large orders with quick turn-around allows American Apparel to capture business. The ability to quickly respond
to the market quickly means that the Company s retail operations can deliver on-trend apparel in a timely manner, adhere to a policy of not
discounting product at retail stores and maximize sales on popular styles by replenishing product that would have otherwise sold out.

Quality

American Apparel prides itself on its use of quality fabrics. American Apparel has an active quality control department that oversees the

in-house production of fabric at its knitting facilities. The quality control department also supervises outside knitting contractors who work to the
Company s strict specifications. The quality control department watches closely over the cutting, sewing, dyeing and finishing of our garments at
our Los Angeles area facilities. Because cutting and sewing operations are conducted mostly in-house, American Apparel believes it has the
ability to exercise greater control over clothing manufacturing than competitors who use contract sewing facilities.

Broad Appeal

While initially targeted towards young, metropolitan adults in the U.S., the clean, simple styles and quality of the Company s garments have
helped American Apparel appeal to various demographics around the world. The Company believes that its appeal has been augmented by, and
should continue to benefit from, growing trends toward casual attire and higher quality apparel.

Growth Strategy

As American Apparel continues to expand through organic growth, internal initiatives and future acquisitions, it will incur additional material
expenses. Two of the key areas in which such increased expenses will likely occur are cost of sales and new merchandise development. Also, as
previously noted, in order to grow retail sales, American Apparel will have to open new retail locations and hire additional retail personnel to
service new retail stores, which will involve an increase in occupancy expense and payroll. In order to grow the wholesale distribution channel,
American Apparel will have to hire new sales personnel to service new geographic territories.

To support new merchandise development, expenses will increase as American Apparel designs new products in existing and new categories.

Ongoing infrastructure investment also may be required to support growth. This may include expenditures for new buildings, machinery and
equipment, upgraded information systems and additions to the Company s management team.

To reduce the impact of additional material expenses on earnings, American Apparel continues to look for ways to improve productivity of
current manufacturing operations and to enhance other operating procedures. One of the initiatives already underway is the implementation of an
enterprise resource planning (ERP) system that is expected to realize gains in operation efficiencies in a number of enterprise-wide processes
including inventory and production management.
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American Apparel has developed a growth strategy that is designed to capitalize on its strengths. The principal elements of this growth strategy
are:

Store Expansion

The Company s growth strategy and the success of our business depends in part on the opening of new American Apparel retail stores, the
renewal of existing store leases on terms that meet our financial targets, the remodeling of existing stores in a timely manner and the operation of
these stores in a cost-efficient manner. American Apparel is committed to expanding its presence in the U.S. while significantly increasing its
store footprint in markets throughout Europe and Asia. The Company expanded the store base by 78 net new stores in 2008. As of February 28,
2009, the Company has signed leases for an additional 9 store locations that the Company expects to open in 2009. American Apparel evaluates
proposed sites based on traffic patterns, co-tenancies, average sales per square foot achieved by neighboring stores, lease economics,
demographic characteristics and other factors considered important regarding the specific location. The Company s experience in international
markets to date suggests that American Apparel s brand concept is readily transferable to new geographies.

New Merchandise Introduction

As American Apparel expands beyond its original product offering of T-shirts, the Company is increasing the variety of products available to its
growing customer base. American Apparel has strategically expanded its product offering to include denim, sweaters, jackets and other products
and intends to continue to introduce new merchandise to complement its existing products and draw new customers.

Continue In-Sourcing Manufacturing Activities

American Apparel has explored making strategic acquisitions to consolidate its manufacturing operations and continue to produce high quality
products. In December 2007, the Company expanded operations into a new facility in South Gate, California where, commencing January 2008,
it began cutting, sewing and garment dyeing a portion of its production. In May 2008, the Company acquired a fabric dyeing and finishing plant
in Garden Grove, California, and has added knitting operations at that facility. American Apparel believes that bringing certain elements of its
production process in-house affords the Company the opportunity to exert higher quality control while also lowering production costs. American
Apparel intends to continue to pursue strategic opportunities to further consolidate its operations while maintaining production in the United
States.

Enhance Information Systems Infrastructure

The Company successfully completed the first phase of an enterprise resources planning ( ERP ) system in 2008. This first phase included the
conversion of the Company s systems for manufacturing and warehouse operations, inventory management and control and wholesale operations.
The improvements in operating information and control systems have represented a substantial improvement over the legacy systems. The
Company has entered the second phase of the ERP implementation, which will include upgrading the financial accounting and control systems

for the Company s U.S. operations. The second phase is scheduled to be completed in 2009. In conjunction with the implementation of this ERP
system, the Company believes that a continued focus on enhancing its information systems infrastructure will further optimize operations.

Manufacturing Operations

American Apparel conducts all of its manufacturing operations in the Los Angeles metropolitan area, and principally at its cutting and sewing
facility in downtown Los Angeles, California. In January 2008, the Company began cutting, sewing, and garment dyeing a portion of its output
in a new facility in South Gate, California which was acquired in December 2007. In May 2008, the Company acquired an additional facility in
Garden Grove, California with cutting, dyeing and sewing capacity. Operations in this facility began in June 2008.
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American Apparel purchases yarn which is sent to knitters to be knit into greige fabric, which is fabric that is not dyed or processed. The
Company currently conducts a portion of its knitting operations in-house at its knitting facilities in Los Angeles and Garden Grove, California.
The Company operates circular and flat knitting machines, producing jersey, piqué, fleece and ribbing using cotton and cotton/polyester yarns.
The Company also utilizes third-party commission knitters. The Company s knitting facilities knit approximately 80% of the total fabric used in
American Apparel s garments, and employed a staff of approximately 100 people, as of December 31, 2008.

Knitted greige fabric produced at the Los Angeles and Garden Grove facilities or other commission knitters is batched for bleaching and dyeing
and transported to the Company s dyeing and finishing facilities, or other commission dye houses. In some cases, dyed fabric is transferred to
subcontractors for fabric laundering. The Company s dyeing and finishing facilities in the Los Angeles metropolitan area dye approximately 80%
of the total fabric used in American Apparel s garments, and employed a staft of approximately 900 people, as of December 31, 2008.

Most fabric is shipped to the Company s primary manufacturing facility in downtown Los Angeles where it is inspected and then cut on manual
and automated cutting tables, and subsequently sewn into finished garments. Some fabric is purchased directly from third parties, along with all
trims. Garments are sewn by teams of sewing operators typically ranging from five to 15 operators, depending on the complexity of a particular
garment. Each sewing operator performs a different sewing operation on a garment before passing it to the next operator. Sewing operators are
compensated on a modified piece-rate basis. Quality control personnel inspect finished garments for defects and reject any defective product.
American Apparel also manufactures some hosiery in-house at this facility, where it does knitting, inspection, and packing, and uses off-site
contractors for washing and boarding. Approximately 3,900 employees were directly involved in the cutting, sewing, and hosiery operations at
the downtown Los Angeles facility as of December 31, 2008.

American Apparel purchases yarn, certain fabrics and other raw materials from a variety of vendors over time. American Apparel does not have
any major suppliers of raw materials that it relies on exclusively to support its production operations. The inputs that American Apparel uses are
produced competitively by a large number of potential suppliers. Since the inputs are commodity in nature, American Apparel believes that it
could easily source its inputs from other vendors if its current suppliers were not able to meet its needs.

American Apparel maintains two warehouses, in addition to a warehouse and distribution center at its downtown Los Angeles facility, in the Los
Angeles metropolitan area, where it stores fabric rolls, trims, and finished goods. The Company also maintains warehouses in Montreal, Quebec
and Neuss, Germany.

Retail

As of December 31, 2008, the Company s retail operations consisted of 260 retail stores in 19 countries, including the United States, Canada,
Mexico, Brazil, United Kingdom, Austria, Belgium, Germany, France, Italy, the Netherlands, Spain, Sweden, Switzerland, Israel, Australia,
Japan, South Korea and China. American Apparel opened its first retail location in October 2003, in the Echo Park neighborhood of Los
Angeles, California. American Apparel s retail operations principally target young adults aged 20 to 32 through its unique assortment of
fashionable clothing and accessories and its compelling in-store experience. American Apparel has established a reputation with its customers,
who are culturally sophisticated, creative, and independent-minded. The product offering includes women s and men s basic apparel and
accessories, as well as new lines for children and pets. Stores average approximately 2,500-3,000 square feet of selling space. American
Apparel s stores are located in large metropolitan areas, emerging neighborhoods, and select university communities.

American Apparel seeks to instill enthusiasm and dedication in store management personnel and sales associates through regular communication
with the stores. Store personnel receive minimum hourly compensation and receive discretionary incentive compensation based on meeting sales
and profitability benchmarks.
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Wholesale

The Company s wholesale operations sell to over a dozen authorized distributors and approximately 10,000 screen printers and advertising
specialty companies. These screen printers and advertising specialty companies decorate our blank product with corporate logos, brands and

other images. American Apparel s wholesale customers sell imprinted sportswear and accessories to a highly diversified range of end-consumers,
including corporations, sporting venues, concert promoters, athletic leagues, and educational institutions, among others. In order to better serve
customers, American Apparel allows customers to order products by the piece, by the dozen, or in full case quantities. American Apparel also, to
a lesser extent, fulfills custom and private-label orders. American Apparel does not have any major customers that account for ten percent or
more of total consolidated net sales.

To serve its wholesale customers, American Apparel operates a call center out of its Los Angeles headquarters. The call center is staffed with
approximately 50 customer service representatives initiating sales calls, answering incoming phone calls, emails, and faxes, assisting customers
in placing orders, checking stock levels, looking for price quotes or requesting adjustments. On average, the call center receives 800 calls daily
and operates from Monday to Friday, 7am to 6pm, Pacific Time ( PT ).

While American Apparel operates primarily on a make-to-stock basis, manufacturing and maintaining a sufficient inventory of products to meet
demand, the Company s in-house manufacturing capacity also allows American Apparel to fulfill large orders in a timely fashion. American
Apparel capitalizes on its inventory position by providing a quick turn-around on customer orders. Credit approved orders to be shipped by

ground service are generally shipped the same day when received before 4:30pm PT while those to be shipped by air are generally shipped the
same day when received by 3:30pm PT. The majority of American Apparel s wholesale and internet consumer orders are processed within these
parameters. For these reasons, American Apparel does not typically maintain a large backlog of orders.

Online Consumer Sales

Since 2004, American Apparel has operated an online consumer e-commerce website, which offers the Company s products for purchase. This
e-commerce website, located at www.americanapparel.com, has localized storefronts for the United States, Canada, the United Kingdom,
Continental Europe, Switzerland, Japan, Korea, and Australia. For segment reporting purposes U.S. online sales are included in the U.S.
Wholesale business segment. Canada online sales are included in the Canada business segment, and overseas online retail sales are included in
the International business segment.

Brand, Advertising, and Marketing

American Apparel s advertising and direct marketing initiatives have been developed to elevate brand awareness, facilitate customer acquisition
and retention and support key growth strategies. American Apparel s in-house creative team works to create edgy, high-impact, provocative ads
which are produced year-round and are featured in leading national and local lifestyle publications, on billboards, and on specialty online
websites. American Apparel maintains a photo studio at its headquarters. Content for American Apparel s website and online store are also
generated internally at American Apparel. While the primary intent of this advertising is to support American Apparel s retail and online
e-commerce operations, the wholesale business also benefits from the greater overall brand awareness generated by this advertising.

For its wholesale operations, American Apparel utilizes industry trade shows to expand and enhance customer relationships, exhibit its product
offerings and share new promotions with customers. American Apparel participates in approximately two dozen trade shows annually. American
Apparel also produces print catalogs of its wholesale products, designed to be of the standard of high-end consumer retail catalogs with
attractive models, appealing photographs and a clear display of products.
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Product Development

American Apparel employs an in-house staff of designers and creative professionals to develop updated versions of timeless, iconic styles. Led
by Dov Charney, this team takes its inspiration from classic styles of the past, as well as the latest emerging fashion trends. American Apparel s
design team will often continue to update or renew a style long after its launch.

Intellectual Property

American Apparel 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. In the United States, American Apparel is the registered owner of the American Apparé,  Classic Gifl Standard Ameri¢n
Classic Bab¥, and Sustainable Editfon trademarks, among others.

Competition

The specialty retail, online retail and wholesale apparel businesses are each highly competitive. The apparel industry is characterized by rapid
shifts in fashion, consumer demand, and competitive pressures, resulting in both price and demand volatility. American Apparel believes that its
emphasis on quality fashion essentials mitigates these factors.

American Apparel s retail operations compete on the basis of the location of the stores, the breadth, quality, style, and availability of
merchandise, the level of customer service offered, and the price of goods of similar brand name quality. While American Apparel believes that
the fit and quality of its garments, as well as the broad variety of colors and styles of casual fashion essentials that it offers, helps differentiate it,
it competes against a wide variety of smaller, independent specialty stores, as well as department stores and national and international specialty
chains. Companies that operate in this space include The Gap, Urban Outfitters, H&M, Uniqlo and Forever 21. Many of these companies have
substantially greater name recognition than American Apparel. Many of these companies also have greater financial, marketing, and other
resources when compared to American Apparel.

The wholesale business competes with numerous wholesale companies based on the quality, fashion, availability, and price of our wholesale
product offering. These companies include Gildan Activewear, Hanesbrands, Russell Athletic and Fruit of the Loom. Many of these companies
have greater name recognition than American Apparel in the wholesale market. Many of these companies also have greater financial and other
resources when compared to American Apparel.

Along with the competitive factors noted above, other key competitive factors for American Apparel s online e-commerce operations include the
success or effectiveness of customer mailing lists, advertising response rates, merchandise delivery, web site design and web site availability.
The online e-commerce operations compete against numerous web sites, many of which may have a greater volume of web traffic, and greater
financial, marketing, and other resources.

Seasonality

American Apparel experiences seasonality in its operations. Historically, sales during the second and third fiscal quarters have generally been
the highest, with sales during the first fiscal quarter the lowest. This reflects the combined impact of the seasonality of the wholesale and retail
segments. Generally, American Apparel s retail segment has not experienced the same pronounced sales seasonality as other retailers.
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Employees

As of December 31, 2008, American Apparel employed a work force of approximately 9,700 employees worldwide. To ensure the Company s
long-term success, American Apparel must attract, hire, develop, and retain skilled manufacturing, retail, sales, creative, and administrative
employees, as well as executives. Competition for such employees can be intense.

American Apparel views its employees as long-term investments and adheres to a philosophy of providing employees with decent working
conditions in a technology-driven environment which allows the Company to attain improved efficiency, while promoting employee loyalty.
American Apparel provides a compensation structure and benefits package for manufacturing employees that includes above-market wages,
company-subsidized health insurance, free English language classes, free massage, free parking, as well as other benefits. American Apparel

also provides for a well-lit working environment that is properly ventilated and heated or cooled in its manufacturing facilities. These working
conditions, as well as compensation and benefits packages, are key elements in achieving American Apparel s desire to be an employer of choice
in the Los Angeles area. None of the Company s employees are covered by a collective bargaining agreement. American Apparel has never had a
strike and believes that its relations with its employees are excellent. The Company makes diligent efforts to comply with all employment and
labor regulations, including immigration laws, in the many jurisdictions in which the Company conducts operations.

Information Technology

American Apparel is committed to utilizing technology to enhance its competitive position. American Apparel s information systems provide
data for production, merchandising, distribution, retail stores and financial systems. The core business systems, which consist of both purchased
and internally developed software, are accessed over a company-wide network providing corporate employees with access to key business
applications. American Apparel dedicates a significant portion of its information technology resources to web services, which includes the
operation of the corporate website at www.americanapparel.net and the online retail site at www.americanapparel.com.

To support continued growth, American Apparel has initiated a strategic review of its information systems. American Apparel is in the process
of implementing an ERP system to replace, enhance and integrate many elements of its current information systems. American Apparel
currently operates a number of unrelated information technology systems that have resulted in operational inefficiencies and in some cases have
increased costs. Implementation of the new ERP system is a multi-phased project with the first phase, covering manufacturing and production
planning, having been completed in 2008, and the second phase, covering the financial accounting and control systems of the Company s U.S.
operations, expected to be completed in 2009.

Environmental Regulation

American Apparel s operations are subject to various environmental and occupational health and safety laws and regulations. Because the
Company monitors, controls and manages environmental issues, American Apparel believes it is in compliance in all material respects with the
regulatory requirements of those jurisdictions in which its facilities are located. In line with its commitment to the environment as well as to the
health and safety of its employees, American Apparel will continue to make expenditures to comply with these requirements, and does not
believe that compliance will have a material adverse effect on its business.
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Available Information

We will make available on our website, www.americanapparel.net, under Investor Relations free of charge, our annual reports on Form 10-K, as
well as the latest quarterly reports on Form 10-Q, the latest reports on Form 8-K, the latest proxy statements and amendments to those

documents as soon as reasonably practicable after we electronically file or furnish such materials to the SEC. You can also obtain copies of these
materials at prescribed rates by writing to the Public Reference Section of the SEC at 100 F Street, N.E., Washington, D.C. 20549. You can

obtain information on the operation of the public reference facilities by calling the SEC at 1-800-SEC-0330. The SEC also maintains a website

at www.sec.gov that makes available reports, proxy statements and other information regarding American Apparel that we file electronically

with it. By referring to our corporate website, www.americanapparel.net, and our online retail website, www.americanapparel.com, we do not
incorporate these websites or their contents into this Form 10-K.
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Item 1A.  Risk Factors
Purchases of retail apparel merchandise are generally discretionary and economic conditions may cause a decline in consumer spending
which could adversely affect our business and financial performance.

The Company s operations and performance depend significantly on worldwide economic conditions and their impact on levels of consumer
spending, particularly in discretionary areas, such as apparel, which have recently deteriorated significantly in the United States and many other
countries and regions and may remain depressed for the foreseeable future. Our business and financial performance, including our sales and the
collection of our accounts receivable, may be adversely affected by the current decrease and any future decrease in economic activity in the
United States or in other regions of the world in which we do business that cause a decline in consumer spending, including a reduction in the
availability of credit, increased unemployment levels, higher fuel and energy costs, rising interest rates, adverse conditions in the housing
markets, financial market volatility, recession, decreased access to credit, reduced consumer confidence in future economic conditions and
political conditions, acts of terrorism, consumer perceptions of personal well-being and security and other macroeconomic factors affecting
consumer spending behavior. Consumers are generally more willing to make discretionary purchases, including purchases of fashion products,
during periods in which favorable economic conditions prevail. A decrease in consumer discretionary spending as a result of the current
economic conditions may decrease the demand for our products. If consumer spending continues to slow down or decrease, we will not be able
to improve our same store sales. In addition, reduced consumer spending may cause us to lower prices, suffer significant product returns from
our customers or drive us to offer additional products at promotional prices, any of which would have a negative impact on gross profit.

Our ability to meet customers demands depends, in part, on our ability to obtain timely and adequate delivery of materials, parts and components
from our suppliers. The current global financial crisis may materially adversely affect the ability of our suppliers to obtain financing for
significant purchases and operations. If certain key suppliers were to become capacity constrained or insolvent as a result of the financial crisis,
it could result in a reduction or interruption in supplies or a significant increase in the price of supplies and adversely impact consumer spending
and our financial results. Reduced revenues as a result of decreased consumer spending may also reduce our working capital for planned store
improvements and to open additional stores in the manner that we have in the past. These and other economic factors could have a material
adverse effect on demand for the American Apparel s products and on our financial condition and operating results. In addition, as a result of
decreased revenues and working capital, we may be required to seek additional financing which may not be available on acceptable terms or at
all. There can be no assurances that government responses to the disruptions in the financial markets will restore consumer confidence, stabilize
such markets or increase liquidity and the availability of credit to consumers and businesses. We are not able to predict the duration and severity
of the current disruption in the financial markets and adverse economic conditions in the United States and other countries. As a consequence,
American Apparel s operating results for a particular period are difficult to predict, and, therefore, prior results are not necessarily indicative of
results to be expected in future periods. Any of the foregoing effects could have a material adverse effect on our business, results of operations,
and financial condition and could adversely affect our stock price.

Disruptions in the global financial markets could adversely impact our liquidity and our ability to obtain financing, including by affecting
the ability of our counterparties and others to perform their obligations to us.

Our liquidity may be negatively impacted if one of our lenders under our credit agreements or other debt agreements, or another financial
institution, suffers liquidity issues. In such an event, we may not be able to draw on all, or a substantial portion, of our debt agreements. The
current economic environment could cause our lenders, counterparties and others to breach their obligations to us under our contracts with them,
which could include failures of banks or other financial service companies to fund required borrowings under our debt agreements, to pay us
amounts that may become due under our derivative contracts for interest rates and foreign currencies, and to pay us amounts that may become
due under other agreements or our counterparties might limit or place burdensome conditions upon future transactions with the Company. Any
of the foregoing could adversely impact our business, financial condition and results of operations.
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Also, if we attempt to obtain future financing, the credit market turmoil could negatively impact our ability to obtain such financing. In the event
we need access to additional capital to pay our operating expenses, make payments on our indebtedness or pay capital expenditures, our ability
to obtain such capital may be limited and the cost of any such capital may be significant. Our access to additional financing will depend on a
variety of factors such as market conditions, the general availability of credit, the overall availability of credit to our industry, our credit ratings
and credit capacity, as well as the possibility that lenders could develop a negative perception of our long-term or short-term financial prospects.
If a combination of these factors were to occur, our internal sources of liquidity may prove to be insufficient, and in such case, we may not be
able to successfully obtain additional financing on favorable terms or at all. In addition, the credit market turmoil could negatively impact certain
of our customers and suppliers which could lead to a decrease in demand for our products and could have a material adverse impact on the
Company s financial condition and operating results.

Further, market conditions have resulted in severe downward pressure on the stock and credit markets, which could reduce the return available
on invested corporate cash and thereby potentially increase funding obligations, which, if severe and sustained, could have material and adverse
impacts on the Company s results of operations and cash flows.

American Apparel has significant indebtedness and a failure to generate significant cash flow could render it unable to service its
obligations and may place it at a competitive disadvantage and limit its ability to pursue its expansion plans.

As of March 13, 2009, American Apparel has substantial indebtedness, including $32.8 million of borrowings under its revolving credit facility
and $80 million of borrowings under its facility with Lion (as defined below). The borrowings under its revolving credit facility bear interest at
LIBOR plus 4.5% per annum, or prime rate (which rate can in no event be lower than LIBOR plus 2.5% per annum) plus 2.5% per annum, at the
Company s option, and the borrowings under its facility with Lion Capital LLP bear interest at 15% per annum (excluding debt discount),
payable quarterly in arrears, in each case plus an additional 2% per annum if we are in default under such facility. American Apparel s ability to
service this indebtedness is dependent on its ability to generate cash from internal operations sufficient to make required payments on such
indebtedness. Our level of indebtedness has important consequences to you and your investment in our common stock. For example, our level of
indebtedness may:

require us to dedicate a substantial portion of our cash flow from operations to pay interest and principal on our debt, which would
reduce the funds available to use for operations, investments, future business opportunities and other general corporate purposes;

make it more difficult for us to satisfy our debt obligations, and any failure to comply with such obligations, including financial and
other restrictive covenants, could result in an event of default under the agreements governing such indebtedness, which could lead
to, among other things, an acceleration of our indebtedness or foreclosure on the assets securing our indebtedness, which could have
a material adverse effect on our business or financial condition;

limit our ability to obtain additional financing, or to sell assets to raise funds, if needed, for working capital, capital expenditures,
expansion plans and other investments, which may limit our ability to implement our business strategy;

result in higher interest expense if interest rates increase on our floating rate borrowings;

heighten our vulnerability to downturns in our business, the industry or in the general economy and limit our flexibility in
planning for or reacting to changes in our business and the retail industry; or

reduce our ability to make acquisitions or take advantage of business opportunities as they arise or successfully carry out our plans to
expand our store base, product offerings and sales channels.
In addition, the terms of our indebtedness contain, and our future indebtedness may contain, various restrictive covenants that limit our
management s discretion in operating our business, including limitations on
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capital expenditures. See  The terms of our indebtedness contain various covenants that may limit our business activities below.

It is uncommon for companies involved in the retail apparel business to operate with such a high level of indebtedness due to the underlying
volatility of this business. Despite the attendant risks, American Apparel may have to enter into new credit facilities, or possibly issue additional
common stock, to finance its planned retail expansion. There can be no assurances that American Apparel will have access to any such financing
on commercially reasonable terms or that it will be able to open its planned number of new stores in 2009 or beyond.

If we are unable to gauge fashion trends and react to changing consumer preferences in a timely manner, our sales will decrease.

Our success is largely dependent upon our ability to gauge the fashion tastes of our customers and to provide merchandise that satisfies customer
demand in a timely manner. The retail apparel 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 our market, our sales will be adversely affected.
Some of our past product offerings have not been well received by our customer base. Merchandise misjudgments could have a material adverse
effect on our image with our customers and on our operating results. Fluctuations in the apparel retail market affect the inventory owned by
apparel retailers, since merchandise usually must be manufactured in advance of the season and frequently before fashion trends are evidenced
by customer purchases. In addition, the cyclical nature of the retail apparel business requires us to carry a significant amount of inventory,
especially prior to peak selling seasons when we build up our inventory levels. As a result, we will be vulnerable to demand and pricing shifts
and to suboptimal selection and timing of merchandise production. If sales do not meet expectations, too much inventory may lower planned
margins. Our brand image may also suffer if customers believe we are no longer able to offer the latest fashion. The occurrence of these events
could adversely affect our financial results by decreasing sales.

We operate in the highly competitive retail industry and our market share may be adversely impacted at any time by the significant number
of competitors in our industry that may compete more effectively than we can.

The apparel industry is characterized by rapid shifts in fashion, consumer demand and competitive pressures, resulting in both price and demand
volatility. The retail apparel industry, in general, and the imprintable apparel market, specifically, are fragmented and highly competitive. Prices
of certain products we manufacture, particularly T-shirts, are determined based on market conditions, including the price of raw materials. There
can be no assurance that we will be able to compete successfully in the future. We compete with national and local department stores, specialty
and discount store chains, independent retail stores and Internet businesses that market similar lines of merchandise, including The Gap, Urban
Outfitters, H&M, Uniqlo and Forever 21. Many of our competitors are, and many of our potential competitors may be, larger, have substantially
greater name recognition than American Apparel and have greater financial, marketing and other resources and, therefore, may be able to adapt
to changes in customer requirements more quickly, devote greater resources to the marketing and sale of their products, generate greater national
brand recognition or adopt more aggressive pricing policies than we can. We face a variety of competitive challenges, including:

anticipating and quickly responding to changing consumer demands;

maintaining favorable brand recognition and effectively marketing our products to consumers in diverse markets;

developing innovative, high-quality products in sizes, colors and styles that appeal to consumers;

sourcing raw materials and manufacturing merchandise efficiently;

pricing our products to remain competitive while achieving a customer perception of comparatively higher value;
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providing strong and effective marketing support; and

maintaining high levels of consumer traffic to our retail stores.
We also face competition in European, Asian and Canadian markets from established regional and national chains. Our success in these markets
depends on determining a sustainable profit formula to build brand loyalty and gain market share in these challenging retail environments. If our
international business is not successful or if we cannot effectively take advantage of international growth opportunities, our results of operations
could be adversely affected.

The wholesale business competes with numerous wholesale companies based on the quality, fashion, availability, and price of our wholesale
product offerings. These companies include Gildan Activewear, Hanesbrands, Russell Athletic and Fruit of the Loom. Many of these companies
have greater name recognition than American Apparel in the wholesale market. Many of these companies also have greater financial and other
resources when compared to American Apparel. If we cannot successfully compete with these companies, our results of operations could be
adversely affected.

We depend on key personnel, and our ability to grow and compete will be harmed if we do not retain the continued services of such
personnel, or we fail to identify, hire and retain additional qualified personnel.

We depend on the efforts and skills of American Apparel s management team, and the loss of services of one or more members of this team, each
of whom have substantial experience in the apparel industry, could have an adverse effect on our business. American Apparel s senior officers
closely supervise all aspects of the American Apparel business, in particular the design and production of merchandise and the operation of the
American Apparel stores. Because American Apparel had never operated as a public company prior to the Acquisition, the Company needs to
enhance its management team, including those responsible over financial reporting, to address reporting requirements that come with being a
public company. If we are unable to hire and retain qualified management or if any member of American Apparel s management leaves, such
departure could have an adverse effect on our operations and could adversely affect our ability to design new products and to maintain and grow
the distribution channels for our products. In particular, we believe we have benefited substantially from the leadership and strategic guidance of
Dov Charney. The loss of Dov Charney would be particularly harmful as he is considered intimately connected to American Apparel s brand
identity and is the principal driving force behind American Apparel s core concepts and designs. He is also the driving force behind our growth
Sstrategy.

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 and marketing areas, and other functions. In addition, if we experience material growth, we will need to attract and
retain additional qualified personnel. The market for qualified and talented design and marketing personnel in the apparel industry is intensely
competitive, and we cannot be sure that we will be able to attract and retain a sufficient number of qualified personnel in future periods. If we
are unable to attract or retain qualified personnel as needed, our growth will be hampered and our operating results could be materially adversely
affected.

We rely heavily on immigrant labor, and changes in immigration laws or enforcement actions or investigations under such laws could
significantly adversely affect our labor force, manufacturing capabilities, operations and financial results.

We rely heavily on immigrant labor. Adverse changes to existing laws and regulations applicable to employment of immigrants, enforcement
requirements or practices under those laws and regulations, and inspections or investigations by immigration authorities or the prospects or
rumors of any of the foregoing, even if no violations exist, could negatively impact the availability and cost of personnel and labor to American
Apparel. In late 2007, American Apparel received a notice from the Immigration and Customs Enforcement division of the U.S. Department of
Homeland Security ( ICE ) requesting to inspect the I-9 forms of the employees of American Apparel, Inc. In January 2008, American Apparel
provided ICE with access to the
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requested forms. American Apparel has not had any further communications with ICE since this request was fulfilled. If ICE officials find
violations of immigration laws, they may take a variety of actions, including requesting additional information, issuing fines or warning notices,
obtaining warrants and conducting a search of the workplace, requiring termination of certain employees or filing criminal charges. As a result
of the ICE investigation, even if no violations are found, American Apparel could experience very substantial turnover of employees on short or
no notice, which could result in manufacturing and other delays. American Apparel also may also have difficulty attracting or hiring new
employees in a timely manner, resulting in further delays. These delays could materially adversely affect our revenues and ability to compete. If
American Apparel is not able to continue to attract and retain sufficient employees, American Apparel s manufacturing capabilities, operations
and financial results would be adversely affected.

Our growth strategy relies in part on the opening of new stores and the remodeling of existing stores periodically which may strain our
resources and adversely impact the performance of our existing store base.

We expanded our store base by 78 net new stores in fiscal 2008. As of February 28, 2009, we have signed leases for an additional 9 store
locations that we expect to open in 2009. Our growth strategy and the success of our business depends in part on the opening of new American
Apparel retail stores, the renewal of existing store leases on terms that meet our financial targets, the remodeling of existing stores in a timely
manner and the operation of these stores in a cost-efficient manner. Successful implementation of this portion of our growth strategy depends on
a number of factors including, but not limited to, our ability to:

identify and obtain suitable store locations and negotiate acceptable leases for these locations;

complete store design and remodeling projects on time and on budget;

manage and expand our infrastructure to accommodate growth;

generate sufficient operating cash flows or secure adequate capital on commercially reasonable terms to fund our expansion plan and
remain in compliance with the capital expenditure covenant and other relevant covenants in our credit facilities that may limit our
ability to fund such expansion plans;

manage inventory effectively to meet the needs of new and existing stores on a timely basis;

foster current relationships and develop new relationships with vendors that are capable of supplying a greater volume of
merchandise;

avoid construction delays and cost overruns in connection with the build-out of new stores;

supply our stores with proper types and quantities of merchandise; and

hire, train and retain qualified store managers and sales people.
Our plans to expand our store base and to remodel certain existing stores may not be successful and the implementation of these plans may not
result in an increase in our revenues even though they increase our costs. Additionally, new stores that we open may place increased demands on
our existing financial, operational, managerial and administrative resources, which could cause us to operate less effectively.
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Furthermore, it is possible that by opening a new store in an existing market, we could adversely affect the previously existing stores in that
market by drawing away traffic from the previously existing stores. Our new stores may not be immediately profitable and, as such, we may
incur losses until these stores become profitable. Any failure to successfully open and operate new stores would adversely affect our results of
operations.

The market for real estate in desirable retail store locations is competitive, which could hamper our ability to open new stores.

Our ability to obtain real estate to open new stores in desirable locations depends upon the availability of real estate that meets our criteria,
which includes, among other items, projected foot traffic, square footage,
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demographics and whether we are able to negotiate lease terms that meet our operating budget. In addition, we must be able to effectively renew
our existing store leases from time to time. Failure to secure real estate in desirable locations on economically beneficial terms or to renew leases
on existing store locations on economically beneficial terms could have a material adverse effect on our results of operations.

Our plans to expand our product offerings and sales channels may not be successful, and implementation of these plans may divert our
operational, managerial and administrative resources, which could impact our competitive position.

Our ability to grow our existing brand and develop or identify new growth opportunities depends in part on our ability to appropriately identify,
develop and effectively execute strategies and initiatives. Failure to effectively identify, develop and execute strategies and initiatives may lead
to increased operating costs without offsetting benefits and could have a material adverse effect on our results of operations. These plans involve
various risks discussed elsewhere in these risk factors, including:

implementation of these plans may be delayed or may not be successful;

if our expanded product offerings and sales channels fail to maintain and enhance our distinctive brand identity, our brand image
may be diminished and our sales may decrease;

if we fail to expand our infrastructure, including by securing desirable store locations at reasonable costs and hiring and training
qualified employees, we may be unable to manage our expansion successfully; and

implementation of these plans may divert management s attention from other aspects of our business and place a strain on our
management, operational and financial resources, as well as our information systems.
In addition, our ability to successfully carry out our plans to expand our product offerings and our sales channels may be affected by, among
other things, economic and competitive conditions, changes in consumer spending patterns and changes in consumer preferences and fashion
trends. Our expansion plans could be delayed or abandoned, could cost more than anticipated and could divert resources from other areas of our
business; any of which could impact our competitive position and reduce our revenue and profitability.

Expanding our business internationally is an important part of our overall growth strategy and our success in this regard is subject to
numerous risks, any of which could delay or prevent successful penetration into international markets.

As we expand internationally, we need to effectively and efficiently open and operate stores in international locations. Our international growth
will be limited unless we can:

identify suitable markets and obtain suitable sites for store locations;

negotiate acceptable lease terms;

complete store design and remodeling projects on time and on budget;

hire, train and retain competent store personnel;

gain acceptance from foreign customers;
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manage inventory effectively to meet the needs of new and existing stores on a timely basis;

manage and expand infrastructure to accommodate growth;

generate sufficient operating cash flows or secure adequate capital on commercially reasonable terms to fund our expansion plan;

manage foreign exchange risks effectively;
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address existing and changing legal, regulatory and political environments in target foreign markets; and

manage international growth, if any, in a manner that does not unduly strain our financial, operating and management resources.
We anticipate that we will incur significant costs related to starting up and maintaining additional foreign operations. Costs may include, and
will not be limited to, obtaining prime locations for stores, setting up foreign offices and distribution facilities and hiring experienced
management. These increased demands may cause the Company to operate its business less effectively, which in turn could cause deterioration
in the performance of its stores. Furthermore, the Company s ability to conduct business in international markets may be affected by legal,
regulatory, political and economic risks.

If we fail to maintain the value and image of our brand, our sales are likely to decline.

Our success depends on the value and image of the American Apparel brand. The American Apparel name is integral to our business as well as
to the implementation of our strategies for expanding our business. Maintaining, promoting and positioning our brand depend largely on the
success of our marketing and merchandising efforts and our ability to provide a consistent, high quality customer experience. Our brand could be
adversely affected if we fail to achieve these objectives or if our public image or reputation or those of our senior personnel were to be tarnished
by negative publicity. Any of these events could result in decreases in sales.

We expect to experience fluctuations in our comparable store sales and margins, which could cause our earnings to decline and make it
difficult to gauge our growth at any specific period of time.

Our inability to maintain recent levels of comparable store sales could cause our earnings to decline. Our success depends, in part, upon our
ability to improve sales, as well as gross margins and operating margins, at American Apparel s existing stores. American Apparel s comparable
store sales have fluctuated significantly in the past on an annual, quarterly and monthly basis, and we expect that they will continue to fluctuate

in the future. A variety of factors affect comparable store sales, including fashion trends, competition, current economic conditions, pricing,
inflation, the timing of release of new merchandise and promotional events, changes in our merchandise mix, the success of marketing programs,
timing and level of markdowns and weather conditions. These factors may cause our comparable store sales results to differ materially from

prior periods and from our expectations, which could cause a decrease in our earnings. Our ability to deliver strong comparable store 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 customer base, managing inventory effectively, using more effective pricing strategies, and
optimizing store performance.

Our failure to adequately protect our trademarks and other intellectual property rights could diminish the value of our brand and reduce
demand for our merchandise.

American Apparel 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. In the United States, American Apparel is the registered owner of the American Appard,  Classic Gifl Standard Ameri¢n

Classic Bab¥y, and Sustainable Editfon trademarks, among others. The Company s products are noted for their quality and fit, and the
Company s edgy, distinctive branding has differentiated it in the marketplace. As such, the trademark and variations thereon are valuable assets
that are critical to our success. We intend to continue to vigorously protect our trademark and brand against infringement, but we may not be
successful in doing so. In addition, the laws of certain foreign countries may not protect proprietary rights to the same extent as do the laws of
the United States. The unauthorized reproduction or other misappropriation of our trademark would diminish the value of our brand, which
could reduce demand for our products or the prices at which we can sell our products.
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Our ability to attract customers to our stores depends heavily on the success of the shopping areas in which they are located.

In order to generate customer traffic, the Company locates many of its stores in prominent locations within successful shopping areas. Net sales
at these stores partly dependent on the volume of traffic in those shopping areas. Our stores benefit from the ability of a shopping area s other
tenants to generate consumer traffic in the vicinity of our stores and the continuing popularity of the shopping areas. The Company cannot
control the availability or cost of appropriate locations within existing or new shopping areas, competition with other retailers for prominent
locations or the success of individual shopping areas. In addition, factors beyond the Company s control impact shopping area traffic, such as
economic conditions nationally or in a particular area, competition from internet retailers, changes in consumer demographics in a particular
market, the closing or decline in popularity of other stores in the shopping areas where our stores are located, deterioration in the financial
conditions of the operators of the shopping areas or developers and consumer spending levels. The slowdown in the U.S. economy has
negatively affected consumer spending and reduced shopping area traffic. A significant decrease in shopping area traffic could have a material
adverse effect on the Company s financial condition or results of operations. Furthermore, in pursuing its growth strategy, the Company will be
competing with other retailers for prominent locations within the same successful shopping areas. If the Company is unable to secure these
locations or is unable to renew store leases on acceptable terms as they expire from time-to-time it may not be able to continue to attract the
number or quality of customers it normally has attracted or would need to attract to sustain its projected growth. All these factors may also
impact the Company s ability to meet its growth targets and could have a material adverse effect on its financial condition or results of
operations.

Fluctuations in our results of operations from quarter to quarter could have a disproportionate effect on our overall financial condition and
results of operations.

We experience seasonal fluctuations in revenues and operating income. Historically, sales during the second and third fiscal quarters have
generally been the highest, with sales during the first fiscal quarter being the lowest. Any factors that harm our operating results for the second
and third fiscal quarters, including adverse weather or unfavorable economic conditions, could have a disproportionate effect on our results of
operations for the entire fiscal year.

In order to prepare for our peak selling season, we must produce and keep in stock more merchandise than we would carry at other times of the
year. Any unanticipated decrease in demand for our products during our peak selling season could require us to sell excess inventory at a
substantial markdown, which could reduce our net sales and gross profit.

The terms of our indebtedness contain various covenants that may limit our business activities.

The terms of our indebtedness contain, and our future indebtedness may contain, various restrictive covenants that limit our management s
discretion in operating our business. In particular, these agreements include, or may include, covenants relating to limitations on:

dividends on, and redemptions and repurchases of, capital stock;

payments on subordinated debt;

liens and sale-leaseback transactions;

loans and investments;

debt and hedging arrangements;

mergers, acquisitions and asset sales;
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disposals of assets;

changes in business activities conducted by us and our subsidiaries; and

capital expenditures, including to fund future store openings.
In addition, our indebtedness requires us to comply with certain financial ratios and maintain certain amounts of unused availability under our
revolving credit facility. Such restrictions could limit American Apparel s ability to respond to market conditions, to provide for unanticipated
capital investments or to take advantage of business or acquisition opportunities. See Risk Factors Failure of American Apparel to remain in
compliance with certain financial covenants under its financing arrangements could result in the acceleration of its debt payment obligations.
Also see Management s Discussion and Analysis of Financial Condition and Results of Operations Debt Agreements .

Compliance with these covenants and these ratios may prevent us from pursuing opportunities that we believe would benefit our business,
including opportunities that we might pursue as part of our plans to expand our store base, our product offerings and sales channels.

Failure of American Apparel to remain in compliance with certain financial covenants under its financing arrangements could result in the
acceleration of its debt repayment obligations.

The financing agreements between American Apparel and its lenders contain certain financial covenants relating to American Apparel s capital
expenditure limitations, availability under its revolving credit facility and debt to EBITDA ratios. Failure of American Apparel to maintain
compliance with any of these financial covenants can result in American Apparel being unable to borrow under its revolving credit facility,
which it utilizes to access its working capital, and may adversely affect the ability of American Apparel to finance and continue its operations.
Such a failure could also result in an increase in the interest rate payable under the financing arrangements and acceleration of the outstanding
debt in its entirety, and may adversely affect the ability of American Apparel to obtain financing that may be necessary to effectively operate its
business and grow the business going forward.

Substantially all of our assets are used to secure our credit facilities, certain term loans and equipment leasing agreements.

Our credit facilities are secured by substantially all assets of the Company including cash, inventory and accounts receivable, and our second
lien term loan facility is also secured by substantially all assets of the Company. All leasing agreements are secured by equipment provided by
the leasing arrangement. In the event of a default on these agreements, substantially all of the assets of American Apparel could be subject to
liquidation by the creditors, which liquidation could result in no assets being left for the stockholders after the creditors receive their required
payment.

Cost increases in the materials or labor used to manufacture our products could negatively impact our business and financial condition.

The manufacture of American Apparel s products is labor intensive and utilizes raw materials supplied by third parties. An important part of
American Apparel s branding and marketing is that its products are made in the United States. The Federal Trade Commission has stated that for

a product to be called Made in USA , or claimed to be of domestic origin without qualifications or limits on the claim, the product must be all or
virtually all made in the U.S. The term United States includes the 50 states, the District of Columbia, and the U.S. territories and possessions. All
or virtually all means that all significant parts and processing that go into the product must be of U.S. origin. That is, the product should contain

no - or negligible - foreign content. American Apparel meets the FTC s Made in USA standard and from the knitting process to the final sewing

of a garment, all of the processes are conducted in the U.S., either directly by American Apparel in its knitting,
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manufacturing, dyeing and finishing facilities located in Los Angeles or through commission knitters, dyers and sewers in the Los Angeles
metropolitan area and other regions in the U.S. If the cost of labor materially increases, our financial results could be materially adversely
affected and our ability to compete against companies with lower labor costs could be hampered. Material increases in labor costs in the United
States could also force us to move all or a portion of our manufacturing overseas, which could adversely affect the American Apparel brand
identity. Similarly, increases in the prices we pay to the suppliers of the raw materials used in the manufacturing of our products could adversely
affect our financial condition and ability to compete and could force us to seek to offset increased raw material costs by relocating all or a
portion of our manufacturing overseas to locations with lower labor costs.

Unionization of employees at our facilities could result in increased risk of work stoppages and high labor costs.

American Apparel s employees are not party to any collective bargaining agreement or union. If employees at our manufacturing or distribution
facilities were to unionize, our relationship with our employees could be adversely affected. We would also face an increased risk of work
stoppages and higher labor costs. Accordingly, unionization of our employees could have a material adverse impact on our operating costs and
financial condition and could force us to raise prices on our products, curtail operations and/or relocate all or a portion of our operations
overseas.

We are subject to customs, advertising, consumer protection, zoning and occupancy and labor and employment laws that could require us to
modify our current business practices and incur increased costs.

We are subject to numerous regulations, including customs, truth-in-advertising, consumer protection and zoning and occupancy laws and
ordinances that regulate retailers generally and/or govern the importation, promotion and sale of merchandise and the operation of retail stores
and warehouse facilities. We also are subject to numerous federal and state labor laws, such as minimum wage laws and other laws relating to
employee benefits. If these regulations were to change or were violated by our management, employees, suppliers, buying agents or trading
companies, the costs of certain goods could increase, or we could experience delays in shipments of our goods, be subject to fines or penalties,
or suffer reputational harm, which could reduce demand for our merchandise and hurt our business and results of operations. In addition,
changes in federal and state minimum wage laws and other laws relating to employee benefits could cause us to incur additional wage and
benefits costs, which could adversely affect our profitability.

Legal requirements are frequently changed and subject to interpretation, and we are unable to predict the ultimate cost of compliance with these
requirements or their effect on our operations. We may be required to make significant expenditures or modify our business practices to comply
with existing or future laws and regulations, which may increase our costs and materially limit our ability to operate our business.

Current environmental laws, or laws enacted in the future, may harm our business.

We are subject to federal, state and local laws, regulations and ordinances that govern activities or operations that may have adverse
environmental effects (such as emissions to air, discharges to water, and the generation, handling, storage and disposal of solid and hazardous
wastes). We are also subject to laws, regulations and ordinances that impose liability for the costs of clean up or other remediation of
contaminated property, including damages from spills, disposals or other releases of hazardous substances or wastes, in certain circumstances
without regard to fault. Certain of our operations routinely involve the handling of chemicals and wastes, some of which are or may become
regulated as hazardous substances. Our product design and procurement operations must comply with new and future requirements relating to
the materials composition of our products. If we fail to comply with the rules and regulations regarding the use and sale of such regulated
substances, we could be subject to liability. The costs and timing of costs under environmental laws are difficult to predict.
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As is the case with manufacturers in general, if a release of hazardous substances occurs on or from its properties or any associated offsite
disposal locations, or if contamination from prior activities is discovered at any of its properties, American Apparel may be held liable. The
amount of such liability could be material.

Our manufacturing operations are located and will be located in higher-cost geographic locations, placing us at a possible disadvantage to
competitors that have a higher percentage of their manufacturing operations overseas.

Despite the general industry-wide migration of manufacturing operations to lower-cost locations, such as Central America, the Caribbean Basin
and Asia, American Apparel s textile manufacturing operations are still located in the United States, which is a higher-cost location relative to
these offshore locations. In addition, American Apparel s competitors generally source or produce a greater portion of their textiles from regions
with lower costs than American Apparel, which also places us at a cost disadvantage. Our competitor s lower costs of production may allow them
to offer their products at a lower price than American Apparel s selling prices for similar products. This could force American Apparel to lower
its margins or to compete more vigorously with non-price competitive strategies to preserve the Company s margins and sales volume.

Our reliance on operational facilities located in the same vicinity makes our business susceptible to disruptions or adverse conditions
affecting the location of our facilities.

American Apparel conducts all of its manufacturing operations in the Los Angeles metropolitan area. Specifically, it operates principally out of
its 800,000 square foot facility in downtown Los Angeles, which houses its executive offices, as well as its cutting, sewing, and distribution
operations. The Company also operates a knitting facility in Los Angeles, California; a sewing, garment dyeing and finishing facility in South
Gate, California; two fabric dyeing and finishing facility in each of Hawthorne, California and Garden Grove, California; as well as a warehouse
facility in Commerce, California and Los Angeles, California. As a result, the Company s operations are susceptible to local and regional factors,
such as accidents, system failures, economic and weather conditions, natural disasters, and demographic and population changes, as well as other
unforeseen events and circumstances. Southern California is particularly susceptible to earthquakes. Any significant interruption in the operation
of any of these facilities could reduce our ability to receive and process orders and provide products and services to our stores and customers,
which could result in lost sales, cancelled sales and a loss of loyalty to our brand. Furthermore, if there were a major earthquake, we may have to
cease operations for a significant portion of time due to damages to our factory and the inability to deliver products to our distribution centers.

Third party failure to deliver merchandise to stores and customers could result in lost sales or reduced demand for our merchandise.

The efficient operation of American Apparel s stores and wholesale business depends on the timely receipt of merchandise from its distribution
centers. Independent third party transportation companies deliver a substantial portion of American Apparel s merchandise to our stores. These
shippers may not continue to ship our products at current pricing or terms. These shippers may employ personnel represented by labor unions.
Disruptions in the delivery of merchandise or work stoppages by employees or contractors of these third parties could delay the timely receipt of
merchandise, which could result in cancelled sales, a loss of loyalty to our brand and excess inventory. There can be no assurance that such
stoppages or disruptions will not occur in the future. Any failure by these third parties to respond adequately to our distribution needs would
disrupt our operations and could have a material adverse effect on our financial condition and results of operations.

Timely receipt of merchandise by our stores and our customers may also be affected by factors such as inclement weather, natural disasters and
acts of terrorism. We may respond by increasing markdowns or initiating marketing promotions, which would decrease our gross profits and net
income.
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Elimination or scaling back of U.S. import protections would weaken an important barrier to the entry of foreign competitors who produce
their merchandise in lower labor cost locations. This could place us at a disadvantage to those competitors.

Our products are subject to foreign competition. Foreign producers of apparel often have significant labor cost advantages, which can enable
them to sell their products at relatively lower prices. However, in the past, foreign competitors have been faced with significant U.S. government
import restrictions in the form of tariffs and quotas. The extent of import protection afforded to domestic apparel producers has been, and is
likely to remain, subject to political considerations, and is therefore unpredictable. Given the number of foreign low cost producers, the
substantial elimination or scaling back of the import protections that protect domestic apparel producers such as American Apparel could have a
material adverse effect on our business and the financial condition and results of operation.

Because we utilize foreign suppliers and sells into foreign markets, we are subject to numerous risks associated with international business
that could increase our costs or disrupt the supply of our products, resulting in a negative impact on our business and financial condition.

Our international operations subject us to risks, including:

economic and political instability;

restrictive actions by foreign governments;

greater difficulty enforcing intellectual property rights and weaker laws protecting intellectual property rights,

changes in import duties or import or export restrictions;

fluctuations in currency exchange rates, which could negatively affect profit margins;

timely shipping of product and unloading of product through West Coast ports, as well as timely truck delivery to American
Apparel s warehouses;

complications complying with the laws and policies of the United States affecting the exportation of goods, including duties, quotas,
and taxes; and

complications in complying with trade and foreign tax laws.
These and other factors beyond our control could disrupt the supply of our products, influence the ability of our suppliers to export our products
cost-effectively or at all, inhibit our suppliers ability to procure certain materials and increase our expenses, any of which could harm our
business, financial condition and results of operations.

Litigation exposure could exceed expectations and have a material adverse effect on our financial condition and results of operations.

American Apparel is subject to regulatory inquiries, investigations, claims and suits. American Apparel is currently defending one sexual
harassment suit and responding to several allegations of discrimination and/or harassment that have been filed with the Equal Employment
Opportunity Commission or state counterpart agencies. In the event one or more of these matters are decided against us, we could not only incur
substantial liability but also experience an increase in similar suits and suffer reputational harm. Furthermore, the previous insurer for the
Company s directors and officers insurance policy alleges that the sexual harassment suit and two of the allegations of discrimination and/or
harassment are not covered by that insurance policy. We are unable to predict the potential financial exposure that could result from these
matters. Our estimates of the viability of these claims or the financial exposure in which they could result could change from time to time as the
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matters proceed through their course, as facts are established and various judicial determinations are made. We could have material financial
exposure, which would have a material adverse effect upon our financial condition and results of operations. See the section entitled Business of
American Apparel Legal Proceedings for a more detailed discussion of American Apparel s pending litigation.
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Our ability to request indemnification from AAI s stockholders for damages arising out of the Acquisition has expired.

At the closing of the Acquisition, 8,064,516 shares of Endeavor common stock issued to Dov Charney were deposited in escrow as the sole
remedy for the obligation of the Old American Apparel stockholders to indemnify and hold harmless the Company for any damages, whether as
a result of any third party claim or otherwise, and which arise as a result of or in connection with the breach of representations and warranties
and agreements and covenants of Old American Apparel. The Company s right to bring a claim for indemnification expired on December 12,
2008 and those shares are no longer subject to the escrow.

The process of upgrading our information technology infrastructure may disrupt our operations.

We are increasingly dependent on information systems to operate our website, process transactions, respond to customer inquiries, manage
inventory and production, purchase, sell and ship goods on a timely basis and maintain cost-efficient operations. American Apparel has

performed an evaluation of its information technology systems and requirements and is implementing upgrades to its information technology
systems supporting the business. These upgrades involve replacing legacy systems with successor systems, making changes to legacy systems or
acquiring new systems with new functionality. There are inherent risks associated with replacing and changing these systems, including

accurately capturing data and system disruptions. We may experience operational problems with our information systems as a result of system
failures, viruses, computer hackers or other causes. Any material disruption or slowdown of our systems, including a disruption or slowdown
caused by our failure to successfully upgrade our systems, could cause information, including data related to customer orders, to be lost or

delayed which could especially if the disruption or slowdown occurred during the holiday season result in delays in the delivery of merchandise to
our stores and customers or lost sales, which could reduce demand for our merchandise and cause our sales to decline.

Moreover, we may not be successful in developing or acquiring technology that is competitive and responsive to the needs of our customers and
might lack sufficient resources to make the necessary investments in technology to compete with our competitors. Accordingly, if changes in
technology cause our information systems to become obsolete, or if our information systems are inadequate to handle our growth, we could lose
customers.

We have potentially adverse exposure to credit risks on our wholesale sales.

American Apparel is exposed to the risk of financial non-performance by its customers, primarily in its wholesale business. Sales to wholesale
customers represented approximately 30.0% of total sales for the year ended December 31, 2008. American Apparel s extension of credit
involves considerable use of judgment and is based on an evaluation of each customer s financial condition and payment history. American
Apparel monitors its credit risk exposure by periodically obtaining credit reports and updated financials on its customers. American Apparel
maintains an allowance for doubtful accounts for potential credit losses based upon historical trends and other available information. However,
delays in collecting or the inability to collect on sales to significant customers or a group of customers could have a material adverse effect on
our results of operations.

A failure in our Internet operations, which are subject to factors beyond our control, could significantly disrupt our business and lead to
reduced sales and reputational damage.

Our online retail operations accounted for approximately 7.2% of sales for the year ended December 31, 2008 and are subject to numerous risks
that could have a material adverse effect on our operational results. Risks to online revenue include, but are not limited to, the following:

changes in consumer preferences and buying trends relating to Internet usage;

changes in required technology interfaces;

web site downtime;
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difficulty in recreating the in-store experience on a web site; and

risks related to the failure of the systems that operate the web sites and their related support systems, including
computer viruses, theft of customer information, telecommunication failures and electronic break-ins and similar
disruptions.

Our failure to successfully respond to these risks and uncertainties could reduce Internet sales and damage our brand s reputation.

Our auditors and management have identified certain material weaknesses in our internal control over financial reporting as of December
31, 2008.

American Apparel s auditors and management have identified three material weaknesses in American Apparel s internal control over financial
reporting as of December 31, 2008, as further described in Item 9A of this Annual Report on Form 10-K. These material weaknesses relate to:
(1) a lack of a sufficient number of adequately trained accounting personnel with appropriate expertise in United States Generally Accepted
Accounting Principles and lack of sufficient expertise to ensure that certain complex material and non-routine transactions are properly reflected
in American Apparel s consolidated financial statements; (2) in certain instances, the Company s personnel, at both U.S. and foreign operations,
did not perform adequate independent review of reconciliations and other processes; and (3) the Company s world-wide financial information
systems were not integrated and contained many manual processes that may prevent the Company from meeting regulatory filing requirements
on a timely and accurate basis. The Company has also identified information technology control weaknesses in the areas of information security,
end-user computing, systems program development and change controls. American Apparel s auditors and management also identified five
material weaknesses in American Apparel s internal control over financial reporting as of December 31, 2007, which have not been fully
remediated as of December 31, 2008. (See Item 9A for further details.) We cannot assure you that we will not have additional material
weaknesses in the future or that we will be able to remediate existing material weaknesses.

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting such that there is a reasonable
possibility that a material misstatement of the Company s annual or interim financial statements will not be prevented or detected on a timely
basis. In addition, due to the identified material weaknesses, management has concluded that as of December 31, 2008, our disclosure controls
and procedures were ineffective. The existence of material weaknesses could adversely affect our ability to report our financial condition and
results of operations accurately and on a timely basis and, as a result, we may be unable to timely meet our reporting obligations with the SEC.
The existence of material weaknesses also could adversely affect the market price of our common stock and subject us to sanctions or
investigations by the NYSE Alternext US, the SEC and other regulatory authorities.

American Apparel is currently being audited by government tax agencies regarding its operating activities in previous periods which may
result in an assessment of a material amount, the payment of which may adversely impact American Apparel s financial conditions and
operations.

As of December 31, 2008, American Apparel is being audited by Government agencies in various jurisdictions in regards to sales, VAT, income,
and other taxes for certain previous years. At this time, no assessments have been issued and American Apparel cannot quantify what impact
these audits may have, if any. Therefore, no provisions have been set up in the accounts of American Apparel.

The Company is still in the process of making significant compensation decisions.

Significant compensation decisions are made by American Apparel s Board of Directors and compensation committee. Currently, only Dov
Charney, Joyce Crucillo, our Chief Litigation Counsel, and Glenn Weinman, our General Counsel, have employment agreements with the
Company. The compensation arrangements for other key officers and employees are subject to review and change from time to time, including
in the near term, by the Board of Directors of American Apparel and its compensation committee.
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There will be a substantial number of shares of American Apparel s common stock available for sale in the future that may increase the
volume of common stock available for sale in the open market and may cause a decline in the market price of American Apparel s common
stock.

The consideration issued in the Acquisition to the American Apparel stockholders included 37,258,065 shares of American Apparel common
stock that was issued at the closing to Dov Charney. The resale of these shares has not been registered and these shares are restricted securities
under the securities laws. In addition, all of these shares are subject to lock-up agreements and cannot be sold publicly, in the absence of the
Company s consent, until the expiration of the restricted period under the lock-up agreement in December 2013 (which period may be shortened
to December 2010 upon the occurrence of certain events). The presence of these additional shares of common stock eligible for trading in the
public market may have an adverse effect on the market price of American Apparel s common stock.

In addition, American Apparel has outstanding warrants exercisable to purchase an aggregate of 17 million shares of its common stock,
representing on an as-converted basis approximately 18% of the outstanding common stock (after giving effect to the issuance of the shares
underlying such warrants). SOF Investments, L.P.  Private IV ( SOF ) holds a warrant, expiring on December 19, 2013, to purchase one million
shares of American Apparel common stock at an exercise price of $3.00 per share, which exercise price is subject to adjustment under certain
circumstances. In addition, Lion Capital (Guernsey) II Limited ( Lion ) holds a warrant, expiring on March 13, 2016, to purchase 16 million
shares of American Apparel common stock at an exercise price of $2.00 per share, which exercise price is subject to adjustment under certain
circumstances.

The Company s stock price may be volatile.

The Company s stock price may fluctuate substantially as a result of quarter to quarter variations in the actual or anticipated financial results of
the Company or other companies in the retail industry or markets served by the Company. In addition, the stock market has experienced price
and volume fluctuations that have affected the market price of many retail and other stocks and that have often been unrelated or
disproportionate to the operating performance of these companies. Failure to meet the expectations of investors, security 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.

If we are unable to maintain listing of American Apparel s securities on the NYSE Alternext US (formerly the American Stock Exchange)
or any stock exchange, it may be more difficult for American Apparel s stockholders to sell their securities.

American Apparel s common stock is currently traded on the NYSE Alternext US. If for any reason the NYSE Alternext US should delist
American Apparel s securities from trading on its exchange, and American Apparel is unable to obtain listing on Nasdaq or another national
securities exchange, American Apparel could face significant material adverse consequences, including:

a limited availability of market quotations for its securities;

a limited amount of news and analyst coverage for American Apparel;

a decreased ability to issue additional securities or obtain additional financing in the future; and

a determination that its common stock is a penny stock, if the securities sell for a substantial period of time at a low price per share
which would require brokers trading in its common stock to adhere to more stringent rules, possibly resulting in a reduced level of
trading activity in the secondary trading market for American Apparel s common stock.
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Voting control by our executive officers, directors, lenders and other affiliates may limit your ability to influence the outcome of director
elections and other matters requiring stockholder approval.

Dov Charney and certain pre-Acquisition stockholders are parties to a voting agreement, dated December 12, 2007 (the Endeavor Voting
Agreement ), entered into upon the closing of the Acquisition. The Endeavor Voting Agreement provides that after the Acquisition, the Board of
Directors would have nine members, comprised of four persons designated by Mr. Charney (initially being Mr. Charney, Adrian Kowalewski,
Robert Greene and Allan Mayer), four persons designated by the pre-Acquisition stockholders (initially being Mark D. Klein, Mark Samson,
Mortimer Singer and Mark A. Thornton), and one person mutually designated by the parties (initially being Keith Miller). Pursuant to the
Endeavor Voting Agreement, the parties thereto agreed to vote their shares of Company common stock in favor of such designees to serve as
directors. The Endeavor Voting Agreement terminates following the election of directors at the annual meeting of stockholders of the Company
to be held in 2010.

In connection with the closing of the financing transaction with Lion, Mr. Charney and Lion entered into a voting agreement, dated March 13,
2009 (the Investment Voting Agreement ), and the Company and Lion entered into an investment agreement, dated March 13, 2009 (the
Investment Agreement ). Pursuant to the Investment Agreement, Lion has the right to designate up to two persons to the Company s Board of
Directors and a board observer (or, if the Company increases its board size to 12, Lion has the right to designate up to three persons to the Board
of Directors and no board observers), subject to maintaining certain minimum ownership thresholds of, or shares issuable under, the warrant (the
Lion Warrant ) issued on March 13, 2009, to Lion to purchase 16 million shares of Company common stock at an exercise price of $2.00 per
share, which exercise price is subject to adjustment under certain circumstances. Lion Warrant or shares issuable under the Lion Warrant.
Though no change to the existing Board of Directors composition is required under the Investment Agreement, the Company may consider
changes in lieu of increasing the size of the Board of Directors. The Company currently expects to determine whether to increase its board size,
or make changes to its current board structure to permit the appointment of the Lion designees, within 30 days after the closing date of the
transaction. The Investment Agreement also provides that for so long as Lion has the right to designate any person for nomination for election to
the Board of Directors pursuant to the Investment Agreement, the Company will not increase the size of the Board of Directors to more than 10
directors (or 13 directors in the event the Company elects to increase the size of the Board of Directors to 12 directors as described above).

Pursuant to the Investment Voting Agreement, for so long as Lion has the right to designate any person or persons to the Board of Directors, Mr.
Charney has agreed to vote his shares of common stock in favor of Lion s designees, provided that Mr. Charney s obligation to so vote terminates
if he owns less than 6,000,000 shares of Company common stock (which number will be adjusted appropriately to take into account any stock
split, reverse stock split or similar transaction). In addition, pursuant to the Investment Voting Agreement, for so long as Lion has the right to
designate any person or persons to the Board of Directors, Lion has agreed to vote its shares of common stock in favor of Mr. Charney and,

during the term of the Endeavor Voting Agreement, each other designee of Mr. Charney, provided that Lion s obligation to so vote terminates if
either (i) Mr. Charney beneficially owns less than 27,900,000 shares of Company common stock (which number will be adjusted appropriately

to take into account any stock split, reverse stock split or similar transaction) or (ii) (A) Mr. Charney is no longer employed on a full-time basis

by the Company or any subsidiary of the Company and (B) Mr. Charney is in material breach of the non-competition and non-solicitation
covenants contained in the Acquisition Agreement, as extended by a letter agreement, dated March 13, 2009, between Mr. Charney and Lion.

Accordingly, the parties to the Endeavor Voting Agreement, the Investment Agreement and the Investment Voting Agreement are able to

control the election of directors. Mr. Charney and the other parties to the Endeavor Voting Agreement beneficially own in the aggregate
approximately 52.8% of the Company s outstanding common stock and voting power (such calculation does not give effect to dilution as a result
of any exercise of

the Lion Warrant or the warrant (the SOF Warrant ), issued on December 19, 2008, to SOF to purchase one
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million shares of Company common stock at an exercise price of $3.00 per share, which exercise price is subject to adjustment under certain
circumstances). This concentration of ownership and the Endeavor Voting Agreement and the Invest