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FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the Quarterly Period Ended July 31, 2012

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: 1-16497
MOVADO GROUP, INC.

(Exact Name of Registrant as Specified in its Charter)
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New York 13-2595932
(State or Other Jurisdiction of (IRS Employer
Incorporation or Organization) Identification No.)
650 From Road, Ste. 375
Paramus, New Jersey 07652-3556
(Address of Principal Executive Offices) (Zip Code)

(201) 267-8000

(Registrant s telephone number, including area code)

Indicate by check mark whether the 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 that past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

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 the definitions of large accelerated filer, 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 Exchange Act). Yes ©~ No x

The number of shares outstanding of the registrant s common stock and class A common stock as of August 21, 2012 were 18,519,769 and
6,632,967, respectively.
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements
MOVADO GROUP, INC.
CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share amounts)

(Unaudited)
July 31, January 31, July 31,
2012 2012 2011
ASSETS
Current assets:
Cash and cash equivalents $ 156,338 $ 182,201 $ 128,781
Trade receivables 59,714 61,235 69,672
Inventories 170,414 163,680 196,611
Other current assets 22,634 25,516 32,461
Total current assets 409,100 432,632 427,525
Property, plant and equipment, net 32,333 36,290 37,308
Deferred income taxes 14,529 14,959 8,279
Other non-current assets 23,512 22,162 22,861
Total assets $ 479,474 $ 506,043 $ 495,973
LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 24364 $ 33814 § 23,109
Accrued liabilities 41,302 51,564 42,809
Deferred and current income taxes payable 3,438 1,015 456
Total current liabilities 69,104 86,393 66,374
Deferred and non-current income taxes payable 7,438 7,291 7,169
Other non-current liabilities 19,447 18,285 18,362
Total liabilities 95,989 111,969 91,905
Commitments and contingencies (Note 8)
Equity:
Preferred Stock, $0.01 par value, 5,000,000 shares authorized; no shares issued
Common Stock, $0.01 par value, 100,000,000 shares authorized; 26,196,176; 26,124,281 and
25,990,969 shares issued, respectively 262 261 260
Class A Common Stock, $0.01 par value, 30,000,000 shares authorized; 6,632,967; 6,632,967 and
6,633,747 shares issued and outstanding, respectively 66 66 66
Capital in excess of par value 155,960 153,331 150,745
Retained earnings 251,303 251,695 226,093
Accumulated other comprehensive income 83,751 97,922 135,985
Treasury Stock, 7,676,407; 7,776,407 and 7,757,064 shares, respectively, at cost (110,471) (111,909) (111,539)
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Total Movado Group, Inc. shareholders equity

Noncontrolling interests
Total equity

Total liabilities and equity
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See Notes to Consolidated Financial Statements

380,871
2,614

383,485

$ 479,474

391,366
2,708

394,074

$ 506,043

401,610
2,458

404,068

$ 495,973
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MOVADO GROUP, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)
(Unaudited)
Three Months Ended July 31, Six Months Ended July 31,
2012 2011 2012 2011

Net sales $ 118,027 $ 113,231  $ 221,682  $ 203,085
Cost of sales 52,269 52,285 96,899 93,516
Gross profit 65,758 60,946 124,783 109,569
Selling, general and administrative 55,009 55,932 105,546 102,975
Operating income 10,749 5,014 19,237 6,594
Other income (Note 11) 747 747
Interest expense (73) 315) (218) (698)
Interest income 2 17 18 46
Income before income taxes 10,678 5,463 19,037 6,689
Provision for income taxes (Note 9) 2,524 875 4,122 1,590
Net Income 8,154 4,588 14,915 5,099
Less: Net income attributed to noncontrolling interests 96 180 224 200
Net income attributed to Movado Group, Inc. $ 8,058 $ 4,408 $ 14,691 $ 4,899
Basic income per share:
Weighted basic average shares outstanding 25,198 24,913 25,154 24,894
Net income per share attributed to Movado Group, Inc. $ 0.32 $ 0.18 $ 058 $ 0.20
Diluted income per share:
Weighted diluted average shares outstanding 25,506 25,185 25,450 25,140
Net income per share attributed to Movado Group, Inc. $ 032 § 0.18 $ 058 $ 0.19
Dividends declared per share $ 005 $ 003 $ 060 $ 0.06

See Notes to Consolidated Financial Statements
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MOVADO GROUP, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) / INCOME

(In thousands)

(Unaudited)
Three Months Ended July 31, Six Months Ended July 31,
2012 2011 2012 2011

Comprehensive (loss) / income, net of taxes:
Net income $ 8,154 $ 4,588 $ 14915 $ 5,099
Net unrealized (loss) / gain on investments 47) 24 24) 29
Net change in effective portion of hedging contracts (319) (638)
Foreign currency translation adjustments (17,794) 26,029 (14,231) 43,671
Comprehensive (loss) / income (9,687) 30,322 660 48,161
Less: Comprehensive (loss) / income attributable to noncontrolling interests 51) 130 140 305
Total comprehensive (loss) / income attributable to Movado Group, Inc. ($ 9,630) $ 30,192 $ 520 $ 47,856

See Notes to Consolidated Financial Statements
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MOVADO GROUP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

(Unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash (used in) / provided by operating activities:

Depreciation and amortization
Deferred income taxes

Stock-based compensation

Gain on sale of an asset held for sale

Changes in assets and liabilities:
Trade receivables

Inventories

Other current assets

Accounts payable

Accrued liabilities

Current income taxes payable
Other non-current assets

Other non-current liabilities

Net cash (used in) / provided by operating activities from continuing operations
Net cash (used in) operating activities from discontinued operations

Net cash (used in) / provided by operating activities

Cash flows from investing activities:
Capital expenditures

Trademarks

Proceeds from sale of an asset held for sale

Net cash (used in) investing activities from continuing operations
Net cash (used in) investing activities from discontinued operations

Net cash (used in) investing activities

Cash flows from financing activities:

Stock options exercised and other changes
Distribution of noncontrolling interest earnings
Dividends paid

Net cash (used in) financing activities from continuing operations
Net cash (used in) financing activities from discontinued operations

Net cash (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents

Table of Contents

Six Months Ended July 31,
2012 2011
$ 14915 $ 5,099
5,692 5,900
635 119
1,245 851
(747)
509 (6,988)
(12,314) 4,561
1,519 4211
(8,066) (437)
(8,179) 557
2,430 (892)
(1,655) (349)
1,178 490
(2,091) 12,375
2 (20)
(2,093) 12,355
(2,446) (3,184)
(110) 91)
1,165
(2,556) 2,110)
(2,556) 2,110)
658 194
(234) (127)
(15,083) (1,491)
(14,659) (1,424)
(14,659) (1,424)
(6,555) 16,944
8
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Net (decrease) / increase in cash and cash equivalents (25,863) 25,765
Cash and cash equivalents at beginning of period 182,201 103,016
Cash and cash equivalents at end of period $ 156,338 $ 128,781

See Notes to Consolidated Financial Statements
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MOVADO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements have been prepared by Movado Group, Inc. (the Company ) in a manner
consistent with that used in the preparation of the consolidated financial statements included in the Company s fiscal 2012 Annual Report filed
on Form 10-K. In the opinion of management, the accompanying consolidated financial statements reflect all adjustments, consisting of only
normal and recurring adjustments, necessary for a fair statement of the financial position and results of operations for the periods presented. The
consolidated balance sheet data for January 31, 2012 is derived from the audited financial statements, which are included in the Company s
Annual Report on Form 10-K. These consolidated financial statements should be read in conjunction with the aforementioned Annual Report.
Operating results for the interim periods presented are not necessarily indicative of the results that may be expected for the full year.

NOTE1 RECLASSIFICATIONS

Certain reclassifications were made to prior year s financial statement amounts and related note disclosures to conform to the fiscal 2013
presentation. In fiscal 2012, certain liabilities were reclassified from accrued liabilities to accounts payable to conform to fiscal 2013
presentation.

NOTE 2 FAIR VALUE MEASUREMENTS

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. Accounting guidance requires the use of observable market data, if such data is available without undue
cost and effort and establishes a fair value hierarchy which prioritizes the inputs used in measuring fair value into three broad levels as follows:

Level 1 - Quoted prices in active markets for identical assets or liabilities.

Level 2 - Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly.

Level 3 - Unobservable inputs based on the Company s assumptions.
The following table presents the fair value hierarchy for those assets and liabilities measured at fair value on a recurring basis as of July 31, 2012
(in thousands):

Fair Value at July 31, 2012

Level 1 Level 2 Level 3 Total

Assets:

Available-for-sale securities $ 215 $ $ $ 215
SERP assets - employer 876 876
SERP assets - employee 16,177 16,177
Hedge derivatives 25 25
Total $ 17,268 $ 25 $ $17,293
Liabilities:

SERP liabilities - employee $ 16,177 $ $ $16,177
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Hedge derivatives 1,820 1,820
$ 16,177 $ 1,820 $ $17,997

The fair values of the Company s available-for-sale securities are based on quoted prices. The hedge derivatives are entered into by the Company
principally to reduce its exposure to the Swiss franc exchange rate risk. Fair values of the Company s hedge derivatives are calculated based on
quoted foreign exchange rates,
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quoted interest rates and market volatility factors. The assets related to the Company s defined contribution supplemental executive retirement
plan ( SERP ) consist of both employer (employee unvested) and employee assets which are invested in investment funds with fair values
calculated based on quoted market prices. The SERP liability represents the Company s liability to the employees in the plan for their vested
balances.

NOTE3 EQUITY

The components of equity for the six months ended July 31, 2012 and 2011 are as follows (in thousands):

Movado Group, Inc. Shareholders Equity

Class Accumulated
A Capital in Other
Common Common  Excess of Retained Treasury  ComprehensivéNoncontrolling
Stock Stock Par Value Earnings Stock Income Interests Total
Balance, January 31, 2012 $261 $ 66 $153,331 $251,695 ($111,909) $ 97,922 $2,708  $394,074
Net income 14,691 224 14,915
Dividends paid (15,083) (15,083)
Distribution of noncontrolling interest
earnings (234) (234)
Stock options exercised, net of tax 1 551 (D 551
Stock-based compensation expense 1,245 1,245
Supplemental executive retirement plan 108 108
Stock donation 725 1,439 2,164
Net unrealized loss on investments, net
of tax 24) 24)
Foreign currency translation adjustment
1) (14,147) (84) (14,231)
Balance, July 31, 2012 $262 $ 66 $155960 $251,303 ($110471) $ 83,751 $2,614 $383,485
Movado Group, Inc. Shareholders Equity
Class Accumulated
A Capital in Other
Common Common Excess of Retained Treasury = Comprehensivoncontrolling
Stock Stock Par Value Earnings Stock Income Interests Total
Balance, January 31, 2011 $259 $ 66 $149.492 $222,685 ($111,331) $ 93,028 $2,280 $356,479
Net income 4,899 200 5,099
Dividends paid (1,491) (1,491)
Distribution of noncontrolling interest
earnings (127) (127)
Stock options exercised, net of tax 1 363 (208) 156
Stock-based compensation expense 851 851
Supplemental executive retirement plan 39 39
Net unrealized gain on investments, net of
tax 29 29
Net change in effective portion of hedging
contracts, net of tax (638) (638)
Foreign currency translation adjustment
(1) 43,566 105 43,671
Balance, July 31, 2011 $260 $ 66 $150,745 $226,093 ($111,539) $ 135985 $2,458 $404,068
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The foreign currency translation adjustments are tax-affected to the extent they relate to nonpermanent investments in foreign subsidiaries.

Table of Contents 13



Edgar Filing: MOVADO GROUP INC - Form 10-Q

Table of Conten
NOTE 4 SEGMENT INFORMATION

The Company follows accounting guidance related to disclosures about segments of an enterprise and related information. This guidance
requires disclosure of segment data based on how management makes decisions about allocating resources to segments and measuring their
performance.

The Company conducts its business primarily in two operating segments: Wholesale and Retail. The Company s Wholesale segment includes the
designing, manufacturing and distribution of quality watches, in addition to revenue generated from after sales service activities and shipping.
The Retail segment includes the Company s outlet stores and, until February 14, 2012, also included the Movado brand flagship store located at
Rockefeller Center in New York City. Effective February 14, 2012 the Rockefeller Center store closed, as the Company was not able to renew
its lease.

The Company divides its business into two major geographic locations: United States operations, and International, which includes the results of
all other Company operations. The allocation of geographic revenue is based upon the location of the customer. The Company s international
operations are principally conducted in Europe, Asia, Canada, the Middle East, South America and the Caribbean. The Company s international
assets are substantially located in Switzerland.

Operating Segment Data for the Three Months Ended July 31, 2012 and 2011 (in thousands):

Net Sales Operating Income

2012 2011 2012 2011
Wholesale $ 104,460 $ 99,321 $ 7,786 $2,730
Retail 13,567 13,910 2,963 2,284
Consolidated total $ 118,027 $ 113,231 $ 10,749 $5,014

Operating Segment Data for the Six Months Ended July 31, 2012 and 2011 (in thousands):

Net Sales Operating Income
2012 2011 2012 2011
Wholesale $ 197,972 $ 179,330 $ 14,909 $ 3,705
Retail 23,710 23,755 4,328 2,889
Consolidated total $221,682 $ 203,085 $ 19,237 $6,594
Total Assets
July 31, January 31, July 31,
2012 2012 2011
Wholesale $ 461,363 $ 487,828 $ 475,979
Retail 18,111 18,215 19,994
Consolidated total $ 479,474 $ 506,043 $ 495,973

Table of Contents 14
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Geographic Segment Data for the Three Months Ended July 31, 2012 and 2011 (in thousands):

Net Sales
2012 2011
United States $ 59,887 $ 54,874
International 58,140 58,357
Consolidated total $ 118,027 $113,231

Operating (Loss) / Income

2012 2011
($ 2451 (84774

13,200 9.788
$ 10,749 $ 5014

United States and International net sales are net of intercompany sales of $63.2 million and $47.9 million for the three months ended July 31,

2012 and 2011, respectively.

Geographic Segment Data for the Six Months Ended July 31, 2012 and 2011 (in thousands):

Net Sales
2012 2011
United States $ 110,801 $ 100,096
International 110,881 102,989
Consolidated total $221,682 $ 203,085

Operating (Loss) / Income

2012 2011
$ 7.502) ($ 8,651)

26,739 15,245
$ 19,237 $ 6,594

United States and International net sales are net of intercompany sales of $118.3 million and $90.6 million for the six months ended July 31,

2012 and 2011, respectively.

Total Assets
July 31, January 31,
2012 2012
United States $ 196,256 $ 213,363
International 283,218 292,680
Consolidated total $479,474 $ 506,043
Long-Lived Assets
July 31, January 31,
2012 2012
United States $26,477 $ 28,476
International 5,856 7,814
Consolidated total $32,333 $ 36,290

10
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July 31,
2011

$ 185,174
310,799

$ 495,973

July 31,
2011
$29,076

8,232

$37,308

15



Edgar Filing: MOVADO GROUP INC - Form 10-Q

Table of Conten
NOTE 5 INVENTORIES

Inventories consist of the following (in thousands):

July 31, January 31, July 31,

2012 2012 2011
Finished goods $ 105,167 $ 97,975 $ 101,543
Component parts 57,050 57,700 79,995
Work-in-process 8,197 8,005 15,073

$ 170,414 $ 163,680 $ 196,611
NOTE 6 DEBT AND LINES OF CREDIT

On July 17, 2009, the Company, together with Movado Group Delaware Holdings Corporation, Movado Retail Group, Inc. and Movado LLC
(together with the Company, the Borrowers ), each a wholly-owned domestic subsidiary of the Company, entered into an Amended and Restated
Loan and Security Agreement (the Original Loan Agreement ) with Bank of America, N.A. and Bank Leumi USA, as lenders ( Lenders ), and
Bank of America, N.A., as agent (in such capacity, the Agent ). The parties amended the Original Loan Agreement by entering into Amendment
No. 1 thereto ( First Amendment ) on April 5, 2011 and Amendment No. 2 thereto ( Second Amendment ) on March 12, 2012 (the Original Loan
Agreement, as so amended, the Loan Agreement ). The Loan Agreement provides for a $25.0 million asset based senior secured revolving credit
facility (the Facility ), including a $15.0 million letter of credit subfacility, and provides that Borrowers are entitled to request that Lenders
increase the Facility up to $50 million subject to any additional terms and conditions the parties may agree upon. The maturity date of the
Facility is March 12, 2015.

Availability under the Facility is determined by reference to a borrowing base which is based on the sum of a percentage of eligible accounts
receivable and eligible inventory of the Borrowers. $10.0 million in availability is blocked unless the Borrowers have achieved for the most
recently ended four fiscal quarter period a consolidated fixed charge coverage ratio of at least 1.25 to 1.0 with domestic EBITDA greater than
$10.0 million. The Borrowers are not currently subject to the availability block. The availability block, if applicable, will be reduced by the
amount by which the borrowing base exceeds $25.0 million, up to a maximum reduction of $5.0 million. Availability under the Facility may be
further reduced by certain reserves established by the Agent in its good faith credit judgment. The Second Amendment reduced the Lenders total
commitment under the Loan Agreement from $55.0 million to $25.0 million and consequently availability was correspondingly reduced. As of
July 31, 2012, total availability under the Facility, giving effect to an availability block of $0, no outstanding borrowings and the letters of credit
outstanding under the subfacility, was $20.7 million.

The initial applicable margin for LIBOR rate loans was 4.25% and for base rate loans was 3.25%. After July 17, 2010, the applicable margins
decreased or increased by 0.25% per annum from the initial applicable margins depending on whether average availability for the most recently
completed fiscal quarter was either greater than $12.5 million, or was $5.0 million or less, respectively. The First Amendment reduced the
applicable margins for both LIBOR rate loans and base rate loans by 1.25% and the Second Amendment further reduced the applicable margins
by 0.75%. Accordingly, as of July 31, 2012 and based on current availability, the applicable margins were 2.00% and 1.00% for LIBOR and
base rate loans, respectively.

After the date (the Block Release Date ) when availability under the Facility is no longer subject to any blocked amount, if borrowing availability
is less than $12.5 million, the Borrowers will be subject to a minimum fixed charge coverage ratio until such time as borrowing availability has
been greater than $12.5 million for at least 90 consecutive days.

11
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After the Block Release Date, cash dominion will be imposed if borrowing availability is less than $10.0 million and will continue until such
time as borrowing availability has been greater than $10.0 million for at least 45 consecutive days. As of July 31, 2012, the Borrowers were not
subject to cash dominion nor do the Borrowers expect to be subject to such a requirement in the foreseeable future.

The Loan Agreement contains additional affirmative and negative covenants binding on the Borrowers and their subsidiaries that are customary
for asset based facilities, including, but not limited to, restrictions and limitations on the incurrence of debt for borrowed money and liens,
dispositions of assets, capital expenditures, dividends and other payments in respect of equity interests, the making of loans and equity
investments, prepayments of subordinated and certain other debt, mergers, consolidations, liquidations and dissolutions, and transactions with
affiliates. The Loan Agreement permits Borrowers to pay distributions as dividends and make share repurchases up to $150.0 million (less the
amount of any charitable donations made by the Company which are permitted up to an aggregate amount of $14 million) and make acquisitions
up to $50.0 million, as long as Borrowers either have cash assets of at least $60.0 million with no revolver loans outstanding, or (i) the
consolidated fixed charge coverage ratio is at least 1.25 to 1.00, (ii) availability is greater than $12.5 million and (iii) positive EBITDA plus
repatriated cash dividends minus restricted payments are greater than $0. The Company believed that, as of July 31, 2012, it was in compliance
with these financial covenants and, therefore, that it is permitted to pay dividends. The Company presently expects that it will be able to pay
dividends through the remaining term of the Facility.

The Loan Agreement contains events of default that are customary for facilities of this type, including, but not limited to, nonpayment of
principal, interest, fees and other amounts when due, failure of any representation or warranty to be true in any material respect when made or
deemed made, violation of covenants, cross default, material judgments, material ERISA liability, bankruptcy events, material loss of collateral
in excess of insured amounts, asserted or actual revocation or invalidity of the loan documents, change of control and events or circumstances
having a material adverse effect. The borrowings under the Facility are joint and several obligations of the Borrowers and also cross-guaranteed
by each Borrower. In addition, the Borrowers obligations under the Facility are secured by first priority liens, subject to permitted liens, on
substantially all of the Borrowers U.S. assets (other than certain excluded assets).

A Swiss subsidiary of the Company maintains unsecured lines of credit with an unspecified length of time with a Swiss bank. As of July 31,
2012 and 2011, these lines of credit totaled 10.0 million Swiss francs for both periods, with dollar equivalents of $10.2 million and $12.7
million, respectively. As of July 31, 2012 and 2011, there were no borrowings against these lines. As of July 31, 2012, two European banks have
guaranteed obligations to third parties on behalf of two of the Company s foreign subsidiaries in the amount of $2.1 million in various foreign
currencies.

NOTE7 EARNINGS PER SHARE

The Company presents net income per share on a basic and diluted basis. Basic earnings per share are computed using weighted-average shares
outstanding during the period. Diluted earnings per share are computed using the weighted-average number of shares outstanding adjusted for
dilutive common stock equivalents.

The weighted-average number of shares outstanding for basic earnings per share was 25,198,000 and 24,913,000 for the three months ended
July 31, 2012 and 2011, respectively. For the three months ended July 31, 2012 and 2011, respectively, the number of shares outstanding for
diluted earnings per share was increased by 308,000 and 272,000, due to potentially dilutive common stock equivalents issuable under the
Company s stock compensation plans.

12
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For the three months ended July 31, 2012 and July 31, 2011, approximately 293,000 and 560,000 of potentially dilutive common stock
equivalents, respectively, were excluded from the computation of diluted earnings per share because their effect would have been antidilutive.

The weighted-average number of shares outstanding for basic earnings per share was 25,154,000 and 24,894,000 for the six months ended
July 31, 2012 and 2011, respectively. For the six months ended July 31, 2012 and 2011, respectively, the number of shares outstanding for
diluted earnings per share was increased by 296,000 and 246,000, due to potentially dilutive common stock equivalents issuable under the
Company s stock compensation plans.

For the six months ended July 31, 2012 and July 31, 2011, approximately 287,000 and 629,000 of potentially dilutive common stock
equivalents, respectively, were excluded from the computation of diluted earnings per share because their effect would have been antidilutive.

NOTE8 COMMITMENTS AND CONTINGENCIES

As of July 31, 2012, one bank in the domestic bank group had issued five irrevocable standby letters of credit in connection with a trademark
license agreement, retail and operating facility leases to various landlords, for the administration of the Movado boutique private-label credit
card and Canadian payroll to the Royal Bank of Canada. As of July 31, 2012, the Company had outstanding letters of credit totaling $4.4 million
with expiration dates through April 30, 2014.

As of July 31, 2012, two European banks have guaranteed obligations to third parties on behalf of two of the Company s foreign subsidiaries in
the amount of $2.1 million in various foreign currencies.

The Company is involved from time to time in legal claims involving trademarks and other intellectual property, contracts, employee relations
and other matters incidental to the Company s business. Although the outcome of such matters cannot be determined with certainty, the
Company s general counsel and management believe that the final outcome would not have a material effect on the Company s consolidated
financial position, results of operations or cash flows.

NOTE Y9 INCOME TAXES

The Company recorded a tax expense of $2.5 million and a tax expense of $0.9 million for the three months ended July 31, 2012 and 2011,
respectively. The effective tax rate for the three month period ended July 31, 2012 was 23.6%. The effective tax rate for the three month period
ended July 31, 2011 was 16.0%.

The Company recorded a tax expense of $4.1 million and a tax expense of $1.6 million for the six months ended July 31, 2012 and 2011,
respectively. The effective tax rate for the six month period ended July 31, 2012 was 21.7%. The effective tax rate for the six month period
ended July 31, 2011 was 23.8%.

All periods include the effects of changes to the valuation allowances on net deferred tax assets and the application of accounting for income
taxes in interim periods. The fluctuation in the effective tax rate for the three months and six months ended July 31, 2012, is also due to a shift in
the mix of global pre-tax financial results as well as a $0.5 million discrete expense recorded in the current year for a contingent exposure
relative to a recent foreign tax audit.

The Company bases its estimate of deferred tax assets and liabilities on current tax laws and rates as well as expected future income. The
realization of deferred tax assets depends on the Company s ability to generate future income. Deferred tax assets are reduced by a valuation
allowance if, based on the weight of available positive and negative evidence, it is more-likely-than-not that all or a portion of the deferred tax
assets will not
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be realized. In the third quarter of fiscal 2010 the Company determined that it was appropriate to record a full valuation allowance against its net
deferred tax assets in the United States, primarily due to the Company s domestic loss position in recent years, although the Company believes it
may ultimately utilize the underlying tax benefits within the statutory limits. Management continues to evaluate the appropriate level of
allowance on all deferred tax assets considering such factors as prior earnings history, expected future earnings, carryback and carryforward
periods, and tax and business strategies that could potentially enhance the likelihood of realization of the deferred tax assets. Management
believes it may be reasonably possible, based on expectations of future income that its judgment regarding the appropriateness of the level of
allowance on the U.S. deferred tax assets may change in the next twelve months.

NOTE 10 DERIVATIVE FINANCIAL INSTRUMENTS

The Company accounts for its derivative financial instruments in accordance with guidance which requires that an entity recognize all
derivatives as either assets or liabilities in the statement of financial position and measure those instruments at fair value. A significant portion of
the Company s purchases are denominated in Swiss francs. The Company reduces its exposure to the Swiss franc exchange rate risk through a
hedging program. Under the hedging program, the Company manages most of its foreign currency exposures on a consolidated basis, which
allows it to net certain exposures and take advantage of natural offsets. In the event these exposures do not offset, the Company uses various
derivative financial instruments to further reduce the net exposures to currency fluctuations, predominately forward and option contracts. When
entered into, the Company designates and documents these derivative instruments as a cash flow hedge of a specific underlying exposure, as
well as the risk management objectives and strategies for undertaking the hedge transactions. Changes in the fair value of a derivative that is
designated and documented as a cash flow hedge and is highly effective, are recorded in other comprehensive income until the underlying
transaction affects earnings, and then are later reclassified into earnings in the same account as the hedged transaction. The Company formally
assesses, both at the inception and at each financial quarter thereafter, the effectiveness of the derivative instrument hedging the underlying
forecasted cash flow transaction. Any ineffectiveness related to the derivative financial instruments change in fair value will be recognized in the
Statements of Operations in the period in which the ineffectiveness was calculated.

The Company uses forward exchange contracts to offset its exposure to certain foreign currency receivables and liabilities. These forward
contracts are not designated as qualified hedges and, therefore, changes in the fair value of these derivatives are recognized into earnings,
thereby offsetting the current earnings effect of the related foreign currency receivables and liabilities.

All of the Company s derivative instruments have liquid markets to assess fair value. The Company does not enter into any derivative
instruments for trading purposes.

As of July 31, 2012, the Company s entire net forward contracts hedging portfolio consisted of 38.0 million Swiss francs equivalent with various
expiry dates ranging through January 18, 2013.

As of July 31, 2011, the Company s entire commodity futures contracts hedging portfolio consisted of approximately 4,400 ounces of gold
equivalent with various expiry dates ranging through November 30, 2011.
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The following table summarizes the fair value and presentation in the Consolidated Balance Sheets for derivatives as of July 31, 2012 and 2011
(in thousands):

Asset Derivatives Liability Derivatives
Balance Balance
Sheet 2012 2011 Sheet 2012 2011
Fair Fair Fair Fair
Location Value Value Location Value Value
Derivatives not designated as hedging instruments:
Foreign Exchange Contracts Other Current Accrued
Assets $ 25 $2,978 Liabilities $1,820 $
Commodity Future Contracts Other Current Accrued
Assets Liabilities 431
Total Derivative Instruments $ 25 $2,978 $1,820 $431

As of July 31, 2012, the balance of deferred net gains on derivative financial instruments documented as cash flow hedges included in
accumulated other comprehensive income ( AOCI ) was $1.0 million in net losses, net of tax of $1.0 million, compared to $0.8 million in net
losses, net of tax of $1.0 million as of July 31, 2011. The Company s sell through of inventory purchased in Swiss francs will primarily cause the
amount in AOCI to affect cost of goods sold. The maximum length of time the Company hedges its exposure to the fluctuation in future cash
flows for forecasted transactions is 24 months. For the three and six months ended July 31, 2012 there were no reclassifications from AOCI to
earnings. For the three months ended July 31, 2011, the Company reclassified from AOCI to earnings $0.3 million of net gains, net of tax of $0.
For the six months ended July 31, 2011 the Company reclassified from AOCI to earnings $0.6 million of net gains, net of tax of $0.

During the three and six months ended July 31, 2012 and 2011, the Company recorded no charge related to its assessment of the effectiveness of
its derivative hedge portfolio because of the high degree of effectiveness between the hedging instrument and the underlying exposure being
hedged. Changes in the contracts fair value due to spot-forward differences are excluded from the designated hedge relationship. The Company
records these transactions in the cost of sales of the Consolidated Statements of Operations.

NOTE 11 OTHER INCOME

Other income for the three and six months ended July 31, 2011 consisted of $0.7 million of pre-tax gain on the sale of a building. The Company
received cash proceeds from the sale of $1.2 million. As of July 31, 2011, the building had been classified as an asset held for sale in other
current assets.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
FORWARD-LOOKING STATEMENTS

Statements in this Quarterly Report on Form 10-Q, including, without limitation, statements under Item 2 Management s Discussion and
Analysis of Financial Condition and Results of Operations and elsewhere in this report, as well as statements in future filings by the Company
with the Securities and Exchange Commission, in the Company s press releases and oral statements made by or with the approval of an
authorized executive officer of the Company, which are not historical in nature, are intended to be, and are hereby identified as, forward-looking
statements for purposes of the safe harbor provided by the Private Securities Litigation Reform Act of 1995. These statements are based on
current expectations, estimates, forecasts and projections about the Company, its future performance, the industry in which the Company
operates and management s assumptions. Words such as expects , anticipates , targets , goals , projects , intends , plans , believes ,

may , will , should and variations of such words and similar expressions are also intended to identify such forward-looking statements. The
Company cautions readers that forward-looking statements include, without limitation, those relating to the Company s future business prospects,
projected operating or financial results, revenues, working capital, liquidity, capital needs, plans for future operations, expectations regarding
capital expenditures and operating expenses, effective tax rates, margins, interest costs, and income as well as assumptions relating to the
foregoing. Forward-looking statements are subject to certain risks and uncertainties, some of which cannot be predicted or quantified. Actual
results and future events could differ materially from those indicated in the forward-looking statements, due to several important factors herein
identified, among others, and other risks and factors identified from time to time in the Company s reports filed with the SEC including, without
limitation, the following: general economic and business conditions which may impact disposable income of consumers in the United States and
the other significant markets (including Europe) where the Company s products are sold, uncertainty regarding such economic and business
conditions, trends in consumer debt levels and bad debt write-offs, general uncertainty related to possible terrorist attacks, natural disasters, the
stability of the European Union and defaults on or downgrades of sovereign debt and the impact of any of those events on consumer spending,
changes in consumer preferences and popularity of particular designs, new product development and introduction, competitive products and
pricing, seasonality, availability of alternative sources of supply in the case of the loss of any significant supplier or any supplier s inability to
fulfill the Company s orders, the loss of or curtailed sales to significant customers, the Company s dependence on key employees and officers, the
ability to successfully integrate the operations of acquired businesses without disruption to other business activities, the continuation of licensing
arrangements with third parties, the ability to secure and protect trademarks, patents and other intellectual property rights, the ability to lease
new stores on suitable terms in desired markets and to complete construction on a timely basis, potential effects of economic and currency
instability in Europe and countries using the Euro as their functional currency, the ability of the Company to successfully manage its expenses
on a continuing basis, the continued availability to the Company of financing and credit on favorable terms, business disruptions, disease,
general risks associated with doing business outside the United States including, without limitation, import duties, tariffs, quotas, political and
economic stability, and success of hedging strategies with respect to currency exchange rate fluctuations.

These risks and uncertainties, along with the risk factors discussed under Item 1A Risk Factors in the Company s Annual Report on Form 10-K,
should be considered in evaluating any forward-looking statements contained in this Quarterly Report on Form 10-Q or incorporated by
reference herein. All forward-looking statements speak only as of the date of this report or, in the case of any document incorporated by
reference, the date of that document. All subsequent written and oral forward-looking statements attributable to the Company or any person
acting on its behalf are qualified by the cautionary statements in this section. The Company undertakes no obligation to update or publicly
release any revisions to forward-looking statements to reflect events, circumstances or changes in expectations after the date of this report.
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Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
dates of the consolidated financial statements. These estimates and assumptions also affect the reported amounts of revenues and expenses.
Estimates by their nature are based on judgments and available information. Therefore, actual results could materially differ from those
estimates under different assumptions and conditions.

Critical accounting policies are those that are most important to the portrayal of the Company s financial condition and the results of operations
and require management s most difficult, subjective and complex judgments as a result of the need to make estimates about the effect of matters
that are inherently uncertain. The Company s most critical accounting policies have been discussed in the Company s Annual Report on Form
10-K for the fiscal year ended January 31, 2012.

As of July 31, 2012, there have been no material changes to any of the critical accounting policies as disclosed in the Company s Annual Report
on Form 10-K for the fiscal year ended January 31, 2012.

Recent Developments

On March 12, 2012, the Company amended its Amended and Restated Loan and Security Agreement, dated as of July 17, 2009, as previously
amended, with Bank of America, N.A. and Bank Leumi USA to extend its maturity to 2015, to reflect more favorable current market rate
conditions and to modify certain terms.

On March 27, 2012, as a result of Movado Group s strong financial position in fiscal 2012, the Company s Board of Directors decided to increase
the quarterly cash dividend to $0.05 per share, subject, in each quarter, to the Board s review of the Company s financial performance and other
factors as determined by the Board. On August 28, 2012, the Board approved the payment of a cash dividend on September 24, 2012 in the
amount of $0.05 for each share of the Company s outstanding common stock and class A common stock held by shareholders of record as of the
close of business on September 10, 2012. However, the decision of whether to declare any future cash dividend, including the amount of any
such dividend and the establishment of record and payment dates, will be determined, in each quarter, by the Board of Directors, in its sole
discretion.

On March 29, 2012 the Board of Directors approved the payment of a special cash dividend of $0.50 for each share of the Company s
outstanding common stock and class A common stock. This dividend was paid on May 15, 2012 to all shareholders of record on April 30, 2012.

As of March 22, 2012, the Company entered into an exclusive worldwide license agreement with Ferrari S.p.A. to use certain well known
trademarks of Ferrari including the S.F. and Prancing Horse device in shield, FERRARI OFFICIAL LICENSED PRODUCT and SCUDERIA
FERRARLI, in connection with the manufacture, advertising, merchandising, promotion, sale and distribution of watches with a suggested retail
price not exceeding 1,500. The current term of the license is through December 31, 2017.

As of March 23, 2012, the Company donated $3.0 million to the Movado Group Foundation which consisted of shares of the Company s
common stock of $2.2 million, which were issued out of treasury stock, and $0.8 million in cash.

Overview

The Company conducts its business primarily in two operating segments: Wholesale and Retail. The Company s Wholesale segment includes the
designing, manufacturing and distribution of quality watches. The
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Retail segment consists of the Company s outlet stores and, until February 14, 2012, also included the Movado brand flagship store located at
Rockefeller Center in New York City. Effective February 14, 2012 the Rockefeller Center store closed, as the Company was not able to renew
its lease. The Company also operates in two major geographic locations: United States operations and International, the latter of which includes
the results of all other Company operations.

The Company divides its watch business into distinct categories. The luxury category consists of the Ebel® and Concord® brands. The accessible
luxury category consists of the Movado® and ESQ® by Movado brands. The licensed brands category represents brands distributed under license
agreements and includes Coach®, HUGO BOSS®, Juicy Couture®, Lacoste® and Tommy Hilfiger®. Movado Group, Inc. also plans to launch a
collection of SCUDERIA FERRARI® watches beginning in fiscal 2014.

Results of operations for the three months ended July 31, 2012 as compared to three months ended July 31, 2011

Net Sales: Comparative net sales by business segment were as follows (in thousands):

Three Months Ended
July 31,

2012 2011
Wholesale:
United States $ 46,320 $ 40,964
International 58,140 58,357
Total Wholesale 104,460 99,321
Retail 13,567 13,910
Net Sales $ 118,027 $ 113,231

Net sales for the three months ended July 31, 2012 were $118.0 million, above prior year by $4.8 million or 4.2%. For the three months ended
July 31, 2012, fluctuations in foreign currency exchange rates unfavorably impacted net sales by $3.8 million when compared to the prior year
period.

Net sales for the three months ended July 31, 2012 in the wholesale segment were $104.5 million, above the prior year period by $5.1 million or
5.2%. The increase in wholesale net sales was primarily driven by growth in the United States location of the wholesale segment.

Net sales for the three months ended July 31, 2012 in the United States location of the wholesale segment were $46.3 million, above the prior
year period by $5.4 million or 13.1%, driven by sales increases in both the licensed and accessible luxury brand categories. Net sales in the
licensed brand category were above the prior year period by $3.6 million, or 29.2%, primarily due to increased demand driven by innovative
product designs and key price points that are resonating well with customers. Net sales in the accessible luxury category were above prior year
by $1.9 million, or 7.3%, which in the current year period included lower sales of the ESQ by Movado brand pursuant to the Company s new
strategy to minimize non-go forward inventory and maximize go-forward inventory at the retail level. The Company has decided to introduce a
newly styled ESQ collection in the fall branded ESQ Movado . The increase in sales in the accessible luxury category was primarily due to strong
sell-through in the Company s distribution channels, higher sales of the Movado BOLD collection and continued focus and investment in
marketing and advertising. The net sales in the luxury category for the three
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months ended July 31, 2012 were $0.6 million which were relatively flat when compared to the prior year period.

Net sales for the three months ended July 31, 2012 in the International location of the wholesale segment were $58.1 million, below the prior
year period by $0.3 million or 0.4%, driven by a sales decrease in the luxury and accessible luxury brand categories, mostly offset by sales
increases in the licensed brand category. Net sales in the luxury category were below the prior year period by $4.2 million, or 39.1% primarily
due to the category being less promotional when compared to the prior year period and a planned reduction in sales ahead of the fall re-launch.
Net sales in the accessible luxury category were below the prior year period by $0.2 million, or 2.4%, primarily driven by lower sales of the ESQ
by Movado brand pursuant to the Company s new strategy to minimize non-go forward inventory and maximize go-forward inventory at the
retail level. The Company has decided to introduce a newly styled ESQ collection in the fall branded ESQ Movado . Net sales in the licensed
brand category were above the prior year period by $5.4 million, or 15.5%, primarily due to continued growth in existing markets resulting from
higher demand, as well as new market expansion. For the three months ended July 31, 2012, fluctuations in foreign currency exchange rates
unfavorably impacted net sales by $3.8 million when compared to the prior year period.

Net sales for the three months ended July 31, 2012 in the Retail segment were $13.6 million, below the prior year period by $0.3 million or
2.5%. As of July 31, 2012 and 2011, the Company operated 33 outlet stores.

Gross Profit. Gross profit for the three months ended July 31, 2012 was $65.8 million or 55.7% of net sales as compared to $60.9 million or
53.8% of net sales for the three months ended July 31, 2011. The increase in gross profit of $4.8 million was primarily due to higher net sales
and, to a lesser extent, the higher gross margin percentage achieved. The gross margin percentage for the three months ended July 31, 2012 was
favorably impacted by approximately 80 basis points resulting from reductions in and leverage gained on certain fixed costs due to the increase
in sales volume year-over-year. When compared to the prior year period, the gross margin for the three months ended July 31, 2012 was
favorably impacted by approximately 50 basis points due to fluctuations in foreign currency exchange rates. The gross margin comparison for
the three months ended July 31, 2012 was also favorably impacted by approximately 40 basis points resulting from sales in the prior year period
of excess watch movements as part of the Company s inventory reduction initiative. Additionally, the gross margin percentage for the three
months ended July 31, 2012 was favorably impacted by approximately 10 basis points due to a shift in channel and product mix.

Selling, General and Administrative ( SG&A ). SG&A expenses for the three months ended July 31, 2012 were $55.0 million, representing a
decrease of $0.9 million or 1.6%. The decrease in SG&A expenses included the effect of fluctuations in foreign currency exchange rates which
favorably impacted SG&A expenses for the three months ended July 31, 2012 by $2.4 million, of which $1.2 million was the result of decreases
from the translation of foreign subsidiary results and $1.2 million was the result of lower transactional losses recorded year-over-year. Lower
marketing expense of $0.7 million was recorded during the current year period due to timing. These decreases in SG&A expenses were offset by
higher compensation and benefit expense of $2.0 million recorded during the current year period resulting from higher performance-based
compensation, headcount and salary increases. These decreases in SG&A expenses were also offset by $0.2 million of higher travel and
entertainment expenses.

Wholesale Operating Income. Operating income of $7.8 million and $2.7 million was recorded in the wholesale segment for the three months
ended July 31, 2012 and 2011, respectively. The $5.1 million increase in operating income was the result of an increase in gross profit of $4.4
million and by a decrease in SG&A expenses of $0.7 million. The increase in gross profit of $4.4 million was primarily due to higher net sales
and, to a lesser extent, the higher gross margin percentage achieved. The decrease in SG&A expenses included the effect of fluctuations in
foreign currency exchange rates which favorably impacted SG&A expenses for the three months ended July 31, 2012 by $2.4 million, of which
$1.2 million was the result of decreases from the
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