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Ticker: GllII Recommendation: HOLD

Price: $15.89 Price Target: $17.78

Stock Data Forecasts 2007E 2008E
52-week range 6.333-16.44 Revenues ($m) 378,649 442416.
Beta 11 EBITDA ($m) 49275 125404.
Shares o/s (k) 12472 EBITDA Margin ($m) 0.13013  0.28345
Avg Daily Volume (3m) 30198.2 Shares o/s (m) 835616 880856
Institutional Holdings(%) 28 Tax Rate (%) 2.94% 5.10%
Insider Holdings (%) 53 EPS ($) 242126 10.1078
Market Cap ($m) 228.35 Price/ Share(X) 17.78

Book Value/share($) 6.84

Debt/Equity 0.265

Fiscal Year End Mar-31

Source: Yahoo Finance
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Earnings/Share

Jan. Apr July Oct Year P/E Ratio
2006E NA -0.72 -0.33 NA 139.39
2007E -0.925497 -0.04469 2.56 2.41602

Source: Yahoo Finance

Highlights:

e We are placing a HOLD recommendation on G-111 Apparel group (Gl1I) with a 12-month price
target of $17.78. After new acquisitions, the Company has returned to operating profitability but still
needs to complete its financial restructuring.

e Glll is a market leader in production of leather jackets. It’s two brands Marvin Richards and Winlit,
combined hold a 60.8% share of the company’s profit. Under the CEO, Morris Goldfarb, the
Company has shown improved results by focusing on its more profitable brands. Gross profit
increased $32.1 million to $84.8 million, or 26.2% of net sales, for fiscal 2006 from $52.7 million,
or 24.6% of net sales, for the prior year. Gross profit from their two new divisions accounted for
$28.6 million of this increase.

e The gross profit percentage of their licensed apparel segment increased to 27.9% ($55.0 million) in
fiscal 2006 from 25.1% ($35.1 million) in the prior year. The gross profit percentage in their
licensed apparel increased primarily due to the higher gross margins in connection with sales in their
new Calvin Klein division and improved gross margins in Cole Haan and Sean John divisions

e The ending of license agreement with National Basketball Association led to a decrease in sales of
their fashion sports apparel business ($8.8 million)

e The year’s highlight came in the second quarter when the company acquired two outerwear
businesses, Marvin Richards and Winlit. Each of these companies has significant position in the
outerwear market, a broad portfolio of licensed and proprietary brands and excellent operating
capability. Because of the timing of the acquisitions, G-I11 did not report their seasonal losses during
fiscal 2006. Both the acquired companies had incurred losses in the first six months of the year. As a
result, they were accretive to G-111’s results this past year.

Under the new acquisitions the company had a good running and with the vacation season around the

corner the stock price is bound to increase but on the other hand the company has to adjust the losses in
second quarter, from the new acquisitions, in fiscal year 2007.

Source: G-111 Annual Report 2006
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Investment Summary:

e We are placing a HOLD recommendation on G-111 Apparel group (GlII) with a 12-month price target
of $17.78. After new acquisitions, the Company has returned to operating profitability but still needs to
complete its financial restructuring.

e In March 2006, they announced expansion of their relationship with Wal-Mart, Inc. to design and
produce new young men’s and boy’s branded urban sportswear line, Exsto. Initially, this line will
consist of sportswear, outerwear and hats and is expected to be available in approximately 300 Wal-
Mart stores for the upcoming fall season.

e Net sales in the months of July through November accounted for approximately 82% of their net
sales in fiscal 2006, 74% of their net sales in fiscal 2005 and 75% of their net sales in fiscal 2004.
The percentage of their net sales increased during this period in fiscal 2006 because they made two
acquisitions in July 2005. The July through November time frame is expected to continue to
represent a disproportionate amount of their net sales.

e They have a debt of 64.72M which has to be paid by end of FY2007 and total available cash flow of
728Kk.

Source: G-I11 annual report 2006

Valuation:

G-I111 Apparel Group Ltd has over performed NASDAQ and Russell 2000 by 120% in a year’s time. Before
Dec 2005 the Company was performing at the same level as NASDAQ and Russell 2000.0ne of the
reasons for the growth has been a result of acquisition of new companies J .Percy of Marvin Richards and
Winlit Group having an aggregate annual income of more than $100 million.
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Relative Valuation:

The peer group consists of four apparel and clothing companies with a mean
market capitalization of $2,543 million. These companies are comparable to GllI in terms of share price,
products, financial leverage, and operating margins. All of these companies are G-111’s competitors in the
outerwear and sportswear segment G-I11 is currently trading at a Price/Sales multiple of 0.6x vs. a peer
group multiple of 1.7x. We feel that this discount to the peer group is due to the poor performance of G-Il
in FY 2005, the highly leveraged capital structure and the uncertainty concerning the Company’s ability to
raise sufficient capital to meet its maturing debt obligations. Going forward we expect G-I11 to trade below
its peer group level. For 2QFY2006, the Company reported a gross profit of 84.85M and an EBITDA
margin of 14.64M, compared to the most recent quarter average peer group gross margin of 292.222M and
EBITDA margin of 110M.

Using the peer group median P/E of 23.3 to FY 2007 $ 0.92 earnings per share
estimate for G-Il we arrive at the 12-month price target of $21.27 We also valued G-Ill using an
estimated market value of $ 228 million. Dividing by an estimated 15952.2K shares outstanding we
arrive at a 12-month price target of $14.30. We arrive at our 12-month price target by taking the average
of these two target prices ($21.27, $14.30) which is $17.78.
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Company Comparison Report

ppara exlila-Apparea ppara extila-Apparea ppare
Clothing Clothing Clothing Clothing Clothing
15.80 23.51 55.04 10.68 14.58
$228 mil $2,181 mil $2,003 mil 5471 mil $1,788 mil
5339 mil £579 mil £1,240 mil 5732 mil 2,221 mil
51 mil 574 mil 5121 mil 514 mil 561 mil
00954 0.1502 01045 0.1888 0.2583
0.004 0.132 0.028 0.018 0.028
4.3 2.7 T.B 4.9 13
WA 0.22 0,124 0.172 0.14
244 233 171 237 15.49
A 1.08 1.38 1.38 1.13
0.6 3.8 1.6 0.6 0.8
244 My 13.8 12.8 127
28 5.3 28 23 2.2
0.018 0.185 0.1681 0.07 0.0va
0.008 0,157 0.126 0,046 0.028
i 0.2 014 i i
{H 0.0085 00025 0 {H
{H 0.207 {H 0 {H
1.431 0.465 0.204 -0.312 0.187
1.28 1.835 -0.056 -01.642 0.622
1.4 1.5 1 1.4 0.9
0.0335 01247 00434 0.348 0.0318
1.5063 0.8015 0.3055 0.1304 0.2569

Source: Yahoo Finance.
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Business Description:

G-I11 Apparel Group designs, manufactures, imports and markets an extensive
range of outerwear and sportswear including coats, jackets, pants, skirts and other sportswear items under
licensed labels, its own proprietary labels and private retail labels. Company’s strategy is based upon
delivering superior apparel value to the retail consumer through recognizable brands. Company distributes
its products through a broad mix of retail partners at a variety of price points.

The sale of licensed products is a key element of Company’s strategy. Company
has been distributing products under licensed brands for over ten years. It has licenses to produce products
under the Kenneth Cole New York, Reaction Kenneth Cole, Nine West, Cole Haan, Jones New York, JNY
Jones New York, Sean John, Timberland, Calvin Klein, Tommy Hilfiger, and Marvin Richards fashion
labels. The company is also licensed to produce products containing trademarks of the National Football
League, National Hockey League, National Basketball Association, Major League Baseball, Louisville
Slugger and many universities located in the U.S. Co.'s proprietary labels include G-11I™, Siena Studio™,
Colebrook & Co™, JLC™, J.L. Colebrook™, Colebrook™, Colebrook Essentials™, Colebrook
Classics™, and its Black Rivet™ label. They operate their business in two segments, licensed apparel and
non-licensed apparel. The licensed apparel segment includes sales of apparel brands licensed from third
parties. The non-licensed apparel segment principally includes sales of apparel under Company’s own
brands and private label brands owned by retailers, as well as commission fee income received on sales
that are financed by and shipped directly to its customers.

Industry Overview:

GIII designs, manufactures, imports and markets an extensive range of
outerwear and sportswear including coats, jackets, pants, skirts and other sportswear item under licensed
labels, our own proprietary labels and private retail labels. GlIl is associated with apparel and textile
industry which consist of apparel products such as menswear, women wear and outerwear. GllI falls under
the category of Textile and Apparel Clothing Industry.

United States Apparel & Textiles Market Value: $ billion
£ Billion % Growth
1999 2652
2000 2712 230
2734 050
2768 1.20
2823 2.00

Source: Datamonitor
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United States Apparel & Textile Market Value
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The United States apparel industry is worth $282.3 billion. The apparel sector formed

75.3% of the US apparel and textile market in 2003. The industry faces major risk from changing fashion
trend. US accounts for 30.2% of the global apparel & textile industry.
Factors affecting Apparel Industry

e Population

e Changing fashion trends

e Global currency crisis

e Global Oil Prices

United States Apparel & Textile Market Segmentation

Textile

Apparel

Source: Datamonitor
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According to data from the retail-sales report apparel stores saw particularly
strong gains, and retail sales posted a robust 0.8% increase in month of September. Revenue at clothing
stores in September rose 3% from August. The general sales of apparel has been good for the on going
year 2006 which is one of the reasons for the share prices of G-I11 touching 52-week high.

Source: Wall Street Journal
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Competitive Positioning:

G-111 Apparel Group belongs to textile —apparel and accessories industry. Its
prime competitors are Bebe Stores Inc., Columbia Sportswear, Hot Topic Inc., Quicksilver Inc., VF Corp,
and Wilson Leather Experts Inc. (WLSN).

Not so long ago, Gl was almost exclusively a leather outerwear company. They
moved their core business into new fabrics and became a comprehensive outerwear supplier. G-111 is in the
embryonic stages of women’s sportswear with Sean John, and as entered men’s sportswear under the Exsto
brand for Wal-Mart.

Their competitor Wilson’s The Leather Experts, Inc. (WLEI) operates as a specialty
retailer of leather outerwear, accessories, and apparel for men, women, and kids in the United States. The
company’s accessory products primarily consist of gloves, handbags, wallets, briefcases, computer cases,
planners, and belts.

Columbia Sportswear Company engages in the design, manufacture, marketing, and
distribution of active outdoor apparel primarily in North America, Europe, and Asia. It offers outerwear,
sportswear, footwear, equipment, and related accessories. The company’s outerwear products include
shells, fleece, vests, liners, bib pants, rain suits, down parkas, and technical clothing designed for
specialized outdoor activities, such as mountaineering, backpacking, climbing, skiing, snowboarding,
hiking, hunting, and fishing. Its sportswear apparel include authentic fishing and hunting shirts, pants,
hiking shorts, water sport trunks, fleece and pile products, sweaters, chinos, knit shirts, and woven shirts.

PACE UNIVERSITY
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Bebe Stores Inc. designs, develops and produces of women’s apparel and
accessories. It offers separates, tops, sweaters, dresses, active wear, handbags, fragrance, and accessories.

Comparison of GIII’s stock price with competitor’s stock prices
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Investment Risks:
e G-lII’s gross margins are already lower than its competitors and that of the industry, at 2.50%.
The industry average is 7.20%. Its margins could be squeezed further, as they are still in the
rebuilding phase.

e Its total number of employees is 517, as opposed to the industry standard of 719, while its
growth projections are at 26.60% against the industry standard of 7.40%. G111 may not be able to
expand quickly enough to match its growth.

e Its growth estimates over the past 5 years is -1.1%

e According to our projected values, and taking into consideration its lapse of a contract with NFL
and NBA, we feel the company and its management will not be able to maintain current growth,
at least in the short run. However, it has plans for expansion and has bought bigger premises in
order to keep up with its growth rate. Therefore, despite its instability, we feel that its growth
points to a “hold” call

e Unstable company and not enough bases to recommend a strong buy or even a buy. Highly
volatile stocks
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APPENDIX 1: Income Statement

Figures in 000°s
Net sales

Cost of Goods Sold
Gross profit
Selling, Depreciation &
Administrative
Operating profit
Interest Expense
Loss before
income taxes
Income taxes

Net income

Source: Company Documents, Student Estimates

Figures in 000°s 2002
Net sales 201855
Cost of Goods Sold 158160
Gross profit 43695
Selling, Depreciation &
Administrative 35174
dep. & amort. 1069
Operating income 7452
Interest and financing

charges 3577
Income before Income

Taxes 3875
IT Expense 1511
Net income 2364
Basic EPS 0.24
Weighted Average

Shares 10014
Diluted EPS 0.21
Weighted Average

shares 11061

Source: Company Documents, Student Estimates
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1998
120136
91559
28577

23787
4790
1534

3705
906
2799

2003

203301
153367
49934

40841
1360
3556
4177

1907
2270
1888
382
0.04

10147
0.03

11020

1999
121644
95393
26251

27698
-984
2115

-1721

-541
-1180

2004 2005
225061 214278
162229 161534

62832 52744

46784 47452

1255 1344

882

14793 3066
1179 1086

13614 1980
5238 1277

8376 703

0.81 0.07

10368 10773
0.76 0.06

11022 11292

2000
149632
110710

38922

28145
9577
1857

9714

3934
5780

2006
324072
239226

84846

64763
3125

16958
4349
12609
5517
7092
0.62

11509
0.58

12236

2001
187057
136099

50958

29860
21741
2839

18590

7436
11154

2007E
378648.6
279995.6
98021.25

69160.35
4221.804

45054.38
9381.483
36912.32
11164.16
30558.49
2.416032

11720.14
2.42127

12592.09

2008E
442416.5
327713.2
113242.4

73856.28
5703.561

119701.4
20237.35
108059.3
22591.72
131672.5
9.414854

11935.16
10.10784

12958.54

2009E
516923.3
383563
130827.2

78871.06
7705.381

318025.3
43655.16
316339.1
45716.43
567359.3
36.68804

12154.12
42.19622

13335.66
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Figures in 000’s Q1-2007E Q2-2007E Q3-2007E Q4-2007E
Net sales 14320.65958 69388.42178 | 252331.8905 | 42607.65753
Cost of Goods Sold 13744.67519 52856.0151 184466.163 | 28928.72056
Gross profit 923.5396002 16738.31832 | 65456.90616 | 14902.48293
Selling, Depreciation & Administrative | 16709.83568 | 20032.40116 | 36960.77131 | -4542.65584
Operating income -20088.2852 4972.027028 | 28545.06195 | 31625.57426
Interest and financing charges 28212.1027 | 1364.560155 | 10406.69411 | -30601.8743
Income before Income taxes -20952.5418 | -2867.658913 | 22421.93978 | 38310.58457
IT Expense -8975.87903 | -3496.163497 | 9468.192226 | 14168.01154
Net income -4652.47226 | -828.4218623 | 12985.52402 | 23053.85943
Source: Company Documents, Student Estimates
APPENDIX 2: Balance Sheet
Figures in 000’s
2006 2007
Balance Sheet 2001 2002 2003 2004 2005 2006 4th 1st
Quarter Qrtr
Current Assets sg61 | %12 | 7256 | 72709| 95122 109.268 | 10.26 | 20.569
Cash 2.481 | 3.408 16.072 16.574 7.031 15.229 17.26 | 13.433
Other Current Assets 9.035 | 8.642 8.823 7.244 | 11.945 5.103 3.161 2.445
Total Current Assets 11.516 | 12.05| 24.895| 23.818 | 18.976 | 25.846 30.681 | 37.445
Property, Plant & Equipment, Gross 30.21 | 20.65 19.69 23.5 42.96 8.627 19 3.543
Less: Accumulated Depreciation 12.161 | 12.87 | 13.647 | 14.498 | 15.208 1.38 1.623
Property, Plant & Equipment, Net 18.049 7.78 6.043 9.002 | 27.752 7.247 8.24 0
Goodwill and Intangibles 18.73 33.78 0
Receivables 9.922 19'13 19.304 | 24.783 | 45.751 21.806 25.879
Total Assets 67.701 70'92 80.696 | 80.595 138'3% 169.31 135.65
Accounts payable 5.079 | 5.699 6.155 6.565 9.749 | 17.328 18.327
Other Current Liabilities 12.564 14'82 15.172 12.841 | 33.925 14.74 16.23
Total Current Liabilities 17.643 | 2% | 21327 | 10406 | 43.674| 32.068 | 35.678 0
Long-Term Debt 0.203 | 0.088 0 0.51 | 22.053 21.75 22.053 | 22.053
Other Long-Term Liabilities 12.982 15'23 15.424 | 13.665 | 56.306
Minority Interests 0 0 0 0 0
Shareholders' Equity 54.719 55'73 65.272 66.93 | 82.011 138.17 150.17
Tota}l Liabilities and Shareholders' 85.547 91.63 | 102.02 | 100.51 | 204.04 184.978 17215 | 22.053
Equity 8 3 1 4

Source: Company Documents, Student Estimates
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Lubin School of Business Date: 13-Nov-2006

APPENDIX 3: Financial Statement
Figures in 000’s

Cash Flow Statement 1997 1998 1999 2000 2001 2002 2003 2004 2005 | 2006

Cash From
Operations (pre
working cap)

11.65 | 2020.33

Net Income (reported) 4.162 -3.64 4 8 | -306.61 4,158 | 18.852 | 3.257 | 18.126 | -46.7
Depreciation and 14.49

Amortization 8.064 9.152 | 10.59 11.227 | 12.161 12.87 | 13.647 8 | 15.208 30
Equity in Earnings

Minority Interest 0 301 0 0 0 0 0 0 0 0
Deferred Income

Taxes

Other non-cash items

Extra ordinary item 2.799 -1.18 5.78 11.154 2.364 0.382 8.376 | 0.703 7.092 0
Cash From Operations | 15.02 28.02 | 2042.71 18.45

(pre working cap) 5] 305.33 4 9| -292.09 17.41 | 40.875 8| 40.426 | 63.11
Changes in 21.27

Inventories -3.877 4.82 5 -5.278 | -6.224 | -2.587 | -4.253 | 6.287 | -30.395 | 14.83
Changes in Payables -0.022 3.27 | 1.536 -2.332 0.62 0.456 041 | 3.184 | -9.749 | 9.54
Changes in 20.96

Receivables -0.804 2.092 | -5.419 2.636 9.235 0.147 5.479 8 | -45.751 | 16.95

Other changes in
working capital

Total Changes in 17.39 30.43
Working Capital -4.703 | 10.182 2 -4.974 3.631 | -1.984 1.636 9| -85.895 | 41.32
Cash from 10.32 4541 | 2037.74 48.89
Operations 2| 31551 6 5| -288.46 | 15.426 | 42.511 7 | -45.469 | 104.4

Source: Company Documents, Student Estimates
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Disclosures:

Ownership and material conflicts of interest:

The author(s), or a member of their household, of this report holds a financial interest in the securities of this company.

The author(s), or a member of their household, of this report knows of the existence of any conflicts of interest that might bias the content or publication of this
report. The conflict of interest is...

Receipt of compensation:

Compensation of the author(s) of this report is not based on investment banking revenue.

Position as a officer or director:

The author(s), or a member of their household, does serves as an officer, director or advisory board member of the subject company.

Market making:

The author(s) does not act as a market maker in the subject company’s securities.

Ratings key:

Banks rate companies as either a BUY HOLD or SELL. A BUY rating is given when the security is expected to deliver absolute returns of 15% or greater over
the next twelve month period, and recommends that investors take a position above the security’s weight in the S&P 500, or any other relevant index. A SELL
rating is given when the security is expected to deliver negative returns over the next twelve months, while a HOLD rating implies flat returns over the next
twelve months.

Disclaimer:

The information set forth herein has been obtained or derived from sources generally available to the public and believed by the author(s) to be reliable, but the
author(s) does not make any representation or warranty, express or implied, as to its accuracy or completeness. The information is not intended to be used as the
basis of any investment decisions by any person or entity. This information does not constitute investment advice, nor is it an offer or a solicitation of an offer to
buy or sell any security. This report should not be considered to be a recommendation by any individual affiliated with NYSSA or the NYSSA Investment
Research Challenge with regard to this company’s stock.
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