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By all measures, 2006 was the best year in the history of Inter Parfums,

financial

Highlights
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Sfinancial highlights 3

SELECTED FINANCIAL DATA
The following selected finznciat data have been derived from our financial statements, and should be read in conjunction with those

financial statements, including the related footnotes.

{in thousands, except per share data)

2006 2005 2004 2003 2002

Net sales $321,054 $273,533 $236,047 $185,588 $130,352
Cost of sales 143,855 115,827 113,988 95,449 71,630
Selling, general and

administrative expenses 141,074 126,353 89,516 64,147 41,202
Operating income 36,125 31,353 32,543 25,993 17,520
Income before taxes and

minority interest 37,135 31,724 31,638 26,632 17.581
Net income 17.742 15,263 15,703 13.837 9,405
Net income per share:

Basic 0.87 0.76 0.82 0.73 0.50

Diluted 0.86 0.75 0.77 .69 0.4/
Average common shares ouistanding:

Basic 20,324 20,078 19,205 19,032 18,777

Diluted 20,568 20,487 20,494 20,116 19,948
Depreciation and amortization 5,347 4,513 3,988 3,344 2,220
Cash and cash equivalents

and short-term investments 71,047 59,632 40,972 58,958 38,290
Working capital 138,547 131,084 129,866 115,970 83,828
Total assets 333,045 240,910 230,485 194,001 129,370
Shert-term bank debt 6,033 989 748 121 1,794
Long-term debt

{including current porticn) 10,769 13,212 19,617 -0- -0-
Stockholders’ equity 155,272 127,727 126,509 104,916 80,916
Dividends per share 0.16 C.16 G.12 0.08 0.06
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letter to our

Shareholders

DEAR FELLOW SHAREHOLDERS,

By all measures, 2006 was the best year in the history of
Inter Parfums. Net sales and net income set new records. Qur
entry into the specialty retail sector exceeded expectations.
Our established prestige brands performed exceptionally well
due to both new fragrance launches and the staying power of
several well-established scents. We alsc expanded our pres-
tige brand portfalio.

FINANCIAL OVERVIEW: Net sales increased 17% to a re-
cord $321.1 million in 2006, as cempared to $273.5 million in
2005. At comparable foreign currency exchange rates, net
sales for 2006 were also up 17%. European based product
sales rose to $270.1 million, up 13% year-over-year and rep-
resented 84% of conseclidated sales. U.S. based product sales
rose to $51.0 million in 2006, an increase of 49% compared
to 2005. Net income increased 16% to $17.7 million from
$15.3 million in 2005. Diluted earnings per share rose 15% fo
$0.86 in 2006 as compared to $0.75 in 2005.

With regard to European based prestige product sales, the

gains were primarily attributable to Burberry, Lanvin and
Paul Smith brand sales which were up 10%, 19%, and 22%
in local currency, respectively. In the U.S., our sales growth
reflected the Banana Republic fragrance, bath and body and
home fragrance products that we developed and are supplying
to Banana Republic's North American stores. U.S. sales also
benefited from 2006 holiday programs for Banana Republic
Factory and Gap Qutlet stores, as weli as continued shipments
of existing programs for Gap stores.

Product mix, notably the substantial sales growth from U.S.
operations, resulted in a 55% gross margin, as compared to
58% one year earlier. Selling, general and administrative ex-
pense increased 12% year-over-vear, but dectined to 44% of
2006 net sales from 46% one year earlier. The two largest
contributors to the higher level of S, G & A expense were pro-
motion and advertising expense in connection with the launch
of the women's fragrance, Burberry London and the sig-
nificant stafi, product development, and other start-up costs,
including those of third party design and marketing firms, we
incurred in connection with our agreement with Gap, Inc. Roy-
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letter to shareholders

Philippe Benacin

Jean Madar

alty expense in 2006 was also higher, but much of that can be
explained by rising sales of products under brand ficenses.

We closed the year in an exceptionally strong financial posi-
tion. Waorking capital aggregated $139 million and cash and
short term investments totaled $71 million. Long-term debt
was only $6.6 million. These were key reasons why our Board
of Directors increased the cash dividend from $0.16 to $0.20
per share annually starting with the first $0.05 per share cash
dividend for 2007 that was paid on April 13th.

While 2006 was our best year ever, it builds upon our ac-
complishments of past years. From 2002 to 2006, our net
sales have grown at a 25% CAGR compound annual growth
rate. This accomplishmant is all the mare impressive in an
industry that grew at a 2.5% CAGR during that same period,
according to trade sources. Clearly, we have been gaining

market share.

EUROPEAN OPERATIONS
For much of our recent history, our business was predicated
on exclusive licensing agreements for fragrance and related

products with designer brands, This remains at the heart
of our Eurcpean prestige fragrance business. Starting from
one brand, Burberry, in 1993, the license portfolio has grown
to include Paul Smith, Lanvin, S.T. Dupont, Christian Lacroix
and the two most recent additions to our licensed brand port-
folio, Van Cleef & Arcels and Quiksilver/Roxy, which will be
discussed later in this letter, We also own a majerity interest
in Nickal, a men's skincare brand.

As a rule of thumb, a new fragrance family is developed for
each brand every two years. In 2006, Burberry, which remains
the largest brand in cur portfelio, launched its fifth fragrance
family, London, for both men and women. Lanvin, our second
largest brand, brought Rumeur to market. We also introduced
three other men's fragrances in 2006: Paul Smith Story, S.T.
Dupont Noir and Nickel £ay Maximum. There are also flank-
ers, which for us are generally limited edition and/or limited
distribution brand extensions. They may appear as holiday
season or warm weather variants or are sometimes created for
a retailer as an exclusive for a short duration.

In March 2006, we entered into an 11-year licensing agree-
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ment with Quiksilver, Inc., the world's leading outdoor sports
lifestyle company. The agreement calls far Inter Parfums to
create, develop and distribute fragrance, suncare, skincare
and related products under the Roxy brand and suncare and
related products under the Quiksilver brand. These brands are
exceptionally strong in the global youth market and are synon-
ymous with the heritage and culture of surfing, skateboarding
and snowboarding. We are very enthusiastic about ocur asso-
ciation with Quiksilver, Inc. and are confident in our ability to
successfully leverage the passion and loyalty of the Roxy and
Quiksilver brands. Making its debut in the fall of 2007, our
first Roxy woman's fragrance will be true to the brand’s sports
orientation and feminine. Now under development is a Quiksii-
ver suncare collection for a 2008 debut.

There have been instances where we have taken over an ex-
isting fragrance license with established products and inven-
tory and other times, where we have built the fragrance franchise
where none existed. In the case of Quiksilver/Roxy, there are no
exisiting perscnal care products, packaging, inventory or sales;
there are no established distribution channels; and there are
no advertising or marketing campaigns. We are starting this pro-
gram from the ground up, just as we did with the Paul Smith
license that was signed in 2000. By 2006, we had buiit the
Paul Smith brand into the third largest in our portfolio.

The comparison with our license agreement for the Van
Cleef & Arpels (VCA) brand is stark. VCA has a fragrance his-
tory that spans over 30 years and First, which launched in
1976, is still a strong seller as is Tsar, an established men's
fragrance with a loyal following. At the time we signed the
agreement, the brand was generating about $20 million in an-
nual sales. We purchased existing inventory as of the January
1, 2007 start date and immediately picked up the reins from
the former licensee. We are now producing and distributing
perfumes and related bath and body products under the pres-
tigious, world-renowned jewelry brand. This scenaric is much
like our 2004 Lanvin agreement, where we’ve now entered the
‘encore’ phase of the brand. L.anvin, our second largest brand,
continues to attract its loyal aficionados who are joined by
new fashion forward consumers seeking a modern twist on
old world luxury. In 2008, our first new fragrance for the VCA
brand is scheduled to debut,

Leng-time shareholders know that we have been working
on a new Burberry distribution mede! in certain markets. That
has come to pass in 2007, not only for Burberry fragrance,
but for all the prestige brands in our portfolio. We now have
majority-owned distribution subsidiaries established in the
United Kingdom, Spain, italy and Germany. In most cases, our
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minority partners are our former local distributors. This is in
additicn to France, where our own organization is respansible
for sales to that nation’s retailers, as well as for all of the ad-
vertising and promoticn campaigns.

U.S. OPERATIONS

Since the signing of the agreement between Gap, Inc. and in-
ter Parfums in 2005, our Company is now a significant player
in the fastest growing sector of the personal care products
market, specialty retail. Qur initial project was to develop and
produce a distinctive line of personal care products for Ba-
nana Republic and Gap stores in North America. Our scope
was later expanded, and we are now also the personal care
products supptlier to Banana Republic Factory and Gap Outlet
stores, where our role is to both davelop and produce new
merchandise, especially for gift-giving holidays, as well as to
supply some of their legacy programs.

In the fall of 2006, the Discover Collection of five fragranc-
a5, three for women and two for men, was unveiled at North
American Banana Republic stores. The initial product ship-
ments also included home fragrance sprays and candles as
well as bath and body collections. We could write pages on
this but we suggest that shareholders visit a Banana Republic
store or the website, www.bananarepublic.com to see for them-
selves the prominent and striking displays and merchandise.

On May 1, 2007, over 150 Gap Body stores unveiled mare
than 70 new bath and body preducts which will be followed
by the new Gap eau de toilette and a men’'s line in the third
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quarter of 2007. Please visit the website at www.gap.com.
The current schedule calls for the new products to continue
to rollout to additional Gap stores in late summer, with more
stores adding the merchandise throughout the remainder of
the year. Also in the wor<s are new products for Gap Outlet,
Baby Gap and Gap Kids stores.

Qur arrangement for both Banana Republic and Gap stores
is identical. We are respcnsible for preduct develepment, for-
mula creation, packaging, manufacturing and inventory man-
agement while Gap Inc. is responsible fer in-store selling and
marketing which they have done magnificently with print ads,
sampling, displays and fixturing.

We are expanding our presence in the specialty retail seg-
ment utitizing the staff and resources we already have in place.
In April 2007, we signed an exclusive agreement under which
we will design and manufacture a new line of personal care
products for sale at New York & Company, Inc. retail locations
and on their website. We anticipate that the initial line of bath
and body products witl be in New York & Company stores in
late 2007 or early 2008. New York & Company, one of the
fastest growing retailers in the U.8., specializes in moderate-
ly-priced, fashion-oriented, women's apparel sold exciusive-
ly through their stores and online. New York & Company has
done a terrific job building its brand and loyal customer base
around clothing and accessories that are ‘trendy, affordable,

comfortable and sexy for real women with real lives'.

ALSO WORTH NOTING
According to the Fragrance Foundation website, in 2006 mare
than 350 new fragrances and fragrance flarkers were launched.
We know firsthand that developing, launching and promoting
a new prestige fragrance is extremely costly and time consum-
ing; yet, most fragrances have short life spans. Enduring fra-
grance families are rewarding, both professionally as well as
financially, because lengevity translates into recurring sales,
higher return on investment and enhanced brand reputa-
tion. Readers will therefore understand why we are extremely
pleased by the 2006 performance of the Lanvin Eclat d'Arpége
fragrance line, which debuted in 2002, and has achieved year-
aver-year sales gains, The same is true for our first Paul Smith
fragrance circa 2000, and Paul Smith Extréme. which came
to market in 2002, Furthermare, all of the Burberry fragrance
famiiies that we introduced since 1995 are still selling and
selling strong. Excluding limited edition fragrances, we can
count on one hand the number of prestige fragrances that we
developed and subsequently discontinued.

As we have reportied, z007 should be another record year

in terms of sales and profits. Our 2007 guidance locks for
net sales to be approximately $375 million, or about 17%
ahead of 2006. Net income for 2007 should approximate
$21.3 million ar $1.03 per diluted share. This represenis a
20% improvement over 2006, Our 2007 guidance assumes
the dollar remains at currant levels.

With the expansion of existing business ventures and the
signing of new ones, Inter Parfums continues to gain stat-
ure and market share in the multi-killion dollar beauty/ira-
grance category. Our Company is sought out by prospective
licensors, brands and now specialty retailers thanks to our fi-
nancial strength, our track record of success in brand building
and line extensicns, our distribution network, and the caliber
of our 235 full-time employees.

We extend our deepest appreciation to all of the members
of the Inter Parfums team for their contribution to the growth

and success we have achieved.

Sincerely yours,

()

Jean Madar
Chairman of the Beard &
Chief Executive Officer

A

Philippe Benacin
Vice Chairman of the Board &
President
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Van Cleel & *\l'p('ls

Van Cleef & Arpels 2006 Paul Smith 2006 Lanvin 2006

the
Company

WE ARE INTER PARFUMS, INC. We operate in the fragrance business, and manufacture, market and distribute a
wide array of fragrances and fragrance related products. Qrganized under the laws of the State of Delaware in May
1985 as Jean Philippe Fragrances, Inc., we changed our name ta Inter Parfums, Inc. on July 14, 1999. We have also
retained our brand name, Jean Philippe Fragrances, for scme of our mass-market products.

Qur worldwide headquarters and the office of our three (3)
wholly-owned subsidiaries, Jean Philippe Fragrances, LLC
and Inter Parfums USA, LLC, both New York limited liabil-
ity companies, and Nickel USA, Inc., 2 Delaware corporation,
are located at 551 Fifth Avenue, New York, New York 10176,
and cur telephone number is 212.983.2640. Our consolidated

wholly-owned subsidiary, Inter Parfums Holdings, S.A., its
majority-owned subsidiary, inter Parfums, S.A., and its
twe (2} wholly-owned subsidiaries, Inter Parfums Grand Pub-
lic, S.A., and Inter Parfums Trademark, S.A., and its majority-
owned subsidiary, Nickel, S.A., maintain executive offices at
4, Rond Paint des Champs Elysees, 75008 Paris, France. Our
tefephone number in Paris is 331.5377.0000.

Qur common stock is listed on The Nasdag Global Select
Market under the trading symbol "IPAR"™ and we are consid-
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ered a "controlied company” under the applicable rules of The
Nasdag Stock Market. The common shares of our subsidiary,
Inter Parfums S.A., are traded on the Euronext Exchange.

We maintain our internet website at www.interparfumsinc.
com which is linked tc the SEC Edgar database. You can ob-
tain through our website, free of charge, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-, and amencdments to these reperts filed or fur-
nished pursuant to Section 13(a) or 15(d} of the Exchange
as soon as reasonably practicabie after we have electronically
filed with or furnished them to the SEC.

We operate in the fragrance business and manufacture, mar-
ket and distribute a wide array of fragrances and fragrance re-
lated products. We manage our business in two segments,
European based operations and United States based opera-
tions. Qur prestige fragrance products are produced and mar-
keted by our European operations through our 72% owned
subsidiary in Paris, Inter Parfums, S.A., which is also a publicly
traded company as 28% of Inter Parfums, S.A. shares trade on
the Euronext. Prestige cosmetics and prestige skin care prod-
ucts represent less than 3% of consolidated net sales.

We produce and distritute our prestige fragrance products
primarily under license agreements with brand cwners and pres-
tige product sales represented approximately 84% of net sales
for 2006, We have built a portfolio of brands, which incluge
Burberry, Lanvin, Paul Smith, S.T. Dupont, Christian Lacroix,
Quiksilver/Roxy, Van Cleef & Arpels and Nickel whose producis
are distributed in over 120 countries around the world. Burberry
is our most significant license, sales of Burberry products rep-
resented 57%. 60% and €2% of net sales for the years ended
December 31, 2006, 20CE and 2004, respectively.

Qur prestige products focus on niche brands with a de-
voted following. By concentrating in markets where the brands
are known, Inter Parfums has had many successful launches.
We typically launch new fragrance families for our brands
every 2-3 years, with some frequent “seasonal” fragrances
introduced as well.

Our specially retail and mass-market fragrance and fragrance
related products are marketed through our United States op-
eration and represented 16% of sales for the year ended De-
cember 31, 2006. These fragrance products are sold under
trademarks owned by us or pursuant to license or other agree-
ments with the owners of the Gap, Banana Republic, Aziza
and Jordache trademarks.

The creation and marketing of each product family is in-
timately linked with the brand's name, its past and present

positioning, customer base and, more generally, the prevailing

Burberry Brit Cristal 2006

market atmosphere. Accordingly, we generally study the market
for each proposed family of fragrance products for almost a full
year before we introduce any new product into the market. This
study is intended to define the general position of the fragrance
family and more particularly its scent, bettle, packaging and
appeal tc the buyer. [n our opinion, the unity of these four eie-
ments of the marketing mix makes for a successful product.
QOver the past five years, we have grown our business at
both the top line and the bottom line. We have grown from
$130.4 mitlion in sales in 2002 to $321.1 millien in 2006,
representing a compounded annual growth rate of 25%. Dur-
ing the same period, our net income grew frem $9.4 million
in 2002 to $17.7 million in 2006, representing a compounded
annual growth rate of 17%. Our management targets organic
lang term sales growth of approximately 10% (measured on
an annual basis) and long term net income growth of approxi-
mately 12% - 15% (measured on an annual basis). There can
be no assurance that we will achieve these targets in any par-

ticular period, or at all, however.
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BUSINESS STRATEGY

FOCUS ON PRESTIGE BEAUTY BRANDS: Prestige beauty
brands contribute significantly to our growth, Qver the past
few years, prestige brands have accounted for a larger portion
of our business - 84% of total business in 2006 from 68% in
2002. We focus on developing and launching quality fragrances
utilizing internationally renowned brand names. By identifying
and concentrating in the most receptive market segments and
territories where our brands are known, and executing highly
targeted launches that capture the essence of the brand, In-
ter Parfums has had a history of successful iaunches. Certain
fashion designers and other licensors choose Inter Parfums as
a partner because the company's size enables us to work more
closely with them in the product development process as well
as because of our successful track record.

GROW PORTFOLIO BRANDS THROUGH NEW PRODUCT DE-
VELOPMENT AND MARKETING: We grow through the creation
of fragrance family extensions within the existing brands in our
portfolio. Every two to three years, we create a new family of
fragrances for each brand in our portfolio. We frequently intro-
duce “seasonal” fragrances as well. With new introductions,
we leverage our ability and experience to gauge trends in the
market and further leverage the brand name intc different
product families in order to maximize sales and profit poten-
tial. We have had success in introducing new fragrance fami-
lies (sub-brands, or flanker brands) within our brand
franchises. Furthermore, we promote the smooth and consis-
tent performance of our prestige perfume operations through
knowledge of the market, detailed analysis of the image
and potential of each brand name, a “good dose” of creativ-
ity and a highly professional approach to internaticnal distri-
bution channels.

CONTINUE TO ADD NEW BRANDS TO CQUR PORTFOLIO,
THROUGH NEW LICENSES OR ACQUISITIONS: Prestige
hrands are the core of our business — we intend to add new pres-
tige beauty brands to our portfolio. Over the past decade, we
nave built our portfolio of well-known prestige brands through
acquisitions and new license agreements. We intend to further
build on our success in prestige fragrances and pursue new li-
censes and acquire new brands to sirengthen our position in the
prestige beauty market. We identify prestige brands that can
be developed and marketed into a full and varied product fami-
lies and, with our technical knowledge and practical experience
gained over time, take licensed brand names through all phases
of concept development, manufacturing, and marketing.

EXPAND EXISTING PORTFOLIO INTO NEW CATEGORIES: We
plan to broaden our product offering beyond the fragrance cat-
egory and offer other personal care products such as skin care,
cosmetics and hair care under some of our existing brands. We
believe such product offerings meet customer needs and further
strengthen customer loyaity. We also plan to draw upon the skin
care product expertise that the Nickel team brings, as we explore
other opportunities in the treatment side of the beauty business
beyond the Nickel brand. Furthermore, the license agreement
with Burberry signed in 2004 extends to skin care.

CONTINUE TO BUILD GLOBAL DISTRIBUTION FOOTPRINT:
Qur business is a global business and we intend to continue
to build our global distribution footprint. In order to adapt to
changes in the environment and our business, we have maodi-
fied our distribution model, and are in process of forming joint
ventures in the major markets of the United Kingdom, itaiy,
Spain and Germany for distribution of prestige fragrances.
Further, we may enter into future joint ventures arrangements
or acquire distribution companies within other key markets to
distribute certain of our licensed prestige brands. However, we
cannot assure you that we will be able to enter into any future
joint venture arrangements or acquire distribution companies,
or if we do, that any such transaction will be successful. We
believe that in certain markets vertical integration of our dis-
tribution network is key to the future growth of our company,
and ownership of such distribution should enable us to better
serve our customers’ needs in local markets and adapt more
quickly as situations may determine.

BUILD SPECIALTY RETAIL THROUGH THE GAP RELATION-
SHIP: We believe the beauty indusiry has experienced a sig-
nificant growth in specialty retail and our relationship with
Gap has provided an entry into this distribution channel. We
are responsible for product development, formula creation,
packaging and manufacturing under Gap and Banana Re-
public brands. Gap, a leading international specialty retailer
offering clothing, accesscries and personal care products
for men, women, children and babies, is responsible far
marketing and selling the newly launched fragrance and
fragrance related products in its stores. In addition, we
have been approached by other specialty retailers to determine
if there is interest in establishing a relationship whereby we
would design, produce and manufacture fragrance and fra-
grance related products similar to our existing relationship
with Gap and New York & Company. However, we cannot as-
sure you that we will be able to enter into any similar future




the compreeny

arrangements, or if we do, that any such arrangement will

be successful.

RECENT DEVELOPMENTS
VAN CLEEF & ARPELS: In September 2006, our Paris-based
subsidiary, Inter Parfums, S.A., and Van Cleef & Arpels Logistics
SA, entered into an exclusive, worldwide license agreement
for the creation, development and distribution of fragrance
and related bath and body products under the Yan Cleef &
Arpels brand and related trademarks. The term of the license
expires on December 31, 2018, and each party has the right
to extend the term for five vears on or before June 1, 2018 if
certain sales targets are met in year 2017, Qur rights under
such license agreemant are subject to certain minimum adver-
tising expenditures and royalty payments as are customary in
our industry.

in January 2007 Inter Parfums S.A. paid 18 million Euro
{approximately $23.4 million) to Van Cieef & Arpels Logistics
SA as a lump sum, up front royalty payment, and purchased
the axisting inventory held by YSL Beauté, the former licens-
ee, for approximately $2.1 million.

QUIKSILVER/ROXY: In March 2006 our Paris-based subsid-
iary, Inter Parfums $.A., and QS Holdings SARL signed
an exclusive worldwide license agreement for the creation,
development and distribution of fragrance, suncare, skincare
and related products under the Roxy brand and suncare and
related products under the Quiksilver brand. The term of the
license expires in December 2017. Our rights under such
license agreement are subject to certain minimum advertis-
ing expenditures and royalty payments as are cusiomary in
our industry.

GAP AND BANANA REPUBLIC: In March 2006, we entered into
an addendum 1o our exclusive agreement with Gap, whereby
we obtained the additional rights to develop, produce, manu-
facture and distribute personal care and home fragrance prod-
ucts for Gap Outlet and Banana Republic Factory Stores in
the United States and Canada.

In September 2006, we aunched the Banana Republic Dis-
cover Collection, a family of five fragrances, we developed
and supply to Banana Republic’s North American stores. The
collection consists of three scents for women and two for
men. each named afier a fuxurious, natural material that I1s
both emotional and authentic. A separate family of bath and
body products for Gap's North American stores launched in
May 2007, with the rollout continuing throughout the bal-

15

ance of the year, In addition, we have been supplying Ba-
nana Republic and Gap stores with their existing personal
care products, and we have created new holiday programs
for this past holiday season.

\:\w\ Lo

- A

Quiksifver/Roxy 2006
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PRODUCTION AND SUPPLY

THE STAGES OF THE DEVELOPMENT AND PRODUCTION

PROCESS FOR ALL FRAGRANCES ARE AS FOLLOWS:

« Simultaneous discussion with perfume designers and
creators (includes analysis of esthetic and olfactory trends,
target clientete and market communication approachl;

+ Concept cheice;

« Produce mock ups for finat acceptance of bottles and
packaging;

« Receive bids from component suppliers {glassmakers,
plastic processors, printers, etc.) and packaging
companies;

« Choose our suppliers;

« Schedule production and packaging:

« Issue component purchase orders;

« Foliow quality cantrol procedures for incoming components;

» Follow packaging and inventory control procedures.

SUPPLIERS WHQ ASSIST US WITH PRODUCT

DEVELOPMENT INCLUDE:

= Independent perfumery design companies (Federico
Restrepo. Fabien Baron, Aesthete, Atehers Dinand);

« Perfumers (FF, Firmenich, Robertet, Quest, Givaudan,
Wessel Fragrances) which create a fragrance consistent
with our expectations and, that of the fragrance designers
and creators;

« Contract manufacturers of components such as glassware
(Saint Gobain, Saverglass, Pochet, Nouvelles Verreries de
Momignie), caps {MT Pazkaging, Codiplas, Risdon,
Newburgh) or boxes (Printor Packaging, Craeger, Dannex
Manufacturing);

= Production specialists who carry out packaging
{MF Production, Brand, CCI, (Kl Manufacturing)
or logistics {SAGA for storage, order preparation
and shipment).

For our prestige products, approximately 80% of component
and production needs are purchased from approximately 20
suppliers out of a total of over 120 active suppliers. The sup-
pliers” accounts for our European operations are primarily
settled in Euros and for our United States operations, suppli-
ers’ accounis are primarily settled in U.S. dollars,

MARKETING AND DISTRIBUTION

PRESTIGE PRODUCTS: For our international distribution of
prestige products, we conlract with independent distribution
companies specializing in luxury goods. In each country, we

designate anywhare from cne to three distributors with the
status of “exclusive representative” for cne or more of our
name brands. We also distribute our prestige products through
a variety of duty free operators, such as airports and airlines
and select vacation destinations.

Our distributors vary tn size depending on the number of
competing brands they represent. This extensive and diverse
network provides us with a significant presence in over 120
countries around the world. Approximately 50 distributors cut
of a total of over 250 active accounts represent 80% of inter-
national prestige fragrance sales. One customer represented
15% of sales for the year ended December 31, 2006.

Our business is a global business and we intend to continue
te build our global distribution footprint. In order tc adapt to
changes in the environment and our business, we have modi-
fied our distribution model, and are in process of forming joint
ventures in the major markets of the United Kingdom, Italy,
Spain and Germany for distribution of prestige fragrances.
Further, we may enter into future Joint ventures arrangements
or acquire distribution companies within other key markets to
distribute certain of our licensed prestige brands. However, we
cannct assure you that we will be able to enter into any future
joint venture arrangements or acquire distribution companies,
or if we ¢o, that any such transactien will be successful. We
believe that in certain markets vertical integration of our dis-
tribution network is key to the future growth of our company,
and ownership of such distribution should enable us to better
serve our customers' needs in logal markets and adapt more
quickly as situations may determine.

Approximately 34% cof our prestige fragrance net sales are
denominated in U.5. dollars. In an effort to reduce our expo-
sure tc foreign currency exchange fluctuations, we engage in a
program of cautious hedging of foreign currencies te minimize
the risk arising from operations. Our sales are not subject to
material seasonal fluctuations.

Distribution in France of our prestige products is carried out
by a sales team who oversee some 1,200 points of sale includ-
ing, retail perfumers (chain stores) such as
* Sephora
+ Marionnaud
s Nocibé
» Galeries Lafayette
» Printemps
or specialized independent points of sale. Approximately 80%
of prestige product sales in France are made to approximately
200 customers out of a total of over 1,200 active accounts.

INTER PARFUMS, INC. 2006 ANNUAL REPORT
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SPECIALTY RETAIL AND MASS MARKET PRODUCTS: We do
not presently market and distribute Gap and Banana Republic
specialty retail products to third parties. Marketing and distri-
bution are the respoensibility of Gap, Inc., which markets and
sells the products we produce in its own retail locations.

Mass merchandisers are the target customers for our mass
market products. In addition, our mass market products are
sold to wholesale distributors, specialty store chains, and to
muwitiple Yocations of accessory, jewelry and ¢lothing cutlets.
These products are sold through a highly efficient and dedi-
cated in house sales team and reach appreximately 12,000
retail cutlets throughout the United States and abread.

Our 140,000 square foot distribution center has provided
us with the opportunity and resources to meet our custom-
ers' requirements.

THE MARKET

The fragrance and cosmetic market can be broken down into

two {2) types of retail distribution:

« Selective distribution perfumeries and specialty sections
of department stores, which sell brand name products
with a luxury image, and

« Specialty retail and mass distribution — Specialty retail, or
retail outlets which sell their own brand name products and
mass merchandisers, discount stores and supermarkets,
which sell low to moderately priced mass market producis
for a broad customer base with timited purchasing power.

SELECTIVE DISTRIBUTION: The following information is
based on information from the Fédération des Industries de
la Parfumerie.

During 2006, the French perfume industry, which accounts
for about approximately 35% of the werld market, reported a
5.7% growth rate, as compared to a 4.9% growth rate in 2005
and a 2.6% growth rate in 2004,

Net sales in 2006 for the French domestic market reported
a 3.5% growth rate as compared tc 2005, while the export
market increased by 7.4% as compared to 2005:

The European Union: Sales increased overall by 5.4%, in
this the largest market for French exports. Sales were stron-
gest in new markets, Czech Republic (+41%), Poland (+23%)
and Slovenia (+21%). Sales increased in other European
Union members, ltaly (+7%), Spain (+6,6%), Belgium (6.5%})
and Germany (+6%).

Europe (excluding the European Union countries): Net sales
increased by 35%, with substantial growth in Russia (+43.7%),
Ukraine (+29.5%) and Romania (+29.5%).

Asia: Net sales increased by 5.4%. Asia is the second larg-
est market for French cosmetics and perfumes, net sales
increased in China (+39.5%), India (+11.3%), Singapore
(+7.7%) and South Korea (+4%). For two years running net
sales in Japan were disappointed {+0,1%).

North America: Net sales increased to 7.8% in the United
States and 1.2% in Canada.

South America: Net sales to South America increased
by +12.5%, a now stabilized trend for three years: Argen-
tina (+40%), Chili (+22.6%), Mexico {(13.5%} and Uruguay
(+12.6%). Net sales in Brazil decreased 1.6%

While our market share, based on our internal data, is less
than 1% in France, in other countries such as the United
States, United Kingdom, ltaly, Germany, Spain and Hong
Kong, we estimate that our market share is between 1% and
4% of French perfume imports.

SPECIALTY RETAIL AND MASS DISTRIBUTION: Qur specialty
retail and mass market products are designed for a broad cus-
tomer base with a mare limited purchasing power. We sell our
products both in the United States and abroad. Mass mer-
chandisers, discount stores and supermarkets are pur target
customers. We do not presently distribute Gap and Banana
Republic specialty retail products to third parties. Gap, Inc.
sells the products we produce in its own retail tocations,

Banana Republic 2006
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TABLE OF PRESTIGE BRANDS
{The following is a summary of the prestige brand names owned or licensed by us.)
Term, including
Brand Name Licensed or Owned Date Acquired Option Period
Burberry Licensed July 2004 12.5 years and additional 5 year
optional term that requires

mutual consent

Lanvin Licensed July 2004 15 years

S.T. Dupont Licensed July 1897 Through June 30, 2011

Paul Smith Licensed December 1998 12 years

Celine Licensed May 2000 Through December 31, 2007
Nickel Owned April 2004 N/A

Christian Lacrgix Licensed March 1999 11 years

Quiksilver/Roxy Licensed March 2006 Through December 31, 2017
Van Cleef & Arpels Licensed October 2006 Through December 31, 2018,

ptus a 5 year option if certain
sales targets are met

INTER PARFUMS, INC. 2006 ANNUAL REPORT
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the
Products

WE PRODUCGE AND DBISTRIBUTE our prestige fragrance products primarily under license agreements with brand
owners and prestige product sales represented approximately 84% of net sales for 2006. We have built a portfolio
of brands, which include Burberry, Lanvin, Paul Smith, S.T. Dupont, Christian Lacroix, Quiksilver/Roxy, Van Cleef &
Arpels and Nickel whose products are distributed in over 120 countries around the world. Burberry is our most
significant license, sales of Burberry products represented 57%, 60% and 62% of net sales for the years ended
December 31, 2006, 2005 and 2004, respectively.

Under license agreements, we obtain the right to use the
brand name, create new fragrances and packaging, determine
positioning and distribution, and market and sell the licensed
products, in exchange for the payment of royalties. Qur rights
under license agreements are also generally subject to certain
minimum sales requirements and advertising expenditures.




prestige
fragrances
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Burberry London for Women 2006

BURBERRY

BURBERRY: Burberry is cur leading prestige fragrance brand
and we operate under an exclusive worldwide license with
Burberry Limited that was originally entered into in 1993 and
replaced by a new agreement in 2004.

We have had significant success in introducing new fra-
grance famities under the Burberry brand name. We have
introduced several fragrance families including Burberry,
Burberry Week End, Burberry Touch, Burberry Brit and Burber-
ry London. Successful distribution has been achieved in more
than & hundred countries around the world by differentiating
the positioning and target consumer of each of the families.
Our success is evidenced by a 32% five-year compounded an-
nual growth rate in sales of fragrances under the Burberry
brand since 2001.

The largest Burberry fragrance family, Burberry Brit, of
which the women's scent was launched in fall 2003 and the
men’s scent launched in fall 2004, has received much indus-
try recognition. Burberry Brit for Women was named the Fra-
grance of the Year in the Women's Luxe category at the Annual
Fragrance Foundation FiFi Awards in 2004. Burberry Brit for

Men received two awards at the Annual Fragrance Foundation
FiFi Awards in April 2005 for Best Men's Fragrance in the
Luxe category and for Best Print National Advertising Cam-
paign of the Year. The most recent Burberry fragrance family,
Burberry London, of which the women's scent was launched
in fall 2005 and the men's scent Jaunched in spring of 20086,
has also been well received. The success of the Burberry Lon-
den launch and subsegquent rollout was slightly offset by a
modest decline by other fragrances within the brand. As the
Burberry brand continues to develop and expand by attracting
new custemers, the Burberry fragrance portfolio follows suit
expanding and continuing to post sales growth,
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ILANVIN

LANVIN: In June 2004, Inter Parfums S.A. and Lanvin S.A.
signed a worldwide license agreement to create, develop and
distribute fragrance lines under the Lanvin brand name. A
synonym of luxury and elegance, the Lanvin fashion house,
founded in 1889 by Jeanne Lanvin, expanded into fragrances
in the 1920s. Today, Lanvin fragrances cccupy important po-
sitions in the selective distribution market in France, Europe
and Astfa, particularly with the tines Arpége (created in 1927},
Lanvin L'Homme (1997) and Eciat d'Arpége {2002). Our first
Lanvin fragrance, Arpége pour Homme, debuted in late 2005.
Arpége by Lanvin won the honor of entering the Fragrance
Hall of Fame at the 2005 FiFi Awards, an honor given to the
best fragrance sold for at least 15 years that has been revital-
ized. During 2006, we began the launch Rumeur, our first new
Lanvin fragrance for women, which was followed by a wider
geographic rollout over the early months of 2007, In addition
to the successful debut of Lanvin Rumeur, solid sales gains
made by Eclat d'Arpége which has been a strong selier since
its introduction in 2002,

Rumeur 2006
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Paul Smith Floral 2005

PAUL SMITH: We signed an exclusive license agreement with
Paul Smith in December 1998, our first designer fragrance,
for the creation, manufacture and worldwide distribution of
Paul Smith perfumes and cosmetics. Paul Smith is an inter-
nationally renowned British designer whe creates fashion with
a clear identity. Paul Smith has a modern style which com-
bines elegance, inventiveness and a sense of humor and en-
joys a loyal following, especiaily in the UK and Japan, Fragrances
include: Paul Smith, Paul Smith Extreme and Faul Smith Lon-
don. Paul Smith London for Men was awarded a FiFi award in
April 2005 for Best Men's Fragrance in the Nouveau Niche
category. In the fourth quarter of 2006 we launched the men's
fragrance, Paul Smith Story, and in the Fall of 2007, we have
scheduled the launch of a new women’s fragrance for Paul Smith.
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Paul Smith 2000
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Paul Smith Story 2006
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Paul Smith London 2004 Paul Smith London 2004

Paul Smith Extreme 2002
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S.T. Dupont Noir 2006

s

S.T. Dupont Essence Pure 2002
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S.T. DUPONT: In June 1997, we signed an exclusive license P A R I S
agreement with S.T. Dupont for the creation, manufacture and
worldwide distribution of £.T. Dupont perfumes. Fragrances
include: S.T. Dupont Paris, S.T. Dupent Essence Pure and
L'Eau de S.T. Dupont. During 2006 we extended the term of
this license until June 30, 2011. In addition, during 2006 we
launched the new men's fragrance, 5.7. Dupont Noir, which
was received well in Eastern Europe and the Middle East.
For 2007 we are planning to launch a new woman's fragrance

for S.T. Dupont.

L'eau de 5.T. Dupont 2004
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Tumulte
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CHRISTIAN LACROIX: In March 1999, we entered intc an
exclusive license agreement with the Christian Lacroix Com-
pany, formerly a divisicn of LVMH Moet Hennessy Louis
Vuitton S.A., for the werldwide development, manufacture
and distribution of perfumes. For us, this association with a
prestigious fashion label is ancther key area for growth which
we expect will further strengthen cur position in the prestige
fragrance market. Our Christian Lacroix fragrances families
for both men and women include: Eau Florale, Bazar and Tu-
mufte. A new women's fragrance C'est La Fete, launched in
the Spring 2007.
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VAN CLEEF & ARPELS: In September 2006, our Paris-based
subsidiary, Inter Parfums, S.A., and Van Cleef & Arpels
Logistics SA, entered into an exclusive, worldwide license
agreement for the creation, development and distribution of fra-
grance and relatecd bath and body products under the Van
Cleef & Arpels brand and related trademarks. The term
of the license expires on December 31, 2018, We believe this
agreement with Van Cleef & Arpels, the prestigious and leg-
endary world-renowned jewelry designer, is an important step
in our development. We alsc believe its growth potential will
strengthen oppertunities for expansion of our fragrance busi-
ness in the high luxury segment. tn 1976, Van Cleef & Arpels
was a pioneer among jewelers with its launch of the fragrance,
first, which exemplified the tradition of beldness of the jew-
elry house. We plan to build upon sales base by promoting
the two strongest families, First and Tsar, and then create an
entirely new fine for launch in 2008.

QUIKSILVER/ROXY: In March 2006 cur Paris-based subsid-
iary, Inter Parfums S.A., and QS Holdings SARL signed an exclusive
worldwide license agreement for the creation, development
and distribution cf fragrance, suncare, skincare and related
products under the Roxy brand and suncare and reiated prod-
ucts under the Quiksilver brand. The term of the license ex-
pires in December 2017.

We intend to develop entirely new product categories for
each of the two brands, which are important brangs for the
global youth market and synonymous with the heritage and
culture of surfing, skatebearding and snowboarding. Quiksilver
Inc.'s apparel and feotwear brands represent a casual lifestyle
for young-minded people that connect with its board riding
culture and heritage, while its winter sports and golf brands
symbelize a long-standing commitment to technical expertise
and competitive success on the mountains and on the links.

Our initial plans call for the first new product family under
the agreement, a Roxy fragrance family, to be introduced in
late 2007, followed by a Quiksilver suncare line.

CELINE: tn May 2000, we entered into an exclusive worldwide
license agreement for the development, manufacturing and
distribution of fragrance lines under the Celine hrand name
with Celine, a divisien of LVMH Moet Hennessy Louis Vuitton
5.A. Celine, a French luxury fashion and accessory company is
known througheut the world for its luxury and quality products.
By mutual agreement with Celine, we agreed to terminate the
license on December 31, 2007.

Van Cleel & Arpels

Van Cleef & Arpels 2006

QuikSilver/Roxy 2006
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NICKEL
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NICKEL

NICKEL: In April 2004 Inter Parfums, S.A. acquired a 67.5%
interest in Nickel S.A. Established in 1996 by Philippe Du-
mont, Nickel has developed two innovative concepts in the
world of cosmetics: spas exclusively for male customers and
skin care products for men. The Nickel skin care products for
the face and body are sold through prestige department and
specialty stores primarily in France, the balance of Western
Europe and in the United States, as well as through our men’s
spas in Paris and New York.

After the opening of a licensed Nickel Spa in London in
spring 2006, similar initiatives for Beriin, Dubai and Moscow
are currently under consideration. However, we cannot as-
sure you that any further licensed spas will be opened, or if

opened, that they will generate substantial revenue.
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Eau Maximum 2006

Maximum de soins
Maximum de parfum
Maximum de sensualité

EAU-MAXIMUM

NICKEL

NICKEL
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Banana Republic 2006

GAP, BANANA REPUBLIC AND MASS MARKET. In July 2005,
we entered into an exclusive agreement with Gap, inc. to de-
velop, produce, manufacture and distribute fragrance, per-
sanal care and home fragrance products for Gap and Banana
Republic brand names to be sold in Gap and Banana Republic
retail stores in the United States and Canada.

In March 2006, we entered into an addendum to our ex-
clusive agreement with Gap, Inc, whereby we obtained the
additional rights to develsp, produce, manufacture and dis-
tribute fragrance, personal care and home fragrance products
for Gap Outlet and Banana Republic Factory Stores in the
United States and Canada.

In September 2006, we launched the Banana Republic Dis-
cover Collection, a family of five fragrances, we developed and
supply to Banana Republic’s North American stores. The col-
lection consists of three scents for women and two for men,
each named after a luxurious, natural material that is both
emotional and authentic. A separate family of bath and body
products for Gap's North American stores launched in May
2007, with the rollout continuing throughout the balance of

Banana Republic 2006

the year. In addition, we have been supplying Banana Repub-
lic and Gap stores with their existing personat care products,
and we have created new holiday programs for this coming
holiday season.

Qur Mass Market products are also comprised of fragrances
and fragrance reiated products. We produce a variety of alter-
native designer fragrances and personal care products that
sell at a substantial discount from their brand name counter-
parts. Our alternative designer fragrances are similar in scent
to highly advertised designer fragrances that are marketed at
a higher retaill price. Qur mass market fragrance brands in-
clude several proprietary brand names as well as a ficense
for the Jordache brand. We also market our Aziza line of low
priced eye shadow kits, mascara, and pencils, focusing on the
young teen market and a line of health and beauty aids under
our /ntimate brand name consisting of shampoo, conditioner,
hand lotion and baby oil. All of theses products are distrib-

uted to the same mass market retailers and discount chains.

39
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QUARTERLY FINANCIAL DATA: (UNAUDITED)

{in thousands, except per share dala)

2006 Ql Q2 Q3 Q4 Full Year
Net sales $70,900 $70,285 $89,690 $90,179 $321,054
Gross profit 40,296 39,670 48,688 48,545 177,199
Net income 4,420 3,192 4,645 5,485 17,742
Impact of Adoption of SFAS 123 (R) 125 98 116 104 443
Net income per share:

Basic $0.22 $0.16 $0.23 %0.27 $0.87

Diluted 0.22 0.16 0.23 0.27 0.86
Average common shares outstanding:

Basic 20,267 20,315 20,322 20,392 20,324

Diluted 20,544 20,564 20,546 20,620 20,568
2005 Ql Q2 Q3 Q4 Fult Year
Net sales $71.087 $61,343 $75,446 $65,657 $273,533
Gross profit 40,577 34,595 42,357 40,177 167,706
Net income 4,404 3,214 3,754 3,891 15,263
Net income per share:

Basic $0.22 $0.16 %0.19 $0.19 $0.76

Diluted 0.22 0.16 0.18 0.19 0.75
Average common shares outstanding:

Basic 19,701 20,179 20,189 20,245 20,078

Diluted 20,420 20,478 20,556 20,482 20,487
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the
Organization

ALL CORPORATE FUNCTICNS INCLUDING PRODUCT ANAL-
YS$IS AND DEVELOPMENT, production and sales, and finance
are coordinated at the Company's corparate headquarters
in New York and at the corperate offices of Inter Parfums,
S.A. in Paris. Both companies are organized into four opera-
tional units that report directly to general management and
ultimately to the President, Philippe Benacin and the Chief
Executive Officer, Jean Madar.
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SIMPLIFIED CHART OF THE ORGANIZATION
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FINANCE. INVESTOR RELATIONS AND ADMINISTRATION:

Russell Greenberg in the United States and Philippe Santi

in France:

« Financial policy and communication, investor ielations;

= Financial accounting, cost accounting, budgeting and cash
flow management;

« Disclosure requirements of the Securities and Exchange
Commission and Cammission des Cperations de Bourse;

« Labor relaticns, tax and legal matters and management

information systems.

OPERATIONS: Henry B. Clarke, Gerald McKenna and Alex
Canavan in the United States and Axel Marot in France:

* Product development;

s Logistics and transportation;

« Purchasing and industrial relatiens;

¢ Quality control and inventory cost supervision.

EXPORT SALES: Michel Bes in the United States and Frédéric

Garcia-Pelayo and Hugues de la Chevasnerie in France:

= International development strategy;

+ Establishment of distributor networks and negotiation of
contracts;

« Monitoring of profit margins and advertising expenditures.

DOMESTIC {HOME CCUNTRY) SALES: Stuart Fishe! in the

United States and Jack Ayer in France:

« Establish and apply domestic sales strategy and
distribution policy;

+ Sales team management and development;

« Monitoring of profit margins and advertising expenditures.

45
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management’s

Discussion and
Analysis

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW: We operate in the fragrance business, and manu-
facture, market and distribute a wide array of fragrances and
fragrance related products. We manage our business in two
segments, Furopean based operations and United States
based operations. Our prestige fragrance products are pro-
duced and marketed by our European operations through our
72% owned subsidiary in Paris, Inter Parfums, S$.A., which
is also a pubiicly traded company as 28% of Inter Parfums,
S.A. shares trade on the Euronext. Prestige cosmetics and
prestige skin care products represent less than 3% of con-
solidated net sales.

We produce and distribute our prestige products primar-
ily under license agreements with brand owners and prestige
product sales represented approximately 84% of net sales
for 2006. We have built a portfolic of brands, which include
Burberry, Lanvin, Paul Smith, $.T. Dupent, Christian Lacroix,
Quiksilver/Roxy, Van Cleef & Arpels and Nickel whose products
are distributed in over 120 countries around the world. Burb-
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erry is our most significant license, sales of Burberry products
represented 57%, 60% and 62% of net sales for the years
ended December 31, 2006, 2005 and 2004, respectively.

Our specialty retail and mass-market fragrance and fra-
grance related products are marketed threugh our United
States operation and represented 16% of sales for the
year ended December 31, 2006. These products are seld un-
der trademarks owned by us or pursuant to license or other
agreements with the owners of the Gap, Banana Republic,
Aziza and Jordache trademarks.

We grow our business in two distinct ways. First, we grow by
adding new brands to our portfolio, either through new licenses
or out-right acquisitions of brands. Second, we grow through
the creation of fragrance family extensions within the existing
brands in our portfolio. Every two to three years, we create a
new family of fragrances for each brand in cur portfolio.

Our business is not capital intensive, and it is important to
note that we do not own any manufacturing facilities. We act
&s a general contractor and source our needed components
from our suppliers. These compenents are received at one
of our distributicn centers and then, based upon production
needs, the components are sent tc one of several third party
fillars which manufacture the finished good for us and ship it
back to our distribution center.

RECENT IMPORTANT EVENTS

VAN CLEEF & ARPELS: In September 2006, we entered into
an exclusive, worldwide license agreement with Van Cleef & Ar-
pels Logistics SA, for the creation, development and distribu-
tion of fragrance and related bath and bedy products under the
Van Cleef & Arpels brand and related trademarks. Van Cleef &
Arpels is a prestigicus and legendary world-renowned jewelry
designer. The agreement runs through December 31, 2018. As
an inducement to enter into this license agreament we agreed
to pay, in January 2007, 18 million Euro (approximately $23.4
million} to Van Cleef & Arpels Logistics SA in a lump sum, up
front royalty payment, and we agreed to purchase existing in-
ventory held by YSL Beauté, the current licensee. The license
agreement became effective on January 1, 2007.

QUIKSILVER: In March 2006, we entered into an exclusive
worldwide license agreement with Quiksilver, Inc. for the
creation, development and distribution of fragrance, sun-
care, skincare and related products under the Roxy brand
and suncare and related products under the Quiksilver brand.
Quiksilver, Inc. is one of the world's leading outdoor sports
lifestyle cempany whose preducts are sold in S0 countries.

The agreement runs through 2017,

The Roxy and Quiksilver names are hugeiy popular in the
giobal youth markeat and are synonymous with the heritage
and culture of surfing, skatebearding and snowboarding. Qur
goal is to leverage the passion and loyalty of the Roxy and
Quiksilver brands as we bring their customers exciting new
products. Qur plans call for the first new product family under
the agreement, a Roxy fragrance family, to be introduced in
late 2007, followed by a Quiksilver suncare line,

GAP AND BANANA REPUBLIC: In July 2005, we entered into
an exclusive agreement with Gap, Inc. to develop, produce,
manufacture and distribute personal care and home fragrance
products far Gap and Banana Republic brand names to be sold
in Gap and Banana Republic retail stores in the United States
and Canada. In March 2006, the agreement was amended to
include Gap Qutlet and Banana Republic Factory Stores in the
United States and Canada.

The Banana Republic Discover Collection, a family of five
fragrances was launched at Banzna Republic's North Ameti-
can stores in September 2006. The coilection consists of
three scents for women and two for men, each named after
a luxuricus, natural material that is both emotional and au-
thentic. In additicn, bath and body products as weil as home
fragrance products were created to complement the fragrance
selection. A separate family of fragrance and personal care
products is alsc in the works for Gap's North American stores.
That fragrance family is expected to launch in May 2007,

BURBERRY: On QOctober 12, 2004, we entered into a new
long-term fragrance license with Burberrjr. The agreement
runs through 2016 plus an option to extend the license by
an additional five years subject tc mutual agreement. In con-
nection with the new license agreement, we paid to Burberry
an upfrant non-recoupable licensa fee of approximately $3.6
million. In September 2006, Burberry agreed to certain modi-
fications to the new long-term fragrance license and we paid
to Burberry an additional upfront non-recoupable license fee
of approximately $2.5 millicn.

DISCUSSION OF CRITICAL ACCOUNTING POLICIES

We make estimates and assumptions in the preparation of cur
financiat statements in conformity with accounting principles
generally accepted in the United States of America. Actual
results could differ significantly from those estimates under
different assumptions and conditions. We believe the following
discussion addresses cur most critical accounting policies,
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which are those that are most important to the pertrayal of our
financia! candition and results of operations. These account-
ing policies generally require our management's most difficult
and subjective judgments, often as a result of the need to
make estimates about the effect of matters that are inherently
uncertain. The following is a brief discussion of the more criti-

cal accounting policies that we employ.

REVENUE RECOGNITION: We sell our products to department
stores, perfumeries, specialty retailers, mass-market retailers,
supermarkets and domestic and international wholesalers and
distributors. Sales of such products by our domestic subsid-
jaries are denominated in U.S. dollars and sales of such prod-
ucts by our foreign subsidiaries are primarily denominated in
either Euros or U.S. dollars. Accounts receivabie reflect the
granting of credit to these customers. We generally grant credit
based upon our analysis of the customer's financial position
as well as previously established buying patterns. We recog-
nize revenues when merchandise is shipped and the risk of
loss passes to the customer. Net sales are comprised of gross

revenues less returns, and trade discounts and allowances.

SALES RETURNS: Generally, we do not permit customers to
return their unsold products. However, on a case-by-case ba-
sis we occasionally allow customer returns. We regularly review
and revise, as deemead necessary, our estimate of reserves for
future sales returns based primarily upon histeric trends and
relevant current data. We record estimated reserves for sales
returns as a reduction of sales, cost of sales and accounts
receivable. Returned products are recorded as inventories
and are valued based upen estimated realizable value. The
physical condition and marketability of returned products are
the major factors we consider in estimating realizable value.
Actual returns, as well as estimated realizable values of re-
turned products, may differ significantly, either favorably or
unfaverably, from our estimates, if factors such as economic
conditions, inventory levels or campetitive conditions differ

from our expectations.

PROMOTIONAL ALLOWANCES: We have various performance-
based arrangements with certain retailers te reimburse them
for all or a portion of their promotional activities related to our
products. These arrangemeants primarily allow customers to
take deductions against amounts cwed to us for product pur-
chases. Estimated accruals for promotions and co-operative
advertising programs are recorded in the period in which the
related revenue is recognized. We review and revise the esti-

mated accruals for the projected costs for these promotions.
Actual costs incurred may differ significantly, either faverably
or unfavorably, from estimates if factors such as the level and
success of the retailers’ programs or other conditions differ

from our expectations.

INVENTORIES: Inventories are stated at the lower of cost or mar-
ket value. Cost is principally determined by the first-in, first-
out method. We record adjustments to the cost of inventories
based upon our sales forecast and the physical condition
of the inventories. These adjustments are estimates, which
could vary significantly, either favorably or unfavorably, from
actual requirements if future economic conditions or com-

petitive conditions differ from our expectations.

EQUIPMENT AND OTHER LONG-LIVED ASSETS: Equipment,
which includes tools and molds, is recorded at cost and is
depreciated on a straight-line basis over the estimated usefui
lives of such assets. Changes in circumstances such as tech-
nelogical advances, changes to cur business model or changes
In our capital spending strategy can result in the actual useful
lives differing from our estimates. In those cases where we
determine that the useful lifz of equipment should be short-
ened, we would depreciate the net book value in excess of the
salvage value, over Iis revised remaining useful life, thereby
increasing depreciation expense. Factors such as changes in
the planned use of equipment, or market acceptance of prod-
ucts, could result in shortened useful lives.

Long-lived assets, including trademarks, licenses, goodwill
and other rights, are reviewed for impairment whenever events
of changes in circumstances indicate that the carrying amount
of any such asset may not be recoverable. If the sum of the
undiscounted cash flows (excluding interest) 1s less than the
carrying value. then we racognize an impairment loss, mea-
sured as the amount by which the carrying value exceads the
fair value of the asset. The estimate of undiscounted cash flow
is based upon, among other things, certain assumptions about
expecied future operating performance. Qur estimates of un-
discounted cash flow may differ from actual cash flow due to,
among other things. economic conditions, changes to our
business madel or changes in consumer acceptance of our
products. In those cases where we determine that the useful
life of other long-lived assets should be shortened, we would
depreciate the net book value in excess of the salvage value
{after testing for impairment as described above), over the re-
vised remaining useful life of such asset thereby increasing

amortization expense.
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$321.1

$2735

$236.0

2004 2005 2006
MET SALES

INCGME TAXES: Deferred income taxes are recognized for the
tax consequences of temporary differences by applying en-
acted statutory tax rates applicable to future years to the dif-
ference between the financial statement carrying amounts and
the tax bases of existing assets and liabilities. Tax benefits
recognized are reduced by a valuation allowance where it is
more likely than not that the benefits may not be realized.

RESULTS OF OPERATIONS

NET SALES
{in millions)
Year Ended December 31
2006 % Change 2005 % Change 2004
European based product sales $270.1 13% $239.2 23% $154.6
United States based product sales 51.0 49% 34.3 (17%) 41.1
Total net sales 321.1 17% 273.5 16% 236.0

Net sates for the year ended December 31, 2006 increased
17% to $321.1 million. For the year ended December 31,
2005, net sales were up 16%. At comparable fereign currency
exchange rates, net sales rose 17% in both 2006 and 2005.

European based prestige product sales, which were up 23%
in 2005, grew an additional 13% in 2006. Burberry fragrance
performed exceptionally well in 2006 with the launch and roll-
out of a fifth major line, Burberry London. Burberry fragrance
sales reached $182 million, up 10% in local currency. Exclud-
ing the discontinued Burberry limited edition Brit Red line,
brand sales were up 20% in local currency.

In 2006 Lanvin fragrances exceeded targets with sales of
$44 million, up 20% in local currency, due to strong gains by
the Eclat d'Arpége line, which came tc market in 2002. Lanvin
brand sales were also boosted by the successful fall launch
of its new Rumeur line. Similarly, Paul Smith sales increased
22% in local currency, with much of the growth coming from
our first Paul Smith fragrance, which debuted in 2000 and
Paul Smith Extréme, which came to market in 2002. In ad-
dition, the internaticnal launch of the men's Paul Smith Story
iine also contributed to brand sales growth.

Our Lanvin brand license took effect Juty 1, 2004 and
therefare, the year ended December 31, 2005 was the first fuli
year of sales for the brand. For the six months period ended
December 31, 2004, net sales of Lanvin products aggregated
approximately $10 miilicn. For the year ended December 31,
2005, net sales of Lanvin products aggregated approximately
$35 million contributing to the increase in sales for 2605,

Although there were no major naw fragrance families taunched
in 2005 for our most significant brands, 2005 was still a very
active year. In early 2005, we introduced new Christian La-
croix and Celine fragrance families. (n addition, a flanker fra-
grance, Paul Smith London Floral, and a new Lanvin fragrance,
Arpege Pour Homme were launched later in the year. Lastly,
Burberry Brit Gold a limited edition holiday fragrance debuted
in time for the holiday season.

With respect to our United States specialty retail and mass-
market products, net sales were up 49% in 2006 after falling
17% in 2005. The sales gains in 2006 are primarily the effect
of having commenced activities pursuant to our agreement
with Gap, Inc. In early 2006, we began shipping Gap, Gap
Outlet, Banana Republic and Banana Republic Factory Stores,
their existing fragrance and personal care products. In August
2006 we launched the Banana Republic Discever Collection, a
family of five fragrances which debuted in Banana Republic's
North American stores in September. The collection consists
of three scents for women and two for men. Bath and body
products as well as home fragrance products were also cre-
ated to complement the fragrance selection.

Sales of mass market fragrances and fragrance related
products have been in a decline for several years. We believe
that rising oil and gas prices are a significant cause for declin-
ing sales in the dollar store markets, as dollar store custom-
ers have less disposable cash. Although we have no plans to
discontinue sales to this market, we have been and continue
to consolidate our product offerings.
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Looking towards 2007, a family of fragrance and personal
care products is in the wor's for Gap Inc.’s North American
stores. That family is expected to launch in May 2007. With
respect to our Eurcpean prestige business, our first fragrance
family under the Roxy brand is scheduled for introduction n
the fall of 2007. New fragrance families for women under the
Paul Smith, $.7. Dupont and Christian Lacroix brands are also
in the launch pipeline and finally, we are very excited about
the prospects for the Van Cleef & Arpels fragrance brand
which we took over on January 1, 2007. The integration of the
brand is now underway and in 2008, we plan to launch a new
Van Cleef & Arpels fragranca family.

GROSS MARGINS
{in mithons)

Year Ended December 31

2006 2005 2004

Net sales $321.1 $273.5 $236.0

.Cost of sales 143.9 115.8 114.0

Gross margin 177.2 157.7 122.0
Gross margin as a

percent of net sales 55% 58% 52%

Gross profit margins were 55% in 2006, 58% in 2005 and
52% in 2004. Although gross margins from individual prod-
uct families have remained consistent, sales of products from
our European based prestige fragrances have always generated
significantly higher gross profit margins than sales of our
United States based specialty retail and mass-market prod-
ucts. Therefore fluctuations in sales precduct mix between our
European cperations and our United States operations is the
primary factor influencing gross margin fluctuations. In 2006,
sales from United States operations grew 49% while sales
from European operations grew 13% resuiting in a 3% decline
in gross margin.

For 2005, the gross margin improvement over 2004 is at-
tributable to sales of products from our European based pres-
tige fragrance lines. In aniicipation of the new terms of the
Burberry license, and to mitigate the associated expenses, we
have fine-tuned our operating model. This new model includ-
ed increased selling prices to distributers, modified cost shar-
ing arrangements with suppliers and distributors, and calls
for the future formation of joint ventures or company-owned
subsidiaries within key markets to handle future distnibution.
We increased our selling prices to distributors and modified
our cost sharing arrangements with them in late 2004 and
garly 2005. The effect of these changes is the primary reason
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for our improved gross margin in 2005. The formation of joint
ventures or company-owned subsidiaries within key markets is

in our plans for 2007,

SELLING, GENERAL AND ADMINISTRATIVE EXPENSE
fin mithons)

Year £nded December 31

2006 2005 2004
Selling, general &
administrative $141.1 $126.4 $89.5
Selling, general &
administrative as a
percent of net sales 44% 46% 38%

Selling, general and administrative expense increased 12%
for the year ended December 31, 2006, as compared te 2005
and 41% for the year ended December 31, 2005, as com-
pared to 2004. As a percentage of sales selling, genera! and
administrative expense was 44%, 46% and 38% for the years
ended December 31, 2006, 2005 and 2004, respectively.

The increase in selling, general and administrative expens-
es as a percentage of sales for 2005 as compared to 2004,
was primarily the result of increased royalties and increased
advertising expenditure requirements under our new license
with Burberry. Such increased requirements are reflected in
both the 2006 and 2005 periods. Overall higher prometional
costs were incurred in 2006 in connection with the Burberry
London Women's fragrance launch. Prometicn and advertis-
ing included in selling, general and administrative expenses
aggregated $46.5 million, $40.8 million and $21.8 million
for the years ended December 31, 2006, 2005 and 2004,
respectively. Royalty expense, included in seling, general,
and administrative expenses, aggregated $31.4 million, $27.1
million and $20.9 miliion for the years ended December 31,
2006, 2005 and 2004, respectively.

In connection with our agreement with Gap, Inc., we con-
tinue to incur staff, product development and other start-up
expenses, including those of third-party design and market-
ing firms. For 2006 and 2005, such expenses aggregated ap-
proximately $7.0 million and $2.0 million, respectively and
are included in selling, general, and administrative.

As a result of the details discussed above with respect to gross
margin and selling, general and administrative expenses, operai-
ing margins aggregated 11.3%, 11.5% and 13.8% for the years
ended December 31, 2006, 2005 and 2004, respectively.

Interest expense aggregated $1.8 million, $1.0 milfion and
$0.8 million for the years ended December 31, 200&, 2005
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$139

$131

$130

2004 2005 2006

WORKING
CAPITAL

and 2004, respectively. We use the credit lines available to
us, as needed, to finance our working capital needs as well
as financing needs for acquisitions. In addition, in July 2004,
Inter Parfums, $.A. entered into a 16 million Euro (approxi-
mately $21 million), five-year credit agreement.

Foreign currency gains or (losses) aggregated $0.2 miltion,
{$0.3) million and {$0.4) million for the years ended Decem-
ber 31, 2006, 2005 and 2004, respectively, We enter into
foreign currency forward exchange contracts to manage expo-
sure related to certain fareign currency commitments.

Our effective income tax rate was 35.6%, 35.1% and 36.5%
for the years ended December 31, 2006, 2005 and 2004,
respectively. Our effective tax rates differ from statutory rates
due to the effect of state and local taxes and tax rates in
foreign jurisdictions which are slightly higher than those in
the United States. In 2006, a valuation allowance of $0.8
million has been provided against certain foreign net operat-
ing loss carryforwards, as future profitable operations from
certain foreign subsidiaries might not be sufficient to realize
the full amount of net aperating loss carryforwards available.
No significant changes in tax rates were experienced nor were
any expected in jurisdictions where we operate.

Net income increased 16% to $17.7 million in 2006 after
declining 3% to $15.3 million in 2005. As stated above,
in 2005 we incurred increased selling, general and adminis-
trative expenses, which was the result of increased royalties
and increased advertising expenditure requirements under
our new license with Burberry. These increased expenses were
partially mitigated by improvements in our gross margin.
In 2006, we were able to leverage expenses while increasing
sales within our European operations and our United States
operations began to see a turnaround in its business.

Diluted earnings per share aggregated $0.86, $0.75 and
$0.77 in 2006, 2005 and 2004, respectively. Weighted aver-
age shares outstanding aggregated 20.3 million, 20.1 millicn
and 1.2 millien for the years ended December 31, 2006,
2005 and 2004, respectively. Cn a diluted basis, average
shares outstanding were 20.6 million, 20.5 million and 20.5
milfion for the years ended December 31, 2006, 2005 and
2004, respectively.

LIQUIDITY AND CAPITAL RESOURCES
Our financial position remains strong, At December 31, 2006,
working capital aggregated $139 million and we had a work-
ing capital ratio in excess of 2 to 1. Cash and cash equiva-
lents and short-term investments aggregated $71 million.

In September 2006, we entered into an exclusive, world-

wide license agreemant with Yan Cleef & Arpels Logistics SA,
for the creation, development and distribution of fragrance
and related bath and body products under the Van Cleef
& Arpels brand and related trademarks. The agreement runs
through December 31, 2018. As an inducement to enter into
this license agreemeant, we agreed to pay 18 million Euro (ap-
proximately $23.4 million) to Van Cleef & Arpels Logistics SA
in a fump sum, up front reyalty payment and we agreed to
purchase existing inventery of approximately $2.1 million held
by YSL Beauté, the current licensee. The liakility for the 18
million Euro up front payment was financed in 2007 and is
included in accruaed expenses on the accompanying balance
sheet as of December 31, 2006, The license agreement be-
came effactive on January 1, 2007.

In April 2004, Inter Parfums, $.A. acquired a 67.5% inter-
est in Nicke! for approximately $4.5 million, net of cash ac-
quired. In accordance with the purchase agreement, each of
the minority stockholders has an option to put their remain-
ing interest in Nickel to Inter Parfums, $.A. from January
2007 through tune 2007. Based ¢n an independent valuation,
management has valued the put options as of the date of
acquisition. These options are carried at fair value as deter-
mined by management.

The purchase price to be paid for the mincrity shares, ap-
preximately $4.6 million, is based upon a formula applied to
Nickel's sales far the year ending December 31, 2006 pro
rated for the minority holders' equity in Nickel. In addition,
we have the right to call the stock based on the same for-
muia and price. As of the date of this report, no determina-
tion has been made as to whether or not the put option or the
call option will be exercised.

Cash provided by (used in) operating activities aggregated
$13.4 million, $30.4 millicn and ($4.4 million) for the years
ended December 31, 2006, 2005 and 2004, respectively.
A significant inventory build up during the fourth quarter of
2003 was the most significant facter affecting our cash flow
from operating activities in 2004 as our vendors were paid
in accordance with their terms. Changes in accounts pay-
abie and accrued expenses used cash of $21.8 million in
2004. in addition, cash used in operating activities for 2004
reflects an increase in accounts receivable of $7.0 millien
which is reasonable ccnsidering the company's sales growth
of 27% for the year ended December 31, 2004.

For 2005, cash provided by operating activities reflects
an increase in accounts receivable of $17.7 million. This
increase, which represented a 23% increase from the De-
cember 31, 2004 accounts receivable balance, is reasonable
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considering the company’s sales growth of 16% for the year
ended December 31, 2005.

In 2006 cash provided by operating activities shows that
inventories increased 33% from December 31, 2005. inven-
tories were at an unusually low level as of December 31, 2005
as no major new product launches were on the calendar. Qur
2006 new prestige product calendar was very ambitious, with
launches of new fragrance families for our three largest pres-
tige brands. In addition, an inventory buildup was required
for new products created for the launch in Banana Republic
North American stores as well as the transitioning of compo-
nent sourcing and producticn of Gap, Inc.'s existing fragrance
and perscnal care products to suppliers and contract fillers of
the Company.

Cash provided by operating activities in 2006 also shows
that accounts receivable increased 22% from the December 31,
2005 balance which is reasonable considering that sales were
up 17% for the year and 37% for the fourth quarter alone.

Cash flows used in investing activities in 2006, reflect net
proceeds from the sale of shori-term investments of $4.6 mil-
lion, approximately $5.0 million in payments for intangible as-
sets and approximately $3.5 million in capitai expenditures.
CQur business is not capital intensive as we dc not own any
manufacturing facilities. We typically spend between $2.0 and
$3.0 million per year on tcols and molds, depending on our
new product development calendar. The balance of capital ex-
penditures is for office fixtures, computer equipment and in-
dustrial equipment needed at our distribution centers. Capital
expenditures in 2007 are expected to be in the range of $2.5
million to $3.5 million, considering our 2007 launch schedule
and the ongoing renovation of cur United States corporate of-
fices. Cash fiows from investing activities alsc reflect the sale
of the Molyneux trademark in June 2006. Such sale brought in
proceeds of $1.1 million and resulted in a loss of $0.2 million.

In December 2006, our board of directors authorized an
increase of our cash dividend from $0.16 to $0.20 per share,
aggregating approximately $4.1 million per annum, payable
$.05 per share on a quarterly basis. Our first cash dividend of
$.05 per share is to be paid on Apnil 13, 2007 te sharehold-
ers of record on March 30, 2007. Dividends paid, including
dividends paid once per year to minerity stockholders of In-
ter Parfums, S.A., aggregated $4.5 million, $4.1 million and
$2.9 million for the years ended December 31, 2006, 2005
and 2004, respectively. The cash dividends paid 1n 2006 rep-
resented a small part of our cash position and the increased
dividend for 2007 is not expected to have any significant im-

pact on our financial position.

Our short-term financing requirements are expected to be
met by available cash and short-term investments on hand at
December 31, 2006, cash generated by cperations and short-
term credit linas provided by domestic and foreign banks. The
principal credit facilities for 2007 consist of a $12.0 mil-
lton unsecured revolving line of credit provided by a domestic
commercial bank and approximately $45.0 million in credit
lines provided by a consortium of international financial in-
stitutions. Actual borrowings under these facilities have been
minimal as we typically use our working capital to finance all
of our cash needs.

We befieve that funds generated from operations. supple-
mented by our present cash position and available credit fa-
cilities, will provide us with sufficient resources to meet all
present and reasonably foreseeable future operating needs.

Inflation rates in the U.S. and foreign countries in which we
operate did not have a significant impact on operating results
for the year ended December 31, 2006.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

GENERAL: We address certain financial exposures through a
controlled program of risk management that primarily consists
of the use of derivative financial instruments. We primarily en-
ter into foreign currency forward exchange contracts in order
to reduce the effects of fluctuating foreign currency exchange
rates. We do not engage in the trading of foreign currency

farward exchange contracts or interest rate swaps.

FOREIGN EXCHANGE RISK MANAGEMENT: We periodically
enter into foreign currency forward exchange contracts 1o
hedge exposure related to receivables denominated in & foreign
currency and to manage risks related to future sales expected
to be denominated in a foreign currency. We enter into these
exchange contracts for pericds consistent with our identified
exposures. The purpose of the hedging activities is to mini-
mize the effect of foreign exchange rate movements on the
recelvables and cash flows of Inter Parfums, S.A., our French
subsidiary, whose functional currency is the Euro. All foreign
currency contracts are denominated in currencies of major
industrial countries and are with large financial institutions,
which are rated as strong investment grade.

All derivative instruments are required to be reflected as
either assets or liabilities in the balance sheet measured at
fair value. Generally, increases or decreases in fair value of
derivative instruments will be recognized as gains or losses

in earnings in the period of change. If the derivative is desig-
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nated and qualifies as a cash flow hedge, then the changes
in fair value of the derivative instrument wiil be recorded in
other comprehensive income.

Before entering into a derivative transacticn for hedging
purposes, we determine that the change in the vatue of the
derivative will effectively offset the change in the fair value of
the hedged item from a mavement in foreign currency rates.
Then, we measure the effectiveness of each hedge throughout
the hedged period. Any hedge ineffectiveness is recognized
in the income statement.

We believe that our risk of loss as the result of nonper-
farmance by any of such financial institutions is remote and
in any event would not be material. The contracts have vary-
ing maturities with none exceeding one year. Costs associated
with entering into such contracts have not been material to
our financial results. At December 31, 2006, we had foreign

currency contracts at Inter Parfums, S.A. in the form of for-
ward exchange contracts in the amount of approximately U.S.
$50.6 million and GB Pounds 3.1 million.

INTEREST RATE RISK MANAGEMENT. We mitigate interest
rate risk by continually monitoring interest rates, and then
determining whether fixed interest rates should be swapped for
floating rate debt, or if fleating rate debt should be swapped
for fixed rate debt. We have entered into one (1) interest rate
swap to reduce exposure to rising variabie interest rates, by
effectively exchanging the variable interest rate of 0.6% above
the three month EURIBOR rate on our long-term to a variable
rate based on the 12 menth EURIBOR rate with a floor of
3.25% and a ceiting of 3.85%. This derivative instrument is
recorded at fair value and changes in fair value are reflected in
the results of operation,

CONTRACTUAL OBLIGATIONS

The fellowing table sets for a schedule of our contractual obligations over the periods indicated in the table, as well as our total

contractual obligations (in thousands).

Less than Years Years More than
Contractual Obligations Total 1 year 2-3 4-5 5 years
Long-term debt $10,769 $4,214 $6,555 - -
Captial [ease cbligations - - - - -
Operating leases 31,724 5,983 12,384 $10,597 $2,760
Purchase obligations - - - ~ -
Other long-term liabilities
reflected on the registrant’s
balance sheet under GAAP - - - - —
Minimum royalty obligations 371,104 32,196 68,179 69,693 201,036
Total $413,597 $42,393 $87,118 $80,290 $203,796
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MANAGEMENT’S ANNUAL REPORT ON INTERNAL CON-
TROL OVER FINANCIAL REPORTING

The management of Inter Parfums, Inc. is responsible for es-
tablishing and maintaiming adequate internal control over
financial reporting for the company. With the participation
of the Chief Executive Cfficer and the Chief Financial Oi-
ficer, our management conducted an evaluation of the ef-
fectiveness of ocur internal control over financial reporting
based on the framework and criteria established in Internal
Control - Integrated Framework, issued by the Committee of
Sponsaering Organizations of the Treadway Cemmission. Based
on this evaluation, our management has concluded that cur
internal control over financial reporting was effective as of
December 31, 2006.

Our independent auditor, Mazars LLP, a registered public
accounting firm, has issued its report on its audit of our man-
agement's assessment of our internal control over financial
reporting. This report appears on the following page.

(o)

Jean Madar
Chief Executive Officer,
Chairman of the

Board of Directors

o

Russell Greenberg
Executive Yice President
and Chief Financial Officer

o
3]

A NEW FRAGRANCE FOR MEN AND WOMEN

Paul Smith Lendon 2004
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REPORT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

Board of Directors and Shareholders
Inter Parfums, Inc.
New York, New York

We have audited management’s assessment, included in
the accompanying “Management’s Annual Report on Internal
Caontrol over Financial Reporting”, that Inter Parfums,
inc. maintained effective internal control over financial report-
ing as of December 31, 2006, based on criteria established in
Internal Controi — Integrated Framework issued by the Com-
mittee of Spensoring Organizations of the Treadway Commis-
sion (COS0). Inter Parfums, Inc.'s management is responsibte
for maintaining effective internal control over financial report-
ing and for its assessment of the effectiveness of internal con-
trol over financiat reporting. Our responsibility is to express an
opinion on management’'s assessment and an opinion on the
effectiveness of the company’s internal controf over financial
reporting based on our audit.

We conducted our audit 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 effective
internal control over financial reporting was maintained in all
material respects. Our audit included obtaining an under-
standing of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design
and cperating effectiveness of internal control, and perform-
ing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reason-
able basis for our opinion.

A company's internal control gver financial reporting is
a process designed {o provide reasconable assurance regard-
ing the reliability of {inancial reporting and the preparation of
financial statements for external purposes in accordance with
generally accepted accounting principles. A company's inter-
nal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of reccrds that,
in reascnable detail, accurately and fairly reflect the transac-
{ions and dispositions of the assets of the company; (2) pro-
vide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in ac-
cordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made

only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assur-
ance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that
couid have a material effect on the financial statements.

Because of its inherent limitations, internal contrel over fi-
nancial reperting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become in-
adequate because of the changes in conditions, or that the
degree of compliance with the policies or procedures may
deteriorate.

In our opinion, management’s assessment that Inter Par-
fums, Inc. maintained effective internal control over finan-
cial reporting as of December 31, 2006, is fairly stated, in
all material respects, based on criteria established in Inter-
nal Control — Integrated Framework issued by the Commit-
tee of Sponsoring Organizations of the Treadway Commission
{COS0). Also in our opinion, Inter Parfums, Inc. maintained.
in all material respects, effective internal control over finan-
cial reporting as of December 31, 2006 based on criteria es-
tablished in Internal Control - Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway
Commission (COS0).

We have also audited, in accordance with the standards
of the Pubtic Company Accounting Oversight Board (United
States), the consclidated balance sheets of knter Parfums, Inc.
as of December 31, 2006 and 2005 and the related consoli-
dated statements of income, changes in shareholders’ equity
and comprehensive income, and cash flows for each of the
years in the three-year period ended December 31, 2006 and
aur report dated March 16, 2007 expressed an ungualified
opinion thereon.

mf lF

New York, New York
March 16, 2007
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We have audited the accompanying consolidated balance sheets
of Inter Parfums, Inc. and subsidiaries as of December 31,
2006 and 2005, and the related consolidated statements of
income, changes in shareholders' equity and comprehensive
income, and cash flows for each of the years in the three-
year period ended December 31, 2006. These financial state-
ments are the responsibility of the Company’s management.
Qur responsibility 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. An
audit includes examining, on a test basis, evidence support-
ing the amounts and disciosures in the financial statements.
An audit 2lso includes assessing the accounting principles
used and significant estimates made by management, as
well as evaluating the overall financiat statement presenta-
tion, We believe that our audits provide a reasconable basis
for our opinion.

In our opinion, the consolidated financial statements re-
farred to above present fairly, in all material respects, the fi-
nancial position of Inter Parfums, Inc. and subsidiaries as of
December 31, 2006 and 2005, and the results of their opera-
tions and their cash flows for each of the years in the three-
year period ended December 31, 2006 in conformity with U.S.
generally accepted accounting principles.

As discussed in Note 10 (b) of the notes to the consoli-
dated financial statements, the company adepted the pro-
visions of Statement of Financial Accounting Standards No.
123 (Revised 2004), “Share-based Paymenis”, applying the
modified prospective method at the beginning of the year end-
ed December 31, 2006.

We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the effectiveness of Inter Parfums, Inc.'s internal
control over financiat reporting as of December 31, 2006,
based on criteria established in Internal Contrel — Integrated
Framework issued by the Committee of Sponsoring Organiza-

tions of the Treadway Commissicn {COSQ}, and our report dat-
ed March 16. 2007 expressed an unqualified opinien thereon.

£«L?P( LP

Map

/

New York, New York
March 16, 2007
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CONSOLIDATED BALANCE SHEETS
{In thousands, except share and per share data)

2006 2005
ASSETS
Current assets:
Cash and cash equivalents . $58,247 $42,132
Shart-term investments 12,800 17,400
Accounts receivable, net 110,251 82,231
Inventories 69,537 48,631
Receivables, other 2,481 2,119
Other current assets 6,137 4,213
Inceme tax receivable 370 104
Deferred tax assets 2,494 3,011
Total current assets 262,317 199,841
Equipment and leasehold improvements, net 6,806 4,600
Trademarks, licenses and other intangible assets, net 58,342 31,371
Goodwill 4,978 4,476
Other assets 602 622
Total assets $333,045 $240,910
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Loans payable - banks $6,033 $989
Current portion of long-term debt 4,214 3,775
Accounts payable - trade 58,748 40,359
Accrued expenses 52,637 21,5655
Income taxes payable 1,325 1,269
Dividends payable 813 810
Total current liabilities 123,770 68,757
Deferred tax liability 2,111 1,783
Long-term debt, less current portion . 6,555 9,437
Put option 1,262 743
Minority interest 44,075 32,463
Commitments and contingencies
Shareholders’ equity:
Preferred stock, $0.001 par value. Authorized 1,000,000 shares; none issued
Common stock, $0.001 par value. Authorized 100,000,000 shares;
outstanding 20,434,792 and 20,252,310 shares,
at December 31, 2006 and 2005, respectively 20 20
Additional paid-in capital 38,096 36,640
Retained earnings 127,834 112,802
| Accumulated other comprehensive income 15,170 3,574
| Treasury stock, at cost, 6,247,886 and 6,302,768 common shares
| at December 31, 2006 and 2005, respectively (25,848) {25,309)
Total shareholders’ equity 155,272 127,727
Total liabilities and shareholders’ equity $333,045 $240,310

{See accompanying notes to consolidated financial statements.)
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CONSOLIDATED STATEMENTS OF INCOME
{in thousands, except share and per shaie dala)

2006 2005 2004

Net sales $321,054 $273,533 $236,047
Cost of sales 143,855 115,827 113,988
Gross margin 177,199 157,706 122,059
Selling, general, and administrative 141,074 126,353 89,516
Income from operations 36,125 31,353 32,543
Other expenses {income)

Interest expense 1,797 370 798

{Gain) loss on foreign currency (172) 296 360

Interest and dividend income (2,303) (1,194) {782)

(Gain) loss on subsidiary’s issuance of siock (332) (443) 529

(1.010) (371) S05

Income before income taxes and minority interest 37.13% 31,724 31,638
Income taxes 13,201 11,133 11,642
Income before minority interest 23,834 20,591 20,096
Minority interest in net income of consolidated subsidiary 6,192 5,328 4,393
Net income $17,742 $15,263 $15,703
Net income per share:

Basic $0.87 $0.76 $0.82

Diluted $0.86 $G.75 $0.77
Weighted average number of shares outstanding:

Basic 20,324,309 20,078,424 19,204,768

Diluted 20,568,492 20,486,583 20,454,038

(See accompanying noles to consolidated financial statements.)
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

AND COMPREHENSIVE INCOME
(In thousands, except share and per share dala)

Additional

Commaon Stock Paid - In

Shares Amount Capital

Balance - January 1, 2004 19,164,186 $19 $34,363

Comprehensive income
Net income - - -
Foreign currency translation adjustments - - -
Change in fair value of derivatives - - -
Total comprehensive income
Dividends - - -
Shares issued upon exercise of stock options
(including income tax benefit of $900) 262,663 - 1,175
Shares received as proceeds of option exercises (46,932) - -
Balance — December 31, 2004 19,379,917 19 35,538

Comprehensive income
Net income - - -
Foreign currency translation adjustments - - -
Change in fair value of derivatives - - -
Total comprehensive income
Dividends - - -
Shares issued upon exercise of stock options 1,048,850 1 (585)
Issuance of warrants - - 1,687
Shares received as proceeds of option exercises (176,457) -
Balance - December 31, 2005 20,252,310 20 36,640

Comprehensive income
Net income - - -

Foreign currency translation adjustments - - -
Change in fair value of derivatives - - -
Total comprehensive income
Dividends - - -
Shares issued upon exercise of stock options 227,600 - 1,380
Stock compensation - - 76
Shares received as proceeds of option exercises (45,118) - -
Balance - December 31, 2006 20,434,792 $20 $38,096
Mincludes approximately $15,043 relating to foreign currency transiation adjustments

{See accompanying notes to consolidated financial statements.)
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Accumulated
Other

Retained Comprehensive Comprehensive Treasury Stock

Earnings Income Income Shares Amount Total

$87.376 $9,404 7,180,579 $(26.246) $104,916

15,703 $15.703 - - - 15,703

- 6,919 65,918 - - 6,919

- 108 108 - - 108
$22.730

(2,307) - - - (2,307)

- - (163.000) 596 1,771

- - 46,932 {601) (601)

100.772 16,431 7,064,511 {26,251) 126,509

15,263 $15,263 - - - 15,263

- (12,7200 (12.720) - - (12,720)

- (137) {137} - - (137)
$2,406

{3.233) - - - (3.233)

- - {938,200) 3,490 2,906

- - - _ 1,687

- _ 176,457 (2,548) (2,548}

112,802 3,574 6,302,768 (25,309) 127,727

17,742 $17.742 - - - 17,742

- 11,527 11,527 - - 11,527

- 69 69 - - 69
$29.338

(3.259) - - - (3,259}

- - (100,000) 402 1,782

549 - - - 825

- - 45,118 (941) (941)

$127,834 $15,170"" 6,247,886 $(25,848) $155272

Gt
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CONSOLIDATED STATEMENTS OF INCOME
{in thousands, except share and per share data)

2006 2005 2004

Cash flows from operating activities
Net income $17,742 $15,263 $15,703
Adjustments to reconcile net income to net cash

provided by (used in) operating activities:

Depreciation and amortization 5,347 4,513 3,088
Provision for doubtful accounts 118 585 1,191
Noncash stock compensation 825 - -
Minority interest in net inceme of consclidated subsidiary 6,192 5,328 4,393
Deferred tax provision {benefit} 843 (1,410) 155
Change in fair value of put options 412 19 (174)
{Gain) loss on subsidiary’s issuance of stock (332 (443) 529
(Gain) loss on sale of trademark 245 (1590) -
Changes in:
Accounts receivable (18,714} {17,653} (6,974}
| Inventories (16,053} 5,819 (1,703)
Other assets (1,342} (3,453} {10
Accounts payable and accrued expenses 18,677 22,443 {21,835)
Income taxes payable, net (393} (481 354
Net cash provided by {used in) operating activities 13,367 30,380 (4,383)
| Cash flows from investing activities
Purchases of short-term investments {6,7C0) (2,300) {14,800}
Proceeds frem sale of short-term investments 11,300 2,500 14,500
Purchase of equipment and leasehold improvements (3,452) {2,429) (3,254)
Payment for intangible assets acguired (5,042) (465) {24,465}
: Acquisition of businesses, net of cash acquired - - (4,481)
Proceeds from sale of trademark 1,131 185 -
Net cash used in investing activities (2,763) (2,509) (32,500)
Cash flows from financing activities
Increase in loans payable — banks 4,974 359 182
Proceeds from long-term debt ’ - - 19,925
Repayment of long-term debt (4,019} {3,979} (1,992)
Proceeds from sale of stock of subsidiary 2,830 2,424 1,622
Purchase of treasury stock (164) (150} {184)
Proceeds from exercise of options 1,004 507 455
Dividends paid {3,251} (3,005) (2,109)
Dividends paid to minority interest {1,218} {1,106) (776)
Net cash provided by (used in) financing activities 156 {4,950) 17,123
Effect of exchange rate changes on cash 5,355 (4,161) 1,474
Net increase (decrease) in cash and cash equivalents 16,115 18,760 (18,286)
Cash and cash equivalents — beginning of year 42,132 23,372 41,658
Cash and cash equivalents — end of year $58,247 $42,132 $23,372

Supplemental disclosures of cash flow information:
Cash paid for:
Interest 1,586 593 495
Income taxes 13,227 12,593 11,535
{See accompanying notes to consolidated financial statements.)




nates to conselidated financial statements
{in thousands excepl share and per share dato)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 The Company and it's Significant Accounting Policies
(A} BUSINESS OF THE COMPANY:
Inter Parfums, Inc. and its subsidiaries (“the Company”} are
in the fragrance business, and manufacture and distribute a
wide array of fragrances and fragrance related products.
Substantially aill of our prestige fragrance brands are licensed
frem unaffiliated third parties and cur business is dependent
upon the continuation and renewal of such licenses. Revenues
generated from one such license represented 57%, 60% and
62% of net sales in 2006, 2005 and 2004, respectively.

1B} BASTS OF FREPARATION:

The consolidated financial statements include the accounts
of the Company, including majority owned Inter Parfums,
S.A. ("IPSA"), a subsidiary whose stock is publicly traded in
France. All material intercompany balances and transactions
have been eliminated.

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States
of America requires management to make estimates and as-
sumptions that affect the reported amounts of assets and li-
abilities, disclosure of centingent assets and liabilities at the
date of the financiat statements, and the reported amounts
of revenue and expenses during the reporting peried. Actual
results could differ from those estimates.

{C) FOREIGN CURRENCY TRANSLATICON:

For foreign subsidiaries with operations dencminated in a for-
eign currency, assets and liabilities are translated to U.S. dol-
lars at year end exchange rates. Income and expense items are
translated at average rates of exchange prevailing during the
year. Gains and losses from translation adjustments are accu-

mulated in a separate component of shareholders’ equity.

{D) CASH AND CASH EQUIVALENTS:
All highly liguid investments purchased with a maturity of

three months or less are considered to be cash equivalents.

{E} SHORT-TERM INVESTMENTS:

Short-term investments consist of available for sale auction
rate securities which are comprised of preferred stock and
municipal bonds. These securities have characteristics similar
to short-term investments because at predetermined inter-
vals, generally within 28 to 49 days of the purchase, there is

a new auction process. Short-term investments are stated at

fair market value which is equal to cost. No realized or unreai-
ized gains or losses have been incurred in connection with our
investments in these securities.

{F) FINANCIAL INSTRUMENTS:

The carrying amount of cash and cash equivalents, short-term
investments, accounts receivable, other receivables, accounts
payable and accrued expenses approximates fair value due to
the short terms toc maturity of these instruments. The carrying
amount of loans payable approximates fair value as the inter-
est rates on the Company's indebtedness approximate current
market rates. The fair value of the Company's long-term debt
was estimated based on the current rates offered to the Com-
pany for debts with the same remaining maturities and is the
same as the carrying amount.

All derivative instruments are reported as either assets or
liabilities on the balance sheet measured at fair value. Gener-
ally, increases or decreases in the fair value of derivative instru-
ments will be recegnized as gains or losses in earntngs in the
period of change. If the derivative instrument is designated
and qualifies as a cash flow hedge, the changes in fair value
of the derivative instrument will be recorded as a separate
component of shareholders’ equity until the forecasted sale is
recorded or when the hedge is determined to be ineffective.

The Company cccasionally enters into foreign currency
forward exchange contracts to hedge exposure related to re-
ceivables denominated in a foreign currency and to manage
risks refated to future sales expected to be denominated in a2
foreign currency. Before entering into a derivative transaction
for hedging purposes, it is determined that a high degree of
initial effectiveness exists between the change in value of the
hedged item and the change in the value of the derivative
instrument from movement in exchange rates. High effective-
ness means that the change in the value of the derivative in-
strument will effectively offset the change in the fair value
of the hedged item. The effectiveness of each hedged item
Is measured throughout the hedged period. Any hedge inef-
fectiveness as defined by SFAS No. 133 is recognized as a
gain or loss on foreign cutrency in the income statement. At
December 31, 2006, the Company's subsidiary had foreign
currency contracts in the form of forward exchange contracts
in the amount of approximately U.S. $50.6 million and GB

pounds 3.1 millicn, which have maturities of less than a year.

(G) INVENTORIES:
Inventories are stated at the lower of cost (first in, first out)

or market.
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{H) EQUIPMENT AND LEASEHOLD IMPROVMENTS:
Equipment and leasehold improvements are stated at cost less
accumulated depreciation and amortization. Depreciation and
amortization are provided using the straight line method over
the estimated useful asset lives for equipment, which range
between three and ten years and the sharter of the lease term
or estimated useful asset lives for leasehotd improvements.

(I GOODWILL AND OTHER INTANGIBLE ASSETS:

The Company reviews goodwill and trademarks with indefinite
lives for impairment at least annually, and whenever events or
changes in circumstances indicate that the carrying amount
may not be recoverable. The goodwill primarily relates to the
Company's European operations. The cost of licenses and oth-
er intangible assets with finite lives is being amortized by the
straight line method over the term of the respective license
(ranging from ten to fifteen years) or the intangible assets
(ranging from three to four years) estimated useful iife. The
Company reviews intangible assets with finite lives for impair-
ment whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. Changes
in goodwill from one period to another is solely the result of
changes n foreign currency exchange rates.

{J}Y REVENUE RECOGNITION:

Revenue is recegnized when merchandise is shipped and
the risk of loss passes to the customer. The Company, at its
discretion, permits limited returns of merchandise and estab-
lishes allowances for estimated returns based upcn historic
trends and relevant current data. The Company does not bill
its customer’s freight and handling charges. All shipping and
handling costs, which aggregated $5.5 million, $4.2 million
and $4.0 million in 2006, 2005 and 2004, respectively, are
included in selling, general and administrative expense in
the consolidated statements of income. Cne customer repre-
sented 15%, 14% and 10% of consolidated net sales in 20086,
2005 and 2004, respectively.

(K) ISSUANCE OF COMMON STOCK BY CONSOLIDATED
SUBSIDIARY:

The difference between the Company's share of the proceeds
received by the subsidiary and the carrying amount of the por-
tion of the Company’s investment deemed soid, is reflected as
a gain or loss in the consolidated statements of income.

(L) EARNINGS PER SHARE:
Basic earnings per share is computed using the weightad aver-

age number of shares cutstanding during each year. Diluted
earnings per share is computed using the weighted average
number of shares outstanding during each year, plus the in-
cremental shares outstanding assuming the exercise of dilutive
stock options and warrants using the treasury stock method.

The following table sets forth the computation of basic and
diluted earnings per share:

Year Ended December 31
2006 2005 2004

Numerator:
Net income $17,742 $15,263 $15,703

Dencminator:
Weighted average
shares 20,324,309 20,078,424 19,204,768
Effect of dijutive
securities stock options
244,183

and warrants 408,159 1,289,270

Denominator for
diluted earnings

per share 20,568,492 20,486,583 20,494,038

Not included in the above computations is the effect of anti-
dilutive potential common shares which consist of outstanding
optians to purchase 216,000, 262,000, and 116,000 shares
of common stock for 2006, 2005, and 2004, respectively, and
outstanding warrants to purchase 100,000 shares of common
stock for 2006 and 2005.

(M) ADVERTISING AND PROMOTION:

Costs associated with advertising are expensed when in-
curred. Advertising and promotional expenses, which primar-
ily include print media and promotional expenses, included
in selling, general and administrative expense were $46.5
million, $40.8 miltion and $21.8 million for 2006, 2005 and
2004, respectively. These amounts do not include expenses
relating to purchase with purchase and gift with purchase
prometions that are reflected in cost of sales aggregating
$20.6 million, $15.3 million and $19.1 million in 2006, 2005
and 2004, respectively.

The Company also has various arrangements with custom-
ers pursuant to its trade terms to reimburse them for a porticn
of their advertising or promotional costs, which provide adver-
tising and promotional benefits to the Company. The costs
that the Company incurs for shelf replacement costs and slot-
ting fees are expensed as incurred and are netted against rev-
enues on the Company's consolidated statement of income.
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{N) ACCOUNTS RECEIVABLE:

Accounts receivable represent payments due to the Company
for previously recognized net sales, reduced by an allowance
for doubtful accounts or balances which are estimated to be
uncollectible aggregating $2.2 million and $2.3 million as of
December 31, 2006 and 2005, respectively. Accounts receiv-
able balances are recorded against the allowance for doubtful
accounts when they are deemed uncollectible. Recoveries of
accounts receivable previously recorded against the allow-
ance are recorded in the consolidated statement of income

when received.

(Q) INCOME TAXES:

The Company accounts for income taxes in accordance with
the provisicns of SFAS Ne. 109, "Accounting for Income
Taxes". Deferred income taxes are recognized for the tax
consequences of temporary differences by appiying enacted
statutory tax rates applicable to future years to the difference
between the financial statement carrying amounts and the
tax bases of existing assets and liabilities. Tax benefits rec-
ognized must be reduced by a valuation allowance where it is

more ikealy than not that the benefits may not be realized.

(P) RECENT ACCOUNTING PRONQUNCEMENTS:

In February 2007, the Financial Accounting Standards Board
{("FASB") issued SFAS 159, "The Fair Value Qption for Fi-
nancial Assets and Financial Liabilities—Including an amend-
ment of FASB Statement 115.” SFAS 159 permits entities
to choose to measure many financial instruments and cer-
tain other items at fair value. Unrealized gains and losses
on items for which the fair value opticn has been elected
will be recognized in earnings at each subsequent reporting
date. SFAS 159 is effective for fiscal years beginning after
November 15, 2007. The Company is currently evaluating the
impact that the adaption of SFAS 159 will have on our con-
solidated financial statements.

In September 2006, FASB issued SFAS 157, “Fair Vaiue
Measurements” (“SFAS 157"). While the statement does
not expand the use of fair value In any new circumstances it
defines fair value, establishes a framework for measuring fair
value in generally accepted accounting principles and ex-
pands disclosures about fair value measurements. This State-
ment is effective for financial statements 1ssued for fiscal
years beginning after November 15, 2007 and interim periods
within those fiscal years. The Company does not believe that
the adoption of SFAS 157 will have a material impact on the

Company’s consclidated financial statements.

In September 2006, the SEC i1ssued Staff Accounting Bul-
letin No. 108, “Considering the Effects of Prior Year Mis-
statements when Quantifying Misstatements in Current Year
Financial Statements” ("SAB 108"). SAB 108 provides guid-
ance on how prior year misstatements should be taken inte
consideration when quantifying misstatements in current year
financia! statements for purposes of determining whether the
current year's financial statements are materially misstated.
SAB 108 is effective for fiscal years ending on or after No-
vember 15, 2006. The adoption by the Company of SAB 108
did not have a material impact on the Company's consolidated
financial statements.

In September 2006, the FASB issued SFAS 158, "Em-
ployers' Accounting for Defined Benefit Pension and Other
Fostretirement Plans, an amendment of FASB Statements
No. 87, 88, 106, and 132(R)" ("SFAS 158"). Among other
items, SFAS 158 reguires recognition of the overfunded or
underfunded status of an entity's defined benefit pestretire-
ment plan as an asset or liability in the financial statements,
requires the measurement of defined benefit postretirement
plan assets and obligations as of the end of the employer’s
fiscal year and requires reccgnition of the funded status of
defined benefit postretirement plans in other comprehensive
income, SFAS 158 is effective for fiscal years ending after De-
cember 15, 2006. The adoption by the Company of SFAS 158
did not have a material impact on the Company’s censelidated
financial statements.

In July 20086, the FASB issued FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes - an interpretation
of FASB No. 109 ("FIN 48"}, which prescribes accounting for
and disclosure of uncertainty in tax positions. This interpreta-
tion defines the criteria that must be met for the benefits of a
tax position to be recognized in the financial statements and
the measurement of tax beneafits recognized. The provisions
of FIN 48 are effective as of the beginning of the Company’'s
2007 fiscal year, with the cumulative effect of the change in
accounting principle recorded as an adjustment to opening re-
tained earnings. The Company does not believe that the adop-
tion of FIN 48 will have a material impact on the Company’s
consolidated financial statements.

In March 2006, the FASE released Statement of Financial
Accounting Standards {“"SFAS"} 156, Accounting for Servic-
ing of Financia! Assets ("SFAS 156"), to simplify account-
ing for separately recognized servicing asseis and servicing
liabilities. SFAS 156 amends SFAS 140, Accounting for Trans-
fers and Servicing of Financial Assets and Extinguishments of
Liabilities. SFAS 156 permits an entity to choose either the
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amartization methed or the fair vaiue measurement method
for measuring each class of separately recognized servic-
ing assets and servicing liabilities after they have been initial-
ly measured at fair valve. SFAS 156 applies to all separately
raecognized servicing assets and liabilities acquired or issued
after the beginning of an entity's fiscal year that begins after
September 15, 2006. SFAS 156 will be effective for the Com-
pany as of January 1, 2007. The Company does not believe
the adoption of SFAS 156 will have a material impact on the
Company's consolidated financial statements.

In May 2005, the FASB issued SFAS No. 154, “Account-
ing Changes and Error Corrections,” {“SFAS No. 154"} which
establishes, unless impracticable, retrospective application
as the required method for reporting a change in account-
ing principle in the absence of explicit transition requirements
specific to the newly adopted accounting principie. The state-
ment provides guidance for determining whether retrespective
application of a change in accounting principle is imprac-
ticable. The statement alsc addresses the reporting of a cor-
rection of an error by restating previously issued financial
statements. SFAS No. 154 is effective for accounting changes
and corrections of errors made in fiscal years beginning after
December 15, 2005. The adoption by the Company of SFAS
154 did not have any impact on the Company’s ccnsolidated
financial statements.

In December 2004, the FASB issued SFAS No. 123(R),
"Share-Based Payment” (SFAS No. 123(R)). This statement
replaces SFAS No. 123 and supersedes APB 25. SFAS 123(R)
requires all stock-based compensation tc be recognized as an
expense in the financial statements and that such cost be mea-
sured according to the fair value of the award. SFAS 123(R) be-
came effective in the first quarter of 2006 (see note (10) (b}).

(@) RECLASSIFICATIONS:

Certain prior year amounts in the accompanying consolidated
balance sheet have been reclassified to conform to current
year presentation.

Note 2 Material Definitive Agreements

(A} In September 2006, IPSA entered into an exclusive,
worldwide license agreement with Van Cleef & Arpels Logistics
SA, for the creation, development and distribution of fragrance
and related bath and body products under the Van Cleef &
Arpels brand and related trademarks. The agreement runs
through December 31, 2018. Qur rights under such license
agreement are subject to certain minimum advertising expen-
ditures and reyalty payments as are customary in our industry.

As an inducement to enter into this license agreement, we
agreed to pay, in January 2007, 18 million Euro {approximately
$23.4 millicn) to Van Cleef & Arpels Logistics SA in a lump
sum, up front royalty payment and we agreed to purchase
existing inventory of approximataly $2.1 million held by YSL
Beauté, the current licensee. The asset is included trade-
marks and the liability for the 18 million up front payment is
included in accrued expenses on the accompanying balance
sheet as of December 31, 200&. The license agreement be-
came effective on January 1, 2007.

{B) In March 2006, IPSA entered into an exclusive worldwide
license agreement with Quiksilver, Inc. for the creation, de-
velopment and distribution of fragrance, suncare, skincare
and related products under the Roxy brand and suncare and
related products under the Quiksilver brand. The agreement,
which runs through 2017, requires advertising expenditures
and royalty payments as are customary in our industry.

{C) In July 2005, we entered into an exclusive agreement with
The Gap, Inc. ("Gap”) to develop, produce, manufacture and
distribute personal care and home fragrance products for Gap
and Banana Republic brand nameas to be sold in Gap and Ba-
nana Republic retail stores in the United States and Canada.
On March 2, 2006, the agreement was amended to include
Gap Qutlet and Banana Republic Factory Stores in the United
States and Canada.

The initial term of this agreement expires en August 31,
2009, and the agreement includes an additicnal two-year op-
tional term that expires on August 31, 2011, as well as a further
additional two-year term that expires August 31, 2013, in each
case if certain retail sales targets are met or if Gap chooses to
extend the term. In addition, if the agreement is extended for
the first optional term, then Gap has the right to terminate our
rights under the agreement before the end of that first optional
term if Gap pays to us an amount specified in a formula, with
such right to be exercised during the period beginning on Sep-
tember 1, 2010 and expiring on August 31, 2011.

As an inducement tc enter into this agreement, in July 2005
we granted warrants to purchase 100,000 shares of our com-
mon stock to Gap exercisable for five years at $25.195, 125%
cf the market price on the date of grant, and have agreed
to register with the Securities and Exchange Commissicn the
shares purchasable thereunder for resale after January 1,
2007. In addition, we agreed to grant up to three (3) additicnal
warrants to Gap. The first additional warrant was grantad in
September 2006 for 100,000 shares of our comman stock at
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$17.194, the market price cn the date of grant. In addition, if
the term of our agreement with Gap is extended as discussed
above, we will grant to Gap two additional warrants, Each such
warrant would be exercisable for 50,000 shares of our com-
mon stock at 100% of the market price on the date of grant.
The fair market value of the 100.000 warrants granted in July
2005 and the 160,000 warrants granied in September 2006
aggregated approximately $1.7 million, has been capitalized
as an intangible asset and s being amortized over the initial
term of the agreement.

(D) In Qctober 2004, IPSA entered into a new long-term fra-
grance license with Burberry, The agreement runs through
2016 plus an option to extend the license an additional five
years subject to mutual agreement. In connection with the
new license agreement, IPSA paid to Burberry an upfront
non-recoupable ficense fee of approximately $3.6 million. in
September 20086, IPSA and Burberry agreed to certain modifi-
cations to the new long-term fragrance license and IPSA paid
to Burberry an additional upfrent non-recoupable license fee
of approximately $2.5 millicn.

(E} In June 2004, IPSA entered into a fifteen year, exclusive,
worldwide ficense agreement with Lanvin S.A. (Lanvin} to cre-
ate, develop and distribute fragrance lines under the Lanvin
brand name. The fifteen-year license agreement took effect
July 1, 2004 and provided for an upfront non-recoupable li-
cense fee of $19.2 million, the purchase of existing inventory
of $7.6 million, and requires advertising expenditures and roy-
alty payments in line with industry practice.

Note 3 Acquisition of Business

In April 2004, IPSA acquired a 67.5% interest in Nickel S.A.
{Nickei) for approximately $8.7 million in cash including a cap-
ital infusion of $2.8 million, aggregating approximately $4.5
milion, net of cash acquired. In accordance with the purchase
agreement, each of the minority shareholders has an option
to put their remaining interest in Nicke! to IPSA from January
2007 threugh June 2007. Based on an independent valuation.
management has valued the put optiens at $0.93 million as of
the date of acquisition, and has recorded a long-term liability
and increased goodwill accordingly. These options are carried
at fair value as determined by management.

The purchase price to be paid for the minority shares, ap-
proximately $4.6 million, is based upon a formula applied to
MNickel's sales for the year ending December 31, 2006, pro
rated for the minority holders’ equity in Nickel. In addition,

the Company has the right to cali the stock based on the
same farmula and price. The acquisition has been accounted
for as a business combination and the results of Nickel have
been included in the Company's consolidated financial state-
ments from the date of the acquisition. As of the date of
these financial statements, there has been no indication as
to whether ar not the put option will be exercised.

Note 4 Inventories
Year Ended December 31

2006 2005

Raw materials
and component parts $27.179 $19.52%9
Finished goeds 42.358 29.102
Total $69.537 $48.631

Note 5 Equipment & Leasehold Improvements
Year Ended December 31

2006 2005
Equipment $14,253 $10,245
Leasehold improvements 1,496 1,119
15,749 11,364

Less accumulated
depreciation and amortization 8,943 6,764
Total $6.806 $4,600

Depreciation expense was $1.9 million, $2.3 million and $2.9
million for 2006, 2005 and 2004, respectively.

Note 6 Trademarks, Licenses & Other Intangible Assets
Year Ended December 31

2006 2005

Trademarks {indefinite lives) $6.999 $8.012

Trademarks {finite lives) 103 730

Licenses (finite lives) 54,890 24,516
Other intangible assets

(finite lives) 11,090 8,889

66,083 34,135

Less accumulated amortization 14,740 10,776

51,343 23,359

Total $58,342 $31,371

Ouring 2006, 2005, and 2004, charges for the impairment
cf trademarks with indefinite useful lives based on fair value
as determined using discounted cash flows were insignificant,
Amortization expense was $3.4 million, $2.1 million and $1.0
million for 2006, 2005 and 2004 respectively. Amortization
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expense is expected to approximate $4.2 million in 2007, $4.1
million in 2008, 2009 and 2C1C and $4.0 million in 2011.

Note 7 Loans Payable — Banks

Loans payable - banks consist of the foilowing: the Compa-
ny's foreign subsidiaries have available credit lines, including
several bank coverdraft facilities totaling $45 million, bear-
ing interest at 0.6% above EURIBOR (2.49% at December 31,
2006). Outstanding amounts totaled $0.13 million and $0.99
million at December 31, 2006 and 2005, respectively.

The Company has borrowings available under a $12 million
unsecured revolving line of credit due on demand and bearing
interest at the banks' prime rate (8.25% as of December 31,
2006). Qutstanding amounts totaled $5.9 million and $0.0 at
December 31, 2006 and 2005.

Note 8 Long-Term Debt

In July 2004, IPSA entered intc a 16 million euro five-year
credit agreement. The long-term credit facility, which bears
interest at 0.60% above the three month EURIBOR rate,
provides for principal to be repaid in 20 equal quarterly install-
ments and requires the maintenance of a debt equity ratio
of less than one. At December 31, 2006 exchange rates, ma-
turities of long-term debt subsequent to December 31, 2006
are $4.2 million in 2007, $4.3 million in 2008, and $2.2
million in 2008.

In order to reduce exposure to rising variable interest rates,
the Company entered into a swap transaction effectively ex-
changing the variable interest rate referred to above to a vari-
able rate based on the 12 month EURIBOR rate with a floor
of 3.25% and a ceiling of 3.85%. This derivative instrument is
recorded at fair vaiue and changes in fair value are reflected in
the results of operations.

MNote 9 Commitments

(A} LEASES:

The Company leases its office and warehouse facilities un-
der operating leases expiring through 2014. Rental expense
amounted to $7.1 miilion, $7.2 millien and $6.4 million in
2006, 2005 and 2004, respectively, Minimum future rental
payments are as follows:

2007 $5,983
2008 6,145
2009 6,235
2010 6,026
2011 4,571
Thereafter 2,760

$31,724

(B) LICENSE AGREEMENTS:

The Company is obligated under a number of license agree-
ments for the use of trademarks and rights in connection with
the manufacture and sale of its products expiring through
2018. Royalty expense, included in selling, general, and ad-
ministrative expenses, aggregated $31.4 million, $27.1 mil-
licn and $20.9 millicn, in 2006, 2005 and 2004, respectively.
In connection with certain license agreements, the Company
is subject to certain minimum anaual royalties as follows:

2007 $32,196
2008 33,292
2005 34,887
2010 35,414
2011 34,279
Thereafter 201,036

$371,104

Note 10 Sharehclders' Equity

(A) ISSUANCE COF COMMON STOCK BY CONSOLIDATED
SUBSIDIARY:

During 2006, 2005 and 2004, 169,479, 120,283, and 168,314
shares, respectively, of capital stock of IPSA were issued as
a result of employees exercising stock opticns. At December
31, 2006 and 2005, the Company's percentage ownership of
IPSA was approximately 72% and 73%, respectively,

The difference between the Company’s share of the proceeds
received by the subsidiary and the carrying amcunt of the por-
tion of the Company's investment deemed sold is reflected as
a gain or loss in the consolidated statements of income,

{B) SHARE-BASED PAYMENTS:

Prior to January 1, 2006, we applied the disclosure-only provi-
sions of SFAS 123, "Accounting for Stock-8ased Compensa-
tion” ("SFAS 123"). In accordance with the provisions of
SFAS 123, we applied Accounting Principles Board Opinion
No. 25, “Accounting for Stock tssued to Employees” (“"APB
25") and related interpretations in accounting for our stock
based compensation plans and, accordingly, did not recognize
compensation expense for stock options because we is-
sued options at an exercise price equal to the market value at
date of grant.

Effective January 1, 2006, we adopted SFAS 123(R), “Share-
Based Payment” ("SFAS 123(R)"), which revises SFAS 123
and supersedes APB 25. SFAS 123(R) requires all share-
based payments to be recognized in the financial statements
based on the fair values using an option-pricing model at the
date of grant. We have elected to use the modified prospective
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method fer adoption, which requires compensation expense
toc be recorded for all unvested stock options beginning in
the first quarter of adoption, based on the fair value at the
criginal grant date. Prior year financial statements have not
been restated.

Compensation cost for share-based arrangements and the
impact of the adoption of SFAS 123(R) during the year ended
December 31, 2006 decreased income before income taxes
by $0.91 million, decreased net income by $0.44 million, and
reduced basic and diluted earnings per share by $0.02. The
adoption of SFAS 123(R) had nc impact on cash flow.

The effect on net income and earnings per share if we had
applied the fair value recognition provisions of SFAS 123 to
stock-based compensation for the years ended December 31,
2005 and 2004 is as follows:

Year Ended December 31
2005 2004
Reported net income $15,263 $15,703
Stock-based employee
compensation deter-
mined under the fair
value based method,
net of related tax
effects {380) (1,224)
Pro forma net income $14,283 $14,479
Income per share, as reported:
Basic $0.76 $0.82
Diluted 0.75 0.77
Pro forma net income per share:
Basic $0.71 $0.75
Diluted 0.70 0.71

The Company maintains a stock option program for key em-
ployees, executives, and directors. The plans, all of which
have been appreved by shareholder vote, provide for the grant-
ing of both non qualified and incentive options. Historically,
options granted under the plans vested immediately and were
exercisable for a period of five years. Beginning in 2006, op-
tions granted under the plans typically vest over a five-year
period and are exercisable for a period of six years. There
were options ocutstanding for 171,200 that were not vested as
of December 31, 2006, Compensation cost is recognized on

a straight-fine basis over the requisite service period for the
entire award. It is generatly the Company's policy to issue new
shares upon exercise of stock aptions.

The following table summarizes: stock option activity and related
information as of December 31, 2006 and does not inciude
information relating to optiens of Inter Parfums, S.A. granted
by Inter Parfums, S.A., our majority cwned subsidiary:

Year Ended December 3!

Weighted

Average

exercise

2006 Options price
Shares under option-

beginning of year 985,550 $14.03

Options granted 181,200 19.58

Options exercised (227,600) 7.83

Options cancelled (71,550) 17.51
Shares under cption-

end of year 867,600 16.53

Year Ended December 31

Weighted

Average

exercise

20056 Options price
Shares under option-

beginning of year 1,842 675 $7.51

Oplions granted 202,900 15.05

Options exercised (1,048,850} 2.77

Options cancelled (11,175} 14.59
Shares under option-

end of year 985,550 14.03

Year Ended December 31

Weighted

Average

exercise

2004 Options price
Shares under option-

beginning of year 1,897,862 $5.92

Cptiens granted 217.400 16.72

Cpticns exercised (262,663) 3.32

Opticens cancelied (9,924) 15.40
Shares under option-

end of year 1,842,675 7.561
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At December 31, 2006, options for 874,429 shares were
available for future grant under the plans.

As of December 31, 2006, the aggregate intrinsic value of
aptions outstanding is $3.2 million and unrecognized com-
pensation cost refated to stock options outstanding on inter
Parfums, Inc. stock aggregated $1.0 million. The amount of
unrecognized compensation cost related to stock options out-
standing of our majority owned subsidiary, Inter Parfums S.A.,
was 1.5 million eura. Options under Inter Parfums, $.A, plans
vest over a four year period.

Cash proceeds, tax benefits and intrinsic value related to
stock options exercised during the year ended December 31,
2006 and December 31, 2005 were as follows:

Year Ended December 31
2006 2005

Cash proceeds from stock

options exercised $1,004 $507
Tax benefits - -
Intrinsic value of stock

options exercised 3,028 12,595

No tax benefit was realized or recognized in 2006 and 2005
from stock options exercised as valuation reserves were
allocated to those potential benefits.

The weighted average fair values of the options granted by
tnter Parfums, Inc. during 2006, 2005 and 2004 were $6.36,
$5.00 and $6.22 per share, respectively, on the date of grant
using the Black-Scholes option pricing model with the follow-
ing assumotions: dividend yield 0.9% in 2006 and 1.0% in
2005 and 0.8% in 2004; volatility of 30% in 2006, 40% in
2005 and 50% in 2004, risk-free interest rates at the date of
grant, 4.7% in 2006, 3.5% in 2005 and 2.9% in 2004; and an
expected life of the option of five years in 2006, four years in
2005 and two years in 2004. Expected volatility is estimated
using historical volatility.

Stock-based employee compensation determined under the
fair value based method, net of related tax effects, includes
compensation incurred by Inter Parfums, S.A., cur majority
owned subsidiary whose stock is publicly traded in France. The
weighted average fair values of the options granted by Inter Par-
fums, S.A. during 2006, 2005 and 2004 were 10.37 eurg, 6.08
euro and 5.62 euro per share, respectively, on the date of grant
using the Black-Scholes option pricing model with the follow-
ing assumptions: dividend yield 0.94% in 2006, 1.0% in 2005
and 2004; volatility of 25% in 2006, 22% in 2005 and 23%

in 2004; risk-free interest rates at the date of grant of 4.6% in
20086, 4.5% in 2005 and 4.2% in 2004; and an expected life of
the aption of four years in 2006, 2005 and 2004.

The following table summarizes stock option information as
of December 31, 2006:

Weighted

average

remaining
Excercise Number contractual Options
prices  outstanding life  exercisable
$7.22- 7.95 13,500 1.00 Years 13,500
8.03 149,100 0.97 Years 149,100
14.95 161,200 3.30 Years 161,200
15.20 -15.39 170,000 2.95 Years 170,000
16.52 2,000 4.47 Years 2,000
17.24 2,000 3.95 Years 2,000
18.97 9,000 4.09 Years 9,000
19.65 -19.66 171,200 5.93 Years -
22.77 2,000 2.01 Years 2,000
23.05-23.06 167,600 2.00 Years 167,600
25,24 20,000 2.12 Years 20,000
Totals 867,600 3.05 Years 696,400

The weighted average exercise price of options exercisable as
of December 31, 2006 was $15.77.

In 20086, 2005 and 2004, both the Chief Executive Officer and
the President exercised an aggregate of 100,000, 938,200
and 163,000 outstanding stock optigns, respectively, of the
Company's common stock. The aggregate exercise prices of
$0.8 million in 2006, $2.4 million in 2005 and $0.42 mii-
lion in 2004 were paid by them tendering to the Company in
2006, 2005 and 2004 an aggregate of 37,278, 166,069 and
32,537 shares, respectively, of the Company’'s common stock,
previously owned by them, valued at fair market value on the
dates of exercise. All shares issued pursuant to these option
exercises were issued from treasury stock of the Company. In
addition, the Chief Executive Officer tendered in 2006, 2005
and 2004 an adgitional 7,840, 10,388 and 14,395 shares,
respectively, for payment of certain withhelding taxes result-
ing from his option exercises.

{C) TREASURY STOCK:

The board of directors of the Company has authorized a stock
repurchase program whereby the Company purchases shares
of its stock to be held in treasury. As of December 31, 2006,
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the Company is autherized to purchase an additional 404,350
treasury shares in the open market. The Company has not repur-
chased any treasury shares pursuant to the above authorization
during the three year pericd ended December 31, 2006.

(D) DIVIDENDS.

The Company declared dividends of $0.16, $0.16, and $0.12
per share per annum in 2006, 2005, and 2004, respectively.
The quarterly dividend of $G.8 million declared in December
2006 was paid January 12, 2007.

SEGMENTS AND GEOGRAPHICAL AREAS

Note 11 Segments and Geographic Areas

The company manufactures and distributes one product line,
fragrances and fragrance related products. The Company
manages its business in two segments, European based
operations and United States based operations, The Eurcpean
assets are located, and operations are conducted, in France.
European operations primarily represent the sales of the pres-
tige brand name fragrances and United States operations pri-
marily represent the sale of specialty retail and mass market
fragrances. Information on the Company's cperations by seg-

ments is as follows:

Year Ended Dacember 31

2006 2005 2004

Net sales

United States $50,980 $34,284 $41,435

Europe 271,650 241,681 196,088

Eliminations of intercompany sales {1,576) (2,432) (1,476)
Total 321,054 273,533 236,047
Net incomes

tUnited States 415 (123) 1,657

Europe 17,270 15,398 14,184

Eliminations 57 {12) (138)
Total 17,742 15,263 15,703
Depreciation and amortization expense

United States 763 448 358

Europe 4,584 4,065 3,630
Total 5,347 4,513 3,988
Income and dividend income

United States 596 526 274

Europe 1,707 668 508
Total 2,303 1,194 782
Interest expense

United States 259 19 10

Europe 1,538 951 788
Total 1,797 970 798
Income tax expense (benefit)

United States (148) (398) 774

Europe 13,304 11,544 10,872

Eliminations 45 (13) (104)
Total 13,201 11,133 11,542
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SEGMENTS AND GEOGRAPHICAL AREAS continuved

Year Ended December 31

2006 2005 2004

Total assets

United States $61,435 $53,072 $51,511

Europe 281,378 196,931 188,729

Eliminations of investment in subsidiary (9,768} (9,093) {9,755)
Total 333,045 240,910 230,485
Additions to long-lived assets:

United States 1,337 1,685 279

Europe 30,862 2,596 31,921
Total 32,199 4,581 32,200
Total long-lived assets

United States 7.376 6,801 5,300

Europe 62,750 33,646 40,462
Total 70,126 40,447 45,762
Deferred tax assets

United States 726 840 415

Europe 1,768 2,171 2,190
Total 2,494 3,011 2,605

United States export sales were approximately $7.2 million, $6.4 mitlion and $9.6 millicn in 2006, 2005 and 2004, respectively.

Consolidated net sales to customers by region is as follows:

Year Ended December 31

2006 2005 2004
North America $107,400 $81,800 $67,400
Europe 128,300 116,800 105,260
Central and South America 24,500 21,800 21,400
Middle East 21,900 19,800 17,900
Asia 37,700 32,200 22,700
QOther 1,300 1,100 1,400
Total $321,100 $273,500 $236,000
Consolidated net sales te customers in major countries is as follows:
Year Ended December 31
2006 2005 2004
United States $104,000 $80,000 $66,000
United Kingdom 28,000 26,000 29,000
France 21,000 17,000 15,000
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Note 12 Income Taxes
The components of income before income taxes and minority interest consist of the following:
Year Ended December 31

2006 2005 2004
U.S. operations $267 #5201 $2.431
Foreign operations 36,868 32,245 29,207
Total $37,135 $31,724 $31,638

The provision for current and deferred income tax expense (benefit) consists of the following:
Year Ended December 31

2006 2005 2004
Current:
Faderal $(321) $(19) $402
State and local 60 46 197
Foreign 12,619 12,616 10,788
Total 12,358 12,543 11,387
Deferred:
Federal (813 (451) (163}
State and local 195 26 337
Foreign 729 (985} (19)
Total 843 (1,410) 155
Total income lLax expense: $13.201 $11,133 $11,542

INTER PARFUMS, INC. 2006 ANNUAL REPORT




Deferred taxes are provided principally for reserves, and cer-
tain other expenses that are recognized in different years for
financial reporting and income tax purposes.

The tax effects of temporary differences that give rise to sig-
nificant pertions of the deferred tax assets and deferred tax
liabilities are as foilows:

Year Ended December 31
2006 2005
Defered tax assets
State net operating loss
carryforwards $1,004 $853
Federal net operating loss
carryforward 2,268 1,293
Foreign net operating ioss
carryforwards 1,274 1,398
Alternative minimum tax
credit carryforwards 75 320
Inventary and accounts receivable 245 247
Profit sharing 216 139
Other 937 398
Total gross deferred tax assets 6,064 4,648
Less valuation allowance (3,570) (1,637)
Net deferred tax assets 2,494 3,011
Deferred tax liabilities {(long-term)
Property, plant and equipment (477) {802)
Trademarks and licenses (985) {806)
Other (649) (175)
Total deferred tax liabilities (2,111) (1,783)
Net deferred tax assets (liabilities)  $383 $1,228

At December 31, 2006 federal net operating loss carryfor-
wards expire in 2026 and foreign net operating loss carryfor-
wards do not expire. At December 31, 2006 the Company's
state net operating loss carryforwards, subject to applicable
state apportionment, for New York State and New York City
tax purposes of approximately $11.3 miliion and for New
Jersey tax purposes of approximately $13.8 million expire in
2010 and beyond. An additional valuation allowance of $1.1
millior, $1.2 million and $0.4 million has been provided in
2008, 2005 and 2004, respectively, as future tax benefits
from option compensation deductions might prevent the net
operating loss carryforwards from being fully utilized. Any fu-
ture realization of the valuation allowance will be credited to
additional paid-in capitai. In addition, a valuation allowance
of $0.8 miltion has been provided in 2006 against certain

foreign net operating loss carryforwards, as future profitable
operations from certain foreign subsidiaries might not be suf-
ficient to realize the full amount of net operating foss carryfor-
wards available.

No further valuation allowances have been provided as man-
agement believes that it is more fikely than not that the asset
will be realized in the reduction of future taxable income.

The Company has not provided for U.S. deferred income
taxes or foreign withholding taxes on $97 miilion of undistrib-
uted earnings of its non-U.S. subsidiaries as of December 31,
2006 since the Company has no present intenticn to repatri-
ate these earnings.

Differences between the United States Federal statutory in-
come tax rate and the effective income tax rate were as follows:

Year Ended December 31
2006 2005 2004
Statutory rates 34.0% 34.0% 34.0%

State and local taxes,

net of federal benefit 0.5 0.2 1.1
Effect of foreign taxes in

excess of U.S. statutory

rates 2.2 1.8 2.7
Other (1.1) (0.9) (1.3)
35.6% 35.1% 36.5%

Effective rate
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THE MARKET OF QUR COMMON STOCK:

Our company's common stock, $.001 par value per share, is
traded on The Nasdaq Stock Market (Global Select Market Sys-
tem} under the symbol “|PAR”. The following table sets forth in
doltars, the range of high and low closing prices for the past
two fiscal years for our common stock.

per share is to be paid on April 13, 2007 to sharehotders of
record on March 30, 2007.

Our Certificate of Incorporation provides for the require-
ment of unanimous approval of the members of our board of
directors for the declaration or payment of dividends, if the
aggregate amount of dividends to be paid by us and our sub-

sidiaries in any fiscal year is maore than thirty percent (30%)

2006 High Low of our annual net income for the last completed fiscal year, as

Fourth Quarter $21.77 $17.63 indicated by our consclidated financial statements.

Third Quarter 19.56 15.75

Second Quarter 19.99 15.39 FORM 10K;:

First Quarter 20.38 17.07 A copy of the company's 2006 Annual Report on Form 10-K, as
filed with the securities and Exchange Commission, is avail-

20056 High Low able without charge to shareholders upon request (except for

Fourth Quarter $19.70 $14.74 exhibits). To: Inter Parfums, Inc. 551 Fifth Avenue New York,

Third Quarter 21.50 18.13 NY 10176,

Second Quarter 20.89 13.12

First Quarter 15.92 14.01 CORPORATE PERFORMANCE GRAPH:

As of March 1, 2007 the number of record holders, which
include brokers and broker's nominees, etc., of our common
stock was 58. We believe there are in excess of 1,750 benefi-
cial owners of our commaon stock.

DIVIDENDS:

In March 2005 our board of directors increased the cash divi-
dend from $.12 to $.16 per share per annum, payable $0.04
on a guarterly basis. In December 2005 our board of directors
authorized the continuation of our cash dividend of $.16 per
share per annum, payable $.04 on a quarterly basis. In De-
cember 2006 our board of directors increased the cash divi-
dend from $.16 to $.20 per share per annum, payable $0.05
on a quarterly basis. The first cash dividend for 2007 of $.05

The following graph campares the performance for the pe-
ricds indicated in the graph of cur common stock with the
performance of the Nasdag Market index and the average per-
formance of a group of the company's peer corporations con-
sisting of: Alberto-Culver, Avor Products inc., Blyth Inc., CCA
Industries, Inc., Colgate-Palmolive Co., Elizabeth Arcen, Inc.,
Estee Lauder Cosmetics, Inc., Inter Parfums, Inc., Oralabs
Holding Corp., Partux Fragrances Inc., Playtex Products, Inc.,
Revlon, Inc., Spectrum Brands, Inc., The Stephan Company,
United Guardian, Inc., and Yankee Candle Co., Inc. The graph
assumes that the value of the investment in our commeon stock
and each index was $100 at the beginning of the periced indi-
cated in the graph, and that all dividends were reinvested.

COMPARE 5-YEAR CUMULATIVE TOTAL RETURN
AMONG INTER PARFUMS INC.,
NASDAQ MARKET INDEX AND HEMSCOTT GROUP INDEX
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ASSUMES $100 INVESTED ON JAN, 1, 2002
ASSUMES DIVIDEND REINVESTED
FISCAL YEAR ENDING DEC. 31, 2006










