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Movado (NYSE: MQOV) the Business is a Combination of the
Movado Brand the Company Owns and the Fashion Brands It

Licenses

OVERVIEW

Movado traces its history back to 1960
when the company’s founder, Gedalio
Grinberg, left Cuba after Fidel Castro’s
takeover of that country. In 1961,
Grinberg started a Piaget watch
distributor in New York City. The
company distributed other Swiss
watches as well and by the early 1980s
it had become the most successful
Swiss watch distributor in the United
States. Grinberg’s company - then
called North American Watch Company
— acquired the Movado brand in 1983.
Movado can trace its roots back to a
Swiss watchmaker founded in 1881. By
1900, that company had become the
biggest watchmaker in Switzerland.
And in 1905, it chose the name
“Movado”. Movado was an innovator
in the first decades of the 1900s. It
experimented with digital watches in
the 1930s and introduced the world’s
first automatic winding watch (the
“Tempomatic”) in 1945. None of this
has much to do with today’s Movado.
The history of the Movado brand as it
exists in people’s mind today really
dates back to 1947.

Nathan George Horwitt, an American
artist, designed a watch featuring a
black dial without any numbers, lines,
or symbols of any kind except for a
single gold dot at the 12 o’clock
position. In 1959, this watch was made
part of the permanent collection in
New York’s Museum of Modern Art
(MOMA). That is why Movado calls this
design its “Museum Dial”.
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Movado gets 84% of its revenue from the wholesale - not retail - sale of
its Movado brand (36%) and the fashion brands (48%) it licenses.

So, in the middle of the 20th century, that Swiss company founded back in the 1800s
manufactured watches under the Movado name using Horwitt’s “Museum Dial”
design. We are getting close to Movado as it exists today. But, we’re not quite there.
Because the Grinberg family has not entered the picture. Even though the Swiss
company Movado had both the Movado name and the Museum Dial design, it was
losing money when Grinberg’s North American Watch Company acquired it in 1983.
After the acquisition, Grinberg focused the company on Museum watches. He
expanded the line. Just three years after acquiring Movado, North American Watch
was selling 24 different models of the Museum Dial. The company started
sponsoring cultural institutions (like Lincoln Center) to promote the Movado name
and the Museum Dial design. By 2007, Movado’s sales were $200 million. The
Movado brand is well known in the U.S. where it is the second most recognized
watch brand — behind Rolex. However, Movado is not well known in the rest of the
world. This makes sense. The Movado name is Swiss. But the company is really
American. The Museum Dial was designed by an American. And it only became



popular in the United States once a
New York City based distributed
acquired the Movado name and
focused on selling many variations on
that one Museum Dial design.

The Movado brand is really the
Museum Dial design. In fact, the
Movado brand is really the Museum
Dial design as sold in the U.S. Because
about 80% of Movado’s sales are made
to Americans — this includes some sales
reported as foreign because they are
made in the Caribbean but which are
most likely purchases by vacationing
Americans —and 90% of revenue comes
from the Museum Dial. In other words,
more than 70% of the Movado brand’s
sales are sales of Museum Dial watches
made to Americans. So, when we talk
about the Movado brand we are really
talking about the mindshare that the
Museum Dial has in the U.S. What
foreigners think of the Movado name
or the Museum Dial is not relevant. Nor
is it especially important what
Americans think of Movado generally —
only the Museum Dial design
specifically. That is where most of the
Movado brand’s profits come from.

But Movado the company is more than
just the Movado brand. Movado has
been making licensed watches for
about 15 vyears now. In 1999, it
introduced Coach watches. Coach
branded watches generated $16 million
in sales that first year. Movado
eventually got the license for Tommy
Hilfiger in 2001, Hugo Boss (2005),
Lacoste (2006), Juicy Couture (2006),
and Ferrari (2012). The company also
owns a couple other brands of its own.
The three company owned brands are
the namesake Movado brand, Concord,
and Ebel.

Concord and Ebel are luxury watches.
Concord watches usually sell for over
$10,000 a piece. Ebel sells for mostly
$1,500 to $5,000. About 80% of Ebel
sales are to women. Concord and Ebel
combined contribute about 6% of the
company’s sales.

The Movado brand is considered an
“accessible luxury” brand. It is focused
on Museum Dial watches sold in the
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U.S. for between $500 and $1,500. Only 10% of Movado brand sales are from
designs other than the Museum Dial. The sales breakdown for the Movado brand is
a perfect 50-50 split between men and women.

Licensed brands make up just under half of the company’s total sales. Ferrari
watches sell in the $300 to $400 range. Coach watches go for $150 to $400. Sales
skew 75% women for Coach watches because Coach handbags are targeted at
women. Hugo Boss watches sell for $225 to $775. Lacoste for $100 to $300. Tommy
Hilfiger for $100 to $300. Tommy Hilfiger — like Movado — is a fairly gender
balanced brand with 60% of sales to women and 40% to men. Juicy Couture sells
for $100 to $300.

The other 10% of Movado’s sales come from its retail operations. Movado runs 35
outlets. These stores sell discontinued models and factory “seconds” from all the
brands in the company’s lineup.

The company owned brands: Movado, Concord, and Ebel are all made in
Switzerland. Licensed watches are made in China. Licensed watches are made more
cheaply. But the brand is more expensive for Movado as Movado has to pay the
brand owner a licensing fee.

Movado went public in 1993 (though it was still called the North American Watch
Company back then). It is a controlled company to this day. The Grinberg family has
a 24% economic interest in the company. But it maintains 67% voting control
through ownership of Class A stock that has 10 times the votes of the shares you
can buy.

The Grinberg family runs Movado fairly conservatively. They have only made 2
acquisitions in 35 years. The first acquisition was in 1983. That was when North
American Watch bought Movado. It was losing money when the Grinberg family
bought it. But, they managed to turn it around.

The second deal was also a money losing brand. Movado bought Ebel from the
French luxury goods conglomerate LVMH in 2005. Movado paid $47 million in cash
for $50 million of net assets (mostly inventory). Ebel also came with a Net
Operating Loss (NOL) in Switzerland. Ebel was a big loser for LVMH. The brand
managed to lose $15 million on $50 million of sales. Movado cut costs and
integrated Ebel into its supply chain. Under Movado’s ownership, the Ebel brand
turned a profit by 2005.

Today, Movado has about $200 million in cash. Sales peaked around 2008 at $560
million and then again this past year at $587 million. Holding over 30% of sales in
cash is very conservative for a company that consistently turns a profit.

The added revenue from licensing has made Movado into a bit of a growth stock
over the last 25 years. We can look at sales growth in one of two ways. The first is
simply to take the good period from 1993-2008 which includes no major recession
in the U.S. (the early 2000s recession was very mild). This mostly boom time (in the
1990s for stocks and the 2000s for houses) produced 10% annual sales growth for
the company. Realistically, we know this was an unusual period. Taking the full
history of Movado as a public company from 1993 to 2015, we see sales growth of
7% a year. It's possible this number could be a little understated as the most recent
recession was especially severe. Movado’s sales are actually only a little higher now
than they were back in 2008. Movado is not priced like a growth stock. Enterprise
value to EBIT is a little over 7. That’s equivalent to an unleveraged P/E of 10 or 11.
However, Movado has net cash on hand. So, the actual market cap of the company
is $200 million more than the enterprise value. As always, we will use the
company’s enterprise value as the best measure of price and suggest you do the
same. On that basis, Movado is selling for about 10 times after-tax earnings.



DURABILITY

Movado’s Durability Depends on the
Brand Awareness of Movado in the
U.S. and the Company’s Ability to
Renew its Licensed Brands

Movado’s durability as a company has
two parts. One is the durability of its
licensed brands. The other is the
Museum Dial’s mindshare in the U.S.
Movado’s two other owned brands —
Concord and Ebel — are unimportant.
And sales of the Movado brand that do
not make use of the Museum Dial
design are also so small as to be
unimportant. So, the two things to
think about are whether Movado brand
watches using the Museum Dial will
continue to sell well in the U.S. and
whether Movado will keep the licenses
it has.

We can make some estimates of the
Movado brand’s sales based on past
figures disclosed by the company’s
management. In 1998, Movado had a
total of $194 million in sales from its
three company owned brands. The
Movado brand was $120 million of that
total. Sales of the Movado brand
increased at a single digit annual
growth rate and peaked at over $200
million in 2007. Then the financial crisis
hit. The Movado brand’s sales dropped
by about 50% from $200 million in
2007 to $100 million in 2010. It’s very
important to remember that these are
sales made by the company we’re
talking about. The actual retail sales of
the watches never declined anywhere
near 50%. Watches — like jewelry — can
take a long time for a retailer to “turn”.
A watch that sells for $500 to $1,500
can sit in inventory for many months.
When retailers see their sales declining
in the store and fear they will decline
even further in the future — they order
fewer watches. Store shelves get barer.
Eventually, the retailer needs to
replenish their stock when sales start to
pick up again. This is what happened to
Movado. Retailers were bullish in 2007
and bearish in 2010. So, the consumer
confidence cycle has this extra cyclical
factor of retailer confidence on top of
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Within the next 5 years, two of Movado’s important licenses — Hugo Boss
(in 2018) and Coach (in 2020) - will expire if not renewed.

it. This can exaggerate booms and busts for watchmakers beyond the actual change
in consumer behavior. But, it is always a temporary influence. If retailers buy more
watches than the public wants today — they will need to buy fewer watches in the
future. The reverse is also true. Coming out of 2010, it was clear that retailers
didn’t have enough Movado watches to meet demand from their customers — so
they started ordering more.

The durability of the Movado brand sales in the U.S. depends on distribution, brand
awareness, brand positioning, and design. Movado — like Fossil — has good
distribution in the U.S. The U.S. watch market is different from watch markets in
most other parts of the world. Luxury watch makers like Swatch do not do very well
in the U.S. because they are used to selling to smaller, upscale retailers who focus
on watches and jewelry. That’s where people in the rest of the world tend to buy
their watches. Americans don’t do that as much. They buy more watches in
department stores, in malls, and online. There is a big market for “accessible
luxury” in the U.S. The Movado brand is positioned very well for the U.S. market. It
may not be a good price position for the rest of the world.

Perception of the Movado brand comes from perception of the Museum Dial
design. It is seen as clean, simple, and modern. Movado puts its brand name on
sponsoring some cultural institutions like Lincoln Center. The brand is generally
positioned as being something that many people could afford but that is at the top
of the range of what they might spend on a watch. This is different from the kind of
true luxury brands that some Swiss companies sell. Concord and Ebel are Movado’s
only luxury brands. They contribute very little profit relative to the Movado brand.

The Movado brand can be cheapened by extending the name in a harmful way.
Before the financial crisis, ESQ was an entry-level Swiss watch brand selling for
$150 to $500. Meanwhile, Movado sold for $300 to $3,000. But, it focused on $500
to $1,500. So, ESQ was a cheaper watch. When The Great Recession hit, Movado re
-branded ESQ into “ESQ by Movado”. In other words, it put the Movado name on
cheaper watches. Eventually, the company changed the brand name further to just
“ESQ Movado”. It does not seem ESQ ever caught on especially well. However, it is
easy to see why Movado did this. There are retail outlets where you can sell a $150



to $500 watch — but can’t sell a $500 to
$1,500 watch. Movado already sells
licensed watches in the ESQ range. So,
why not try to reach some of the same
places you sell licensed brands with a
company owned brand. But there is a
risk in putting the same brand name on
watches in such a wide price range. In
theory, you could find the Movado
name on a $150 “ESQ by Movado”
watch and a $3,000 “Movado” watch.
This can cause confusion among
consumers about the price position of
the brand.

The company took a similar risk when it
introduced Movado Bold. Again, this
was an experiment that used the
Movado name on cheaper watches.
During The Great Recession, the
company introduced Movado Bold
starting at $300. Today, the price has
risen to $400 for the cheapest models.
And you can find some Movado Bold
watches for much, much more. Bold
Bangle watches go for $400. Bold
Ceramic for $800. And Bold with
Diamonds can sell for $1,500. This
experiment seems to have worked in
the sense that it extended the Movado
brand without cheapening it. The
Movado Bold watches are now priced
in about the same range as other
Movado watches. And they have a very
different feel to them. The idea was to
get into the fashion segment by
attracting younger customers and using
different materials and colors than
Movado’s 20th century “modern”
designs tend to allow.

There is a risk that the Movado brand
moves into cheaper prices and more
cluttered designs. This is always a
temptation for a watch brand. Omega
is a good example. It vastly increased
volume in the 1970s and 1980s. This
lead the brand to lower price positions
for the decades that followed. Swatch
has rehabilitated that brand in much of
the world. But, in the U.S. Omega is not
seen as being equal to Rolex. If Omega
hadn’t cheapened the brand 30-40
years ago, we might be talking about
Omega watches the same way we do
about Rolex watches. That’s not true in
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the U.S. Rolex is the best known brand. Movado is the second best known. Omega
is much less well known.

The other risk to Movado’s durability as a company is the risk it will lose key
licenses. Movado is less dependent on licensed brands than Fossil. And no single
licensed brand accounts for as big a part of revenue as Michael Kors watches do for
Fossil. In 2014, Movado’s licensed brands generated $274 million in sales. The
biggest licensed brand is Coach. Movado has been making Coach watches since
1999. Last year, Movado sold about $100 million worth of Coach watches. The
company doesn’t give breakdowns for revenue by each specific license. However,
we can assume that Juicy Couture and Ferrari (which just launched in 2014)
contributed very little revenue in 2014. Even so, that means that Tommy Hilfiger,
Lacoste, and Hugo Boss combined for no more than $150 million in sales. So, Coach
contributes the most with $100 million in sales (which is only half what the Movado
brand does), and then Tommy and Lacoste and Hugo Boss might each do about half
of what Coach does.

Movado entered the licensed watch business in 1999 with Coach. Over the last 16
years, Movado has never lost a contract. The Juicy Couture license expires in 2016.
It’s not an important license. Ferrari expires in 2017. The company has a history of
switching its license frequently. Even now, its high end watches are made by
Hublot. Movado has the low end ($300 to $400) license. It’s entirely possible Ferrari
could leave Movado after 2017. Hugo Boss expires in 2018. Coach in 2020. Lacoste
in 2022. And Tommy Hilfiger in 2024 (assuming Movado exercises its 5-year
extension).

Most watchmakers aren’t very good at licensing. Some don’t have the scale. Others
are focused on higher end (and lower unit volume) brands. The biggest maker of
licensed watches is Fossil. Fossil has some real advantages over Movado when it
comes to licensed brands. However, there are some anti-trust issues with a license
switching to Fossil. In 2005, the company that made watches under the Guess
license sued Fossil when Guess decided to give the license to Fossil. The company
claimed that Fossil already had 40% market share in the U.S. fashion watch
segment. There are a couple large licensed brands that don’t elect to use either
Fossil or Movado. But, it’s definitely the case that the two best options for licensing
your brand is to go with either Fossil or Movado. New licenses don’t start off with
enough sales to make much of a difference. It takes several years for a newly
licensed brand to generate a large portion of a company’s revenue. So, the biggest
licenses tend to be the ones that have been in place the longest. For example,
Movado’s biggest license is with Coach. It’s had the license for 16 years and will
keep it for at least another 5 years. For the most part, neither Fossil nor Movado
look for new licenses on their own. There are a limited number of good brands to
license out there. And there’s an even more limited number of watchmakers with
the scale in distribution. So, companies interested in licensing their brand probably
approach Fossil or Movado on their own. Historically, the licenses come from
brands that never had anyone making watches under their brand name before or
they come from a licensor switching from a very small watchmaker to someone like
Movado or Fossil. In the last 15-20 years, very few big licenses have switched from
one manufacturer to another. Finally, it’s worth reiterating that — so far — Movado
has never lost a license.



MOAT

Movado’s Company Owned Brands
Are Smaller than Swatch’s and
Movado’s Licensed Brands Are
Smaller than Fossil’s — But the
Movado Brand is Big in the U.S.

Movado’s moat comes from the scale
provided by its existing stable of
licensed brands, its distribution power
in the U.S., and the high brand
awareness of the Movado Museum Dial
design in the U.S. Movado’s licensed
business is not superior to Fossil’s.
Fossil’s licensed business is bigger. And
Fossil owns its Asian factories while
Movado outsources the production of
its licensed brands.

Movado is the #1 watch brand in the
U.S. for watches between $500 and
$1,500. It is the #2 watch brand in the
U.S. for watches between $1,500 and
$3,000. In the $500 to $1,500 segment
that Movado focuses on most — it has
over 30% market share. In the last
couple years, this market share grew
even further. Movado grew sales at
retail by 17% to 18% a year in 2014 and
2015 while the U.S. watch market grew
just 1% to 2% over the same time
period. The most recognized watch
brand in the U.S. is Rolex. The second
most recognized is Movado. Although
Movado is not an especially large
watchmaker compared to Fossil,
Swatch, Richemont, etc. — it is a pretty
big watch brand. Most of the world’s
biggest watch brands get lots of sales
from China and Europe. There are very
few brands that get $150 million or
more in sales from the U.S.

Like other watchmakers, Movado
spends a lot on advertising. The
company spends 15% to 18% of sales
on advertising. Gross margins on
watches are good. But this is only
because they are heavily advertised.
Two big reasons why a watch brand
might decline over time are insufficient
marketing investment and insufficient
distribution power. Even a watch brand
with the best heritage needs an owner
that continually spends on marketing. It
also needs to get into a lot of different
stores. That is one reason that you see
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Movado Gets Two-Thirds (65%) of its Sales from North and South America

many brands consolidated under one owner. It’s also probably one of the reasons
that LVMH sold the Ebel brand to Movado. LVMH did not have sufficient
distribution power because although it’s a huge company, it doesn’t sell a lot of
similar goods to the same retail outlets. Swatch is very good at getting its brand
into high end watch and jewelry stores around the world. Fossil and Movado are
good at getting licensed brands into the more moderately priced retail outlets. You
can see the difference if you compare Swatch and Movado. Swatch probably gets
close to half its profits from China. Movado gets less than 5% of its sales from
China. Meanwhile, Swatch’s U.S. sales account for a small portion of its business.
And it makes a very small amount from licensed brands. In fact, Swatch has no
interest in getting more licenses. Swatch is unique in that it has huge production
synergies in Switzerland. For other watchmakers, the synergies are in distribution.
It makes much more sense to own a portfolio of watch brands at different price
points than to own a single brand.

Movado’s only scale advantages are in licensed brands and in the U.S. “affordable
luxury” category. Movado’s Museum Dial design is more distinct than any other
watch brand. Unless someone is knowledgeable about watches, they can’t instantly
recognize what brand a watch is based solely on the look of the design. Movado’s
Museum Dial doesn’t look like other brands. And most of Movado’s sales come
from variations on the Museum Dial design. So, Movado has the clearest image of
any watch brand in the U.S. The brand is well known, well liked, and already widely
owned in the U.S.

It is not well known, well liked, or widely owned in the rest of the world. Brand
awareness is low outside the U.S. Movado is not a big company and is not as
internationally focused as its competitors. It would be expensive to try to open
company owned retail stores, buy advertising, and make other marketing
investments in the rest of the world that would take years to pay off — if they ever
paid off at all. It is harder for Movado to introduce its brand in a big way in some
country than it is for Swatch. In the rest of the world, Movado is just another —
much lesser well known — Swiss watch brand. Movado’s position is especially weak
in China. Movado probably gets $10 to $15 million in sales from China. Swatch and
Richemont are huge in China. Movado has been in China for 12 years but it still has
just 150 to 175 points of sale in the entire country. Movado has no moat in China.
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But Movado does have a moat in the
U.S. Movado competes with several of
Swatch’s brands. Tissot sells $300 to
$500 watches. Hamilton sells $500 to
$1,500 watches. And Longines and TAG
Heuer sell $1,000 to $3,000 watches.
To some extent, all of these brands
compete with Movado. They are all
Swiss made (as are Movado brand
watches). Tissot and Hamilton (despite
Hamilton’s history as an American
brand) are not well known in the U.S.
Longines and TAG Heuer seem to be
much more focused on the rest of the
world. This lack of focus on the U.S. is
important. For example, Longines
spends $100 million in advertising
globally. Movado spends $30 to $40
million — but it focuses most of that on
the U.S. As a result, none of Swatch’s
individual brands in Movado’s price
range advertise nearly as much as
Movado does. It can be difficult to get a
U.S. benefit from global sponsorships.
For example, Longines sponsors the
French Open but Movado sponsors
events at Lincoln Center, the Kennedy
Center, etc. It’s unlikely that as many
dollars of advertising for one of
Swatch’s brands will actually reach U.S.
watch buyers as the amount Movado
spends in its home country. Swatch’s
controlling Hayek family doesn’t seem
very focused on the U.S. Meanwhile,
the Grinberg family has always been
focused on the U.S.

Another area where Swatch is not
focused is licensed brands. Licensed
brands under the same corporate
umbrella can share back office, global
supply chain, and local distribution and
advertising. Watchmakers have
separate distribution for their licensed
and company owned brands. There is
no distribution synergy between
Movado watches and Coach watches
for example. Another limitation is that
the licensing brand has to already be
big in a specific market. For example,
Coach was already big in the U.S. and
Japan because of its handbags being
sold through company owned retail
stores in those countries. So, Movado
was able to market Coach branded
watches in the U.S. and Japan
successfully. Movado isn’t able to sell
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its company owned Movado brand watches in Europe very successfully at all. But it
has the licenses for Lacoste, Hugo Boss, and Tommy Hilfiger. It has no problem
selling those watches in the E.U. because those clothing brands were well known in
Europe for their apparel before Movado launched watches under those names. This
is why Movado’s geographic sales seem diversified even though its brands are not.
Movado is big in the U.S. and not the rest of the world. Many of Movado’s licenses
are bigger outside the U.S. than inside it.

Movado is a much bigger maker of licensed watches than most other companies.
But, it's smaller than Fossil. Fossil is the leader in licensed watches. It has the
licenses for Adidas, Armani, Burberry, Diesel, DKNY, Karl Lagerfeld, Marc Jacobs,
Tory Burch, Kate Spade, and Michael Kors (which is the biggest licensed brand in
watches with over $900 million in sales). Fossil has 300 employees in its design
department. It has higher revenue per brand. Although this is mainly due to
Michael Kors being a $900 million brand and Armani being a $100 million brand.
But, even setting those two outliers aside — there are 5 other brands in Fossil’s
lineup that average $100 million. The average Fossil licensed brand probably sells
twice as much as the average Movado licensed brand. Fossil’s licensed brand
revenue was $1.88 billion last year. Movado’s was just $274 million. However,
Movado is probably the world’s #2 licensed brand watchmaker after Fossil (despite
being one-seventh the size). Swatch isn’t interested in new licenses. But it does
have the Calvin Klein license. And Richemont isn’t interested in new licenses. But it
has the Ralph Lauren license. Timex and Seiko have some licenses. Timex licenses
are held under the Callanen subsidiary. This is the company that sued Fossil when
Guess tried to leave Timex and go to Fossil.

The licensors usually don’t make much money from watches. For example, Movado
wants brands that can sell $50 million in watches after a few years. That would only
generate S5 to $10 million a year under a typical licensing agreement. It’s unlikely
that a licensee would switch purely over the percentage terms of the agreement.
However, a hit licensor might be able to get better terms from its licensee when it
renews the license. Most switching seems to be “upgrading” to a bigger maker of
licensed watches. Hugo Boss and Lacoste switched from small manufacturers to the
bigger Movado. And Guess — which had been with Callanen for 20 years — wanted
to switch to Fossil in 2005. Guess wanted to make the switch to increase sales by
using Fossil’s bigger network. Callanen sued Fossil. And Guess ended up renewing
with Callanen. At the time, Callanen argued that Fossil had 40% market share in
fashion watches. That was 2005. It is definitely higher today. Fossil has 50% market
share in all watches between $100 and $1,000 sold in the U.S. Depending on how
you define “fashion watch” — Fossil’'s market share could be anywhere from 50% to
80%. Fossil has been able to get new licenses in the last few years. But, it’s possible
Fossil will face anti-trust problems if a major licensor tries to switch from another
company to Fossil. It’s also worth mentioning that any merger between Fossil and
Movado seems incredibly unlikely. One, Movado is family owned. And two,
combining the two companies would definitely create a monopoly in licensed and
“affordable luxury” watches. Fossil had advantages over Movado when it comes to
licensed brands. But, it’s not clear if large existing brands could switch to Fossil
without anti-trust problems. New brands could pick Fossil and probably will. So far,
Movado has not lost a license to Fossil. But Guess did try to leave Callanen for Fossil
after 20 years with the company. So, it is always possible that a license could be lost
at the contract expiration. The first meaningful license expiration for Movado is
Hugo Boss on December 31, 2018. In the long-term, all of these licenses do
eventually expire and some might switch. Again, it’s unclear if someone like Hugo
Boss could switch from Movado to Fossil without an anti-trust problem. However,
they could certainly switch to any other company besides Fossil with no legal issues
atall.



QUALITY

Movado is a Good Business in a
Great Industry: It Can Earn Returns
on Equity of Between 10% and 20%
Without Using Debt

The watch industry is a great business
to be in. Companies like Swatch,
Richemont, Fossil, and Movado all earn
good or even great returns on capital.
Movado’s position in the watch
industry is not especially good. But, it is
defensible. It is difficult for one
watchmaker to do great harm to
another watchmaker’s business. Watch
buyers are not very sensitive to which
brand to pick based on small price
differences between two comparable
brands. In general, Tissot does not try
to win sales from a potential Movado
buyer based on price or vice versa.
Instead, each brand competes in a
particular price range which defines its
brand positioning and at particular
retail outlets. Where you buy the watch
and at what price helps create the
perception of the watch’s quality.
Advertising does the rest. How well a
brand does over time has a lot to do
with how much its corporate parent is
willing to invest, how much they focus
on the brand, and what strengths and
weaknesses they have in distributing to
certain countries and certain types of
retailers. Swatch and Richemont put a
lot of effort into small watch and
jewelry stores and into China. Movado
and Fossil don’t. To put this in
perspective, Swatch and Fossil are
theoretically competitors in the sense
that they are both multi-billion dollar
watchmakers. Swatch gets probably
50% of its profits from China. Fossil
probably gets 1% of its profits from
China. Or, consider profit from the
United States. Movado probably gets
more than 50% of its profits from the
U.S. Swatch probably gets less than 8%
of its profits from the U.S. It's
important to keep these extreme skews
in terms of the price ranges of the
watches sold, the types of retailers
they are sold through, and the
countries where sales come from for
these companies. We will compare the
quality of Movado against Fossil and
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Movado’s Pre-Tax Return on Capital was Good Enough to Provide an After
-Tax Return on Equity of 10% or Higher in Non-Recession Years

Swatch as a yardstick of what a watchmaker can be. But, it’s important not to
overstate the actual harm that one watchmaker can do to another. Swatch is
focused a lot on China and very little on the U.S. Movado is focused a lot on the
U.S. and very little on China. Swatch invests a lot in production in Switzerland. Fossil
focuses on having its own company owned production in Asia. Meanwhile, Movado
assembles in Switzerland using parts bought from suppliers like Swatch and it
outsources all of its Asian production. So, companies like Swatch and especially
Fossil are good comparisons for Movado. But, they aren’t necessarily as important
when thinking about competitive threats.

Movado’s return on capital is good rather than great. Right now, EBIT/NTA — the
pre-tax return on the net tangible assets financed with shareholder equity —is 32%.
This can be broken down into a 12% EBIT margin and 2.6 times net tangible asset
turnover (Sales/NTA is 2.6). Both are higher than they have been in the past. In its
history as a public company, Movado’s median EBIT/NTA was 17.6%. This came
from a 10% EBIT margin and a 1.76 times net tangible asset turnover. So, we can
think of return on capital as being 32% pre-tax right now or 18% in the past. If we
use the past number, the after-tax result — without using any leverage — would be a
return on equity of 12% or higher. This is a good result. Of course, the current
figure —a return on equity of 20% or higher —is an even better result.

Where does this return come from? In general, the watch business has very high
gross margins. Operating costs are also high though. Advertising expense is
especially high. Fossil spends 6% to 7% of its sales on advertising. Ad spending on
licensed brands is lower than it is on company owned brands. Movado doesn’t
break down advertising spending by licensed brands versus company owned
brands. However, if Movado spends about as much as a percent of sales on its
licensed brands as Fossil does, then it would spend perhaps as much as 20% of the
Movado brand’s sales on advertising that brand. It’s very possible that — lacking
Fossil’s scale — Movado actually spends more on advertising licensed brands.
However, it’s probably reasonable to assume that you generally spend something
like 5% to 10% of sales advertising a licensed brand and 15% to 20% of sales
advertising a company owned brand like Movado. Licensed brands have lower
gross margins because of the license fees. However, if we keep the advertising



difference between licensed brands
and company owned brands in mind —
you’ll notice that if you pay the brand
owner something like 5% to 10% of
sales, licensing plus advertising costs
will be the same (15% to 20% of sales)
regardless of whether you own the
brand or license it.

So, it is not necessarily a disadvantage
to have a lot of licensed brands instead
of company owned brands or vice
versa. With enough volume, you can
make money selling your own brands
and advertising a lot or licensing
someone else’s brand and advertising
very little.

Fossil’s financial results are better than
Movado’s. Fossil has more scale than
Movado. Does that make Fossil the
higher quality company?

Maybe. But Fossil has some risks — they
could be problems or they could be
opportunities depending on the future
— that Movado does not. Fossil depends
on a few brands for most of its
revenue. The Fossil brand makes $1.33
billion in sales. Michael Kors makes
$923 million. And Armani makes $300
million. That’s more than 73% of
Fossil’s total companywide sales.
Michael Kors sold $923 million last
year. But it only sold $300 million in
2011. Is it a fad? Michael Kors’s sales of
its own products increased eight fold in
the last 5 years. The watch sales
haven’t outpaced this growth. But the
Michael Kors name is very hot right
now. It could cool. In fact, 90% of
Fossil’s Michael Kors watch revenue
comes from women. So, there is an
extreme brand and gender
concentration that is unusual among
watch companies. You have something
like $800 million in sales of women’s
Michael Kors watches. That’s an
incredible number. It's hard to know
whether it’s sustainable.

Another issue in comparing Movado
with other watch makers is the gross
margin. Movado does not seem to have
raised prices the way other watch
makers have. A lot of the growth at
Swatch comes from price increases that
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move their highest end brand up even higher and then move a somewhat lower
end brand into a higher price position over time. Over a decade or two, you can
move the real price of your brand portfolio up quite a bit this way. And truly luxury
watch companies have done this. Movado doesn’t seem to have done this. Its gross
margin is lower now than it was in the past. Before the financial crisis, Movado’s
gross margin was higher than 60%. Today, it is 53%. This is remarkable when you
consider Fossil has a 57% gross margin. Generally, company owned watches should
have higher gross margins (and higher advertising expense) than licensed brands.
Watches have higher margins than other accessories (which Fossil also sells but
Movado does not). And more expensive watches have higher margins than less
expensive watches. Fossil watches tend to be cheaper than Movado watches. So,
you’d expect Movado to have a high gross margin relative to Fossil. But, it doesn’t.
This could be due to Fossil’s tremendous unit volume in Michael Kors and Armani
compared to Movado’s much lower volumes for its licensed brands. Or, it could be
due to cost increases that Movado didn’t pass on. Since the financial crisis, the
Swiss Franc has strengthened and commodity and energy costs had risen (though
this has reversed recently). The cost of making watches in Switzerland and in China
have risen faster than the retail price of Movado watches. It may be that Movado is
simply too afraid to raise prices coming out of the financial crisis.

There is a good reason for that. Movado is focused on “affordable luxury” in the
U.S. especially. From January 2008 to January 2010, revenue of Concord and Ebel
dropped 55% (this is the luxury brands), Movado and ESQ declined 50% (this is the
affordable luxury brands), and licensed brands grew slightly. Fossil sells a lot of
licensed brands. Those cheaper watches weren’t hardest hit in the crisis. Swatch
and Richemont sell into emerging markets. Those markets recovered quickly while
U.S. households were still deleveraging. The idea that Movado watches are now
underpriced is supported by the recent volume numbers. Since the crisis, Movado’s
volume has increased faster than the overall market.

In 2015, Movado’s Chief Operating Officer said: “...Pricing has not been a major
factor...we really have provided excellent price value proposition to the consumer...
we certainly will be looking at pricing as one of the components. But we do see
volume as being a critical component to our growth propositions, but pricing
certainly will come into play next year and probably over the next couple years.”
So, it does not seem Movado is committed to increasing prices at the expense of
volume. But, they may increase prices in each of the next few years now that The
Great Recession is a distant memory.

Movado’s return on capital is burdened by its need to hold inventories. It’s
important to discuss two points about inventory, because the company’s heavy
investment in inventory influences both return on capital and cyclicality. Movado’s
earnings are highly cyclical. But, actual cash flow is less cyclical. Fine watch retailers
usually have a year of inventory on hand. They might have 3 months of inventory
on hand if they retail fashion watches. So, for more expensive watches — the
retailer has the choice of delaying their next order by a long time and running down
inventory until they see sales pick up again. This is what they did in the crisis. This
immediately lowers Movado’s reported sales. But, Movado does not keep buying
parts and assembling them in Switzerland when they notice a big drop in orders.
They can reduce their inventory on hand as well. They did that in the crisis. So,
earnings can fluctuate a lot because 90% of Movado’s sales are wholesale. These
are not direct to customer sales (only Movado outlets make those). So, earnings
cyclicality is much higher for Movado than for a retailer of Movado watches. But,
cash flow can be more stable than the losses suggest.

Inventories also present two problems for Movado versus Fossil. One, Movado has
higher inventories and so they have lower inventory turns and thus lower returns



on capital than Fossil. Two, Fossil’s lead
time for its Asian factories (which are
company owned) is 6 weeks. Movado’s
lead time is at least 6 months. Of
course, Fossil invests in factories while
Movado’s investment in fixed capital is
minimal. For Movado, investment
really takes the form of inventories.

Finally, it is worth mentioning one
other quality concern. Movado,
Concord, and Ebel watches are made in
Switzerland. Swatch dominates the
market for movements and other key
parts for Swiss Made watches. Movado
is not a vertically integrated
manufacturer.  Like other  Swiss
watchmakers it depends on a
competitor — Swatch — for some of its
components. If Swatch stops selling
components to some of its
competitors, they might have to invest
in production capabilities of their own.
Or they might have higher prices. Of all
the Swiss watchmakers, Movado
probably depends on the “Swiss Made”
label the least. Even so, it’s unlikely
that Movado could ever move
production from Switzerland to Asia
without damaging the quality and
reputation of its Movado brand. So,
Movado is at a relative disadvantage to
Swatch in terms of production. Swatch
is an important supplier. Movado does
not disclose its suppliers. But, we
assume that Movado needs access to
either Swatch or Sellita parts to make
its Swiss Made watches. And Movado is
at a scale disadvantage to Fossil in
terms of licensed brands. So, Movado
lacks relative scale versus both Swatch
(in production) and Fossil (in licensed
brand synergies).

Watches are a great industry. And
Movado is a good business. It is not as
good a business as Swatch or Fossil.
But, it can earn an adequate return on
equity without using any debt. The
business is certainly durable — Movado
does not depend on China the way
Swatch does or Michael Kors the way
Fossil does — and the stock is cheap. So,
Movado might not be as good a
business as Swatch or Fossil. But it
might be a better stock than both of
them.
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CAPITAL ALLOCATION

Movado is a Conservatively Run Family Controlled Company

Movado is controlled by the Grinberg family. They determine the capital allocation.
The current CEO of Movado is Efraim Grinberg. He has been the CEO since 2001.
Efraim is the son of Movado’s founder, Gedalio Grinberg. Grinberg has 67% voting
power through ownership of a separate class of Movado stock from the one you
can buy in the stock market.

Movado’s capital allocation has been conservative in the past. The company has a
record amount of cash on hand today. For the last few years, they have had almost
$200 million in net cash. Previously, Movado had a much smaller amount of net
cash on hand from 2004-2011. Movado has not had any net debt since 2003.

Movado’s most recent acquisition was the purchase of Ebel. This was a very
conservative acquisition. Ebel was basically a Ben Graham style net-net. It was also
in exactly the same business that Movado is in. So, there was no aggressiveness in
this acquisition in terms of moving out of the company’s circle of competence. Nor
was there any aggressiveness in terms of paying up. Ebel came very cheap. LVMH
sold Ebel to Movado for $47 million in cash. Ebel had $50 million in equity. Most of
that was inventory. Ebel also came with a net operating loss carryforward in
Switzerland. Movado was eventually able to use over 90% of this tax shield to
reduce the taxes Movado paid in Switzerland. A small portion of the net operating
losses expired.

The risk Movado took in buying Ebel was operational. Ebel had sales of $50 million.
But it was losing $15 million a year under LVMH’s ownership. The $50 million price
paid for Ebel was low. But the risk of losing $15 million a year was probably why
others were not willing to pay more than one times sales or one times book value
for Ebel. Usually, a watch brand sells for a much higher multiple of sales. But, a
money losing watch brand could be a risk. Movado put Ebel into its supply chain
and cut costs. Ebel turned its first profit for Movado in 2005.

In the last 20 years or so, Movado has created less value for its shareholders than
Fossil has. In 1996, Movado and Fossil were the same size. Movado made $20
million in operating profit on $215 million of sales. Fossil made $24 million of
operating profit on $206 million of sales. Today, Movado makes $68 million in
operating profit on $570 million of sales. Meanwhile, Fossil now makes $567 million
of operating profit on $3.51 billion of sales.

Fossil has obviously been much more successful than Movado over the last 20
years. Why?

Fossil grew its namesake brand faster than Movado did. The Movado brand is
limited to watches. But Fossil expanded the Fossil brand into leather goods and
fashion jewelry. A big difference between Movado and Fossil is retail operations.
Movado never successfully expanded into company owned stores in a big way.
Fossil did. There are now 469 Fossil branded stores. Movado never got beyond 27
Movado boutiques. Movado opened its first boutique in 1998. They never turned a
profit. By the time Movado closed its boutiques, they were losing $10 million a
year. A big reason for Movado’s lack of success was probably its price level. The
company only tried to open boutiques in upscale areas. It didn’t offer cheaper
jewelry like Fossil. For example, the average price of a Movado diamond
engagement ring was $7,000. Prices were as high as other fine jewelers in the U.S.
Because Movado watches are “accessible luxury”, the boutiques were also
accessible luxury. It’s hard for Movado to grow the brand internationally. It is not
well known outside the U.S. Richemont and Swatch are much stronger. Richemont
owns the Cartier name. Swatch now owns Harry Winston. They sell more true



luxury watches. They focus less on the
U.S. and more on the rest of the world
— especially Asia.

Basically, Movado was boxed out at the
high end internationally by companies
like Swatch and Richemont.
Meanwhile, it was boxed out on the
low end by Fossil. This is due to
synergies. Fossil and Movado both
produce licensed watches. But Fossil’s
company owned brand watches have
much more in common with licensed
watches than Movado brand watches
do. Fossil watches are made in China.
Movado watches are made in
Switzerland. Licensed watches are
made in China. This gives Fossil
synergies that Movado does not have.
Movado’s production of its company
owned brands and its licensed brands
are separate. They use separate parts
and assemble them in separate regions
of the world.

In the 10 years before the financial
crisis, Movado was a steady grower. It
was also very conservative. Sales grew
10% a year from 1998 to 2008. Profit
also grew just under 10% a vyear.
Meanwhile, the company went from a
net debt position of $48 million to a net
cash position of $99 million. So, it
added about $15 million a year to its
cash hoard while also paying out a little
over $6 million a year to shareholders.
That is a lot of free cash flow
generation for a company growing 10%
a year.

Recently, Movado has paid out
dividends and bought back stock. The
quarterly dividend went from 5 cents in
2013 to 10 cents in 2014 to 11 cents in
2015. The company also paid two
special dividends of 50 cents and 75
cents in 2012. They bought back $10
million of stock in 2014 and $26 million
in 2015. The buyback authorization
under the current share repurchase
plan was increased to $100 million.

Shareholders should not count on
seeing all that cash. Obviously, if
Movado was ever sold a buyer would
consider the cash to have its full value.
So, enterprise value is the right way to
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value the stock. But, this is a family controlled company. There is no reason for
them to sell. They built up cash for the last 12 years. They have paid out some in
dividends and bought back some stock. This may stop cash from building further.
But it does not mean they are eager to do large buybacks and special dividends to
get rid of that cash. The only acquisition they ever did since the Movado deal was
buying Ebel. So, acquisitions are an unlikely use of cash. A watch company like
Fossil, Swatch, or Richemont would value Movado very highly in an acquisition. The
current stock price is far, far below what the brand would sell for to an acquirer.
But, as a family controlled company it may never be acquired.

Even today, Movado’s expansion plans sound more conservative than other watch
companies: “Well right now, Movado has...just launched very recently in the U.K.
That is one of our international markets of focus. So we’re not thinking of
expanding to many different markets..we want to be very thoughtful. It's not
adding doors; it’s building one door at a time. So we have a position in China now
that there are certain concessions that we run which are performing really well. So,
we want to be, again, very focused on how we build this, and again it’s not every
market. Right now, the main focuses are the U.K., certainly China, and in Brazil,
we’re also...seeing very good traction.”

Movado has signed fewer licensing deals than Fossil. They opened fewer stores
than Fossil. They also opened fewer stores than Swatch. And they have made fewer
and smaller acquisitions than Swatch. Swatch did a deal with Tiffany that fell apart.
And after that deal fell apart, they bought Harry Winston to enter the jewelry
business — which is very synergistic with watches in terms of a retail presence and
distribution power in the luxury price range. Movado does not have the scale of
either Fossil or Swatch in terms of licensed brands (like Fossil) or production (like
Swatch) or a retail presence (like either of them). But, the Movado brand is a good
brand. And Movado is focused more on a single brand and a single country than its
competitors. Growth prospects may be more limited. And the pursuit of growth will
definitely be less aggressive than at those companies. But the Movado brand is a
very good watch brand that would sell for a lot more to an acquirer than the
market values it at. Movado is also probably the number two company in licensed
watches. However, the number 