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NOTE A: NATURE OF BUSINESS

EarthWear markets high-quality clothing for outdoor 

sports, casual clothing, accessories, shoes and soft 

luggage. The company manages its business in three 

operating segments consisting of core, business-to-

business and international. The company’s primary market 

is Europe; other markets include Japan, and the USA.

NOTE B: BASIS OF PREPARATION

The consolidated financial statements have been 

prepared based on a historical cost basis, except for 

derivatives that have been measured at fair value.

NOTE C: STATEMENT OF COMPLIANCE

The consolidated financial statements of EarthWear 

have been prepared in accordance with International 

Financial Reporting Standards (IFRSs).

NOTE D: SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES

BASIS OF CONSOLIDATION The consolidated 

financial statements include the financial statements 

of EarthWear and its subsidiaries after elimination of 

intercompany balances and transactions. 

USE OF ESTIMATES The preparation of financial 

statements in accordance with IFRSs 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 date 

of the financial statements and the reported amounts of 

revenues and expenses during the reporting periods. 

Actual results may differ from these estimates.

REVENUE RECOGNITION The company recognizes 

revenue at the time of shipment for catalogue and 

E-commerce sales and at the point for sale for stores. 

The company provides a reserve for returns.

RESERVE FOR LOSSES ON CUSTOMER RETURNS 

At the time of sale, the company provides a reserve 

equal to the gross profit on projected merchandise 

returns, based on prior returns experience.

INVENTORY Inventory is measured using the first-in, 

first-out (FIFO) method and valued at the lower of cost 

and net realizable value. 

ADVERTISING The company expenses the costs of 

advertising for magazines, television, radio and other 

media the first time the advertising takes place, except 

for direct-response advertising, which is capitalized 

and amortized over its expected period of future 

benefits. Direct-response advertising consists primarily 

of catalogue production and mailing costs, which are 

generally amortized within three months from the date 

catalogues are mailed.

DEPRECIATION Depreciation expense is calculated 

using the straight-line method over the estimated 

useful lives of the assets, which are 20 to 30 years for 

buildings and land improvements and 5 to 10 years 

for leasehold improvements and furniture, fixtures, 

equipment and software. The company allocates one 

half year of depreciation to the year of addition or 

retirement.

GOODWILL Goodwill is tested annually for impairment 

and carried at cost less accumulated impairment 

losses.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-
SHEET RISK The company uses import letters of 

credit to purchase foreign-sourced merchandise. The 

letters of credit are primarily Euro-denominated and 

are issued through third party financial institutions to 

guarantee payment for such merchandise within the 

agreed-upon time periods. At 31 December 2013, 

the company had outstanding letters of credit of 

approximately €23 million, all of which had expiration 

dates of less than one year.

FOREIGN CURRENCY TRANSLATIONS AND 
TRANSACTIONS Financial statements of the foreign 

subsidiaries are translated into Euros.

NOTE E: STOCKHOLDERS’ EQUITY

The company currently is authorized to issue 70 million 

shares of €0.01 par value common shares.

TREASURY SHARES The company’s board of 

directors has authorized the purchase of a total of 12.7 

million shares of the company’s common shares. A 

total of 6.5 million and 6.7 million had been purchased 

as of 31 December 2013 and 2012, respectively.

SHARE-BASED PAYMENT TRANSACTIONS The 

company has a restricted share-based payment plan. 

Under the provisions of the plan, a committee of the 

company’s board may award shares of the company’s 

common shares to its officers and key employees. 

Such shares vest over a 10-year period on a straight-

line basis.

The granting of these awards has been recorded as 

deferred compensation based on the fair 

market value of the shares at the date of 

the grant. Compensation expense under 

these plans is recorded as shares vest.
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The company has 3.5 million shares that may be 

issued pursuant to the exercise of options granted 

under the company’s stock option plan. Options 

are granted at the discretion of a committee of the 

company’s board of directors to officers and key 

employees of the company.

Equity settled awards are accounted for in accordance 

with IFRS 2, Share-based Payment.

NOTE F: LINES OF CREDIT

The company has unsecured domestic lines of credit 

with various European banks totalling €150 million. 

There were €23.4 million amounts outstanding at 31 

December 2013 compared to €20.2 million outstanding 

at 31 December 2012. In addition, the company has 

unsecured lines of credit with USA banks totalling 

the equivalent of €30 million for its wholly owned 

subsidiaries. At 31 December 2013, €11 million was 

outstanding at interest rates averaging 4.6 per cent, 

compared with €7.6 million at 31 December 2012.

NOTE G: LONG TERM DEBT

There was no long-term debt at 31 December 2013 

and 2012.

NOTE H: LEASES

The company leases store and office space and 

equipment under various lease arrangements. The 

leases are accounted for as operating leases.

NOTE I: RETIREMENT PLANS

The company has a retirement plan that covers 

most regular employees and provides for annual 

contributions at the discretion of the board of 

directors.

MANAGEMENT’S DISCUSSION AND ANALYSIS: 
RESULTS OF OPERATIONS FOR 2013 
COMPARED TO 2012

TOTAL REVENUE INCREASED BY 3.2 PER CENT
Total revenue for the year just ended was €950.5 

million, compared with €857.9 million in the prior year, 

an increase of 3.2 per cent. Seasonally strong sales 

resulted in a higher level of back orders during the 

fourth quarter and a first-time fulfilment rate of 85 per 

cent for the year as a whole, slightly below the prior 

year’s rate. Overall merchandise sales growth was 

primarily attributable to changes in circulation, which 

included adding back our end-of-year catalogue and 

our January full-price catalogue, shifting the timing 

of our autumn/winter mailings, increased page 

circulation and improved merchandise selection and 

creative presentations.

PROFIT FOR THE YEAR DECREASED Profit for the 

year 2013 was €22.5 million, down 27.8 per cent from 

the €31.2 million earned in 2012. Diluted earnings per 

share for the year just ended were €1.14, compared 

with €1.56 per share for the prior year. The diluted 

weighted average number of common shares 

outstanding was 19.8 million for 2013 and 20.1 million 

for 2012.

GROSS PROFIT MARGIN Gross profit for the year 

just ended was €404 million, or 42.5 per cent of total 

revenue, compared with €385 million, or 44.9 per 

cent of total revenue, for the prior year. Liquidations 

were about 11 per cent of net merchandise sales in 

2013, compared with 12 per cent in the prior year. 

In 2013, the cost of inventory purchases was down 

2.0 per cent, compared with deflation of 2.7 per cent 

in 2012. This reduction was a result of improved 

sourcing.

SELLING,  GENERAL AND ADMINISTRATIVE 
EXPENSES Selling, general and administrative (SG&A) 

expenses increased 9.2 per cent to €364 million in 

2013, compared with €334 million in the prior year. 

As a percentage of sales, SG&A was 38.3 per cent 

in 2013 and 39.1 per cent in the prior year. The 

absolute increase in the SG&A ratio was the result 

of higher sales, higher catalogue costs associated 

with increased page circulation, as well as higher 

information services expenses as we continue to invest 

in the Internet and upgrade systems capabilities. The 

cost of producing and mailing catalogues represented 

about 39 per cent and 38 per cent of total SG&A in 

2013 and 2012, respectively.

CREDIT LINES AND CAPITAL EXPENDITURES  
Interest expense on lines of credit was down in 

2013 due to lower average borrowing levels. Interest 

expense decreased to €1.0 million in 2013, compared 

to €1.2 million in 2012. We spent €29 million in cash 

on capital expenditures, which included €20 million 

for computer hardware and software. In addition, the 

company acquired a new aeroplane by exchanging 

two of its own aircraft in 2013. Also, we purchased 

about €18 million in treasury shares. No long-term 

debt was outstanding at year-end 2013. Depreciation 

and amortization expense was €15.2 

million, up 13.1 per cent from the prior 

year, mainly due to computer software. 

Rental expense was €10.4 million, up 

3.4 per cent from 2012, primarily due 

to additional computer hardware.
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