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Financial Highlights

Tandy Brands Accessories, Inc. and Subsidiaries
(dollars in thousands, except per share amounts)

2005 2004 2003

—— (8 restated) s restared)

NEESAIES.....ceveer e ie st b resee e es s e bersasenees $221,232 $215,420 $224,487
GrOSS MATGIN c.veveeirrereeeeeeneerereeess e s e s tse s s smes e sereses obessasstsnsacs - 81,233 75,285 78,088
OpErating INCOME ..cv.vcveriecrrieererireresere e sestsss i ere s eesssssosseasssnsssnenes 7,386 13,711 15,371
Net InCOme (1) .eeeeveeecrerererirnnens 3,987 6,952 7,011
Diluted Earnings Per Share 0.61 1.09 1.16
WOrKing Capital ......cvvevrermeercriemersrnenrienessessesnessessessenassssessrsesessssssesnes 86,625 80,684 88,416
TOMAI ASSBES .....cvee ettt ene e e en st nsesssreeb s s s et s sn st atan e 150,762 134,623 147,120
SOCKNOIAErS’ EQUILY ...vveeeceercr v s v rer e ssss s meessetensesssane 105,430 08,948 89,188
BOOK ValUe Per SNATE (2).....occveoirierieemierireesiersisssssisssssessssssssessssssesons 16.04 15.69 14.82

(1) Includes cumulative effect of accounting change for SFAS No. 142 of ($581), or ($0.10) per diluted share, in 2003.
(2) Book value per share is total stockholders’ equity divided by the number of shares of stock issued and outstanding at that date.

Fiscal 2005 Consolidated Product Line Sales
{as a % of net sales)
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Chairman’s Letter

Even though our men's accessory business had very strong sales
results in 2005, increasing 18.5% over last year, it did not offset the
decrease in sales of women's accessories, resulting in lower than
expected annual profit for the company.

Taking action to address this decrease in women's accessory sales,
we have merged our women's mass merchant and department store
businesses together to improve operational efficiency and divisional
financial performance. This reorganization will reduce expenses and
unify our women's accessory design and sales team, allowing one
division to take fashion trends to all channels of distribution.

Current Year Successes

As mentioned earlier, our men's accessory business had a very
successful year. Sales for several men's accessories product
categories increased this year. Although holiday 2005 retail gift sales
were lower than expected, our new ETON gift business exceeded our
original sales expectations. Also in 2005, we had successful launches
in two new product categories: men's neckwear and men's jewelry.

The company remains financially strong, with debt at the end

of the year of only $16 million. In 2005, the company met all its
working capital requirements out of normal cash flow and reduced
its acquisition debt by $4 million. We will continue to protect

our financial strength and use it to take advantage of growth
opportunities as they become available.

Future Focus

Fashion and brands continue to drive consumer demand. As you can
see throughout this annual report, our designers continue to bring
great fashion to our lines of men's, women's and children's accessories.
Our fashion accessories are sold under a broad range of brands,
allowing us to sell our products to all channels of distribution - from
mass Ierchants to better department stores.




We continue to invest in technology, making our skill in n1astering
and integrating technology in each part of cur business a competitive
advantage for Tandy Brands. Our information technology and
operations teams are currently working with certain key customers
to support their distribution center carton labeling needs using

Radio Frequency
Identification (RFID).
RFID, which will
eventually replace bar
coding, has exciting
applications for product
tagging, as well as
inventory tracking in

distribution centers.

For more than 80 years, Tandy Brands has been successfully producing
high-quality fashion accessories for our customers. This history of
achievement is the result of the dedication and persistence of the people
who are Tandy Brands. Persistence is a quality that is important in
every aspect of our business - from sales to customer service and from
factory production to picking and packing our products. We celebrate
persistence in our corporate culture through our annual Persistence
Award. We congratulate this year's award winners.

It is the commitment, excellence and persistence of all our associates
that will provide strong growth opportunities and a bright future for
Tandy Brands Accessories, Inc.

Joan Barton
p ; Sandy Clazton
ST Mark Flaherty

Clay Jenkins
James F. Gaertner

Jim MeMasters

Chairman of the Board
Audrey Schaefer
2 Dan Weaver
J.S.B. Jenkins

President and Chief Executive Qfficer







The Rolfs® brand conjures an image of timelessness-a
classic style full of variety. Rolfs® fashion accessories
offer exceptional styling, quality and value in both
men’s and women’s pro duct lines.







JONES NEW YORK®

Providing sharp, sophisticated accessories for over 30

years, the Jones New York® brand conveys the image,

confidence and style of a success story in the making.
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DOCKERS
<>"WOMEN

Fun, casual, functional and ideal for an active lifestyle,
the Dockers® brand is all about letting loose and looking
great while on the move. Always trendy and in keeping
with the times, Dockers® fashion accessories are the
perfect fit for women on the go.
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GIOSS MIBIGIN c.eocvecrirrceerircerenrsrecesees s sses s ssss s s sssssesssssasesssessssssasessssossassssborarsssassnsonns

Selling, general and adminiStrative BXPENSES .....vvevrviresiseirerrssecrernssiesssssssessensssssssssssiosses
GOOAWIll IMPAITMNENT.....ovcvirireriereeenriersesermieersersssssssrmsssssesssssssrssssssssssssasrssesossssssssssonsasonssanss
Depreciation and aMOrtiZAtION .......cc.vvceiverecrsieensreeieessnsssisssessisses st ssesssmsesesssesssessans

TOtal OPErating BXPENSES ......vvrerevirreren s bbb bsss s soras e sanassssasssrssrrens

Operating inCOME ........ccccourumeeeens s st

INEEFEST BXPENSE ..couvinsisiserressiersssesses s sresre e s s rstassss pas s s sssses s s sme bt mes s rantn
Royalty and Other iNCOME ... sessers e nsssessesssissssenssss s ssassassssssnsssse

Income before provision for income taxes and cumutative effect of

ACCOUNTING CHANGE ...cvveverereerereirirersreerssrnvesn e v sebssasesssssssssassrssessssensssesessessisessrssssnsssnssass
Provision TOr INCOME TAXES ........erueurirerrecesrsriecesetsssssssssasssessesesssssrscssssnsesssssssssensossssessonsnes

Net income before cumulative effect of acCOUNtiNg ChaNGE........coeeveervnrierevriese e

Cumulative effect of accounting change for SFAS No. 142, net of

iNCOME taxes Of $I8G,000 ........cruvrrireereriiemeeininereriessssessssse esssssesssssessassareeseesereseesessessone

NBEINCOME oottt srese s ens s e st s ees e b s e et enensamatsnessanacenmenen

Eamnings per common share:

Before cumulative effect of acCounting Change..........cveereereeceecriee e
Cumulative effect of 3CCOUNLING CRANGR .....cvvvereic et serasssees s

Earnings per common share — assuming dilution:
Before cumulative effect of accounting change....

Cumulative effect of BCCOUNtING CANGE ......oovrr et bt

Dividends declared PEr ShArB.........c.couemereiriremnrenen e ssesser st serestensssrans

Common ShAreS QUISTANGING ........covueereimrrieriesesrsesensisessrssessssssssssssse st seessoenanes cossemsnssnes

Common shares outstanding — assuming dilUHON ......vveeveeenvcne e

The accompanying notes are an integral part of these consolidated financial siatements.

Year Ended June 30,

2005 2004 2003

(As restated) { As restated)

$221,232 $215,420 $224,487
139,999 140,135 146,399
81,233 75,285 78,088
67,975 57,519 58,450
847 - -

5,025 4,055 4,267

73,847 61,574 62,717
7,386 13,711 15,371

(1,222) (2,357) (2,833)
246 128 101

6,410 11,482 12,639

2,423 4,530 5,047

3,987 6,952 7,582

- - {581

$ 3,987 $ 6,952 $ 7,011
$ 0863 $ 112 $ 128
- - (0.10)

$ 063 $ 112 $ 118
$ 061 $ 1.09 $ 126
- - {0.10)

$ 061 $ 1.09 $ 1.16
$ 011 $ 010 $ -
6,349 6,229 5,952

6,588 6,389 6,046




June 30,

2005 2004
Assets (As restated)
Current assets:
CaSh 8Nd CASH BQUIVAIBALS .......uceevrereeeeererctenss e sees s e sssessssesssesessssssssenssssssssssnsssres et aeens $ 3429 $ 6,086
Accounts receivable, net of allowances of $1,483 and $1,142........cvvrveenrer e ssssnssasereees 31,437 33,427
INVEIMIOMIES.......oiecrevterisersesriereresresssrrssersnserersssessessassssesersetesserestesssestsbssssonasessensasasssess nsssssersssarssssnsessssssassns 67,981 57,086
DEfEITed INCOME TAXBS . v ereiiecerrerimsresincterresasessese s siss s st sbesobsbsesrrssasssnseansb et basabasonssasesssasbasasnassassosssnne 4,229 3,058
OHBE CUITBITE BSSBLS ..vucueereerrrerseeesise e sscsessssssssesenesbesesesesarssss et e srasasasessassesssonserassbenssnses snsasss ssonsessrssess 2,359 1,613
TOLAI CUITENE @SSBIS....ucvvcvieeerrrrresrrsieninsssesesscaserarsssnssssssbsesssresersssbsansassasstsessserebsensssonsesetsssmrmasmorseneess 109,435 101,270
Praperty, plant and equipment, at cost:
Buildings .....ccovuvrrmeennnnne 8,272 8,243
Leasehold improvements 2,901 1,661
MaChinery and EQUIPIMENT ....ccoerriiierriinirs e s sressessteasssessess s sressts e bbb s s seses esssssssbssson o ss e sosss s sesenen 26,569 24877
37,742 34,581
ACCUMUIALEE QEPTBCIALION. vuvvrrvseererrrescinieririiis et ssnesse e ssensabeses erssrstsstosssstsserstsetsnnrsssststssasms b narssssenans (23,896) 20,206
Net property, plant and equipment 13,846 14,375
Other assets:
Goodwill net of accumulated amortization of $6,851 and $7,143.......ommveriicrircmre e rraressessssresss 17,101 11,855
Other intangibles, net of accumulated amortization of $4,980 and $4,240 .......ovvccorririecncrnennenriscnieesseseres 6,403 4534
Supplemental Executive Retirement Plan intangible @SSet....c.ovvcviimecrnnennniemsee e o 1,702 1,255
OHEr NONCUITENT GSSLIS......cveveerrrisverrrieeresrieseserrsssssesen s s srssbtses st assessstsssessssessressassssseanbesstssrnassasessssensare 2,275 1,534
Total OINET NONCUITENE ASSBIS.cuvrviiierrrre i sesteerr s sseseb s srs s ssaebensesasessn e resssebes s sstnssrnssasarpsssssasen 27,481 18,978
$150,762 $134,623
Liabilities and Stockholders’ Equity
Current liabilities:
ACCOUNES PAYADIB.......ccvvirriiermrenrestsiise e sssee s st est s s ssrassar s s s st s b b s seea bRt o a st R s an e s bt $ 14,224
Accrued payroll and bonuses 3,804
ACCTUBT BXDENSES. 1.veueunrvrerereeasteeresiasersrssinsesssisassasesessasesessassssssassasons asssenssssssnnessssesaesesssssessssasasmansssesnsasasses 2,558
TOal CUITENT HADITHES.......cocverrrserevese sttt rete st srebes s s e sassar st basn bt sensarsnbsbesansasnssas 20,586
Other liabilities:
NOLES PAYADIE.......coveireriremrerere et se st ease e s s bbb ansss bt s st st eas e s b e b s bAsn bR S s b ver g s s res e 16,055 10,000
DETBITEd INCOIME TAXES ... cveeersreerrereisersrrreesae e ssesessasbenee s eesesessassssssstababenss e snrsssssessnssaesesssstnssbsabnnenassses 2,086 2,066
Supplemental Executive Retirement PIan Hability .........c..o.cveveereeerisniorsesnsneisssesesssesssissssessensssmseessasenens 2,926 1,721
Other noncurrent liabilities 1,302
Total other liabilities........... 15,089
Commitments and contingencies (Note 7)
Stockholders’ equity:
Preferred stock, $1 par value; 1,000,000 shares authorized; NONE ISSUBH .......vveverreeanssesinersseseasarsnemsessans - -
Common stock, $1 par value; 10,000,000 shares authorized;
6,573,166 shares and 6,305,886 shares issued and outstanding
as of June 30, 2005 and 2004, rESPECHVEIY .......coccmvrirvcermrrrrcsriescersisss s s ser st ssess s mcsssensssessanss 6,573 6,306
Additienal paid in capital.........ccccocrmrereerieeeraans ereev e b e a bR ent b aees 29,597 26,765
REtaINEd BAIMINGS..cv.vsevreeerereceisrernsees s sts s nesesese st saser st ersa s st saree s aatsabe s sbastsese s o st sraresnsessemstosesbassnnens 70,164 66,892
Cumulative other COMPrehensive INCOME (J0SS). ...ccrruimrrssre s ceimrsississ e ostosssessssassrassssssssnsasssssones 77 (121)
Shares held by Benefit ReStoration PIAN TIUSE .....oiveerisenre s i ereessins st ses st sssrsssssesessessssesssessssensssons (981) (894)
Tota) SOCKNOITES” BQUILY....c.eeivrrreee sttt er ettt ssss s sensabssb s rsosans sen st mneas et 105,430 98,948
$150,762 $134,623

The accompanying notes are an integral part of these consolidated financial statements.




2005 2004 2003
(As restated) (As restated)
Cash flows from operating activities:
NBLINCOME uvivireeenseni o sbsa v b s ss s asebe s e s st b s esbsans s ses b ssn bbb s et s b s pa s $ 3,987 $ 6,952 $ 7.01
Adjustments to reconcile net income to net cash
provided by (used for) operating activities:
DEPIELIALION ......oveseesrrrecs e res et s bbbt e bsas e nsspos bbb s s s ssssrasasesserasses 4,458 3,863 3,677
AMOrtiZation .......oceeeerensesnremrerseenrnaes 732 366 503
Amortization of debt origination costs ... 127 116 269
DEIBITEL TAXES ....vcoseereriseciseeriins i et b s bbb s st s en bbb an s (1,830) 477 30
income tax benefit of exercise of employee STOCK OPHONS ......vevveureererreriecrmemerersnriceennns 216 257 -
Cumulative effect of accounting change, net 0f 13X ........occerecvieveirnnrene e s - - 581
GOOAWIll IMPAITMENT.......oee ettt seb s sareb s s seae s resassssrsessre s e ssansen s snanann 847 - -
OIBT ettt e e b e et e b e s AR eSS Re et s 229 90 100
Change in assets and liabilities, net of effects from acquisitions:
ACCOUNMES TBCEIVADIB ...t vt veerrsrinrneeesinsrrese st ssesse s rerssssssssssase s ssessssss sessess easasassovassen 2,567 8,245 7,973)
INVENTOBS ..ccvevirrcvir st s et resnst s e b s s ssnre s snes (8,319) 5,070 (9,338)
OHBE SSEES ...evvrvr e etre et sssr st st srones (1,476) (655) (122)
Accounts payable...... 1,641 (298) 1,767
ACCTUBH BXPENSES...vrerverseerrrrecrsvsrerssseesrassnsemssssssssrassessssssssssessssnssrstrssssrasessessenssesssssarassases 1477 {1,470) 1,503
Net cash provided by (used for) Operating aCtVItIES....covrccvmrerenminesesrsersereecsnmersessnsesens 4,556 23,013 (1,992)
Cash flows from investing activities:
Purchases of property and QUIPMENT..........ccvrccimminrnssn s rissssesssesssesee (3,513) (3,118 (2,444)
Purchase of SERP investments........ (850) - -
Purchase of Superior Merchandise, Inc. .. {10,000) - -
Net cash used for investing 8CHVITIES ........cco.cocrvreermresentressmse s sesse e ensssannss {14,363 {3,118) (2,444)
Cash flows from financing activities:
Sale of stock to stock purchase program........ 1,500 1,640 1,381
Exercise of employee stock options ........... 1,092 1,203 363
DIVIGBROS. ...t veverinrerrescensr s e e st saas b e s rsra s s s b e e At eRR bbb bbb s (691) (466) -
Proceeds from BOMTOWINGS .....ccvvurverireiirieitrr e serneseaseses s bsssass e ssssssessssbsssssessesasssensarece 81,626 36,950 66,145
Payments under BOITOWINGS ...cvvivererecomneverinsresce s sseeesesossnessns (76,377 (56,950) (66,145)
Net cash provided by (used for) financing activities 7,150 {17,623) 1,744
Net increase (decrease) in cash and cash BQUIVAIEIES.........cvcerrrveeecieces e rseresssssanresens (2,657) 2,272 (2,692)
Cash and cash equivalents at beginning of PEIGG...........ceverreecercee e 6,086 3,814 6,506
Cash and cash equivalents at end of period ............... erer ettt R rm e $ 3,429 $ 6,086 $ 3814
Supplemental disclosures of cash flow information:
Cash paid during the year for:
ITHBTBSE .v.evecvesrres i ease st ssee s bias s ens s b sttt s e b ens b s s s e e bbb a b e be s st erenarssons $ 2686 $ 2,560
Income taxes $ 417 $ 4,662

The accompanying notes are an integral part of these consolidated financial statements.




Cumulative  Shares Held

- Other Total
Common Stock Amos:al Retained  Comprehensive nb:nm Treasury Stock . Stockholders'
Shares Amoum Capital Eamings  Income(loss)  Plan Trust Shares Amount Equity
Balance at June 30, 2002 (As restated).........c.coeorernnnce. 5,899,173  $ 5,809 $ 22690 $53,552 $ (1,706) $ - (66,260) $ (512) $ 79,923
Comprehensive income:

Net income ..... - - - 7,011 - - - - 7,011

Other comprehensive income:

Currency translation adjustments...... . - - - - 488 - - - 488

Fair value of inferest rate swap, net of tax of $13... - - - - 22 - - - 22
Comprehensive income 7,521
Sale of stock to the Tandy Brands Accessories, Inc.

Stock Purchase Program 72,841 73 796 - - - 66,260 512 1,381
Sale of unissued common stock te employses

for exercise of stock OptiONS........ccvvveroreeceorennane 44,587 44 298 - - - - - 342
Sale of unissued common stock to directors

for exercise of Stock OpHONS ...........coevvevrreerrir s 2,585 3 18 - - - - - 21
Balance at June 30, 2003 (As restated)........................... 6,019,286 6,019 23,802 60,563 {1,196) - - - 89,188
Comprehensive income:

NELINCOME......c.orvvr vt . - - 6,952 - - - - 6,952

Other comprehensive income:

Currency translation adjustments...............c........... - - - - 57 - - - 57

Fair value of interest rate swap, net of tax of $646 . - - - - 1,018 - - - 1,018
Comprehensive INCOME ...........cooevvvvecverereenene. . 8,027
DIVIBNGS. ... . - - - (623) - - - - (623)
Shares held by Benefit Restoration Plan Trust .... - - - - - (894) - - {894)
Sale of stock to the Tandy Brands Accessories, Inc.

Stock Purchase Program ................ccomevvvveconsecrnn, 117,299 118 1,522 - - - - - 1,640
Restricted stock issued 0 OFfiCers. .............oovvvvnevernenennn. 22,800 23 252 - - - - - 275
Restricted stock issued to directors ...........ovvereveann..n, 3,720 4 54 - - - - - 58
Unearned compensation on restricted stogk.................... - - (183) - - - - - - {183)
Sale of unissued common stock to employees

for exercise of StOCK OPHONS ..........oovcvveeererennn 140,320 140 1,296 - - - - - 1,436
Sale of unissued common steck to directors

for exercise of stock options 2,461 2 22 - - - - - 24
Balance at June 30, 2004 (As restated) 6,305,886 6,306 26,765 66,892 (121) (894) - - 98,948
Comprehensive income:

NELINCOME ...cevevcreee et - - - 3,987 - - - - 3,987

Other comprehensive income:

Currency translation adjustments ............cooooooe....... - - - - 467 - - - 467

Supplemental Executive Retirement Plan additional

minimum liability, net of tax of $158..... - - - - (269) - - - (269)

Comprehensive income 4,185
DIVIBNES......c.ooo st eereeenieos - - - {715) - - - - (715)
Shares held by Benefit Restoration Plan Trust ................ - - - - - (87) - - (87)
Sale of stock to the Tandy Brands Accessories, Inc.
* Stock Purchase Program ...........ccccoeevoevveeeioereeroreneon, 108,864 109 1,391 - - - - - 1,500
Restricted stock issued 10 0fficers................cocerenernene. 11,600 12 150 - - - - - 162
Restricted stock issued to directors ........ 9,370 9 124 - - - - - 133
Unearned compensation on restricted stock.................... - - (38) - - - - - (38)
Sale of unissued common stock to employses

for exercise of StoCk OPHONS ...........evvevveereee s, 119,388 19 1,059 - - - - - 1,178
Issue of deferred stock shares to directors 3,608 4 30 - - - - - 34
Sale of unissued common stock to directors

for exercise of S10CK OPtONS ........coveevvooeee v 14,350 14 116 - - - - - 130
Balance at June 30, 2005.........c.cc.oooorvemveeerriees s 6,573,166  § 6,573 $ 29597 $70,164 $ 77 $ (981) - $ - $105430

The accompanying notes are an integral part of these consolidated financial statements.




NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Company and Basis of Presentation

Tandy Brands Accessories, Inc. {the “Company”) designs, manufactures and markets fine leather goods, handbags and fashion accessories for men,
women and children. We sell our products through all major retail distribution channels throughout the United States and Canada, including mass
merchants, national chain stores, department stores, men's and woemen’s specialty stores, catalog retailers, grocery stores, drug stores, goff pro shops,
sporting goods stores and the retail exchange operations of the United States military.

The preparation of our consolidated financial statements in accordance with U.S. generally accepted accounting principles requires the use of estimates
that affect the reported value of assets, fiabilities, revenues and expenses;. These estimates are based on historical experience and various other

factors that are believed to be reasonable under the circumstances, the results of which form the basis for our conclusions. We continually evaluate the
information used to make these estimates as the business and economic environment changes. Actual results may differ from these estimates under
different assumptions or conditions.

The consolidated financial statements include the accounts of the Company and its subsidiaries, all of which are wholly owned. All significant
intercompany accounts and transactions have been eliminated in consolidation.

Restatement of Prior Period Financial Statements

As a result of the Company’s annual 2005 audit, an error was identified related to an overstatement of a deferred tax asset associated with the tax
return treatment of intercompany charges with our Canadian operation that required restatement of the fiscal 2004 and prior financial statements. The
restatement reduced 2004 and 2003 reported eamings by $85,500 and $125,000, or $0.01 and $0.02 per diluted share, respectively. Additionally,
beginning stockholders’ equity for fiscal 2003 was reduced by approximately $741,000. This deferred tax adjustment had no impact on the Company's
fiscal 2005 financial results.

Reclassifications
Certain prior year amounts have been reclassified to conform to the fiscal 2005 presentation.

Cash and Cash Equivalents
We consider cash on hand, deposits in banks and short-term investments with original maturities of less than three months as cash and cash equivalents,

Inventories

Inventories are stated at the lower of cost (principally standard cost, which approximates actual cost on a first-in, first-out basis) or market. Cost
includes materials, direct and indirect fabor and factory overhead. Market, with respect to raw materials, is replacement cost; and, with respect to
work-in-process and finished goods, is net realizable value.

Inventories consist of the following:

June 30,
2005 2004
Raw materials........c..cocoeeerrvvnrvennrns $ 4,971,000 $ 3,776,000
WOrK-in=process ......ouneernererisnnens 1,154,000 1,204,000
Finished goods .......ccceververersnmrennires 61,856,000 52,106,000

$67,981,000 $57,086,000

Property and Equipment
Property and equipment are carried at cost less accumulated depreciation. Depreciation is primarily calculated at the following rates using the
straight-line method:

Buildings 3%
Leasehold improvements The lesser of the life of the lease or asset
Machinery and equipment 10% to 50%

Maintenance and repairs are charged to expense as incurred. Renewals and betterments which materially prolong the useful lives of the assets are
capitalized. The cost and the related accumulated depreciation of property retired or sold are removed from the accounts, and gains or lesses from
retirements and sales are recognized in the consolidated statements of income.




NOTE 1 - SUMMARY OF SIGRIFICANT ACCOUNTING POLICIES {continued)

impairment of Long-Lived Assels

We review long-lived assets and certain identifiable intangibles for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset is impaired, Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset o undiscounted future net cash flows expected to be generated by the asset. if such assets are considered to be impaired, the impairment
recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets, determined primarily through
the present value of estimated future net cash flows.

Fair Values of Financial Instruments

Our financial instruments consist primarily of cash, trade receivables, trade payables, debt instruments and interest rate swaps. The carrying values
of cash, trade receivables and trade payables are considered to be reprasentative of their respective fair values. The potential impact of market
conditions on the fair value of our indebtedness is not expected to be material. Given that our lines of credit bear interest at floating market interest
rates, the fair value of amounts borrowed approximates carrying value. See Note 5 for information regarding our interest rate swap agreement, which
expired on June 27, 2004.

Goodwitl and Other intangibles

Effective July 1, 2002, we adopted Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets.” This
Statement changed the accounting for goodwill and indefinite-tived intangible assets from an amortization approach to an impairment-only approach.
During the fourth quarter of fiscal 2005, we recorded a goodwill impairment charge related to our women’s accessories segment in the amount of
$847,000. This charge is recorded as an operating expense, in accordance with SFAS No. 142. During the first quarter of fiscal 2003, we recorded a
transitional goodwill impairment charge of $950,000 ($581,000, net of tax), presented as a cumulative effect of an accounting change. The charge
also related to our women’s accessories segment. Prior to the adoption of SFAS No. 142, we amortized goodwill and other intangible assets using the
straight-line method over their estimated useful lives, which range from three to forty years. We continue to amortize finite-lived intangibles, primarily
trade names, over their useful lives. See Note 8.

Foreign Currency Transiation

The functional currency for our Canadian subsidiary is the Canadian dollar. The assets and liabilities of the subsidiary are translated into U.S. doflars
at the exchange rates in effect at each balance shest date, and resulting translation gains or losses are accumulated in other comprehensive income
(loss) as a separate component of stockholders’ equity. Revenue and expenses are translated at the monthly average exchange rates occurming
during each year. Cumulative other comprehensive income (loss) included currency transiation adjustments of $346,000, ($121,000) and ($177,000)
at June 30, 2005, 2004 and 2003, respectively.

Revenues and Cost of Goods Seld

We recognize revenue when merchandise is shipped and title to the goods has passed to the custemer. We record allowances, including cash
discounts, in-store customer allowances, cooperative advertising allowances and customer returns, at the time the revenue is recognized, based
upon historical experience, current trends in the retail industry and individual customer and product experience. Actual returns and allowances may
differ from the estimates recorded. Such differences would affect the operating results of subsequent periods.

We perform periodic credit evaluations of our customers’ financial conclition and reserve against accounts deemed uncollectible based upon historical
losses and customer specific events. After all coflection efforts are exhausted and the account is deemed uncoliectible, it is written off against the
reserve for doubtful accounts. Credit losses have historically been within management’s expectatiens. We generally do not require collateral. During
the second and fourth quarters of fiscal 2004, we recorded bad debt recoveries of approximately $651,000 and $163,000 arising from a customer’s
bankruptcy court settlement and receipt of payment of accounts receivable previously reserved by the Company.

Our cost of goods sold includes all costs associated with the procurement and manufacture of inventory, such as the cost of inventory or raw material
purchased from overseas, costs of transporting the inventory or material from our suppliers, ticketing and tabeling of product and, where applicable,
tabor and overhead related to our product manufacturing facilities. Our Company’s manufactured products represent approximately 15% of our

net sales consisting primarily of men’s belts. Selling, general and administrative costs include all of our costs related to selling and administrative
activities incurred in the normal course of business that are not associated with the procurement or production of inventory, which includes costs
associated with our distribution centers of approximately $16,586,000, $15,031,000 and $14,914,000 for the fiscal years ended 2005, 2004 and
2003, respectively (including shipping and handling expenses of $3,237,000, $1,979,000 and $2,074,000 for fiscal years ended 2005, 2004 and
2003, respectively).
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Major Customers

Consolidated net sales to Wal-Mart accounted for approximately 368%, 37% and 36% of our sales in fiscal 2005, 2004 and 2003, respectively. Both
men’s and women’s accessories sales include revenues from Wal-Mart. Additionally, consolidated net sales to Target accounted for approximately
13%, 14% and 15% of our consolidated net sales in fiscal 2005, 2004 and 2003, respectively. Women’s accessories sales include revenues from
Target. No other customers accounted for 16% or more of our total revenues.

Advertising Costs
We expense advertising costs as they are incurred. Advertising costs were $2,842,000, $1,786,000 and $2,079,000 in fiscal 2005, 2004 and 2003,
respectively, consisting primarily of shows and conventions as well as display and print advertising.

Stock-Based Compensation

We may, with the approval of our Board of Directors, grant stock options for a fixed number of shares to employees with an exercise price equal to
the fair value of the shares at the date of grant. We account for stock option grants using the intrinsic value method in accordance with APB Opinion
No. 25, “Accounting for Stock Issued to Employees,” and, accordingly, we recognize no compensation expense for the stock option grants. The
following table reflects the impact on net income if we had applied the fair value recognition provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation,” to stock-based employee compensation for fiscal 2005, 2004 and 2003 (dollars in thousands, except per share amounts):

2005 2004 2003
Net income: (As restated) (As restated)
AS TEPOMET......coemrietriseereie s reb e ereareres st enssaess s s baesseraats $3,987 $6,952 $7,011
Stock-based compensation expense.. w256 150 -
Adjusted NBL INCOME ....vvveerreiiererricseninsrasesmsrasersrsseressesesssrssessassres $4,243 $7,102 $7,.01
Compensation expense per SFAS No. 123.......overreernnvcrcennireennnes (807) (625) __(496)
PIOTOMNA 1oovvrmrircrssnsisisinsssssssns s ssssssssss s ssssassssssss s ssasssensasesss $3,436 $6,477 $6,515
Eamings per share:
AS TBPOMBA. .....covvnrerrrereerrsrs ssersssnesessessssesss s s ssasss st sssssssnes $ 0.63 $ 1.12 $ 1.18
PrOfOMMA ..ov ot seres s s evse s bses e e sansenassseabes $ 0.54 $ 1.04 $ 1.09
Eamings per share - assuming dilution:
ASTEPOTIEL. .....ooreseecerec s reerriesses s aeeeees s bees s et ben s st enssesssareses $ 0.61 $1.09 $ 1.16
PIOTOMMA ...t e e s ss e s v ssressesnenr s $ 0.52 $ 1.01 $ 1.08

Pro forma information regarding net income and earnings per share is required by SFAS No. 123, “Accounting for Stock-Based Compensation,” and
has been determined as if we had accounted for our stock options under the fair value method of SFAS No. 123. The fair value for these options was
estimated at the date of grant using the Black-Scholes option-pricing modai with the following weighted-average assumptions for fiscal 2005, 2004
and 2003: dividend yield of 1.0% for 2005 and 2004 and 0.0% for 2003; expected volatility of 0.388%, 0.238% and 0.270% for fiscal 2005, 2004
and 2003, respectively; a risk-free interest rate of 3.25% for 2005 and 5.25% for fiscal 2004 and 2003; and an expected holding period of five years
for 2005 and seven years for 2004 and 2003, Using these assumptions for the options granted during fiscal 2005, 2004 and 2003, the weighted-
average fair value of such options on the date of grant was $4.78, $4.76 and $4.76, respectively.

The Black-Scholes valuation models are used in estimating the fair value of traded options that have no vesting restrictions and are fully transferable.
In addition, option valuation models require the input of highly subjective assumptions, including the expected stock price volatility and the average
life of options. Because our stock options have characteristics significantly different from those of traded options, and because changes in the
subjective input assumptions can materially affect the fair value estimate, in management's opinion the existing models do not necessarily provide a
refiable single measure of the fair value of our stock options.

Derivative instruments and Hedging Activities

Our risk management policy as it relates to derivative investments is to mitigate, subject to market conditions, against interest rate risk. We do not
enter into any derivative investments for the purpose of speculative investment. Qur overall risk management philosophy is re-evaluated as business
conditions change. For information regarding our interest rate swap, which expired during fiscal 2004, see Note 5.



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Impact of Recently Issued Accounting Standards

in May 2005, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 154 “Accounting Changes and Error Corrections,” which will
become effective for most publicly owned companies for annual periods beginning after December 15, 2005. This Statement requires that a
voluntary change in accounting principles be retrospectively applied to prior period’s financial statements unless it is impracticable to do so. We do
not anticipate that our adoption of this Statement in fiscal 2007 will have a material impact on our consofidated financial position or consolidated
statements of income, stockholders’ equity and cash flows.

On December 16, 2004, the FASB issued SFAS No. 123R, “Share-Based Payment,” which will become effective for most publicly owned companies
for annual periods beginning after June 15, 2005. This Statement requires companies to record compensation expense for all share-based payments,
such as employee stock options, at fair value, We will be required to adopt this Statement on July 1, 2005, for fiscal 2006. The Statement permits
adoption of its requirements using one of two methods. The “modified prospective” method requires compensation cost to be recognized for ali
share-based payments granted after the effective date and for all awards granted to employees prior to the effective date that remain unvested

as of the effective date. The other method is the “modified retrospective” method, which includes the requirements of the “modified prospective”
method, but also permits companies to restate prior years’ income basad on amounts previously recognized in the pro forma disclosures under SFAS
No. 123 for all prior periods presented. The disclosures above present the pro forma effects on our financial statements of the application of the fair
value method fo the stock options issued to our employees and our non-employee directors. We are currently evaluating the impact of the adoption
of this Statement and estimate the effect on our consolidated financial position and consolidated statements of income and stockholders' equity will
approximate the pro forma effects presented above and previously disclosed in the notes to our consolidated financial statements.

In addition, SFAS Ne. 123R requires the benefits of tax deductions in excess of recognized compensation cost to be reported in the statement of cash
flows as a financing cash flow rather than an operating cash flow as currently reported. This would result in reduced operating cash flows for any
quarter in which employee stock options were exercised, beginning with our first quarter of fiscal 20086.

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs,” to clarify that abnermal amounts of idle facility expense, freight, handling costs
and wasted materials (spoilage) should be recognized as current-period charges and require the allocation of fixed production overheads to inventory
based on the normal capacity of the production facilities. The Statement is effective for inventory costs incurred during fiscal years beginning after
June 15, 2005. We do not anticipate that our adoption of this Statement in fiscal 2006 will have a material impact on our consolidated financial
position or consolidated statements of income, stockholders’ equity and cash flows.

NOTE 2 - ACQUISITIONS

On July 1, 2004, we completed our acquisition of all the equity interest in Superior Merchandise Company (sometimes referred to as “Superior” or
“ETON"). The total purchase price was $10,000,000 and was funded entirely with cash, drawing on our existing credit line. In addition, we retired

all of Superior’s outstanding debt totaling approximately $806,000. Superior, which also operates under the name of ETON, primarily markets and
distributes men’s and women's gift accessories under both the ETON® and the licensed totes® brands. The addition of totes® and ETON® to our brand
portfolio are anticipated to provide the Company a dominant position in the gift accessories marketplace with an additional product category within
our core accessories business. The operating results of ETON are included under our men's accessories reporting segment (see Note 13) for fiscal
2005. For the year ended June 30, 2005, ETON recorded sales of $13.7 million, net of discounts, retums and aliowances of $6.3 miliion. The pro
forma effects of this acquisition are not material.

We recorded goodwill of approximately $6,200,000, which is not deductible for tax purposes, and intangible assets of $2,600,000 related to the
acquisition of ETON, which are included in our balance sheet as of June 30, 2005. The value of the intangible assets related to customer lists and
trade names.




NOTE 3 — EARNINGS PER SHARE

The following sets forth the computation of basic and diluted earnings per share (dollars in thousands, except per share amounts):

Year Ended June 30,
2005 2004 2003
{As restated) {As restated)
Numerator for basic and diluted earnings per share:
Net income before cumulative effect of acCOUNTING ChANGE .vccervrerecensveersrmrennnnes $ 3,087 $ 6,952 $ 7,592
Cumulative effect of accounting change for SFAS No. 142, net of
INCOME TAXES c.ovv e s resosisesrssaseserntse s atretsesstsasssstscese e et esbs s onsassesssnnase - - (581)
NBE INCOMEB. ..ottt s s vess st ebs s rae s s r s ssab e sssame s resetnne $ 3,987 $ 6,952 $ 7,011
Dencminator:
Weighted-average shares OUtStanding.......o.cevveevreemreveenrescermerennnsressssresmcsssrnserens 6,327 6,208 5,934
Contingently ISSUADIE SHATES ...cvvv.rveecerccrrecrrererre e sssessarecsssessassrsseneaesseresssaesans 22 21 18
Denominator for basic earnings per share — weighted-average shares................. 6,349 6,229 5,952

Effect of dilutive securities:

Employee Stock Oplions......vceeveeeeeereececrereriveenens 212 132 78
DireCtor SLOCK OPLION ....cvvcrceerresrinresivasrrsissses s sssesisssssssssssvessssssassasmmsssssrsssassssss 27 28 16
Ditutive potential cOMMON ShATES.......cvveerrerrerrrrnsinness e smmessss s e srsssesseseses 239 160 94
Denominator for earnings per share — assuming ditution — adjusted
WEIGhted-average SHAreS ......coiveariecesicinieremessenseresseressssnesassssssrssssssmssasseean 6,588 6,389 6,046

Earnings per common share:

Before cumulative effect of aCCOUNtING CRANGR........cvvviiveeereeee e ctessrrneenens $ 063 $ 112 $ 128
Cumulative effect of accounting Change .......cccvvreveimniecemmereessees s ~ - (0.10)
$ 063 $ 112 $ 118

Earnings per share — assuming dilution:
Before cumulative effect of acCOUNLING CHANGE......ccvvcirirerireeneersrisrs e ssracnenens $ 061 $ 1.09 $ 126
Cumulative effect of accounting Change ......cccoveeeeecmeneirn s - - (0.10)
$ 081 $ 100 $ 118

Options to purchase approximately 217,000 shares of common stock at prices ranging from $14.25-$17.75 per share were outstanding during fiscal
year 2005 but were not included in the computation of earnings per share — assuming dilution because the options’ exercise prices were greater than
the average market price of the common shares and, therefore, the effect would be antidilutive.

WOTE 4 - STOCK REPURCHASE PROGRAM

On September 10, 1999, our Board of Directors approved a plan to repurchase, from time to time in the open market or through privately negotiated
transactions, shares of our common stock at an aggregate purchase price of up to $2,000,000, and on October 17, 2000, our Board increased

the plan by up to an additional $2,000,000. On April 21, 2001, our Board datermined to temporarily discontinue any purchases under the stock
repurchase plan. Since such time, the Board has not authorized management to resume repurchases under the plan. As a result, no shares were
repurchased during fiscal 2005, 2004 or 2003. During fiscal 2005 and 2004, no treasury shares were sold to our employee Stock Purchase Program.
During 2003, 66,260 shares of treasury stock were sold to our employee Stock Purchase Program.
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NOTE 5 ~ CREDIT ARRANGEMENTS

On August 26, 2004, we amended our revolving credit facility with certein financial institutions. The amendment extended the expiration of

our agreement from November 30, 2006, to November 30, 2007, and increased the facility from $60,000,000 to $85,000,000. Of this amount,
$10,000,000 is a sub-limit of the credit facility (*swing ling"), which may be used for same-day advances to be provided solely by the administrative
agent (a financial institution) of the credit facility. Both the credit facility and swing line bear interest at UBOR plus applicable margins based on
financial covenants with short-term durations. The credit facility may be used for borrowings and letters of credit. The amended facility contains an
accordion feature to increase the facility by up to an additional $25,000,000 by adding a financial institution at a later date. Although the previous
credit facility was secured by substantially all of our assets and the assats of our subsidiaries, the amended facility is unsecured. The amended
facility requires the maintenance of certain financial covenants, which, if not met, could adversely impact our liquidity.

Our amended credit facility permits the payment of dividends and does not require us to enter into an interest rate swap agreement against the
borrowings under the credit facility. The credit facility also includes a commitment fee based on certain financial performance objectives ranging from
20 10 37.5 basis points on the unused balance. Principal payments on the credit facility are due on the expiration date. The amended credit facility is
guaranteed by all of our subsidiaries, except our Canadian subsidiary.

At June 30, 2005, we had borrowings under the credit facility of $16,055,000 bearing interest at 4.46%. As of June 30, 2004, we had borrowings
under the credit facility of $10,000,000 bearing interest at 2.82%. The effect of a 1% increase or decrease in the interest rate on our long-term debt
could lower or increase our operating results by $160,000. Our interest rate swap agreement (see description below) expired on June 27, 2004, and
is nat included in our effective interest rate on that date. Given that our credit facility bears interest at floating market interest rates, the fair value of
amounts borrowed approximate carrying value,

Debt origination costs were incurred in connection with our $85,000,000 amended credit facility and are currently amortized over the period of the
facility, which expires on November 30, 2007. The unamortized portion of debt origination costs at June 30, 2005 and 2004, were $312,094 and
$280,293, respectively.

At June 30, 2005 and 2004, we had outstanding letters of credit under the credit facility of $7,600,000 and $4,447,000, respectively, which were
used in conjunction with merchandise procurement. '

We also have a Canadian line of credit for approximately $816,000 secured by a letter of credit from a U.S. bank. At June 30, 2005 and 2004, there
were no borrowings under this fine of credit.

We are subject to interest rate risk on our long-term debt. We manage our exposure to changes in interest rates. Under our previous credit facility, we
hedged our exposure fo changes in interest rates on a portion of our variable debt by entering into an interest rate swap agreement to lock in a fixed
interest rate for a portion of these borrowings. As of June 27, 2004, the interest rate swap agreement expired and is therefore not reflected on our
balance sheet. We do not expect the potential impact of market conditions on the fair value of our indebtedness to be material.

At June 30, 2005, we had credit available under our credit facility and cur Canadian line of credit as follows:

June 3{)l 2005

Total credit faCilifies .......ovucevre et st enresinsen $ 85,816,000
Less:

Debt outSIANiNg ....ccvererecerinreereerrrrrsss e rvssresees 16,055,000

Outstanding letters of credit........o.ocveviecereriicenrinan, 7,592,000

Canadian standby letter of credit..........ocooevvcrvereeecerennnee 816,000

Credit Qvailable.........cconviiecininnessisens e sesessns $ 61,353,000

Under the credit facilities described above, future payments required for debt maturities will be $16,055,000 in fiscal year 2008.
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NOTE 6 - INCOME TAXES

Significant components of our deferred tax assets and liabilities as of June: 30, 2005 and 2004, were as follows:

2005 2004
(As restated)
Deferred tax assets:
Accounts receivable valuation.........e...ereeeeieneesenns $ 507,000 $ 386,000
INVENTOrY VAUALION .....cocverecems s e e tserssssorseressesesnsorse 3,200,000 2,340,000
DB, MLt s er e ease s e st e s s sas et abtsbe s s saaes 1,143,000 332,000
Total deferred taX 8SSEIS ....civvmrrvrrrriesesrsneiasersassonsrinessrersrsesenns 4,850,000 3,058,000
Deferred tax liabilities:
Goodwill and other Intangibles ........cv.vve s cerrrmrnsirmseesnseneressasesenssens (1,916,000) (1,142,000)
DEPreciation ... cveveercrermre et it ssesesea s sasasssssesssarens (791,000) (924,000)
Total deferred tax HabilIfieS.......coveurronremrrsmssrerscenessresconeseesersrsreses (2,707,000) (2,066,000)
Net deferred taX @SSEL......ccenrrierreccnerreeiresssssseereess st sessssanes $ 2,143,000 $ 992,000
Significant components of the provision (benefit) for income taxes were as follows:
2005 2004 2003
{As restated) (As restated)
Current:
FEABTEL ... et evasceeesretsreesresssessrisarssssasesso s aseassnsarsassensans $ 3,586,000 $ 3,341,000 $ 4,189,000
FOTBIGN ..v et cetenssess s ssensasesasssasas s sbenssesnrnss st nessnsasssn 202,000 118,000 53,000
State AN I0CAL.... .. ereerreieerinsicsnncs e st seas s essabvetesesers 407,000 594,000 408,000
4,195,000 4,053,000 4,648,000
Deferred:
(1,577,000) 458,000 374,000
(195,000) 19,000 25,000
{1,772,000) 477,000 399,000
INCOME 1aX PrOVISION ...cvvvercerrirecrrerrrssreesssner s sesessr st s sests e sssssssebanans $ 2,423,000 $ 4,530,000 $ 5,047,000

The following table reconciles the statutory federal income tax rate to our effective income tax rate:

2005 2004 2003

(As restated) (As restated)

SHAIEOTY FAB....vervsirreissreeeesr et s s sss e scstaressrenss s arese et enesnsrenrmee 34.0% 34.0% 34.0%
State and local taxes, net of federal income tax benefit.........c.ocevevernens 2.3% 3.5% 2.3%
ONEE NBL......ooovs st et e saceasoans 1.5% 2.0% 3.6%

37.8% 39.5% 39.9%




NOTE 7 - COMMITMENTS

We lease property, which includes office, manufacturing and warehouse: facilities, under operating leases expiring through the year 2010 with
varying renewal and escalation clauses. Al of these contracts are non-cancelable leases. Additional rentals due under these escalation clauses
are included in the minimum commitments below. Total renta! expense for all of our leased properties for fiscal 2005, 2004 and 2003 totaled
$2,694,000, $2,237,000 and $2,165,000, respectively.

Future minimum rental commitments as of June 30, 2005, were as follows:

Fiscal Year Amount

2008.....ccniiirrinnire e $ 2,160,000
1,693,000
1,570,000
1,554,000

589,000

$ 7,566,000

We have entered into licensing agreements with other companies for the purpose of using their trademarks on our products. Royalty expense related
thereto for fiscal 2005, 2004 and 2003 totaled $2,669,000, $1,429,000 and $1,821,000, respectively.

Future minimum royaity commitments as of June 30, 2005, were as follows:

Fiscal Year Amount
2006..c... et ernsessse e sesenre e eiens $ 1,388,000
2007 et asrens 972,000
2008....c.irrerreeriserierercrssen s srcsnisareres 558,000
2009 eerese e reneseen 210,000
2010 rseserrs e nasecns -
THErEafer......cccovvecrneneirrren e risesrenne -

$ 3,128,000

NOTE 8 - GOODWILL AND INTANGIBLES

Effective July 1, 2002, we adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” This Statement changed the accounting for goodwill

from an amortization approach to an impairment-only approach. The SFAS No. 142 goodwill impairment model is a two-step process. The first step
compares the fair value of a reporting unit that has goodwil! assigned 1o its carrying value. We estimated the fair value of a reporting unit using a
discounted cash flow analysis. If the fair value of the reporting unit is datermined 1o be less than its carrying value, a second step is performed to
compute the amount of gosdwill impairment, if any. Step two allocates the fair value of the reporting unit to the reporting unit’s net assets other than
goodwill. The excess of the fair value of the reporting unit over the amounts assigned to its net assets other than goodwill is considered the implied
fair value of the reporting unit's goodwill. The implied fair value of the raporting unit’s goodwill is then compared to the carrying value of its goodwill.
Any shortfali represents the amount of goodwill impairment.

Using the SFAS No. 142 approach described above, we recorded a goodwill impairment charge related to our women's accessories segment in the
amount of $847,000 during the fourth quarter of fiscal 2005. The goodwill impairment was recorded due to the decreased sales in our women’s
department store division resulting from soft holiday sales and competitive market pressures at the department store level for handbags and

small leather goods during fiscal 2005. This downturn in business and a reduction in expected future cash flows from our women's department
store division resufted in an impairment of the goodwill related to this business. The goodwill impairment is recorded as an operating expense,

in accordance with SFAS No. 142. During the first quarter of fiscal 2003, we recorded a transitional goodwill impairment charge of $850,000
{$581,000, net of tax), presented as a cumulative effect of an accounting change. The charge related to our women’s accessories segment. Prior to
the adoption of SFAS No. 142, we amortized goodwill and other intangible assets using the straight-line method over their estimated useful lives,
which range from three to forty years. We continue to amortize finite-lived intangibles, primarily trade names, over their useful lives.
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NOTE 8 - GOODWILL AND INTANGIBLES {continued)

The following table illustrates the gross carrying amount and accumulated amortization of our acquired intangible assets as of June 30, 2005, compared
1o the previous year (dollars in thousands):

2005 2004

Amortized intangible assets:
Gross carrying amount......... . $11,383 $ 8,774
Accumulated amortization {4,980) (4,240)
Net amortized intangibIE @SSBIS ..v....uuuirrerrssesrersesssssasssssnsssssesnestseniosns $ 6,403 $ 4,534

The gross carrying amount of intangibles as of June 30, 2005, includes intangible assets related to our acquisition of Superior Merchandise in the amount of
$2,600,000. The following table sets forth information regarding our intangibles with finite lives and related remaining lives (dollars in thousands):

June 30, 2005 Weighted
Balance (net of Weighted Average

accumulated Annual Average Total  Remaining
amortization) Amortization Life Life
Trade NAMES. ... vicrenssriesessensensrssesssreesemssssssssses $ 4,099 $ 346 20 12
Customer lists.... . 2,143 357 7 6
Other intangidIes .....c.vcveveeceecierceerieens 161 29 9 6
Net amortized intangible assets........ceuernie $ 6,403 $ 732 13 9

Amortization expense for acquired finite-tived intangible assets during the year ended June 30, 2005, was $732,000. The following table illustrates'our
estimated amortization expense through June 30, 2010:

Estimated amortization expense:

Fiscal year nding 6/30/06 .......ccueceerereerneserissnssiessrersssnsenssessessesssssssssesssssessensssenss $ 733,000
Fiscal ygar ending 6/30/07 ......ceevrrrneerememerinirenressssiissesssssscerssesssssnsenasssssssasansrassssenes $ 733,000
Fiscal year ending 6/30/08 .......couruccermriminiisinsinnseisssessnsessossssssesssisssrsssessersessess $ 733,000
Fiscal year ending 6/30/09 .......ovmiverereeimmnmsmrssmssnimesiosssisssssssessssssessessseessssrsseserees $ 731,000
Fiscal year eNdiNG 6/30/10 .......vuirecrreceinsresmmsssesssssssesssssssssssssiessssssssssssssssesssnss $ 722,000

The following table illustrates the changes in the carrying amount of goodwill by reportable segment for the years ended June 30, 2003,
2004 and 2005 (dollars in thousands}):

Men’s Women’s
Accessories Accessories Total
JUNE 30, 2003 ...t eeesresetases st enses e sssssrenaas $ 9857 $ 1,784 $ 11,641
OERET (1) ettt sssne s ssr s s sebesatns 14 - 14
JURE 30, 2004 .....ooeeerenetere e sresesns it s s saanes $ 9871 $ 1,784 $ 11,655
Purchase of ETON........cccoiemricrrerrsrer e st esnscvnses 6,182 - 6,182
Impairment — WOMeN's SEGMENE.......coocerrrceerrmenereresrecenersssesnens - (847) (847)
OFNET (1) e ie et re s s s e s bt sss s rreen 111 - 111
JUNB 30, 2005............ooceer et e bsnes $ 16,164 $ 937 $ 17,101

(1) Difference due to foreign currency translation adjustments.




NOTE 9 - STOCK OPTIONS

Employee Stock Options

Our officers and key management employees are eligible to receive options 1o purchase shares of our common stock under the Tandy Brands
Accessories, Inc. 2002 Omnibus Plan (see description below). In addition, many of our officers and key management employees have received
options under our prior stock option plans. All options are granted at the market price as of the date of grant and have a contractual life of ten
years. Options are generally exercisable annually at a rate of one-third jper year beginning one year after the grant date. The foliowing table reflects
employee stock option activity from June 30, 2002, to June 30, 2005:

Number Weighted-Average

of Shares Exercise Price
Outstanding at Jung 30, 2002.......ccccovmmreecrrerererensisessensemsersenseseassone 842,014 $11.62
Options granted...... 179,000 $11.67
Options exercised................ (44,587) $ 7.68
Options canceled or expired.... (97,900) $15.02
Outstanding at June 30, 2003.........coereeerireerirreereeese e ssseesrenes 878,527 $11.40
OpHONS GrantBa.......cooeeeeeeeeerr e eere e esens 149,350 $12.07
Options exercised ... (140,320) $ 8.40
Options canceled or expired.... (35,750) $19.75
Outstanding at Jung 30, 2004........crcormnrmecnmrmrecnrecssesersenens 851,807 $11.66
Options Granted ..o eueeceeeecrrerrrnicere e ess e sensesnes 146,600 $13.26
Options exercised............ (129,786) $ 8.54
Options canceled or expired........covverene (78,546) $14.39
Outstanding at June 30, 2005........coeoceeeeeennnmnirerinncrseenesssseesneens 790,075 $12.20
Exercisable 0n Jung 30, 2005......o e et 501,427 $11.98

The following table segregates outstanding options granted to employees into groups based on price ranges of less than and greater than
$10 per share as of June 30, 2005:

$5.63-38.13 $11.67-517.56

All outstanding options:

NUMDEE OF SNATES ..veevvo s riscinteerccre s sass s sssnesveasssasensessnse 177,060 613,015

Weighted-average exercise priCe .....coevveomcrrmrcuenssinnssresssenns $6.81 $13.76

Weighted-average remaining contractual life........c...coccorrmeereennnns 5.9 years 7.4 years
Exercisable options:

NUMDBET 0 SRAES «...cvve et v e essssesssserens 177,060 324,367

Weighted-average exercise priCe ........ervevvvimiverioes seveeresnneessssions $6.81 $14.80

Omnibus Plan

The Tandy Brands Accessories, Inc. 2002 Omnibus Plan (the “Omnibus Plan”) was approved by our stockholders on October 16, 2002. The purpose
of the Omnibus Plan is to attract and retain the services of key management employees and Board members through the granting of incentive stock
options, non-qualified stock options, performance units, stock appreciation rights or restricted stock. All grants under the Omnibus Plan have a
maximum contractual life of ten years, Any grants under the Omnibus Plan will be made at the fair market value of our common stock, and specific
vesting terms will be addressed in each award. All shares available for grant under our prior option plans on October 16, 2002, were transferred

to the Omnibus Plan and are authorized and reserved for issuance under the Omnibus Plan. Alf shares of common steck presently authorized and
reserved for issuance on the exercise of outstanding stock options under our prior stock option plans will, on the cancellation or expiration of any
such stock options, automatically be authorized and reserved for issuance in connection with the Omnibus Plan,

At June 30, 2005 and 2004, the number of shares available for grant under the Omnibus Plan was 309,964 and 395,031, respectively.




NOTE 9 - STOCK OPTIONS (continued)

Non-Employee Director Stock Options

Our non-employee directors are also eligible for awards under the Omnibus Plan. The Omnibus Plan provides that, when a non-employee director is
first elected or appointed to the Board, he or she will be granted a non-qualified stock option to purchase 3,500 shares of our common stock or, if
the Board so elects, an alternative form of award (other than an incentive stock option) with a value substantially equivalent to the value of such non-
qualified stock option. The Omnibus Plan afso provides that concurrently with each regular annual election of the Board of Directors, each continuing
non-employee director (other than our Chairman) will receive a non-qualified stock option to purchase 2,500 shares of our common stock and our
Chairman will receive a non-qualified stock option to purchase 4,425 shares of our common stock. If the Board so elects, non-employee directors
and our Chairman may receive an alterative form of award (other than an incentive stock option) with a value substantially equivalent to the value of
a non-qualified stock option to purchase 2,500 and 4,425 shares of our common stock, respectively.

On Qctober 14, 2004, an aggregate of 5,770 shares of restricted stock with a grant date value of $14.33 per share were awarded to the non-
employee members of the Board of Directors. On October 15, 2003, our nun-employee directors were awarded an aggregate of 3,720 shares of
restricted stock with a grant date value of $15.60 per share. These restricied shares will become vested three years after the date of grant {on
October 14, 2007, and October 15, 2008, respectively), with one-third of the shares vesting on each anniversary of the date of grant. However, upon
the death, disability, resignation or termination of a director, that director’s shares become fully vested. These shares of stock, while not transferable,
bear rights of ownership, including voting and dividend rights, during the vesting period. An additional 3,600 shares of restricted stock with an
average grant date value of $14.17 per share were awarded to new non-employee directors during fiscal 2005 with a vesting date three years from
date of grant and other terms as described above. Compensation expense of $134,000 and $58,000 related to the restricted stock awards granted to
our non-employee directors was recorded during fiscal 2005 and 2004, respectively.

The non-employee members of our Board of Directors were alsc awarded options to purchase an aggregate of 10,386 shares of our common stock
at an exercise price of $14.33 per share on October 14, 2004, and 8,657 shares at an exercise price of $15.60 per share on October 15, 2003, These
stock options will become fully vested six months after the date of grant. Additional options to purchase shares of our common stock were awarded
to the two new non-employee directors on the dates of their election, which also fully vest six months after the date of grant (3,500 shares were
awarded on August 12, 2004, with an exercise price of $13.625, and 3,500 shares were awarded on February 8, 2005, with an exercise price of
$14.72). Many of our non-employee directors have also received options to purchase shares of our common stock under our prior stock option plans.
The options are generally exercisable beginning six months after the date of grant. During fiscal 2005, 2004 and 2003, our non-employee directors
exercised options to purchase 14,350, 2,461 and 2,585 shares of our common stock, respectively.

The following table reflects non-employee director stock option transactions from June 30, 2002, to June 30, 2005:

Number Weighted-Average
of Shares Exercise Price
Outstanding at June 30, 2002..........c.conecnrmermevirirecesennenes 137,251 $10.25
OpHONS GIANTE ... evverermrccrcernnscernriossisemseressnssesseenssnssssaens 14,425 $9.23
OptioNS EXEICISEd....uvvcrrirerrsirereisssrssenereressvariscsnssseenesvens (2,585) $ 813
Options canceled or BXPIred ......c.c.comrerverrrescrinsnnsecsineneens 19,618) $13.37
Outstanding at June 30, 2003.........oeveeerveevennsneeeneenserrnssns 129,473 $ 9.7
OpoNs granted.......ocveivrersreniennrciisnssesmnesesenmessssoene 8,657 $15.60
Options exercised......o.uweeenrrenn (2,461) $ 9.88
Options canceled or expired {6,000 $19.00
Outstanding at June 30, 2004...........cccvreermmnrisirnienrerns 129,669 $ 967
Options granted.......ccovceceeeerveireiine e 17,386 $14.27
Options EXErciSEa.......covvvvvrrreiarmrereee e esseesraeens (14,350) $ 9.08
Options canceled OF EXPIred ........coeeeeerrenrrrensnessssnisnnes (3,318) $14.00
Qutstanding at June 30, 2005.........cooovevrreimmrinereseennrenn. 129,387 $10.24

Exercisable on Jung 30, 2005.......ceveecreeeree e 125,887 $10.12




NOTE 9 - STOCK OPTIONS (continued)

The foilowing table segregates outstanding options granted to non-employee directors into groups based on price ranges of less than $10 or greater
than or equal to $10 per share as of June 30, 2005:
$6.09-$9.23 $10.00-$17.75
Ali outstanding options:

Number of Shares........cooeineerenes 75,577 53,810

Weighted-average exercise price........ccomeeennerererneins $7.21 $14.50

Weighted-average remaining contractual life............... 5.2 years 6.1 years
Exercisable options:

NUmDbEr Of ShArES ..o sessaseesaneses 75,577 50,310

Weighted-average exXercise price........cc..uverereersenns $7.21 $14.48

Other Non-Employee Director Stock Plans

In fiscal 1995, our stockholders adopted the Tandy Brands Accessories, Inc. 1995 Steck Deferral Plan for Non-Employee Directors {the “Deferral Plan”).
The Deferral Plan was established to provide non-employee directors an equity interest in the Company in order to attract and retain well-qualified
individuals to serve as non-employee directors and to enhance the identity of interests between the non-employee directors and our stockholders.
The Deferral Plan provides the directors with an election to defer the receipt of their annual and committee chair retainer fees until a future date
determined by each director. The payment of such fees will be in the form of phantom stock units which will uftimately be settled in shares of our
common stock. Al amounts deferred are credited to a bookkeeping reserve account we maintain in phantomn stock units which are equivalent in value
to our common stock. The phantom stock units representing shares are calculated by dividing the deferred cash amount by the average closing price
of the stock for each day of the period during which such cash amount would have been paid but for the deferral election. We record compensation
expense for the amount of the directors’ retainer fees. We benefit from cash retained when directors elect to defer their retainer fees and receive
phantom stock units. The Deferral Plan provides for the issuance of up o 50,000 shares of our common stock to non-employee directors. During
fiscal 2005, 2004 and 2003, 2,945, 2,885 and 3,411 phantom stock units, respectively, were issued under the Deferral Plan. Amounts recorded as
compensation expense related to the Deferral Plan for fiscal 2005, 2004 and 2003 were $40,453, $40,096 and $34,150, respectively.

NOTE 10 — EMPLOYEE BENEFIT PLANS

The Tandy Brands Accessories, Inc. Employees Investment Plan Trust (the “401(k) Plan”) is open to substantially all full-time employees who have
completed one year of service. Under the 401(k) Plan, an eligible employee may contribute up to 10% of his or her annual compensation to the 401 (k)
Pian on a pre-tax basis. We, at our discretion, match 100% of employee contributions up to 5% of compensation. The 401{K) Plan allows participants
to direct the investment of both employee and matching employer contributions from a variety of investment alternatives, one of which is our common
stock. All contributions made to the 401k} Plan prior to July 1, 2003, are fully vested and are held in a fund invested primarily in our common stock.

The Tandy Brands Accessories, Inc. Stock Purchase Program (the “Program”) is open to all full-time employees who have been employed at least six
months, but less than one year, or who have been employed one year or more and are contributing to the 401(k) Plan. Under the Program, participants
may contribute between 5% and 10% of their eamings, and we match 25% or 50% of each participant’s contribution depending on their length of
ernployment. The Program purchases treasury stock, if available (see Note 4), or unissued common stock directly from the Company at monthly
average market prices. The participant’s shares are fully vested upon purchase, and the participant may withdraw from the Program at any time. The
shares purchased under the Program are distributed to participants annually.

The Tandy Brands Accessories, Inc. Benefit Restoration Pian Trust (the “BRP”) is a non-qualified plan of deferred compensation, the purpose of

which is fo restore retirement benefits on behalf of a select group of our management and highly compensated employees who are eligible to make
contributions to the 401(k) Plan, the amount of which is reduced due to fimitations imposed by Sections 401(a)(17) and 402(g} of the internal Revenue
Code of 1986. For any plan year, a participant may elect 10 defer, on a pre-tax basis, between 5% and 10% of his gross salary and wages otherwise
payable to him by us during such plan year, reduced by the total contributions he made during such plan year to the 401(k) Plan. Participants may
direct the investment of their contributions in various investment alternatives, including our common stock. We make quarterly matching contributions
in cash 1o the BRP on the participant’s behalf equat to 150% of the amount the participant deferred during such calendar quarter. Our matching
contributions are required to be invested only in sur common stock. All payments of benefits from the BRP will be made solely in cash in either

a single, lump-sum distribution or in monthly installments over a certairs period, not to exceed 10 years. The liability associated with the BRP of
$1,170,000 and $1,087,000 at June 30, 2005 and 2004, respectively, is included in other noncurrent liabitities.




NOTE 10 - EMPLOYEE BENEFIT PLANS (continued)

Our total contributions to these plans were approximately $1,350,000, $1,162,000 and $1,211,000 in fiscal 2005, 2004 and 2003, respectively.

On July 1, 2004 and 2003, our executive officers were awarded a total of 22,800 shares of restricted stock with a grant date value of $13.26 per share
and 22,800 shares with a grant date value of $12.06 per share, respectively. These shares will become fully vested three years from date of grant

{July 1,2007, and July 1, 2006, respectively). These shares of stock, while not transferable, bear rights of ownership, including voting and dividend
rights, during the three-year vesting period. There are no performance requirements related to vesting, only continued employment through the vesting
date. Uneamned compensation in the amount of $160,000 was recorded during fiscal 2005. The amount recorded during fiscal 2005 is comprised of
compensation of $302,000 related to the restricted shares awarded to our executive officers on July 1, 2004, and a reversal of $142,000 related to
restricted shares forfeited by the resignation of one of our officers. Compensation expense of approximately $123,000 and $92,000 was recorded
during fiscal 2005 and 2004, respectively, related to these restricted shares. Our executive officers were also awarded stock options to purchase a total
of 56,100 shares of our common stock on July 1, 2004. Other key employees were awarded stock options 1o purchase a total of 80,500 shares of our
common stock on July 1, 2004, as well. These stock options vest in one-third increments on each anniversary of the date of grant.

On January 1, 2003, we adopted the Tandy Brands Accessories, Inc. Supplemental Executive Retirement Plan (the “SERP”) for a select group of our
executive officers. The SERP provides that at normal retirement (age 65) a participant will receive, in the form of a 100% joint and survivor annuity,

an annual benefit (or actuarially equivalent lump-sum at the time of retirement in lieu of such joint and survivor annuity) which will generally be equal
1o 2% of the average of the participant’s highest annual gross salary and honus {without reduction for any deductions) for three complete fiscal years
over the last 10 fiscal years of the participant’s employment, muttiplied by the participant’s years of service up to a maximum of 30 years, and reduced
by the participant’s Social Security retirement benefits and the participant's benefits under the Tandy Brands Accessories, Inc. Employees Investment
Plan when expressed in the form of a single-life annuity commencing with the participant’s normal retirement age. if the participant has at least 15
years of service with the Company and retires at or after age 55 but before age 65, the benefit would be reduced by 5% for each year the participant’s
retirement precedes age 65. A participant is also eligible for a benefit if the participant becomes disabled or if the participant terminates service with
us after completing 15 years of service and the participant’s termination of service is not as a result of normal retirement, early retirement or disability.
If the participant begins receiving a disability benefit or a termination benefit at or after age 55 but before age 65, the benefit would be reduced by 5%
for each year the benefit distribution precedes age 65. The SERP also provides for a pre-retirement death benefit if the participant dies after reaching
normal retirement or early retirement age but before receiving distributions under the SERP.

For the years ended June 30, 2005, 2004 and 2003, we recorded expenses related to the SERP of approximately $330,000, $315,000 and $151,000,
respectively. Measurement of obligations under the SERP is calculated as of each fiscal year-end. During fiscal 2005 we funded $850,000 of the liability
for this plan. These assets are held in a rabbi trust to fund the liabilities associated with the SERP. These assets were invested in restricted cash and
other investments with a fair market value approximately equal to their cost as of June 30, 2005, and are included in other noncurrent assets.

The discount rate used to determine the actuarial present value of the projected benefit obligation under the SERP was 6% and 7.5% as of June 30, 2005
and 2004, respectively, and the assumed weighted-average rate increase in future compensation levels was 4.0% per year for fiscal 2005 and 2004.

On August 2, 2005, the Board of Directors terminated the Tandy Brands Accessories, Inc. SERP, effective as of September 2, 2005. We currently expect
to pay out approximately $85,000 during fiscal 2006 as a benefit payment 10 our executive officer who resigned during fiscal 2005. We do not currently
expect to pay any additicnal payments during the next five years. See Note 16 for additional information regarding this subsequent event.




NOTE 10 — EMPLOYEE BENEFIT PLANS {continued)

The following table provides a reconciliation of benefit obligations and funded status of the SERP as of June 30, 2005 and 2004 (doliars in thousands):

2005 2004
Change in projected benefit obligation:
Projected benefit obligation, beginning of year........ccccovvevevennrcerannennn $ 2285 $ 2134
SBIVICE COBL.nenrurnserieserreecorissereeosesosssesrenstsoneseossemnseseas 19 15
Interest cost......ccoreeneee. rreerer e s sas s rats 17 160
Actuarial 1085 {GIN) ...ovceorvmrerenirennissnesreess s e seessssess s 899 (24)
Plan amendments........ccv e mmnncnnmssssseresssssissssosensessessserssssrsssssssns - -
Projected benefit obligation, end 0f YBar ..........coccvvveeeeevrcerescese s $ 3374 $ 27285
Reconciliation of funded status:
FUNET STALUS.....cecereceriesserecssreriscsesaseienssesssenssisssssssasessasssssesaresssneras $ (3,374) $ (2,285)
Unrecognized prior SEIVICE COSt.....vewuvvverrmeerreesenseenseeevecesoneseseesen e 1,702 1,843
Unrecognized net 10SS (JAIN) v.v.orerrenreeresesirsnrsrisseenress sneessansssesssssesssroses 875 (29
Accrued benefit abilify......cocoeeorverernem e et $ (790 $  (486)
Amounts recognized in the balance sheet:
Accrued benefit Habilify........occovceeienir e $ (2,926) $ (1,721)
INTANGIDIE ASSEL ....c.verreccrerre e rsr st 1,702 1,255
Accumulated other COMPrehensive INCOME ... veeumreenssrisssseenns 427 -
Net amount reCOGNIZEA..........cvcvecirereer st eeseesesessrseseessnseees $ (191 $  (466)
Components of net periodic benefit cost:
SBIVICE COSL..evvrirerrerinrintnrrenseserisetseseesessrsssssssssrsssssssns seasstsrssssesssssssnsans $ 19 $ 15
INEEIESE COSL...ceveerere e essenessraeseseanenss s ssrese s essses b naees m 160
Amortization of prior SEIVICE COSL.....ureicerirccers s 140 140
$ 330 $ 315
Additional information for SERP:
Accumulated benefit OblIGELION. ... vccreerrnrenrcerctimin e saresrenens $ 2926 $ 1,72

options under the Omnibus Plan and our prior stock option plans.

NOTE 11 - DIVIDENDS

During fiscal 2005, we declared dividends as set forth in the following table:

Declaration Date Record Date Payable Date
August 12, 2004 September 30, 2004 October 19, 2004
December 2, 2004 December 31, 2004 January 20, 2005
February 8, 2005 March 31, 2005 April 20, 2005
April 21, 2005 June 30, 2005 July 20, 2005

Our amended credit facility permits the payment of dividends. However, dividend payments are a component in the calculation of certain financial
covenants, which, if not met, could adversely impact our liquidity. We expect that quarterly dividends will continue to be paid in fiscal 2006.

At June 30, 2005, we had 1,429,706 shares authorized and reserved for future issuance under all of our stock incentive plans, including outstanding

Dividend per Share

$ 0.0275
$ 0.0275
$ 0.0275
$ 0.0275




 Tandy Brands Aevessaties, Ine. and Subsidiaries

NOTE 12 — PREFERRED STYOCK AND PREFERRED SHARE PURCHASE RIGHTS

Preferred Stock

Without any further action by the holdsrs of our common stock, our Board of Directors is authorized o approve and determine the issuance of
preferred stock, as well as the dividend rights, dividend rate, conversion or exchange rights, voting rights, rights and terms of redemption, liquidation
preferences and sinking fund terms of any series of preferred stock, the number of shares constituting any series of preferred stock and the
designation thereof. No shares of preferred stock have been issued. In connection with the adoption of our Preferred Share Purchase Rights Plan
(the “Rights Plan”), we have designated and reserved for issuance upon exercise of such rights 150,000 shares of Series A Junior Participating
Cumulative Preferred Stock.

Should the Board of Directors elect to exercise its authority to issue any additional series of preferred stock, the rights, preferénces and privileges of
holders of our common stock would be made subject to the rights, preferences and privileges of such additional series.

Preferred Share Purchase Rights )

Prior to the spin-off of the Company in 1930, our Board of Directors authorized the Rights Plan. In conjunction with the spin-off, each share of our
common stock was distributed with one preferred share purchase right (collectively, the “Rights”), which entitles the registered holder to purchase
from the Company one one-hundredth (1/100) of a share of Series A Junior Participating Cumulative Preferred Stock at a price of $36 per one
one-hundredth (1/100) of a share, subject to adjustment. The Rights Plan is designed to deter coercive or unfair takeover tactics and to prevent an
acquirer from gaining control of the Company without offering a fair price 1o all of our stockhoiders. The Rights will cause substantial dilution to a
person or group that attempts 1o acquire the Company on terms not approved by our Board of Directors, except pursuant to an offer conditioned upon
a substantial number of Rights being acquired. The description and terms of the Rights are set farth in a Rights Agreement between the Company and
BankBoston N.A., as Rights Agent.

On Novemnber 2, 1989, our Board of Directors renewed the Rights Plan. The amended and restated Rights Plan was adopted in the normal course of
updating and extending the predecessor Rights Pian, which was scheduled to expire on December 31, 2000, and not in response to any acquisition
proposal. The expiration date of the Rights Plan was extended to October 19, 2009. The amended and restated Rights Plan was altered to reflect
prevailing stockholder Rights Plan terms, such as lowering the share ownership level which triggers the exercise of the Rights and efiminating the
continuing director provision. The amended and restated Rights Plan provides for an increase in the exercise price of the Rights under the Rights Plan
from $36.00 to $70.00.

ROTE 13 - DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND RELATED INFORMATION

We sell our products to a variety of retail outlets, including mass merchants, national chain stores, major department stores, men’s and women’s
specialty stores, catalog retailers, grocery stores, drug stores, golf pro shaps, sporting goods stores and the retail exchange operations of the United
States military. Our Company and our corresponding customer relationships are organized along men’s and women’s product lines. As a result,

we have two reportable segments: (1) men's accessories, consisting of belts, wallets, gift accessories, jewelry, neckwear, suspenders, gun slings
and other small leather accessories, and (2) women’s accessories, consisting of beits, wallets, socks, cold weather goods, handbags, scarves,

hats and hair accessories. General corporate expenses are allocated to each segment based on the respective segment’s asset base. Depreciation
and amortization expense related to assets recorded on our corporate accounting records are aliocated to each segment as described above.
Management measures profit or loss on each segment based upon income or loss before taxes, utilizing accounting policies consistent in all material
respects with those described in Note 1. No inter-segment revenue is recorded.




NOTE 13 - DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND RELATED INFORMATION {continued)

Information regarding operations and assets by reportable segment is as follows (dollars in thousands):

Year Ended June 30,
2005 2004 2003
{As restated) {As restated)
Revenue from external customers:
MEN’S ACCESSOTIES 1.rvrvctrernrrisiserrerersnrerssisssersrmsssetressersessctsarstsaessabessetssensosssbrsnensisassaressssasrssns $ 134,584 $ 113,558 $ 108,816
WOIMBN'S BCCESSOMBS cuvverrrrrererseresssinersssressssismanssssesssnsssasssinssssssasssssssasaressssessarstssesstrnsas 86,648 101,862 115,671
$ 221,232 $ 215,420 $ 224,487
Operating income (loss) (1):
VIBNS BCCESSOTIES ...vareusirrrerseseersiesrisssesss seseesssssssressssrssssssosssemnssasscassassesresessrsesersssssessnsoss $ 11,002 $ 12612 $ 8500
WOIMEN'S BCCESSOMES weuvuvronrensseerrrarssrssesissesessemssasssssansesassassssssssasasssssssssssssssossasscssrssesanes (3,616) 1,089 6,871
$ 7,386 $ 13,11 $ 15371
INEETESE EXPENISE ...vvvvvreerresessessestesteesees et ssssr s ssssssessssmessessser s smsa seras st msss st snssasesesstssessnesvess $ (1,22 $ (2,357) $ (2,833)
OhEN INCOME (2)1rvteerrreeisnrirerernirssisinercarsemarasssesssssasasssssensanesssssssassessessas sssvesessasessesasnesses 246 128 101
income before income taxes and cumulative effect of accounting change.........coovrecncvinnnnne $ 6,410 $ 11,482 $ 12639
Depreciation and amortization expense;
MEN'S ACCESSOIES ....v.vrerreseermveeresseesirnse s essrcnssssassmsssssessssassessmsssessssssessssrsnssensosssssrssnsenns 9 33013 $ 2137 $ 2351
WOMEBN'S BCCESSOMES ..evvecerrsiverriresrrenesecsrscrsssermssessssassassesmassssas sessassesas st sissssmssnasesssssnssson 1,852 1,918 1,916
$ 5025 $ 4055 $ 4267
Capital expenditures:
Men’s accessories $ 559 $ 475 $ 331
Women'’s accessories 354 1,102 335
COTPOTALE ....cocvveeressesesensrrseses s smssseanesssees s assssssnsses st s eessran st sessbasens et s 2,600 1,541 1,778
$ 3513 $ 3118 $ 2444
Total assets:
MBIVS BOCESSOMIES ..vvvverereveracsassssessernssvsseressmimsassassnsresstassarsssssestrsssssrsssssssasssassssesssnsensssanes $ 70,144 $ 71,275
Women’s accessories 44 584 55,997
COTPOMAE .o ettt s s st s baa st b bbb s st ts 19,885 19,848
$ 150,762 $ 134,623 $ 147,120

(1) Operating income (loss) consists of net sales less cost of sales and specifically identifiable selling, general and administrative expenses.

(2) Other income includes royalty income on corporate trade names and other income not specifically identifiable to a segment.




NOTE 13 ~ DISCLOSURES ABOUT SEGMENTS OF AN ENTERPRISE AND RELATED INFORMATION {continued)

Our net sales, total assets and property, plant and equipment as of June 30, 2005, 2004 and 2003, by geographic location, were as follows
(doltars in thousands):

Year Ended June 30,
2005 2004 2003
(As restated) {As restated)
Net sales:
UNIEA SEATES ...cvvvercrnercreren s cesrsisssses s ss s ssss s asenasnas b eass s e see s pas oo besanstons $ 213,368 $ 208,570 $ 217,849
£ANAE (1)1 vt e ssa e s sansss s ressstab s et et b sen bbbt 7,864 5,850 6,638
$ 221,232 $ 215,420 $ 224,487
Income before provision for income taxes and cumulative effect of accounting change:
UNIEA SEALES ...vevee e bbb e b s e as st s en b ne $ 54976 $ 11,232 $ 12,555
CANEHE (1)..ev ettt s smss ot bs e b ses e b snsss bon b sess s asa st antebres s beans 434 250 84
$ 6410 $ 11,482 $ 12,639
Total assets:
United States $ 143,586 $ 128,735 $ 141,495
CANAAA (1)e1rmemeveremrrererreresss et sraeess s s e s s b s e bs s s ass st s bbbt sp s s 7,176 5,888 5,625
§ 150,762 $ 134,623 $ 147,120
Property, plant and equipment, at cost: -
United States $ 37,150 $ 34,089 $ 31,426
Canada (1) 592 492 459
$ 37,742 $ 34,581 $ 31,885

(1) Sales and income reported for our Canadian subsidiary are converted to U.S. dollars at the average exchange rate for each of the fiscal
years above, Total assets and property, plant and equipment are converted af the exchange rate as of June 30 for each year. Our Canadian
subsidiary is reported in our men’s accessories reporting segment.

NOTE 14 — RELATED PARTY TRANSACTIONS

During fiscal 2005, 2004 and 2003, we purchased inventory of approximately $42,497,000, $44,327,000 and $53,307,000, respectively, from a
supplier who is a stockholder of the Company. At June 30, 2005 and 2004, the total purchase amount listed above also included unpaid invoices

in the amount of $2,473,000 and $4,478,000, respectively. The merchandise is purchased at amounts which we believe approximate fair market
value. Afthough the potential exposure for product flow interruption may be significant in the event of loss of such supplier, this exposure is mitigated
because the inventory may be purchased from various other sources.



NOTE 15 —~ SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

A summary of our quarterly financial data (dollars in thousands, except per share amounts) for the two years ended June 30, 2005, is set forth below:

First Second Third Fourth
Quarter Quarter Quarter Quarter
Fiscal 2005
NEESAIES ...ttt ssans st sne b $ 60,474 $ 73,990 $ 43,905 $ 42,863
GFOSS MATGIN «.vvvvieeensseererseinssnesssnsversisssssssessssssarsassesssssasosssssssasmessntsasssossasseas 22,060 28,032 16,066 15,075
Income (105S) Defore INCOME 1AXES ....c..ocrvvereerercermrierresnsrenssssesresesessarsesassnsones 4,562 6,998 (1,711) (3,439)
NEL INCOME (J0SS) ...evremrrreensrminsssersmssses s assesssssssssssessasmssssssssssssssesmasssssaesases $ 2814 $ 4,201 $ (99N $ (2121)
Earnings (I05S) PEI COMMON ShATR .uue.ccerrvieersresserrisiasonssssebisesessseessssssssssins $ 044 $ 068 $ (0.16) $ (0.33)
Earnings (loss) per common share — assuming diution .......cvceecveneenisnaeene $ 043 $ 0865 $ (0.16) $ (0.33)

Net income for the fourth quarter of fiscal 2005 includes a charge for goodwill impainment related to our women’s accessories segment in the
amount of $847,000.

Fiscal 2004 (As restated)

NBESAIBS oot sn st st $ 64,232 $ 64,159 $ 42,560 $ 44,469
21,630 22,081 15,383 16,191
4,691 6,358 225 208

$ 2824 $ 3888 $§ 1M $ 128

EArnings per COMMION SAI .......couvivvuremersneresessssssrnessosesensssessseesssrsserssssesnes $ 046 $ 063 $ 002 $ 002

Earnings per common share — assuming ilUtion ........cvveevrrreeernrnenccnnnisnenen $ 045 $ 061 $ 002 3 002

See Note 1 to our consolidated financial statements for a discussion of restatement of prior period financial statements.
The effect of this restatement was $21,000, or $0.003 per diluted shars, for each of the first three quarters and $22,000, or $0.004 per diluted share,
for the fourth quarter of fiscal 2004.

NOTE 16 ~ SUBSEQUENT EVENTS

On August 2, 2005, the Board of Directors terminated the Tandy Brands Accessories, inc. Supplemental Executive Retirement Plan (the “SERP”), effective
as of September 2, 2005. As a resuft of the termination of the SERP, no additional participants may become entitled to benefits under the SERP. As of

the effective date of the termination, only one officer was an actively employed participant in the SERP. On August 19, 2005, the Board entered into an
agreement with that officer to waive his right to benefits which he had accrued under the SERP in exchange for (i) the balance (approximately $765,000)
remaining in the rabbi trust established by the Company for the purpose: of setting aside amounts to assist the Company in satisfying its obligation under
the SERP {the “trust”) as of the effective date of the termination of the SERP, after a benefit payment of approximately $85,000 was made to an officer
who was a participant in the SERP until his resignation, plus, {ii) beginniing with the 2006 fiscal year and continuing until June 30, 2008, an additional
$330,593 for each such fiscal year, which will be accrued on the books of the Company, or at the Company’s discretion, contributed to the trust. For the
additional accrual or contribution to be made each vear, the officer must remain employed by the Company for each such fiscal year and be employed
by the Company on the last day of each fiscal year. The funds remaining in the trust, as well as additional contributions 1o the trust, will continue to

be invested-under the terms of the trust. Any amounts that are not contributed to the trust, but are accrued on the books of the Company, shall accrue
interest at a rate equal per annum to the Company’s cost of borrowing at the time. The officer may elect payment of benefits either as a lump sum
payment after his retirement or a designated number of annual payments after that date.




Yo the Board of Directors of Tandy Brands Accessories, Inc.

We have audited the accompanying consolidated balance shests of Tandy Brands Accessories, Inc. and subsidiaries as of June 30, 2005 and 2004,
and the related consolidated statements of income, stockholders’ equity and cash flows for each of the three years in the period ended June 30,
2005. These financial statements are the responsibility of the Company’s management. Our respensibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
We were not engaged to perform an audit of the Company’s intemal control over financial reporting. Our audit included consideration of intemal
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal conirol over financial reporting. Accordingly, we express no such opinion. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financia! statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred o above present fairly, in all material respects, the consolidated financial position of Tandy Brands
Accessories, Inc. and subsidiaries at June 30, 2005 and 2004, and the consolidated results of their operations and their cash flows for each of the
three years in the period ended June 30, 2005, in conformity with U.S. generally accepted accounting principles.

As described in Note 1 to the consolidated financial statements, the Company corrected an eror related to a deferred tax asset associated with
their Canadian operations. The prior periods presented have been restated for this correction. Additionally, as described in Note 1 1o the consolidated
financial statements, effective July 1, 2002, the Company adopted Statement of Financial Accounting Standards No. 142, “Goodwill and Other
intangible Assets.”

Samt ¥ LLP

Fort Worth, Texas
August 10, 2005



TO OUR STOCKHOLDERS:

Management is responsible for the preparation and the integrity of the accompanying consolidated financial statements and related notes, which have
been prepared in accordance with accounting principles generally accepied in the United States and include amounts based upon our estimates and
judgments, as required. The consolidated financial statements have been audited by Emst & Young LLP, our independent registered public accounting
firm. In connection with their audits we have made available to Emst & Young LLP all financial records and related data. The accompanying independent
auditors’ report expresses an independent professional opinion on the faimess of presentation of management’s financial statements.

Management maintains a system of intemal controls over financial reporting. We believe this systern provides reasonable assurance that transactions
are properly recorded and reported in the financial statements, assets are properly safeguarded and accounted for and records are maintained so as
to permit preparation of financial statements in accordance with accounting principles generally accepted in the United States.

The Board of Directors, through the activities of its Audit Committee consisting solely of independent directors, provides oversight of the process
of reporting financial information. The committee meets periodically with management and our independent registered public accounting firm
and internal auditors to review internal accounting controls, audit results, financial reporting and accounting principles and practices. Both our
independent and internal auditors have full and free access to the Audit Committee, with and without management present.

LIS

J.8.B. Jenkins Mark J. Flaherty
President and Chief Executive Officer Chief Financial Officer




General

Tandy Brands Accessories, Inc. is a leading designer, manufacturer and marketer of branded men’s, women’s and children’s accessories, including
belts and small leather goods, such as wallets, Our product fine also includes handbags, socks, scarves, gloves, hats, hair accessories, suspenders,
cold weather accessories, sporting goods, neckwear and gift accessories. Our merchandise is marketed under a broad portfolio of nationally
recognized licensed and proprietary brand names, including DOCKERS®, LEVI’'S®, LEVI STRAUSS SIGNATURE™, JONES NEW YORK®, TOTES®, ROLFS®,
HAGGAR®, WOOLRICH®, JORDACHE®, BUGLE BOY®, CANTERBURY®, PRINCE GARDNER®, PRINCESS GARDNER®, AMITY®, COLETTA®, STAGG®, ACCESSORY
DESIGN GROUP®, TIGER® and ETON®, as well as private brands for major retail customers. We sell our products through all major retail distribution
channels throughout the United States and Canada, including mass merchants, national chain stores, depariment stores, men’s and women'’s specialty
stores, catalog retailers, grocery stores, drug stores, golf pro shops, sporting goods stores and the retail exchange operations of the United States
military.

The principal market for our common stock is the NASDAQ Nationat Market System. Our common stock is listed on the NASDAQ National Market under
the symbol “TBAC.” As of September 1, 2005, we had approximately 839 stockholders of record.

Our Company and our corresponding customer relationships are organized along men’s and women’s product lines. As a result, we have two reportable
segments: (1) men's accessories, consisting of belts, wallets, gift accessories, jewelry, neckwear, suspenders, gun slings and other small leather
accessories, and (2) women's accessories, consisting of belts, wallets, socks, cold weather goods, handbags, scarves, hats and hair accessories.

The foltowing provides an overview of sales and gross margin data from our reportable segments for fiscal 2005 compared to the previous two fiscal
years (see Note 13 to our consolidated financial statements for certain other financial information with regard to our men’s and women’s accessories
segments):

Year Ended June 30,
2005 2004 2003
{dollars in thousands)
Net sales:
Men's accessories..... $113,558 $108,816

Women’s acCcessories ......oveernreneens 101,862 115,671
Total net sales ....... $ 215,420 $ 224,487

Gross margin:

MEN'S ACCESSOMEBS . cvuerreersrrsraserinrrrssrsersnrsirsessssssenssssssssssssmnsstsssnsine $ 53,941 $ 44,360 $ 41,409
WOMEN'S BCCESSOMEBS ...vveccvreiinirensecersssssiseressesasessssseesses smessres 27,292 30,925 36,679
Total GroSS MATGiM ... e reeeeeeeeeesseesseeeaeseessrsscesssssessenssasseseenran $ 81,233 $ 75,285 $ 78,088

Gross margin as percentage of sales:
MEN'S ACCESSOMBS ...voverrrerirererseresrrrreesaresirstesetssesesasssesassssssssesonens 40.1% 39.1% 38.1%
WOMEN'S BCCESSOMIES evvvrrcrrrerernerrrsetrsmsssesssriecarsesmnnsesssernsssannes 31.5% 30.4% 31.7%
TOMAL oottt et et s b s sc e bn s st bbb e 36.7% 34.9% 34.8%

Our sales are generally affected by changes in demand for our product categories (volume) as well as customer allowances and retumns. Additionally,
sales volume can impact our gross margins in terms of product mix betwaen mass merchant retailers, which typically sell product at lower price
points than that of the department store and specialty retailers. Our cost of goods sold includes all costs associated with the procurement and
manufacture of inventory, such as the cost of inventory or raw material purchased from overseas, costs of transporting the inventory or material from
our suppliers, ticketing and labeling of product and, where applicable, labor and overhead related to our product manufacturing facilities. Selling,
general and administrative costs include all our costs refated to selling and administrative activities incurred in the normal course of business that are
not associated with the procurement or production of inventory, which includes costs associated with our distribution centers. Given that some entities
may include costs related to their distribution network in cost of goods sold and others, such as our Company, may exclude all or a portion from cost of
goods sold, our gross margins may not be comparable to others.

The Company is deeply saddened by the destruction and tremendous loss the Guif Coast region of our country endured as the result of Hurricane
Katrina. Given the uncertainty of the economic impact of the events of Hurricane Katrina, we cannot predict at this time whether future orders will be
adversely affected during fiscal 2006.




The following table illustrates net sales by product category from our reportable segments for the years ended June 30 (doffars in thousands):

Men’s % of Women's % of Total Net % of
Sales Sales Sales Sales Sales Sales
2005
BEHS oot renssesens e st venren $ 91,40 67.9% $ 27,682 32.0% $119,083 53.8%
Small Leather GOOAS ........ovververveerrmsrrercssrressassenreens 17,408 12.9% 24,329 28.1% 41,737 18.9%
SOCKS .ocvvvmseesnreenssssss s sssssssssessessnestssemessssssasanns - - 12,077 13.9% 12,077 5.5%
Cold Weather GOOGS .......cvveeerereinirisneeinsnseresnsseseeeens - - 6,441 1.4% 6,441 2.8%
Hats & Handbags ......ccoevecrverrnerirenrernneriesesesssessennis - - 10,561 12.2% 10,561 4.8%
GIft ACCESSOMES. .vveverrrrectemrersessesresissnssiscanssrsresvenecs 13,655 10.2% - - 13,655 6.2%
OhEr PrOAUCES ....vveevecncrressnecsessssncssesaserensressessesseneons 12,120 9.0% 5,558 6.4% 17,678 8.0%
Total Net SaleS ...t enesesens $134,5 100% $ 86,648 100% $221,232 100%
2004
BEHS vecrreecrrrrincreirrrereennnes . $87226 76.8% $ 30,390 29.8% $117,616 54.6%
Small Leather GOOS .........ccoveereeniireerisrenercessereeninnne 18,329 16.2% 27,018 26.5% 45,347 21.1%
SOCKS...ccvevrrersrrserssnsserersssasssstsssestenssssesessnsnessssstssense - - 16,977 16.7% 16,977 7.9%
Cold Weather GOOUS ......cevurerrorrvrnerirsesercesserernssrsnesens - - 6,809 6.7% 6,309 3.2%
Hats & HanAbags ......coeevrerrerecserecrvsrseresnssersenesarsasenns - - 18,303 18.0% 18,303 8.4%
Gt ACCESSOTIES...vcvevucrriereaceersrsrvecrenrersscnsssccsnsenscasnnne - - - - - -
Other ProduCtS ... reecs s e snsssnsssnasennss 8,003 7.0% 2,365 2.3% 10,368 4.8%
Total Net SAIBS ....uvvvcvrrnrcsirr et sesanenenans $113,558 100% $101,862 100% $215,420 100%
2003
BEHS ....cverereriserr s st s sesees $ 80,398 74.4% $ 38,392 33.2% $119,290 53.1%
Small Leather GOOUS ........oeeervreerrecrmreireeesresisrnssesens 19,356 18.2% 24,586 21.3% 44,442 19.8%
SOCKS cvenvrrreserasinssessenssssenresssenesssssssssressssnsssssasosssrssens - - 19,019 16.4% 19,019 8.5%
Cold Weather GOOMS.......ccocueveeecreererereree s sseneans - - 6,281 5.4% 6,281 2.8%
Hats & Handbags .....cccuvreeevemrinnireminnecermmmensecsnsesnsnines - - 21,823 18.9% 21,823 9.7%
Gift ACCESSOMIBS. . cuerrerrierrrnrr s crsnsrccesrerersessnnsees - - - - - -
Other PrOQUCES .....vceeecvcevneceteeesecissrsses e ressasmessens 8,062 7.4% 5,570 4.8% 13,632 6.1%
Total Net SRIES ... eccseenrresireeeecsnns $108,316 100% $115,671 100% $224,487 100%

Challenges and Opportunities
Fiscal 2005 presented many challenges and opportunities for us. We experienced strong sales in our core men’s accessories business due to increased
demand for belts and smail leather goods programs as well as strengthiening performance from our newer initiatives, including men's neckwear and

. jewelry. Gift accessories from our ETON division, acquired on July 1, 2004, have also performed well during fiscal 2005. However, competitive market
pressures and changing trends in women’s fashion accessories contributed to a decrease in sales for our women's division. This downtum in business
and a reduction in expected future cash flows frem our women’s department store division resulted in a goodwill impairment charge of $847,000
related to this business. We are currently in the process of consolidating our women’s mass merchant and department store businesses into one group
1o improve the overall performance and profitability of our women's segment. We expect that this consolidation will allow us to better meet the needs of
our customers and also improve the productivity and profitability of the division.

As a result of the Company’s annual 2005 audit, an error was identified related to an overstatement of a deferred tax asset associated with the tax
return treatment of intercompany charges with our Canadian operation that required restatement of the fiscal 2004 and prior financial statements. The
restatement reduced 2004 and 2003 reported earnings by $85,500 and $125,000, or $0.01 and $0.02 per diluted share, respectively. Additionally,
beginning stockholders’ equity for fiscal 2003 was reduced by approximately $741,000. This deferred tax adjustment had no impact on the Company’s
fiscal 2005 financial results.

We declared quarterly dividends to our stockholders of $.0275 per share in each quarter of fiscal 2005. On August 16, 2005, our Board of Directors
declared a dividend for the first quarter of fiscal 2006 of $.0275 per share, payable to stockholders of record as of September 30, 2005.

As you read the following discussion and analysis, you should refer to aur consolidated financial statements and the accompanying notes presented
elsewhere in this annual report.




FISCAL 20065 COMPARED TG FISCAL 2004

Net Saies and Gross Margin
The following table illustrates net sales and gross margin data from our reportable segments for the year ended June 30, 2005, compared 1o last year.

Year Ended June 30,
% Increase
2005 2004 {Decrease)
(dolfars in thousands)
Net sales:
MEN'S ACCESSOMES c.vvvveiinrrrecseesensrserissseesssrssssassssssssenessenissssensen $134,584 $ 113,558 18.5%
WOMEBN'S ACCESSOMES ...uvrverersracreresrisssesssecssnresastssesssassanssssessasses 86,648 101,862 (14.9%)
TOAl NEL SAIBS.....veerercir e s s e ssas st enssens $ 221,232 $ 215,420 2.7%
Gross margin:
MEN'S BCCESSOMBS «.vurvverrerisrrsrresssnsenssissasssrssssssssssbessessarssssssees $ 53,941 $ 44,360 21.6%
WOmen’s accessories ......ccovreermverences 27,262 30,925 (11.7%)
Total GroSS MArGiN......vevruerrreereesesriesesenssrserssessvessensasasesseseres $ 81,233 $ 75,285 7.9%
Gross margin as a percentage of sales:
. Men’s aCCESSOMES .vvvrrmrveerrrrrcrsrerennes 40.1% 33.1%
Women's accessories 31.5% 30.4%
TOMAL covecvrrrse et errae e e es st et en st sen e s nes 36.7% 34.9%

Net sales increased $5.8 million compared to last year. The overall increase is primarily due to the sale of gift accessories by our ETON division,
acquired on July 1, 2004, Net sales of men’s accessaries increased $21.0 million compared to last year due to the addition of gift accessories from
ETON, which added $13.7 million in net sales, as well as increased sales of men’s belts and small leather goods. Strengthening sales of neckwear and
jewelry, added to our men’s product line late last year, also increased sales in fiscal 2005. Net sales of women's accessories decreased $15.2 miltion
due to reduced sales by both our mass merchant and department store businesses across all major product categories during fiscal 2005. The shortfall
was due to downward pressures on women’s accessories replenishment, competitive market pressures at the department store level for bandbags
and small leather goods as well as changing trends in fashion accessories categories, such as straw bags, compared to the prior fiscal year.

During fiscal 2005, ETON recorded saies of $13.7 million, net of $6.3 million of discounts, returns and allowances. included in that amount is a $465,000
reserve for sales returns related to Father’s Day sales at June 30, 2005. Due 1o the nature of ETON’s business, a significant percentage of sales in gift
accessories occurs during the Christmas and Father’s Day holiday seasons. A reserve was recorded during each quarter for anticipated returns expected
to occur during the following quarter.

Gross margins increased $5.9 million in fiscal 2005 compared to fiscal 2004. This increase was primarily due to a higher sales mix of men’s
accessories, which includes the higher margin gift accessories business. Gross margins in our men’s division increased $9.6 million compared to last
year. This increase offset the $3.6 million decrease in gross margins for women's accessories which was due to the sales shortfall in our women’s
business as well as higher than anticipated customer allowances requested by customers 1o offset their markdowns at retail in order to increase
product sales.

Gross margins as a percentage of sales increased 1.8% in fiscal 2005 cornpared to fiscal 2004. The gross margin increases were due to a higher
sales mix of men’s accessories, which includes the higher margin gift accessories business, and improved margins in our women’s mass merchant
categories compared to the same period iast year. We anticipate our ETON gift accessories business will generate sales with gross margins that are
approximately 250 to 500 basis points above our core men's accessories business. Nevertheless, any material changes in sales mix, such as higher
mass merchant accessory sales or direct shipments, could lower our gross margin percentages during a particular season. Direct shipments have
lower than average gross margins because these goods are shipped directly from the supplier to our customer and are not handied in our distribution
centers, thereby reducing our overhead costs related to the sale.




Cperating Expenses
The following table illustrates selling, general and administrative expenses and depreciation and amortization expenses for our reportable segments

for fiscal 2005 compared to fiscal 2004:

Year Ended June 30,
% Increase
2005 2004 (Decrease)
(dollars in thousands)
Selling, general & administrative expenses:
MEN'S BCEESSOMES. c.vvrurerererrrrireasresessssssssssssnssrsssssssessssnssessssnarssssssrossace $ 39,866 $ 29,574 34.8%
WOMEN'S ACCESSOMIBS .vcuvrriniieerernreserertsassassseasssssssssesstsnsnessssassaseresnasas 28,109 27,945 0.6%
TOMAL e s b ar s rsrsbsra s $ 67,975 $57,519 18.2%
Depreciation and amortization expense: .
MEI'S BCCESSOMES. .vuvvvecnscrrerisersssssesssssssesesreressssssssssrssesestnsessesanssssssssas $ 3,073 $ 2,137 43.8%
WOMEBN'S ACCESSOMIBS .. ..o ircireriiresreieissesssse e s snsrsessavobasssesbenson 1,952 1,918 1.8%
TOMAL ... ns e s st ass e s nts s abassenre s ren e $ 5,025 $ 4,055 23.9%
INEIESE BXPEIISE 1...cvvvverecerererensrariasnsemnssssessesnssessesesssansssssssasas sossnsareeseesass $ 1,222 $ 2,357 (48.2%)

Selling, general and adminisirative expenses increased $10.5 million in fiscal 2005 compared to fiscal 2004. The increase is due to $5.8 million of
selling, general and administrative costs resulting from our acquisition of ETON, which include the planned integration costs related to the operation
of an additional facility in New Orleans, such as rent, wages and other aperating costs. During the third quarter of fiscal 2005, most of the expenses
related to the New Orleans operations were phased out, with inventory and shipping operations relocated to our West Bend, Wisconsin, facility.
Commission expense increased by $800,000 due to the sales increase related to our acquisition of ETON. Total royalty expense for the year increased
10 $2.7 million compared o $1.4 million last year, due to payments for ETON royalties as well as increased rayalty expense in our other divisions.
Legal expense increased $1.2 million in fiscal 2005, which included a $680,000 charge related to an agreement to settie a legal dispute related

1o certain products produced by the Company, compared to fiscal 2004, During the fourth quarter of fiscal 2005, severance costs of approximately
$400,000 were incurred as a result of the ongoing restructuring in our women's mass merchant and department store businesses. Other variable
costs also increased due to the $5.8 million sales increase over the prior year. Also, during the second and fourth quarters of fiscal 2004 we recorded
a bad debt recovery of $651,000 and $163,000, respectively, from a customer’s bankruptcy court settlement and payment of accounts receivable
that we had previously reserved.

During the fourth quarter of fiscal 2005 we recorded a charge for goodwill impairment refated to our women’s department store division in the
amount of $847,000. The goodwill impairment was recorded due to the decreased sales in our women’s department store division resuiting from
soft holiday sales and competitive market pressures at the department store level for handbags and small leather goods during fiscal 2005. This
downturn in business and a reduction in expected future cash flows frem our women’s department store division resutted in an impairment of the
goodwill related to this business.

Depreciation and amortization expense increased due to our acquisition of ETON, additional leasehold improvements in our corporate offices and
assets related to the distribution software implementation in Yoakum, Texas. Included in the expense for ETON is amortization of $370,000, related to
$2.6 million of intangibles, primarily customer lists, acquired with ETON,

Interest expense for fiscal 2005 decreased $1.1 million compared to fiscal 2004. This decrease was primarily due to the expiration of our rate swap
agreement which expired June 27, 2004. Our weighted-average interest rate for fiscal 2005 was 3.5% and 5.6% for fiscal 2004, inciuding the rate swap.

The effective tax rates for fiscal 2005 and fiscal 2004 were 37.8% and 39.5%, respectively. The effective tax rate was lower for 2005 due to lower
effective state and local tax rates.

Net Income

Net income for fiscal 2005 decreased 42.6% to $4.0 million, or $0.61 per diluted share, compared to net income of $7.0 million, or $1.09 per diluted
share, for fiscal 2004. The decrease in net income in fiscal 2005 was due to reduced sales of women’s mass merchant accessories, the $847,000
goodwill impairment charge related to our women's department store business and increased operating costs described above.




FISCAL 2004 COMPARED T0 FISCAL 2003

Net Sales and Gross Margin
The following table illustrates net sales and gross margin data from our reportable segments for the year ended June 30, 2004, compared 1o the year
ended June 30, 2003:

Year Ended June 30,
% Increase
2004 2003 (Decrease)
(dollars in thousands)
Net sales:
MEN'S BCCESSONBS. cv1verirsresssesetrssssssaiaresasassssrsssssressssssssssessnsasserssns $113,558 $108,816 4.4%
WOITIEN'S BCCESSOMES vusrsreerisesersractsmnreniarssrsssssesmesesaressesesssaseassosas 101,862 115,671 (11.9%)
TOMA! NBL SAIBS ...evveriecrerrirreresr s resscnersresersr e essessssen esesasens $ 215,420 §$ 224,487 (4.0%)
Gross margin:
MEN'S BECESSOMES . vvenrrerrrveessessiasserssssass ese st sesssmsssssssssssesestestsassans $ 44,360 $ 41,409 7.1%
Women’s accessories........ 30,925 36,679 (15.7%)
Total gross margin $ 75,285 $ 78,088 (3.6%)
Gross margin as a percentage of sales:
MBS GCCESSOMEBS . ...uevrerrverirreesriserseetsseanmrssesessrsessesereresssssrasacsesesneres 39.1% 38.1%
Women'’s accessories 30.4% 31.7%
34.9% 34.8%

Net sales decreased $9.1 million compared to the previous year. The overall decrease was attributable to lower sales volume in women’s mass
merchant accessories. Net sales of men’s accessories increased $4.7 million compared to the prior year due to higher men’s and boys’ mass
merchant bet sales during fiscal 2004. Net sales of women's accessories decreased $13.8 million due to lower sales to mass merchants during
fiscal 2004. The shortfall in our women’s mass merchant category was due to downward pressure on inventory replenishment by mass merchant
customers, competitive market pressures and fewer item-driven fashion trends.

Gross margins decreased $2.8 million in fiscal 2004 compared to fiscal 2003. This decrease was primarily due to the decrease in women'’s
accessories grass margins, which decreased $5.8 million, or 15.7%, in fiscal 2004 compared to fiscal 2003. The decrease in gross margins for
women’s accessories was due to higher than anticipated customer allowances and direct sales shipments of women'’s accessories to Target and
Payless ShoeSource. Direct shipments have lower than average gross margins because these goods are shipped directly from the supplier to our
customer and are not handled in our distribution centers, thereby reducing our overhead costs related to the sale. The decrease in gross margins
for women’s accessories was offset by gross margins for men’s accessorias, which increased $3.0 miflion compared to the previous year. The
improvement in gross margins for men'’s accessories was due to an increase in margins for department store sales of men’s belts, small leather
goods and accessory asseriments compared to the previous year.

Although we anticipate gross margin percentages to approximate historical levels in future periods, any material changes in sales mix, such as higher
mass merchant accessory sales or direct shipments, could lower our gross margin percentages during a particular season.




Operating Expenses
The following table illustrates selling, general and administrative expenses and depreciation and amortization expenses for our reportable segments for

fiscal 2004 compared to fiscal 2003:

Year Ended June 30,
% Increase
2004 2003 {Decrease)
(dollars in thousands)
Selling, general & administrative expenses:
MEN'S BCCESSOMES 1.vvvevrerroererciritsesessesrasseressssseressesnssesssssssesassesssenes $29,574 $ 30,384 {2.7%)
WOMEN'S BCCESSOTIES .verrrirerensrmiecseresiesessrerssisessssersnsessissrsreseassonsasane 27,945 28,066 (0.4%)
Total. . OOV O PSSO TIOOORR $57,519 $ 58,450 (1.6%)
Depreciation and amortization EXPENSE:.......vvucerriviniserssesssenserssseseseenes
MEN'S BCCESSOMES ...vurtveerresersesrsreesssssasssssssesiessrsessssssessmersanssesessssrsss $ 2137 $ 2351 (9.1%)
WOINEN'S ACCESSOMES ...vvverrverrrerrrreinresrsesrarnensrassarsrssessorssssinsossssmssenss 1,918 1,916 0.1%
TOMAl vt es s nsbesres e rasenses st saa st sssn v enten $ 4,055 $ 4,267 (5.0%)
TNLETEST BXPBNSE ... e cvcrise e sae e st besssbessss s ssanrssenssnssaene $ 2357 $ 2,833 (16.8%)

Selling, general and administrative expenses decreased $0.9 million in fiscal 2004 compared to fiscal 2003. This decrease was due primarily to a bad
debt recovery of approximately $651,000 and $163,000 during the second and fourth quarters of fiscal 2004, respectively, arising from a customer’s
bankruptey court settlement and payment of accounts receivable that we had previously reserved. Other decreases in expenses were attributable to
variable costs related to lower sales, such as reduced royaity, customer freight and shipping supplies expense during fiscal 2004 compared to the prior
year. Telecommunication expense also decreased by approximately $300,000 due to the change to web-based ED! transmissions.

Depreciation and amortization expense decreased due to certain intangibles that were fully amortized during the prior fiscal year, having reached the
end of their useful lives.

Interest expense for fiscal 2004 decreased $0.5 million compared to fiscal 2003. This decrease was primarily related 1o lower interest rates as well as
lower debt levels compared to the prior year.

The effective tax rates for fiscal 2004 and fiscal 2003 were 39.5% and 39.9%, respectively.

Net income

Net income for fiscal 2004 decreased 8.4% to $7.0 million, or $1.09 per diluted share, compared to net income of $7.6 million, or $1.26 per diluted
share, for fiscal 2003, before the cumulative effect of accounting change resulting from the adoption of SFAS No. 142. During fiscai 2003 we recorded
the cumulative effect of an accounting change resutting fram the adoption of SFAS No. 142 in the amount of $581,000, net of tax. Net income for fiscal
2003, including the cumulative effect of the accounting change, was $7.0 million, or $1.16 per diluted share. The decrease in net income in fiscal 2004
was primarily due to reduced sales of women’s mass merchant accessories.

LIQUIDITY AND CAPITAL RESOURCES

For the year ended June 30, 2005, our operating activities provided cash of $4,556,000 compared to $23,013,000 in the previous year. This change

is due to increased inventory procurement for ETON and our core men’s division compared to the prior year. Our investing activities used cash of
$14,363,000 for fiscal 2005 compared to $3,118,000 in the previous year due primarily to our acquisition of Superior for $10,000,000 on July 1, 2004.
The purchase was funded entirely with cash, drawing on our existing credit line.

Capital expenditures totaled $3,513,000 for the year ended June 30, 2005, an increase of $395,000 from the previous year. This increass is attributed
1o the implementation of a new distribution software application at our facility in Yoakum, Texas, and the acquisition of additional computer hardware
related to that project. The Yoakum software implementation project was completed during the third quarter of fiscal 2005. Other capital expenditures
during the year are related to additional leasehold improvements in our corporate offices.




LIGUIDITY AND CAPITAL RESOURCES (continued)

Generally, our primary sources of liquidity are cash flows from operating activities and our credit facility. We have an $85,000,000 unsecured revolving
credit facility, which can be used for seasonal borrowings and letters of credit. In addition, this facility contains an accerdion feature to increase the
facility by up to an additional $25,000,000 by adding an additional financial institution at a later date. Aithough our credit facility is unsecured, it is
guaranteed by all of our subsidiaries, except our Canadian subsidiary. The credit facility requires us to maintain certain financial covenants. if we do

not comply with these covenants, our liquidity position could be adversely impacted. Our borrowings under our credit facility were $16,055,000 and
$10,000,000 as of June 30, 2005 and 2004, respectively. We also have a Canadian line of credit of approximately $816,000 secured by a letter of credit
from a United States bank. See Note 5 to our consolidated financial statements.

At June 30, 2005, we had credit available under our credit facility and our Canadian fine of credit as follows:

June 30I 2005

Total CTedit fACHIHIES. ...ccovvrrrrreercre s sessenessesessessssersessssons $ 85,816,000
Less:

Debt outstanding..........coc...... . JEOTOR 16,055,000

Outstanding letters of credit.......... 7,592,000

Canadian standby letter of credit........ovvverrivnneese e, 816,000

Credit aVailable......vrevormerirn e st srassessssesessss s sesensnesaas . $ 61,353,000

Under the credit facilities described above, future payments required for debt maturities will be $16,055,000 in fiscal year 2008.
We believe we have adequate financial resources and access to sufficient credit facilities to satisfy our future working capital needs.

During fiscal 2005, we declared dividends as set forth in the following table:

Declaration Date Record Date Payabli: Date Dividend per Share
August 12, 2004 September 30, 2004 QOctober 19, 2004 $ 0.0275
December 2, 2004 December 31, 2004 January 20, 2005 $ 0.0275
February 8, 2005 March 31, 2005 April 20, 2005 $ 0.0275
April 21, 2005 June 30, 2005 July 20, 2005 $ 0.0275

We expect that quarterly dividends will continue to be paid in fiscal 2006. See the “Subsequent Events” section that follows.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RiSK

We are subject to interest rate risk on our long-term debt. We manage our exposure to changes in interest rates. The effect of a 1% increase or
decrease in the interest rate on our long-term debt could fower or increas: our operating results by $160,000. Under our previous credit facility, we
hedged our exposure to changes in interest rates on a portion of our variahle debt by entering into an interest rate swap agreement to lock in a fixed
interest rate for a portion of these borrowings. In conjunction with an amendment to our credit facility during fiscal 2003, we discontinued hedge
accounting on this swap. The change in the fair value of the swap agreement and balance in other comprehensive income was charged to interest
expense during 2004 for the remaining term of the swap. We held the swap until two days before maturity on June 27, 2004. At that time, we canceled
the swap with no penalty; and on June 28, 2004, we paid $20,000,000 on the outstanding debt. As of June 27, 2004, the interest rate swap agreement
expired and is therefore not reflected on our balance sheet. We do not expect the potential impact of market conditions on the fair value of our
indebtedness to be material.

In addition to interest rate risk on our long-term debt, we are also exposed to market risk with respect to changes in the global price level of certain
commodities used in the production of our products. We routinely purchasz leather hides during the year for use in the manufacture of men’s belts. We
also purchase a substantial amount of leather items from third-party suppliers. An unanticipated material increase in the market price of leather could
increase the cost of these products to us and therefore have a negative efiect on our results of operations.

Market risk related to foreign currency has been historically immaterial given that the purchase of materials used in the production of our products has
generally been negotiated and settled in U.S. dollars.




CONTRACTUAL OBLIGATIONS

The following is a summary of our significant contractual cash obligations for the periods indicated that existed as of June 30, 2005, and, except for
purchase obligations, is based on infermation appearing in the notes to sur consolidated financial statements (dolfars in thousands):

Less than More than

Total 1 Year 1-3 Years 3 -5 Years 5 Years
Long-term debt (1) ............. reereri e e % 16,055 $ - $ 16,055 $ - $ -
Operating 18aSes (2).....corerecrsnicnserssernnsnnns e 7,566 2,161 3,263 2,142 -
Payments under royalty licenses {2).......cureceernversevensnens 3,128 1,388 1,530 210 -
Supplemental Executive Retirement Plan (3) ....ocoeevvievneae 850 85 - - 765
Purchase obligations (4) .........cceeeeeccremmecrverrensiscrrencones 41,843 41,843 - - -
Total contractual OblIgations .......vccevveeereerrereerenernsneseesseees $ 69,442 $ 45477 $ 20,848 $ 2352 $ 765

(1) Qur cument interest rate is 4.5%. Interest on the debt atiove is expensed and paid monthly and is not included in the debt obligation
set forth above.

(2) See Note 7 to our consolidated financial statements for a discussion of our future minimum rental and royalty commitments.

(3) See Note 16 to our consolidated financial statements and the “Subsequent Events” disclosure which follows for a discussion of the
SERP plan, which was terminated on September 2, 2005.

(4) Purchase orders in the ordinary course of business that may be cancelled without penalty. Purchase obligations include outstanding
letters of credit of $7.6 million which primarily represent inventory purchase commitments which typically mature in two to six
months. See Note 5 to our consolidated financial statements.

OFF-BALANGE SHEET ARRANGEMENTS

We do not have any off-balance sheet arrangements.

CRITICAL ACCOUNTING POLICIES

We consider an accounting estimate to be critical if: (1) the accounting estimate requires us to make assumptions about matters that were highly
uncertain at the time the accounting sstimate was made, and (2) changes in the estimate that are reasonably likely to occur from period to period, or
use of different estimates that we reasonably could have used in the current period, would have a material impact on our financial condition or results of
operations. Management has discussed the development and selection of these critical accounting estimates with the Audit Committee of our Board of
Directors. In addition, there are other items within our financial statements that require estimation but are not deemed critica! as defined above. Changes
in estimates used in these and other items could have a material impact, on our financial statements.

The use of estimates is pervasive throughout the consolidated financial statements, but the accounting policies and estimates considered most critical
and a basic sensitivity analysis as each relates to our financial statements are as foliows:

Revenues

We recognize revenue when merchandise is shipped and title to the goods has passed to the customer, We record allowances, including cash discounts,
in-store customer allowances, cooperative advertising allowances and customer returns, at the time the revenue is recognized, based upon historical
experience, current trends in the retail industry and individual customer and product experience. Actual retums and allowances may differ from the
estimates recorded. Such differences would affect the operating results of subsequent periods.

We perform perjodic credit evaluations of our customers’ financial condition and reserve against accounts deemed uncollectible based upon historical
losses and customer specific events. After alt collection efforts are exhausted and the account is deemed uncollectible, it is written off against the
reserve for doubtful accounts. Credit losses have historically been within management’s expectations. We generally do not require collateral.




Revenues (continued)

Historically, our return reserve estimates have approximated cur actual returr: experience. However, due 1o the nature of our recently acquired ETON
business, a significant percentage of sales in gift accessories occurs during the Christmas holiday season, and a reserve is recorded during that quarter for
anticipated retums expected to occur during the following quarter. During the second quarter of fiscal 2005, we recorded estimated return reserves for ETON
of approximatety $1.8 million, based on their historical experience. However, actual returns during the third quarter exceeded that reserve due to lower than
anticipated sell through by customers. During the quarter ended March 31, 2005, we recorded an additional adjustment to reserve for retums, increasing loss
before income tax, net loss and eamings (loss) per diluted share by approximately $1.6 million, $1.0 miliion and $0.16 per share, respectively.

Sensitivily Analysis

The estimated effect of the indicated increase/decrease in our sales on our customer and bad debt allowances is shown below (dollars in thousands, except
per share amounts):

June 30, 2005
Percentage of Allowance Fiscal 2005 Fiscal 2005
S_a_lgs Change Reserves Expense EPS Impact
Increase {Decrease)
Change in customer allowances & returns................. +-0.5% $1,106/($1,106) $1,106/($1,106) {30.11)/$0.11
Change in allowance for bad debts.......cccoeveveeereerenens +/- 0.125% $277/($277) $277/(3277) ($0.03)/$0.03

Actual effects could fluctuate significantly based on general economic conditions, trends and developments within our industry or situations unique o a
specific significant customer.

Inventories

Inventories are stated at the lower of cost (principally standard cost, which approximates actual cost on a first-in, first-out basis) or market. Cost
includes materials, direct and indirect labor and factory overhead. Market, with respect to raw materials, is replacement cost; and with respect to work-
in-process and finished goods, is net realizable value. In our assessment of the value of inventory, management monitors the accumulation of excess
inventory at the end of each season. Dur assessment is both a quantitative measurement (e.g., the use of metrics such as the number of months’ supply
on hand) and qualitative measurement (e.g., the ability to utilize certain styles in current and future programs). In general, the Company has relationships
with oft-price customers that will purchase excess inventory at discounted prices in which the Company has been able to realize values above cost.

If circumstances arise in which the market value of items in inventory declines below cost, an inventory markdown would be estimated and charged

1o expense in the period identified. I we incorrectly anticipate these trends or unexpected events occur, the results of operations could be materially
affected. We closely monitor fashion trend items and anticipate additional inventory markdowns if market indications in fashion trends justify further
reserves. Historically, such inventory markdowns have generally been within management's expectations.

Sensitivity Analysis
The effect of a markdown of 1% in the value of total inventory is shown below (dollars in thousands, except per share amounts):
Percentage of June 30, 2005 Fiscal 2005 Fiscal 2005

Inventory Inventory Expense EPS Impact
increase (Decrease)

Change in inventary markdown reServe.........ovweesvneins -1% (3679) $679 ($0.06)

Goodwill

We adopted the provisions of SFAS No. 142, effective July 1, 2002, This Statement changed the accounting for goodwill and indefinite-lived intangible
assets from an amortization approach to an impairment-only approach. The SFAS No. 142 goodwill impairment model is a two-step process. The first
step compares the fair value of a reporting unit that has goodwili assigned to its carrying value. We estimate the fair value of a reporting unit using
discounted cash flow analysis. If the fair value of the reporting unit is determined to be less than its carrying value, a second step is performed to
compute the amount of geadwill impairment, if any. Step two aliocates the fair value of the reporting unit to the reporting unit's net assets ather than
goodwill. The excess of the fair value of the reporting unit over the amounts assigned to its net assets other than goodwill is considered the implied fair
value of the reporting unit’s goodwill. The implied fair value of the reporting unit's goodwill is then compared to the carrying value of its goodwill. Any
shortfall represents the amount of goodwill impairment.




Goodwill (continued) _

Using the SFAS No. 142 approach described in the previous paragraph, we recorded a transitional goodwill impairment charge during the first quarter
of fiscal 2003 of $950,000 ($581,000, net of tax), presented as a cumulative effect of accounting change, related to our women’s accessories
segment. We also recorded an impairment of $847,000 during the fourth quarter of fiscal 2005, presented as an operating expense. The goodwill
impairment was recorded due to the decreased sales in our women’s dapartment store division resulting from soft holiday sales and competitive
market pressures at the department store level for handbags and small leather goods during fiscal 2005. This downturn in business and a reduction
in expected fiture cash flows from our women’s department store division resulted in an impairment of the goodwill related to this business.

We continually evaluate whether events and circumstances have occurred that indicate the remaining balance of goodwill may not be recoverable.
In evaluating impairment, we estimate the sum of the expected future cash flows derived from such goodwill. Such evaluations for impairrent are
significantly impacted by estimates of future revenues, costs and expenses and other factors. A significant change in cash flows or cost of capital in
the future could result in an impairment of goodwill.

SEASONALITY

Our quarterly sales and net income resutts reflect a seasonal increase during the first and second quarters. The following table presents the
percentage of the total annual net sales and net income that occurred in each quarter of fiscal 2005 and 2004.

First Second Third Fourth
Quarter Quarter Quarter Quarter
Net sales
Fiscal 2005...............ccocommmmecrnennicnrenns 27.3% 33.4% 19.9% 19.4%
Fiscal 2004............eccrerererrnrerereesenvens 29.8% 29.8% 19.8% 20.6%
Net Income (loss)
Fiscal 2005..................... veresaerrr e et 70.6% 107.6% (25.0%) (53.2%})
Fiscal 2004 (as restated).........ccoerriernns 40.6% 55.9% 1.6% 1.9%

INFLATION

Although our operations are affected by general economic trends, we do not believe that inflation has had a material effect on our operating resufts
during the past three fiscal years.




{MPACT OF RECENTLY ISSUED AGCCOUNTING STANDARDS

In May 2005, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS™) No. 154, “Accounting
Changes and Error Corrections,” which will become effective for most publicly owned companies for annual periods beginning after December 15, 2005.
This Statement requires that a voluntary change in accounting principles be retrospectively applied to prior peried’s financial statements unless it is
impracticable to do so. We do not anticipate that our adoption of this Statement in fiscal 2007 will have a material impact on our consolidated financial
position or consolidated statements of income, stockholders’ equity and cash flows.

On December 16, 2004, the FASB issued SFAS No. 123R, “Share-Based Payment,” which will become effective for most publicly owned companies for
annual periods beginning after June 15, 2005. This Statement requires companies to record compensation expense for all share-based payments, such as
employee stock options, at fair value, We will be required to adopt this Statement on July 1, 2005, for fiscal 2006. The Statement permits adoption of its
requirements using one of two methods. The "modified prospective” method requires compensation cost to be recognized for all share-based payments
granted after the effective date and for all awards granted to employees prior to the effective date that remain unvested as of the effective date. The ather
method is the “modified retrospective” method, which includes the requirements of the “modified prospective” method, but also permits companies to
restate prior years’ income based on amounts previously recognized in the pro forma disclosures under SFAS No. 123 for all prior periods presented.

We are currently evaluating the impact of the adoption of this Statement znd estimate the effect on our consolidated financial position and consolidated
statements of income and stockholders’ equity wili approximate the pro forma effects previously disclosed in the notes to our consolidated financial
statements.

In addition, SFAS No. 123R requires the benefits of tax deductions in excess of recognized compensation cost to be reported in the Statement of Cash
Flows as a financing cash flow rather than an operating cash flow as currently reported. This would result in reduced operating cash flows for any quarter
in which employee stock options were exercised, beginning with our first quarter of fiscal 2006.

in November 2004, the FASB issued SFAS No. 151, “Inventory Costs,” o clarify that abnormal amounts of idle facility expense, freight, handling costs
and wasted materials (spoilage) should be recognized as current-period charges and require the allocation of fixed production overheads fo inventory
based on the normal capacity of the production facilities. The Statement is effective for inventory costs incurred during fiscal years beginning after June
15, 2005. We do not anticipate that our adoption of this Statement in fiscal 2006 will have a material impact on our consolidated financial position or
consolidated statements of income, stockholders' equity and cash flows.




SUBSEQUENT EVENTS

On August 12, 2004, our Board of Directors declared the Company’s ninth consecutive quarterly dividend. The dividend of $0.0275 per share will be
payable to stockholders of record as of September 30, 2005. The paymant of the dividend will occur on October 20, 2005.

On August 2, 2005, the Board of Directors terminated the Tandy Brands Accessories, Inc. Supplemental Executive Retirement Plan (the “SERP™),
effective as of September 2, 2005. As a result of the termination of the SERP, no additional participants may become entitled to benefits under the
SERP. As of the effective date of the termination, only one officer was an actively employed participant in the SERP. On August 19, 2005, the Board
entered into an agreement with that officer to waive his right to benefits which he had accrued under the SERP in exchange for (i) the balance
{approximately $765,000) remaining in the rabbi trust established by the Company for the purpose of setting aside amounts to assist the Company in
satisfying its obligation under the SERP (the “trust”) as of the effective date of the termination of the SERP, after a benefit payment of approximately
$85,000 was made to an officer who was a participant in the SERP until his resignation, plus, (i) beginning with the 2006 fiscal year and continuing
urttil June 30, 2008, an additional $330,593 for each such fiscal year, which will be accrued on the books of the Company, or at the Company's
discretion, contributed to the trust. For the additional accrual or contribution to be made each year, the officer must remain employed by the Company
for each such fiscal year and be employed by the Company on the last day of each fiscal year. The funds remaining in the trust, as well as additional
contributions to the trust, will continue to be invested under the terms of the trust. Any amounts that are not contributed to the trust, but are accrued
on the books of the Company, shall accrue interest at a rate equal per annum to the Company’s cost of borrowing at the time. The officer may elect
payment of benefits either as a lump sum payment after his retirement or a designated number of annual payments after that date.

WEBSITE ACCESS TO COMPANY REPORTS

Our website address is www.tandybrands.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
Forms 3, 4 and 5 filed by our officers, directors and stockholders holding 10% or more of our common stock and all amendments fo those reports
are available free of charge through our website, as soon as reasonably practicable after such material is electronically filed with or furnished to the
Securities and Exchange Commission.

FCRWARD-LOOKING STATEMENTS

This Management’s Discussion and Analysis of Financial Condition and Results of Operations and other sections of this annual report contain forward-
looking statements that are based on current expectations, estimates and projections about the industry in which we operate, management’s beliefs
and assumptions made by management. Words such as “expects,” “anticipates,” “intends,” “plans,” “believes,” “seeks,” “estimates” or variations of
such words and similar expressions are intended te identify forward-looking statements. These statements are not guarantees of future performance
and involve certain risks, uncertainties and assumptions which are difficult to predict. Therefore, actual outcomes and results may differ materially
from what is expressed or forecast in these forward-looking statements. Such factors as general economic conditions, conditions within our industry,
gconomic or political disruptions in Asia and other parts of the world from which we import goods, termination of key customer relationships, changes
in consumer demands or spending patterns, trends in fashion accessories, inventory replenishment levels of our key customers, termination or non-
renewal of certain key license agreements and increasing fuel costs and other transportation costs may impact future operating results. You are
encouraged to consider all such factors in evaluating the information in this annual report. We undertake no obligation to update publicly any forward-
looking statements, whether as a resutt of new information, future events or otherwise.




Income Statement Data (1):
Net sales .........
Gross margin
OPErating INCOME wocvrrrrrvieeririerisermsessmerissssenserssssesssassesssssesnssscesr
INTEFEST BXPENSE ..ceevitrrercrne s secicbe et sttt sssene
Net income before cumulative effect of accounting change.............
Cumulative effect of accounting change for

SFAS No. 142, net of incOmMe taxes (2) ...vvereeeermrcrremrenasarersmione
NEEINCOME .. cevvr sttt reren s ssesas e ssssesens

Eamings per share:
Before cumulative effect of accounting change.........coocceeermnnnns
Cumulative effect of accounting change (2} ....cc.eecverercecnennencs

Earnings per share — assuming dilution:
Before cumulative effect of accounting change......coovvevvvenenne,
Curnulative effect of accounting change (2)

Cash dividends per common share

Balance Sheet Data (1):

WOrKing Capial.......oceveecererecsrece e ciseres s
TOMA! BSSLES .ovveeverrre e esncereterascessnse s sessss s srniseseasasssesarnas
LONG-1BIM QDL .cu.rnccr it nes s cnreneasc e
StOCKNOIEIS" BQUILY ...vcvririrenerctsnmecrsirerenissessrsesarssesssesassssssnan

Year Ended June 30,

2005 2004 2003 2002 2001

{As restated) (As restated) {As restated) (As restated)

$221,232 $215,420 $224,487 $205,769 $195,793

81,233 75,285 78,088 72,063 65,761

7,386 13,711 15,371 13,385 10,785

1,222 2,357 2,833 3,152 3,584

$ 3,987 $ 6,952 $ 7592 $ 6,177 $ 4315

- i (581) - -

§ 3,987 $ 6,952 $ 7,011 $ 6,177 $ 4315

$ 063 § 112 $ 128 $ 107 $ 077

- - {0.10) . .

$ 0.63 $ 112 $ 118 $ 107 $ 077

$ 061 $ 1.09 $ 126 $ 1.06 $ 077

- - {0.10 - -

$ 061 $ 1.09 $ 116 $ 1.06 $ 077

$ 011 $ 010 $ - $ - $ -
Year Ended June 30,

2005 2004 2003 2002 2001

{As restated) (As restated) (As restated) (As restated)

$ 86,625 $ 80,684 $ 88,416 $ 77,476 $ 85,758

150,762 134,623 147,120 132,037 136,359

16,055 10,000 30,000 30,000 47,400

105,430 98,948 89,188 79,923 73,510

(1) The restatement reduced 2004, 2003, 2002 and 2001 reported eamings by $85,000, $125,000, $116,000 and $125,000, or $0.01, $0.02,
$0.02 and $0.02 per diluted share, respectively. See Note 1 to our consolidated financial statements for a discussion of the restatement of prior

period financial statements.

(2) I SFAS No.142 had been adopted in 2002 and 2001, the effect on net income would have been an increase of $622,000 and
$570,000, net of tax, with additional earnings pes diluted share in thiz amount of $0.11 and $0.10 for 2002 and 2001, respectively.

_ PRICE RANGE OF COMMON STOCK
Quoted by quarter for the two fiscal years ended June 30, 2005

Fiscal 2005 High Low

September 30......cccvvecivneee. $14.45 $12.76
December 31... $14.84 $13.74
March 31..... $15.01 $13.02
JUNE 30 e $14.99 $10.43

Fiscal 2004 High Low

September 30.......oeeeernrnne $15.28 $11.91
December 31 $16.10 $14.04
March 31 ........... . $16.10 $12.45
JUNE 0. e $14.05 $12.93



