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FOSSIL , INC.:  EVOLUTION OF THE BRANDED FASHION WATCH

On an April morning, 1993, Tom Kartsotis woke up worth over $42 million on paper and owner of a considerably stronger company.  The previous day’s initial public offering of 2.4 million shares had returned $18.7 million to Fossil.  Starting from modest beginnings, Fossil had emerged as a major competitor in the highly-competitive branded fashion watch industry.   Tom’s months of hard work had resulted in a successful initial public stock offering (IPO).  He faced the welcome challenge of making effective use of these new funds.

FOSSIL’S CREATION AND GROWTH

After he dropped out of Texas A&M, Tom set up business outside Texas Stadium in suburban Dallas.  He worked as a ticket-broker, or as some would say, scalper, and sold enough hard-to-get tickets to sporting events and concerts to build his savings to over $200,000.  In 1984, at the age of  24 and not looking forward to a future as a ticket scalper, he sold out to his partner and began a search for new opportunities.  

Tom’s older brother, Kosta, 31 at the time, was a merchandise executive at a large Dallas department store chain, Sanger Harris.  Kosta had noted the recent success of Swatch fashion watches and was aware that watches and other goods could be imported from the Far East at very low cost.  On a visit to Hong Kong, Tom studied a number of potential products for import including toys and stuffed animals before following Kosta’s advice and returned to the U.S. to develop a watch import business.

Enlisting the aid of two friends, Lynne Stafford for her sense of design and Alan Moore who had a master’s degree in accounting, he invested his savings of $200,000 to found Fossil as a Texas corporation in 1984.  Fossil’s initial purchase of watches from a Hong Kong manufacturer included some retro and jumbo designs that Macy’s thought were “hot,” and significant orders followed.

A design staff was developed that included watch buyers from retail chains.  Inspiration came from many sources., however:  the strongest was “retro”  themes from the 1940’s and 50’s.  Designers paged through magazines from this era, including Life, Look, and Time, and visited flea markets searching for old watches. 

Between 1987 and 1989 sales grew from $2 million to $20 million, assisted by liberal credit from the Hong Kong manufacturers of Fossil watches.  Fossil’s managers and designers  had created this growth by applying their knowledge of design, outsourcing, and distribution of branded fashion watches. Fossil’s sales and financial performance in the three years before the IPO are shown in Tables 1, 2, and 3.

THE BRANDED FASHION WATCH INDUSTRY

The Market

Fossil estimated that 575 million watches were sold worldwide in 1987.  This was in close agreement with world watch production as shown in Table 4.  In 1990, the United States market for watches was approximately $4.5 billion in retail sales. About 140 million watches were sold in the U.S. in 1991, making it the largest market for watches (Table 5).  Fossil chose to break this market down into three major segments based on price:

	CATEGORY OF WATCH
	PRICE RANGE
	EXAMPLE BRANDS
	TYPICAL DISTRIBUTION

	FINE WATCHES
	$150 TO $20,000
	CONCORD, PIAGET, ROLEX
	JEWELERS AND BETTER DEPARTMENT STORES

	MODERATELY PRICED WATCHES
	$40 TO $149
	CITIZEN, SEIKO, SWATCH, GUESS?  ANNE KLEIN II, FOSSIL
	DEPARTMENT AND SPECIALTY STORES

	MASS MARKETED WATCHES
	$5 TO $39
	ARMITRON, TIMEX
	MASS MERCHANDISERS


Moderately-priced watches could be broken down into two fairly discrete sectors with limited across-sector competition.  One sector included conservatively styled time pieces including brands such as Citizen and Seiko.  The second sector included products designed to reflect emerging fashion trends and included Swatch, Guess?,  Anne Klein and Anne Klein II, and Fossil.  This segment was fueled by fashion-conscious consumers who considered watches as fashion accessories and often owned multiple watches.  Branded fashion watch sales were estimated to represent approximately $400 million in retail sales in 1990.

Major Competitors

Fossil’s major competitors were Swatch and Guess?.  Although market share data were difficult to obtain, it was generally believed that Fossil and Guess?  had nearly equal market shares and that Swatch had slipped to third in recent months.  Numerous other considerably smaller competitors existed including Anne Klein, Anne Klein II, and Gucci.

Swatch

Although quartz watch technology had been developed in Switzerland, by the late 1970’s the Japanese companies’ Seiko, Citizen, and Casio and the United States’ firm Texas Instruments exploited production improvements and economies of scale to drive prices down.  Strategic use of the manufacturing experience curve led to an oversupply of quartz watch movements and a severe price war.  Many competitors were driven out of business with Casio, Hong Kong producers, and a few other firms surviving in mass market watches, and Seiko and Citizen in the moderately priced segment.  The Swiss watch industry was under severe attack at the low and mid price points, and both unemployment and losses on bank loans were increasing.

In 1978, the Swiss government agreed to provide up to one-third of the costs or a maximum of Sfr. 15 million for a venture of the leading watch manufacturers to develop a Swiss electronic watch program.  Additional financing was supplied by banks, who wrote off existing loans and provided hundreds of millions of francs of new capital, and a group of investors who paid $100 million (Sfr 151 at the time) for a 51 percent share.  The consulting firm of Hayek Engineering was hired to lead the effort to revive the lower-priced segment.  This venture produced a number of new patents and developed both new watch and watch manufacturing technologies, along with the ability to design and manufacture watches efficiently at low cost.

The resulting firm, Swiss Corporation for Microelectronics and Watchmaking (SMH) included the existing brands Omega, Longines, Tissot, and Rado in the moderate and fine watch segments.  N. Hayek and E. Thomke led efforts in the low priced segments that resulted in the Swatch manufactured by SMH’s ETA division.  Development of the Swatch began in 1980, resulting in a product launch in 1983.  The manufacturing process was highly automated using robots and computers in the manufacturing and assembly processes.  The watch had been designed with only 51 parts, instead of the usual 90 to 150 parts in other watches, had an ex-factory price of Sfr15.  Parts were injected directly into the plastic case which was sealed by ultrasonic welding.  This process was highly capital intensive, leading to direct labor costs of less than ten percent of total costs.  The manufacturing process permitted a wide variety of dials, cases, and straps:  however, variations in the shape and size of the watch case were quite difficult.  One plant could produce up to 35,000 watches a day.

Swatch was test marketed in the United States in December 1982 at 100 Sanger Harris department stores in Dallas, Salt Lake City, and San Diego without any advertising or public relations.  Although consumer reactions were mixed, Swatch was officially launched in Switzerland in March 1983, followed by a gradual worldwide release.  A second U.S. test market in December 1983 through the Zale jewelry chain and Macy’s  was not successful.  Swatch made extensive adjustments throughout their marketing program, and by 1985, U.S. sales accelerated.  In 1986, a worldwide single price of $30 for most models was set and sales accumulated to over 50 million units worldwide by 1988.  The 100 millionth Swatch was sold in 1993, when the price of a basic Swatch was $40.

In 1992, SMH had combined sales for all brands of $2.1 billion, producing $286 million in profits and a market equity value exceeding $3.5 billion.  Banks had encouraged Nicholas Hayek to assume a 20 percent equity ownership in the mid-80’s, a successful arrangement for both.  Fifteen thousand employees worked in plants in Switzerland and Thailand producing semi-conductors, watches, movements, batteries, and straps.

Guess?

In 1983, Philip “Mickey” Callanen acquired the worldwide license to manufacture and market watches with the Guess? name.  Investing $40,000 of his personal funds, he opened business in his garage, sourced watches from Hong Kong, and shipped for the 1983 Christmas season.  Growth continued through the 1980’s at over 20 percent annually.  In 1991, Callanen Company was acquired by Timex, expanding distribution to Japan, Australia, France, England, Germany and Canada and providing Callanen an additional source of watch technologies such as Indiglo( dial illumination.

In 1993 Callanen marketed both Guess? watches for men and women and Monet watches for women.  Guess?  represented 85 percent of the $80 million shipments (3 million watches) in 1992.  The Guess?  product line included 250 to 300 styles including classic, fashion, sporty, multi-function, chronograph, novelty, and metal bracelet watches.  About 20 percent of the product line was revised seasonally four times a year.  Guess?  watches had a suggested retail price between $42 and $115, using department stores as the major retail outlet.  Fifteen percent of Guess? sales were in international markets.  Additional products included watch bands and private label watches for Disney, Hard Rock Cafe, Limited Express, Macy’s, and others.

Virtually all Guess?  watches were designed and manufactured at Guess?’s partly owned manufacturing facility in Hong Kong.  The 270 employees included a design staff of 19.  Callanen’s business offices, warehouse, and watch repair facility were located in Norwalk, Connecticut, and they had a showroom in New York City.

Manufacturing and Sourcing

About two million, or eighty-five percent of fine watches sold worldwide, were manufactured in Switzerland in 1988, making Switzerland the largest value producer with sales of $4.9 billion (96 million watches) in 1990.  Most other watches were manufactured in the Far East, with the major exception of Swatch, which was manufactured in a highly automated factory in Switzerland.  The development of the Swatch and its robotic factory was credited with saving the Swiss watch industry.  Japan was the world’s largest producer in terms of units, with 325 million units, representing 44 percent of the world’s production in 1990.  Hong Kong, relying on assembly by hand, produced 175 million watches in 1990, and was expected to produce 340 million, or one-third of the world’s watches in 1993 (Table 6).  Due to Hong Kong’s focus on low-priced watches, this represented only nine percent of the total value of watches produced.  Fossil chose to assemble watches in Hong Kong, using components from Japan, China, Taiwan, Italy, and Korea.

FOSSIL IN 1993

Business Strategy

Fossil’s initial public offering prospectus defined their business strategy as:

· “Brand Development.  The Company has established the FOSSIL brand name and image to reflect a theme of fun, fashion, and humor, and believes that the FOSSIL brand name has achieved growing acceptance among fashion-conscious consumers in its target markets.

· Product Value.  The Company’s products provide value by offering quality components and features at moderate prices.   For example, the Company’s FOSSIL watches, which offer features such as raised indexes, enamel, textured, shell or semi-precious stone dials, gold electroplating, and fine leather straps, are sold at an average retail price of $63.  Likewise, the Company’s RELIC watches, which incorporate a number of features offered in FOSSIL watches, are sold at an average retail price of $42.

· Fashion Orientation.  The Company differentiates its products from those of its competitors principally through innovations in fashion details, including variations in the treatment of watch dials, crystals, cases, and straps for the Company’s watches and trimming, lining, and straps for its handbags.

· Expansion of International Business.  The Company is seeking to achieve further growth in its international business through the establishment of a joint venture to operate a European distribution center, the establishment of a branch office in Canada, and the recruitment of new distributors in selected international markets.

· Introduction of New Product Categories.  The Company may leverage its design and marketing expertise to expand the scope of its product offerings through the introduction of new categories of fashion accessories that would complement its existing products.

· Active Management of Retail Sales.  The Company manages the retail sales process by carefully monitoring its customers’ sales and inventories by product category and style and by assisting in the conception, development, and implementation of their marketing program.  As a result, the Company believes it enjoys close relationships with its principal customers, often allowing it to influence the mix, quality, and timing of their purchasing decisions.

· Close Relationships with Manufacturing Sources.  The Company has established and maintains close relationships with a number of watch manufacturers located in Hong Kong.  The Company believes that these relationships allow it to quickly and efficiently introduce innovative product designs and alter production in response to the retail performance of its products.

· Coordinated Product Promotion.  The Company coordinates product design, packaging, and advertising functions in order to communicate in a cohesive manner to its target markets the themes and images it associates with its products.

· Personnel Development.  The Company actively seeks to recruit and train its design, advertising, sales, and marketing personnel to assist it in achieving further growth in its existing businesses and in expanding the scope of its product offerings.

· Cost Advantages.  Because the Company does not pay royalties on products sold under the FOSSIL and RELIC brand names and because of cost savings associated with the location of its headquarters and warehousing and distribution center in Dallas, Texas, the Company believes that it enjoys certain cost advantages which enhance its ability to achieve attractive profit margins.

· Centralized Distribution.  Substantially all of the Company’s products are distributed from its warehousing and distribution center located in Dallas.  The Company believes that its distribution capabilities enable it to reduce inventory risk and increase its flexibility in meeting the delivery requirement of its customers. (Fossil, 1993, 23-24)

Manufacturing

Fossil East, a 35 employee subsidiary of Fossil (owning 20 percent interest), acted as Fossil’s exclusive agent, buying all of Fossil’s watches from approximately 20 factories located in Hong Kong.  In 1992, about 21 percent of these watches were purchased from Pulse Time, a Hong Kong corporation in which Fossil held a minority interest.  Three other factories each accounted for more than 10 percent of Fossil’s watches.  The company felt that developing long-term relations with suppliers was essential to its success.  While the loss of any single manufacturer could disrupt shipments of certain watch styles, it would not impact their overall marketing program.  Leather goods were manufactured in 12 factories located in Brazil, China, Hong Kong, Korea, Taiwan, and Uruguay.  Fossil believed “that its policy of outsourcing products allows it to achieve increased production flexibility while avoiding significant capital expenditures, build-ups of work-in-process inventory, and the costs of managing a substantial production work force” (Fossil, 1993, 27).

Products

Fossil’s flagship products were the Fossil watches introduced as a brand in 1986.  Handbags were introduced in 1991 as the first entry into the leather goods market.

Watch Products

Watches represented 98.1, 96.4, and 92.5 percent of sales in the years 1990, 1991, and 1992 respectively.  Following the Fossil brand, Fossil introduced the Relic brand, Fossil watch straps, and private label products.

FOSSIL Watches:   Fossil states its “watches are targeted at middle and upper income consumers between the ages of 16 and 40 and are sold at retail prices generally ranging from $45 to $110, with an average price of $63” (Fossil, 1993, 25).  

RELIC Watches:  The Relic brand shared many of the features found in Fossil watches but in a format suitable for lower priced fashion watches.  Relic watches “are targeted at lower and middle income consumers and are sold at retail prices generally ranging from $40 to $50, with an average price of $42.”

Fossil Watch Straps:  Watch straps were targeted at customers who bought Fossil watches; however, they could be used with a wide variety of watches.  They were priced from $13 to $15.

Private Label Products:  Fossil provided private label watches for retailers and other customers. 

Leather Goods

Following the introduction of Fossil handbags in 1991, small leather goods such as coin purses, key chains, personal organizers, wallets, and  belts for women were introduced in 1992, accounting for about five percent of sales in 1992.  The handbags emphasized classic styles and creative designs, including a  tan and black binocular bag, a green and tan drawstring sac, and a natural color military ammunition pouch retailing from $48 to $130, with an average price of $87.  Fossil felt that since women’s leather goods tended to be located near women’s watches in department and specialty stores, purchase of one Fossil product might lead to another.  They also felt that they were price competitive.

Design and Development

The design staff sought to “differentiate its products from those of its competition principally by incorporating innovations in fashion details into its product designs.”  These included variations in the treatment of dials, crystals, cases, and straps for the company’s watches and trimming, lining, and straps for  handbags (Fossil 1993, 26). Fossil’s watch lines included Airmaster, Casual, Chronograph, Dress, Limited Edition, Pyramid, Crystal, Skeleton, and Vintage watches.  About 500 different styles were available at any given time, with new designs offered five times a year.  Over 1,000 models were available in 1992.

Design prototypes of watches were created in Hong Kong in as little as a week, and lead-time from committing orders to shipment ranged from two to three months.  Fossil believed that its close relationships with manufacturers gave it a competitive advantage in quickly introducing innovative product designs.

Promotion

Fossil made use of an in-house advertising department for design and execution of packaging, advertising, and sales promotions.  Company executives felt that extensive use of computer-aided design reduced time and encouraged greater creativity in developing these programs.  The company’s stated advertising themes “aim at evoking nostalgia for the simpler values and more optimistic outlook of the 1950’s through the use of images of cars, trains, airliners, and consumer products that reflect the classic American tastes of the period.  These images are carefully coordinated in order to convey the flair for fun, fashion, and humor which the Company associates with its products” (Fossil, 1993, 28).  A sundial watch sold over 250,000 pieces at a retail price of $16.

Fossil developed cooperative advertising programs with major retail customers and developed in-store visual support through its packaging, signs, and fixtures.  Consumers were offered promotional items, including unique tin boxes as watch packaging, T-shirts, caps, and pens.  In ten locations, Fossil opened a “shop-in-shop” format including a wide variety of Fossil products and promotional materials.

With greater emphasis on product design, retailer relations, and promotion, Fossil conducted advertising limited to spot television in local markets since 1989, national spots since 1991, outdoor advertising in four markets, and occasional ads in Elle, Mademoiselle, Vogue, and Seventeen.

Distribution and Sales Force

The majority of Fossil’s products were shipped to its warehouse and distribution center in Dallas.  A significant number were bar coded prior to shipment for entry into a computerized inventory control system, which enabled Fossil to track each item from receipt to its ultimate sale.  Products were distributed to approximately 12,000 retail locations in the United States including department stores and specialty retail stores.  In 1991 and 1992, department stores accounted for about 67 percent of net sales.  (Table 8 provides data on watch distribution by price and retail channel.)  Fossil’s ten largest customers accounted for 40 percent of sales.  The largest customers were Dillard’s and the May Company, each accounting for from ten to thirteen percent of sales.  Other principal customers included Carter Hawley Hale Stores, Dayton Hudson, Federated Department Stores, JCPenney, Macy’s, Nordstrom, and Service Merchandise.

Although the industry typically used independent sales representatives, Fossil made use of 25 in-house sales and customer service employees and 12 independent sales representatives.  In-house personnel received a salary while independent sales reps worked on a commission basis and did not represent competing product lines.

International sales in 1990, 1991, and 1992 were 5.6, 7.2, and 8.1 percent of net sales, respectively.  Sixteen independent distributors operated in Europe, South and Central America, Africa, and Australia. These distributors resold watches to department stores and specialty retail stores.  Fossil received payment in U.S. dollars based on a uniform price schedule.

Financial Strategy

Fossil had started out as a “bootstrap” financed firm.  Personal income and savings from Tom Kartsotis’ ticket-brokering business had provided the initial capital for the operation, and the company had further financed operations by the creative use of trade credit and bank loans.  With sales growing rapidly, Fossil’s expansion needs exceeded what it could raise internally. To sustain sales growth, Fossil needed a substantial increase in working capital. Fossil’s ability to continue to fund itself with debt capital, given their exposure to volatility in the fashion product market, was questionable.

An initial public stock offering (IPO) which would provide access to capital needed to expand Fossil’s working capital base and fund additional sales growth, was managed by Montgomery Securities of San Francisco.  While not uncommon, IPO’s of less than $20 MM involved transaction costs that many viewed as being too high to justify the offering.  A critical decision that needed to be made was what proportion of the ownership should be issued.  A $20 million offering would require the issue of shares representing about 20 percent of the equity of the firm.

As a “bootstrapped” firm, Fossil was closely held and managed by Tom Kartsotis.  Such a financial structure provided flexibility and allowed the firm to take advantage of opportunities for growth without having to worry about outside scrutiny of the periodic operating results by outside investors and competitors.  To a degree, the IPO would change that, as results would have to be reported publicly on at least an annual basis.  Kartsotis was not very comfortable with this prospect.  Despite this concern, an IPO of 20 percent of Fossil’s shares was made in April 1993.

Pricing the IPO

Along with the proportion of ownership issued, pricing was a critical decision in the IPO. Most IPO’s tend to be underpriced to ensure full subscription to the issue, followed by liquidity and growth in secondary market trading.  A difficulty in pricing the Fossil issue, however, was that its chief competitors in the fashion watch industry were not publicly traded firms.  Rather, they were either subsidiaries of larger firms or privately held.  This made it more challenging to develop benchmark price-earnings ratios that could be used to identify likely trading ranges.

Fossil watches were being marketed as fashion accessories.  It was reasonable to expect, therefore, that Fossil’s stock might exhibit behavior similar to that of other firms in the fashion apparel and accessory industry.  Table 9 provides financial data for selected firms in the fashion apparel and accessory industry.

OPPORTUNITIES FOR FOSSIL

The IPO provided $19 million of investment capital which could be used either to reduce indebtedness to banks or as a capital base for expansion of sales.  A variety of opportunities existed.

Market Development

With less than ten percent of sales outside the U.S., Fossil used sixteen independent distributors for international marketing and distribution.  Consideration was given to establishing a stronger presence in Europe and South America.

Europe
Fossil was evaluating a joint venture to operate a European distribution center.  This was expected to require an investment of $1.5 million.  Fossil would be the major shareholder in this new corporation.  The minor partner would be Modern Time, who distributed Fossil in Austria, the Netherlands, Germany, and Switzerland.  The distribution center would sell throughout Europe, except Italy and Portugal, where an existing distributorship contract would require distribution through independent distributors.  

South America

South America included some of the fastest growing consumer markets in the world.  Opportunities to develop a market for fashion watches were among the better of those available to Fossil.  Sales in South America were quite low, and an internal study revealed that less than 70 percent of South American orders were being filled by Fossil’s international sales desk.  Once the necessary distributor and retail relationships were established, Fossil’s flexible production and distribution system could easily accommodate a more aggressive move into the South American markets.

Product Development

Leather Goods

Fossil was considering the introduction of leather goods for men.  Competition in the fashion watch market created conditions where sales and earnings could be subject to periodic volatility.  Expansion into additional lines of fashion leather goods would be complementary in terms of taking advantage of Fossil’s talents in design and marketing.  Further, it would provide an opportunity to diversify and reduce the potential effects of volatility in the fashion watch market.

Private Label Watches

The somewhat limited production of private label watches could be expanded.  Although margins were often lower on private label products, they provided additional sales and profits at fairly low risk.

Fashion Accessories Complementing Existing Products

Fashion accessories such as scarves and belts were possible additions to the product line.  It was not known if these would  be viewed favorably as product line extensions by Fossil’s distributors and consumers.

THE FUTURE

In ten years, Tom Kartsotis had built a company with a market value exceeding $100 million and sales of over $70 million, achieving virtual equality with Timex’s Guess? division and Swatch in the branded fashion watch market.  What were the most likely avenues for future growth?  Initial growth had been achieved with unusual stealth, but Fossil had become a very visible participant in the watch industry, and could expect both increased competition and imitation by competitors.  Future growth was likely to be even more challenging than past accomplishments.

TABLE 1:  FOSSIL INCOME STATEMENTS




NOTE:  “Pro forma” items are converted to reflect the financial items if Fossil had not been a Sub-chapter S corporation.

TABLE 2:  FOSSIL BALANCE SHEETS

	ASSETS

	
	Years Ended December 31

	
	1991
	1992
	1992

	
	
	
	pro forma

	
	
	
	

	Current assets
	
	
	

	   Cash and cash equivalents
	$299,554 
	$1,907,078 
	$1,907,078 

	   Accounts receivable—net
	5,630,540
	9,421,458
	9,421,458

	   Inventories
	8,542,773
	12,037,265
	12,037,265

	  Prepaid expenses and other current assets
	84,219
	359,938
	1,465,938

	      Total current assets
	14,557,086
	23,725,739
	24,831,739

	Property and equipment - net
	1,094,316
	1,625,575
	1,625,575

	Investment in affiliate
	185,872
	195,971
	195,971

	Intangible and other assets
	58,046
	2,013,893
	2,013,893

	ASSETS
	$15,895,320 
	$27,561,178 
	$28,667,178 

	
	
	
	

	LIABILITIES AND STOCKHOLDERS’ EQUITY

	
	
	
	

	Current liabilities:
	
	
	

	   Notes payable—bank
	2,20,00
	
	

	   Notes payable—stockholders
	
	5,724,000
	5,724,000

	   Accounts payable
	499,644
	568,309
	568,309

	   Accrued co-op advertising
	837,755
	1,830,907
	1,830,907

	   Accrued interest—stockholders
	715,461
	976
	976

	   Other accrued expenses
	1,956,897
	2,170,645
	2,170,645

	   Dividends payable
	1,500,000
	1,409,410
	1,409,410

	     Total current liabilities
	7,729,757
	11,704,247
	11,704,247

	Long-term debt
	
	839,620
	2,839,620

	
	
	
	

	Commitments
	
	
	

	Stockholder’s equity
	
	
	

	 Common stock, shares issued and outstanding --   10,220,000, 101220,121 and 11,200,159 (pro forma), respectively
	102,200
	102,201
	113,001

	   Additional paid-in capital
	
	107,999
	14,010,310

	   Retained earnings
	8,063,363
	14,807,111
	

	      Total stockholder’s equity
	8,165,563
	15,017,311
	14,123,311

	LIABILITIES AND STOCKHOLDERS’ EQUITY
	$15,895,320 
	$27,561,178 
	$28,667,178 


NOTE:  1992 “Pro forma” items are converted to reflect the financial items if Fossil had not been a Sub-chapter S corporation.

TABLE 3:  FOSSIL CASH FLOW  STATEMENTS

	
	Years Ended December 31

	
	1990
	1991
	1992

	Operating Activities:
	
	
	

	   Pro forma net income
	3,072,609
	6,866,990
	7,049,748

	   Noncash items affecting net income:
	
	
	

	      Minority interest in subsidiary
	
	
	

	      Depreciation and amortization
	61,655
	163,105
	400,053

	      Equity in net income of affiliate
	-65,391
	-94,686
	-78,296

	      Increase in allowance for doubtful accounts
	230,023
	313,678
	210,963

	 Increase in allowance for returns - net of related inventory in transit
	472,127
	658,646
	127,283

	   Cumulative translation adjustment
	
	
	

	Cash from (used for) changes in assets and liabilities:
	
	
	

	   Accounts receivable
	-2,427,650
	-4,467,771
	-4,369,926

	   Inventories
	-2,098,046
	-2,163,507
	-3,212,260

	   Deferred income taxes
	
	
	

	   Prepaid expenses and other current assets
	18,520
	-15,556
	-232,375

	   Accounts payable
	5,926
	228,300
	68,665

	   Accrued expenses
	431,672
	2,528,388
	-100,338

	   Income taxes payable
	
	
	

	Pro forma net cash from (used in) operations
	-298,555
	4,017,587
	-136,483

	Pro forma income tax adjustment
	1,583,000
	3,537,000
	3,632,000

	         Historical net cash from operations
	1,284,445
	7,554,587
	3,495,517

	Investing Activities:
	
	
	

	   Net assets acquired in business combination
	
	
	

	   Minority interest’s in subsidiary
	
	
	

	   Additions to property and equipment
	-238,692
	-938,961
	-846,875

	   Other asset additions
	-21,224
	-31,556
	-486,700

	   Dividends from affiliate
	25,615
	
	68,197

	   Acquisition of Fossil East
	
	
	158,385

	         Net cash used in investing activities
	-234,301
	-970,517
	-1,106,993

	Financing Activities
	
	
	

	   Issuance of common stock
	
	
	

	   Distributions to S Corporation stockholders
	
	
	

	   Issuance of notes payable - stockholders
	
	2,060,000
	5,724,000

	   Repayment of notes payable - stockholders
	-393,800
	-5,802,700
	

	   Increase in notes payable - bank
	
	2,220,000
	

	   Reduction in notes payable - bank
	
	
	-2,220,000

	   Payment of dividends
	-600,000
	5,830,000
	-4,285,000

	Net cash from (used in) financing activities
	-993,800
	-7,352,700
	-781,000

	Net increase (decrease) in cash and cash equivalents
	56,344
	-768,630
	1,607,524

	Cash and cash equivalents:
	
	
	

	   Beginning of year
	1,011,840
	1,068,184
	299,554

	   End of year
	1,068,184
	299,554
	1,907,078


TABLE 4:  WORLD WATCH PRODUCTION BY TYPE (IN  MILLIONS OF UNITS,  MODERN JEWELER 1991, PG. 12A FROM CITIZEN WATCH CO. AND FEDERATION OF THE SWISS WATCH INDUSTRY 1993)

CITIZEN WATCH COMPANY                      FED. OF THE SWISS WATCH INDUST.

	Year
	Mech.
	Analog
	Digital
	Total
	Mech.
	Analog
	Digital
	Total

	1980
	179
	41
	108
	328
	
	
	
	

	1981
	164
	58
	114
	336
	
	
	
	

	1982
	146
	65
	149
	360
	150
	67
	153
	370

	1983
	140
	95
	146
	381
	144
	97
	149
	390

	1984
	134
	127
	149
	410
	134
	127
	148
	409

	1985
	143
	173
	149
	465
	146
	176
	151
	473

	1986
	133
	200
	225
	558
	135
	202
	228
	565

	1987
	128
	227
	230
	585
	147
	236
	259
	642

	1988
	122
	308
	230
	660
	136
	321
	226
	683

	1989
	115
	345
	225
	685
	119
	369
	204
	692

	1990
	106
	405
	242
	753
	127
	427
	221
	775

	1991
	
	
	
	
	124
	472
	232
	828

	1992
	
	
	
	
	129
	524
	224
	877


TABLE 5:  WORLD WATCH DEMAND BY REGION (MODERN JEWELER 1991, PG. 13A)

	REGION
	DEMAND

(in millions of units)
	PERCENTAGE

OF TOTAL

	Western Europe
	180.1
	27.0

	North America
	139.7
	22.4

	China
	63.0
	9.3

	Japan
	45.9
	6.8

	Other Asian countries
	81.5
	9.8

	South & Central America
	46.6
	7.0

	USSR
	36.3
	5.4

	Others
	24.7
	12.5

	Total
	753.0
	100.0


TABLE 6: HONG KONG EXPORTS OF QUARTZ ANALOG WATCHES (MODERN JEWELER 1991, PG. 27A)
	Year
	Units

(millions)
	US$

(millions)
	Average

Price US$

	1980
	3.8
	409
	$13.80

	1981
	8.4
	889
	13.57

	1982
	13.0
	1,095
	10.77

	1983
	21.7
	1,948
	11.51

	1984
	32.8
	2,874
	11.23

	1985
	52.7
	3,628
	8.82

	1986
	66.9
	4,882
	9.35

	1987
	85.4
	6,574
	9.86

	1988
	126.8
	9,916
	10.02

	1989
	139.8
	10,197
	9.35

	1990
	176.7
	11,713
	8.49


TABLE 8:  RETAIL WATCH SALES IN THE UNITED STATES BY TYPE OF OUTLET AND PRICE  (MODERN JEWELER 1991, pg. 29A)

U.S. RETAIL WATCH SALES IN UNITS $50 AND OVER BY MAJOR OUTLETS (in thousands)

	Year
	Jewelry

Stores
	Department

Stores
	Catalog

Showrooms
	Discount

Stores

	1985
	5,363
	2,921
	1,474
	2,191

	1986
	5,983
	3,199
	1,497
	1,997

	1987
	5,666
	3,603
	1,636
	2,217

	1988
	5,657
	4,167
	1,942
	2,482

	1989
	5,671
	4,501
	2,252
	2,574

	1990
	5,736
	4,838
	2,329
	2,626


U.S. RETAIL WATCH SALES IN UNITS UNDER $50 BY MAJOR OUTLETS (in thousands)

	Year
	Jewelry

Stores
	Department

Stores
	Catalog

Showrooms
	Discount

Stores

	1985
	1,820
	3,830
	3.311
	21,054

	1986
	1,348
	4,172
	3,643
	22,396

	1987
	1,960
	4,244
	3,906
	21,501

	1988
	1,980
	4,222
	4,086
	21,895

	1989
	1,861
	4,174
	4,256
	22,348

	1990
	1,965
	4,109
	4,174
	22,646


TABLE 9: SALES, TOTAL ASSETS, CURRENT ASSETS, NET WORKING CAPITAL, FIVE-YEAR 
SALES AND EARNINGS GROWTH, AND PRICE-EARNINGS RATIOS FOR SELECTED FIRMS IN THE FASHION APPAREL AND ACCESSORIES INDUSTRY 1992-93
PRIVATE 

	
	
	Total
	Current
	
	Sales
	EPS
	

	Company
	Sales
	Assets
	Assets
	NWC
	Growth
	GROWTH
	P/E

	
	($MM)
	($MM)
	($MM)
	($MM)
	(%)
	(%)
	(X)

	Andover Togs, Inc.               
	96.32   
	 43.93    
	32.36    
	16.21     
	8.60    
	15.20    
	19.71 

	Cintas Corp.                    
	401.56   
	361.26   
	138.73    
	86.82    
	19.70    
	17.20    
	26.55 

	Decorator Industries, Inc.       
	23.61    
	11.24     
	7.95     
	3.22    
	‑3.00    
	21.30    
	12.06 

	Garan, Inc.                     
	170.38   
	111.80    
	93.02    
	72.84     
	9.40    
	49.60    
	10.51 

	Klienerts, Inc.                  
	58.54    
	41.55    
	30.85    
	13.73     
	4.70    
	14.20    
	12.64 

	Movie Star, Inc.
	117.68
	68.17
	57.98
	30.03
	14.20
	‑29.20
	15.91

	Nautica Enterprises, Inc.       
	150.96    
	79.30   
	 65.33    
	45.39    
	22.20    
	12.30    
	15.83 

	Nutmeg Industries, Inc.         
	159.99   
	106.72    
	81.47    
	60.49    
	39.30    
	23.40    
	19.92 

	Oshkosh B’Gosh, Inc.            
	346.21   
	226.20   
	146.31   
	111.07    
	 8.90    
	‑8.00    
	20.13 

	Oxford Industries, Inc.         
	527.67   
	199.25   
	167.24   
	101.23   
	 ‑0.90    
	 8.40    
	10.51 

	Phillips‑Van Heusen            
	1042.57   
	517.36   
	410.52   
	295.31    
	15.80    
	16.70    
	19.45 

	Quicksilver, Inc.                
	89.32    
	53.16    
	34.44   
	 24.54    
	24.30   
	‑34.50    
	20.34 

	Raven Industries, Inc.          
	111.21    
	54.81    
	42.48    
	27.22    
	11.60    
	18.10    
	16.84 

	Stage II Apparel Corp.          
	 76.78    
	33.74    
	20.50    
	12.31   
	 ‑1.80   
	 ‑7.40    
	10.71 

	Unitog Company                  
	170.15   
	126.69    
	54.37    
	27.43    
	 9.90    
	14.70    
	16.94 
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