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To our shareholders, customers and associates:

American Greetings knows that it takes “more” than just great product and service

to be an industry leader. Our promise to deliver “more” is enabled by the unique
combination of our extensive portfolio of brands, our exceptional creative talent, and the
strength of our intellectual property compiled over more than 100 years. “More” than
just a card company, American Greetings has upheld our promise to help consumers
express, connect, and celebrate all of life’s special moments.

American Greetings is more than a brand; we believe that we have the industry’s best
portfolio of content. Two years ago, we improved our profile as we acquired Papyrus
and Recycled Paper Greetings to enhance our focus on greeting cards. We are
pleased to have completed the successful integration of both businesses into our family
while maintaining the separate creative processes that made each such a compelling
acquisition. The integrations went smoothly due to a talented team of associates from
each company who worked diligently to complete the project on time and on budget.

We've delivered more new cards to consumers as we continue to make investments
in our business. In an effort to deliver the best greeting card product in the industry,

we surveyed consumers, studied large quantities of sales data, and tested products to
ensure we created greeting cards that offer a high degree of satisfaction to everyone
looking to connect and celebrate their relationships. As a result of our vigorous effort to
attain industry leadership, retailers have taken notice. They are asking us, how to get
our products into their stores. We are pleased that we have been able to capitalize on
our product leadership strategy by winning additional space at retail.

Another way we bring more to the greeting card aisles is through collaborations
with our content partners. We value and appreciate our long term relationship with
Sesame Workshop, not only for the work they do with children all over the world, but
for the many ways their lovable characters connect with our youngest consumers.
Our ongoing partnership with artist Kathy Davis continues to delight those who
appreciate the hand lettering and delicate watercolors of her work. And we are
pleased at the success of our partnership with four-time GRAMMY winner Taylor Swift.
The authenticity of her words and the way she connects with the next generation of
greeting card consumers has led to new ways to reach Generation Y and share with
them the importance of connecting with unique and authentic messages.



Our AG Interactive online business continues to find more ways to engage our
consumers in the places where she is connecting. Last year, we launched our first
iPhone application and this year we are expanding our capabilities into additional
digital platforms. We are also engaging our consumers through social media like
Twitter and Facebook. This level of interaction allows us to listen, learn, and connect
in real time with consumers of all ages. As part of our leadership strategy, we continue
to strive to be everywhere our consumer is. '

As a result of seeking to always deliver “more” for our consumers and retailers, our
financial performance exceeded our expectations for Fiscal 2011. Our earnings per
share increased to $2.11 from $2.03 the previous year, enabled by our refined portfolio,
good expense management, and changed capital structure. Our cash flow from
operating activities minus capital expenditures was $143 million and exceeded our
original guidance by 14%. L

Looking back, it has been an exciting 12 months of increased creativity, successful
integrations, and new social media plétforms and we are pleased to have completed
the year with a good financial outcome and a bright financial future. We recognize
that what was accomplished could not have been achieved without the dedication
and contributions of our associates who inspire us by their tremendous drive,
ingenuity, and creativity.

To all of our associates worldwide, we appreciate your hard work these last few years
which have been both challenging and rewarding for all of us. And to our shareholders
and supporters of American Greetings, thank you for continuing this exciting journey
with us as we find more ways 1o inspire relationships by being the most relevant and
innovative developer of social expression products.

Zev Weiss Jeffrey Weiss
Chief Executive Officer President & Chief Operating Officer
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PART I
Unless otherwise indicated or the context otherwise requires, the “Corporation,” “we,” “our” “us” and
“American Greetings” are used in this report to refer to the businesses of American Greetings Corporation
and its consolidated subsidiaries.

Item 1. Business
OVERVIEW

Founded in 1906, American Greetings operates predominantly in a single industry: the design, manufacture
and sale of everyday and seasonal greeting cards and other social expression products. Greeting cards, gift
wrap, party goods, stationery and giftware are manufactured or sold by us in North America, including the
United States, Canada and Mexico, and throughout the world, primarily in the United Kingdom, Australia and
New Zealand. In addition, our subsidiary, AG Interactive, Inc., distributes social expression products, including
electronic greetings, physical greeting cards incorporating consumer photos, and a broad range of graphics and
digital services and products, through a variety of electronic channels, including Web sites, Internet portals,
instant messaging services and electronic mobile devices. Design licensing is done primarily by our subsidiary
AGC, LLC, and character licensing is done primarily by our subsidiaries, Those Characters From Cleveland,
Inc. and Cloudco, Inc. Our A.G. Industries, Inc. (doing business as AGI In-Store) subsidiary manufactures
custom display fixtures for our products and products of others.

Our fiscal year ends on February 28 or 29. References to a particular year refer to the fiscal year ending in
February of that year. For example, 2011 refers to the year-ended February 28, 2011.

PRODUCTS

American Greetings creates, manufactures and/or distributes social expression products including greeting
cards, gift wrap, party goods, giftware and stationery as well as custom display fixtures. Our major domestic
greeting card brands are American Greetings, Recycled Paper Greetings, Papyrus, Carlton Cards, Gibson,
Tender Thoughts and Just For You. Our other domestic products include AGI In-Store display fixtures, as well
as other paper product offerings such as Designware party goods and Plus Mark gift wrap and boxed cards.
Electronic greetings and other digital content, services and products are available through our subsidiary, AG
Interactive, Inc. Our major Internet brands are AmericanGreetings.com, BlueMountain.com, Egreetings.com,
Kiwee.com, Cardstore.com and Webshots.com. Through its Webshots site, our AG Interactive business also
operates an online photo sharing space and through its Cardstore.com site, our AG Interactive business
provides consumers the ability to purchase physical greeting cards, including custom cards that incorporate
their own photos and sentiments. Until April 2011, we also operated PhotoWorks.com through which we
provided customers the ability to use their own photos to create a variety of physical products in addition to
greeting cards, including calendars, on-line photo albums and photo books. As we considered our strategy
around these photo-personalized physical products, we decided to de-emphasize photo prints and other
miscellaneous photo-personalized physical products. As a result we wound down our PhotoWorks website. We
also create and license our intellectual properties, such as the “Care Bears” and “Strawberry Shortcake”
characters. Information concerning sales by major product classifications is included in Part II, Item 7.

BUSINESS SEGMENTS

At February 28, 2011, we operated in four business segments: North American Social Expression Products,
International Social Expression Products, AG Interactive and non-reportable operating segments. For informa-
tion regarding the various business segments comprising our business, see the discussion included in Part II,

Item 7 and in Note 16 to the Consolidated Financial Statements included in Part II, Item 8.
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CONCENTRATION OF CREDIT RISKS

Net sales to our five largest customers, which include mass merchandisers and national drug store chains,
accounted for approximately 42%, 39% and 36% of total revenue in 2011, 2010 and 2009, respectively. Net
sales to Wal-Mart Stores, Inc. and its subsidiaries accounted for approximately 15%, 14% and 15% of total
revenue in 2011, 2010 and 2009, respectively. Net sales to Target Corporation accounted for approximately
14% and 13% of total revenue in 2011 and 2010, respectively, but less than 10% of total revenue in 2009. No
other customer accounted for 10% or more of our consolidated total revenue. Approximately 54%, 51% and
54% of the North American Social Expression Products segment’s revenue in 2011, 2010 and 2009,
respectively, was attributable to its top five customers. Approximately 44%, 45% and 39% of the International
Social Expression Products segment’s revenue in 2011, 2010 and 2009, respectively, was attributable to its top
three customers.

CONSUMERS

We believe that women purchase the majority of all greeting cards sold and that the median age of our
consumers is approximately 46. We also believe that approximately 85% of American households purchase
greeting cards each year, the average number of greeting card occasions for which cards are purchased each
year is approximately seven, and consumers purchase approximately 15 greeting cards per year.

COMPETITION

The greeting card and gift wrap industries are intensely competitive. Competitive factors include quality,
design, customer service and terms, which may include payments and other concessions to retail customers
under long-term agreements. These agreements are discussed in greater detail below. There are an estimated
3,000 greeting card publishers in the United States, ranging from small family-run organizations to major
corporations. With the expansion of the Internet as a distribution channel for greeting cards, together with the
growing use of technology by consumers to create personalized greetings cards with digital photographs and
other personalized content, we are also seeing increased competition from greeting card publishers as well as a
wide range of personal publishing businesses distributing greeting cards and other social expression products
directly to the individual consumer through the Internet. In general, however, the greeting card business is
extremely concentrated. We believe that we are one of only two main suppliers offering a full line of social
expression products. Our principal competitor is Hallmark Cards, Inc. Based upon our general familiarity with
the greeting card and gift wrap industries and limited information as to our competitors, we believe that we
are the second-largest company in the industry and the largest publicly owned greeting card company.

PRODUCTION AND DISTRIBUTION

In 2011, our channels of distribution continued to be primarily through mass retail, which is comprised of
mass merchandisers, discount retailers, chain drug stores and supermarkets. Other major channels of distribu-
tion included card and gift retail stores, department stores, military post exchanges, variety stores and combo
stores (stores combining food, general merchandise and drug items). From time to time, we also sell our
products to independent, third-party distributors. Our AG Interactive segment provides social expression
content, including electronic and physical greeting cards, through the Internet and wireless platforms.

Many of our products are manufactured at common production facilities and marketed by a common sales
force. Our manufacturing operations involve complex processes including printing, die cutting, hot stamping
and embossing. We employ modern printing techniques which allow us to perform short runs and multi-color
printing, have a quick changeover and utilize direct-to-plate technology, which minimizes time to market. Our
products are manufactured globally, primarily at facilities located in North America and the United Kingdom.
We also source products from domestic and foreign third party suppliers. Beginning on or about March 2010,
we discontinued manufacturing party goods and now purchase our party goods from a third party vendor. The
physical products provided through our AG Interactive segment are provided primarily by third party vendors.
Additionally, information by geographic area is included in Note 16 to the Consolidated Financial Statements
included in Part II, Item 8.



Production of our products is generally on a level basis throughout the year, with the exception of gift wrap
for which production generally peaks in advance of the Christmas season. Everyday inventories (such as
birthday and anniversary related products) remain relatively constant throughout the year, while seasonal
inventories peak in advance of each major holiday season, including Christmas, Valentine’s Day, Easter,
Mother’s Day, Father’s Day and Graduation. Payments for seasonal shipments are generally received during
the month in which the major holiday occurs, or shortly thereafter. Extended payment terms may also be
offered in response to competitive situations with individual customers. Payments for both everyday and
seasonal sales from customers that are on a scan-based trading (“SBT”) model are received generally within
10 to 15 days of the product being sold by those customers at their retail locations. As of February 28, 2011,
three of our five largest customers in 2011 conduct business with us under an SBT model. The core of this
business model rests with American Greetings owning the product delivered to its retail customers until the
product is sold by the retailer to the ultimate consumer, at which time we record the sale. American Greetings
and many of its competitors sell seasonal greeting cards and other seasonal products with the right of return.
Sales of other products are generally sold without the right of return. Sales credits for these products are
issued at our discretion for damaged, obsolete and outdated products. Information regarding the return of
product is included in Note 1 to the Consolidated Financial Statements included in Part I, Item 8.

During the year, we experienced no material difficulties in obtaining raw materials from our suppliers.

INTELLECTUAL PROPERTY RIGHTS

We have a number of trademarks, service marks, trade secrets, copyrights, inventions, patents, and other
intellectual property, which are used in connection with our products and services. Our designs, artwork,
musical compositions, photographs and editorial verse are protected by copyright. In addition, we seek to
register our trademarks in the United States and elsewhere,”"We routinely seek protection of our inventions by
filing patent applications for which patents may be granted: We also obtain license agreements for the use of
intellectual property owned or controlled by others. Although the licensing of intellectual property produces
additional revenue, we do not believe that our operations are dependent upon any individual invention,
trademark, service mark, copyright, patent or other intellectual property license. Collectively, our intellectual
property is an important asset to us. As a result, we follow an aggressive policy of protecting our rights in our
intellectual property and intellectual property. licenses.

EMPLOYEES

At February 28, 2011, we employed approximately 7,400 full-time employees and approximately 17,400 part-
time employees which, when jointly considered, equate to approximately 16,100 full-time equivalent employ-
ees. Approximately 1,200 of our employees are unionized and covered by collective bargaining agreements.

The following table sets forth by location the unions representing our employees, together with the expiration
date, if any, of the applicable governing collective bargaining agreement. We believe that labor relations at
each location in which we operate have generally been satisfactory.

Union Location Contract Expiration Date
AMICUS GPMS Leeds, England N/A
Australian Municipal, Administrative,

Clerical & Services Union South Victoria, Australia February 28, 2014
International Brotherhood of Teamsters Bardstown, Kentucky March 23, 2014
International Brotherhood of Teamsters Cleveland, Ohio March 31, 2013
‘Workers United Greeneville, Tennessee October 19, 2011
SUPPLY AGREEMENTS

In the normal course of business, we enter into agreements with certain customers for the supply of greeting
cards and related products. We view the use of such agreements as advantageous in developing and
maintaining business with our retail customers. Under these agreements, the customer may receive from
American Greetings a combination of cash payments, credits, discounts, allowances and other incentive
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considerations to be earned by the customer as product is purchased from us over the stated term of the
agreement or the minimum purchase volume commitment. The agreements are negotiated individually to meet
competitive situations and, therefore, while some aspects of the agreements may be similar, important
contractual terms vary. The agreements may or may not specify American Greetings as the sole supplier of
social expression products to the customer. In the event an agreement is not completed, in most instances, we
have a claim for unearned advances under the agreement.

Although risk is inherent in the granting of advances, we subject such customers to our normal credit review.
We maintain an allowance for deferred costs based on estimates developed by using standard quantitative
measures incorporating historical write-offs. In instances where we are aware of a particular customer’s
inability to meet its performance obligation, we record a specific allowance to reduce the deferred cost asset
to our estimate of its value based upon expected recovery. These agreements are accounted for as deferred
costs. Losses attributed to these specific events have historically not been material. See Note 10 to the
Consolidated Financial Statements in Part II, Item 8, and the discussion under the “Deferred Costs” heading in
the “Critical Accounting Policies” in Part II, Item 7 for further information and discussion of deferred costs.

ENVIRONMENTAL AND GOVERNMENTAL REGULATIONS

Our business is subject to numerous foreign and domestic environmental laws and regulations maintained to
protect the environment. These environmental laws and regulations apply to chemical usage, air emissions,
wastewater and storm water discharges and other releases into the environment as well as the generation,
handling, storage, transportation, treatment and disposal of waste materials, including hazardous waste.
Although we believe that we are in substantial compliance with all applicable laws and regulations, because
legal requirements frequently change and are subject to interpretation, these laws and regulations may give rise
to claims, uncertainties or possible loss contingencies. for future environmental remediation liabilities and
costs. We have implemented various programs designed to protect the environment and comply with applicable
environmental laws and regulations. The costs-associated with these compliance and remediation efforts have
not and are not expected to have a material adverse effect on our financial condition, cash flows or operating
results. In addition, the impact of increasingly stringent environmental laws and regulations, regulatory
enforcement activities, the discovery of unknown conditions and third party claims for damages to the
environment, real property or persons could also result in additional liabilities and costs in the future.

The legal environment of the Internet is evolving rapidly in the United States and elsewhere. The manner in
which existing laws and regulations will be applied to the Internet in general, and how they will relate to our
business in particular, is unclear in many cases. Accordingly, we often cannot be certain how existing laws
will apply in the online context, including with respect to such topics as privacy, defamation, pricing, credit
card fraud, advertising, taxation, sweepstakes, promotions, content regulation, net neutrality, quality of
products and services and intellectual property ownership and infringement. In particular, legal issues relating
to the liability of providers of online services for activities of their users are currently unsettled both within
the United States and abroad.

Numerous laws have been adopted at the national and state level in the United States that could have an
impact on our business. These laws include the following:

* The CAN-SPAM Act of 2003 and similar laws adopted by a number of states. These laws are intended
to regulate unsolicited commercial e-mails, create criminal penalties for unmarked sexually-oriented
material and e-mails containing fraudulent headers and control other abusive online marketing
practices.

* The Communications Decency Act, which gives statutory protection to online service providers who
distribute third-party content.

¢ The Digital Millennium Copyright Act, which is intended to reduce the liability of online service
providers for listing or linking to third-party websites that include materials that infringe copyrights or
other rights of others.



* The Children’s Online Privacy Protection Act and the Prosecutorial Remedies and Other Tools to End
Exploitation of Children Today Act of 2003, which are intended to restrict the distribution of certain
materials deemed harmful to children and impose additional restrictions on the ability of online
services to collect user information from minors. In addition, the Protection of Children From Sexual
Predators Act of 1998 requires online service providers to report evidence of violations of federal
child pornography laws under certain circumstances.

» Statutes adopted in the State of California require online services to report certain breaches of the
security of personal data, and to report to California consumers when their personal data might be
disclosed to direct marketers.

To resolve some of the remaining legal uncertainty, we expect new U.S. and foreign laws and regulations to be
adopted over time that will be directly or indirectly applicable to the Internet and to our activities. Any
existing or new legislation applicable to us could expose us to government investigations or audits, prosecution
for violations of applicable laws and/or substantial liability, including penalties, damages, significant attorneys’
fees, expenses necessary to comply with such laws and regulations or the need to modify our business
practices.

We post on our websites our privacy policies and practices concerning the use and disclosure of user data.
Any failure by us to comply with our posted privacy policies, Federal Trade Commission requirements or
other privacy-related laws and regulations could result in proceedings that could potentially harm our business,
results of operations and financial condition. In this regard, there are a large number of federal and state
legislative proposals before the United States Congress and various state legislative bodies regarding privacy
issues related to our business. It is not possible to predict whether or when such legislation may be adopted,
and certain proposals, such as required use of disclaimers or explicit opt-in mechanisms, if adopted, could
harm our business through a decrease in user registrations and revenues.

AVAILABLE INFORMATION

We make available, free of charge, on or through the Investors section of our www.corporate.americangree-
tings.com Web site, our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K and, if applicable, amendments to those reports as soon as reasonably practicable after such material
is electronically filed with or furnished to the Securities and Exchange Commission (“SEC”). Copies of our
filings with the SEC also can be obtained at the SEC’s Internet site, www.sec.gov. Information contained on
our Web site shall not be deemed incorporated into, or be part of, this report.

Our Corporate Governance Guidelines, Code of Business Conduct and Ethics, and the charters of the Board’s
Audit Committee, Compensation and Management Development Committee, and Nominating and Governance
Committee are available on or through the Investors section of our www.corporate.americangreetings.com Web
site. '

Item 1A. Risk Factors

You should carefully consider each of the risks and uncertainties we describe below and all other information
in this report. The risks and uncertainties we describe below are not the only ones we face. Additional risks
and uncertainties of which we are currently unaware or that we currently believe to be immaterial may also
adversely affect our business, financial condition, cash flows or results of operations. Additional information
on risk factors is included in “Item 1. Business” and “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations.”

There are factors outside of our control that may decrease the demand for our products and services, which
may adversely affect our performance.

Our success depends on the sustained demand for our products. Many factors affect the level of consumer
spending on our products, including, among other things, general business conditions, interest rates, the
availability of consumer credit, taxation, weather, fuel prices and consumer confidence in future economic
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conditions, all of which are beyond our control. Beginning in fiscal 2009, economic conditions deteriorated
significantly in the United States, and worldwide, and, while the economy has improved, unemployment
remains at historically high levels. During periods of economic decline, when discretionary income is lower,
consumers or potential consumers could delay, reduce or forego their purchases of our products and services,
which reduces our sales. In addition, during such periods, advertising revenue in our AG Interactive businesses
decline, as advertisers reduce their advertising budgets. A prolonged economic downturn or slow economic
recovery may also lead to restructuring actions and associated expenses.

Providing new and compelling products is critical to our future profitability and cash flow.

One of our key business strategies has been to gain profitable market share through product leadership,
providing relevant, compelling and a superior product offering. As a result, the need to continuously update
and refresh our product offerings is an ongoing, evolving process requiring expenditures and investments that
will continue to impact net sales, earnings and cash flows over future periods. At times, the amount and timing
of such expenditures and investments depends on the success of a product offering as well as the schedules of
our retail partners. We cannot assure you that this strategy will either increase our revenue or profitability. In
addition, even if our strategy is successful, our profitability may be adversely affected if consumer demand for
lower priced, value cards continues to expand, thereby eroding our average selling prices. Our strategy may
also have flaws and may not be successful. For example, we may not be able to anticipate or respond in a
timely manner to changing customer demands and preferences for greeting cards. If we misjudge the market,
we may significantly sell or overstock unpopular products and be forced to grant significant credits, accept
significant returns or write-off a significant amount of inventory, which would have a negative impact on our
results of operations and cash flow. Conversely, shortages of popular items could materially and adversely
impact our results of operations and financial condition.

We rely on a few customers for a significant portion of our sales.

A few of our customers are material to our bu'siness and operations. Net sales to our five largest customers,
which include mass merchandisers and chain drug stores, accounted for approximately 42%, 39% and 36% of
total revenue for fiscal years 2011, 2010 and 2009, respectively. Approximately 54%, 51% and 54% of the
North American Social Expression Products segment’s revenue in 2011, 2010 and 2009, respectively, was
attributable to its top five customers, and approximately 44%, 45% and 39% of the International Social
Expression Products segment’s revenue in 2011, 2010 and 2009, respectively, was attributable to its top three
customers. Net sales to Wal-Mart Stores, Inc. and its subsidiaries accounted for approximately 15%, 14% and
15% of total revenue in 2011, 2010 and 2009, respectively, and net sales to Target Corporation accounted for
approximately 14% and 13% of total revenue in 2011 and 2010, respectively. There can be no assurance that
our large customers will continue to purchase our products in the same quantities that they have in the past.
The loss of sales to one of our large customers could materially and adversely affect our business, results of
operations, cash flows, and financial condition.

Difficulties in integrating acquisitions could adversely affect our business and we may not achieve the cost
savings and increased revenues anticipated as a result of these acquisitions.

We continue to regularly evaluate potential acquisition opportunities to support and strengthen our business.
We cannot be sure that we will be able to locate suitable acquisition candidates, acquire candidates on
acceptable terms or integrate acquired businesses successfully. Future acquisitions could cause us to take on
additional compliance obligations as well as experience dilution and incur debt, contingent liabilities, increased
interest expense, restructuring charges and amortization expenses related to intangible assets, which may
materially and adversely affect our business, results of operations and financial condition.

Integrating future businesses that we may acquire involves significant challenges. In particular, the coordina-
tion of geographically dispersed organizations with differences in corporate cultures and management
philosophies may increase the difficulties of integration. The integration of these acquired businesses has and
will continue to require the dedication of significant management resources, which may temporarily distract
management’s attention from our day-to-day operations. The process of integrating operations may also cause
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an interruption of, or loss of momentum in, the activities of one or more of our businesses and the loss of key
personnel. Employee uncertainty and distraction during the integration process may also disrupt our business.
Our strategy is, in part, predicated on our ability to realize cost savings and to increase revenues through the
acquisition of businesses that add to the breadth and depth of our products and services. Achieving these cost
savings and revenue increases is dependent upon a number of factors, many of which are beyond our control.
In particular, we may not be able to realize the benefits of anticipated integration of sales forces, asset
rationalization, systems integration, and more comprehensive product and service offerings.

If Schurman Fine Papers is unable to operate its retail stores successfully, it could have a material adverse
effect on us.

On April 17, 2009, we sold our Retail Operations segment, including all 341 of our card and gift retail store
assets, to Schurman Fine Papers (“Schurman”), which now operates stores under the American Greetings,
Carlton Cards and Papyrus brands. Although we do not control Schurman, because Schurman is licensing the
“Papyrus,” “American Greetings” and “Carlton Cards” names from us for its retail stores, actions taken by
Schurman may be seen by the public as actions taken by us, which, in turn, could adversely affect our
reputation or brands. In addition, the failure of Schurman to operate its retail stores profitably could have a
material adverse effect on us, our reputation and our brands, and could materially and adversely affect our
business, financial condition, and results of operations, because, under the terms of the transaction:

e we remain subject to certain of the Retail Operations store leases on a contingent basis through our
subleasing of stores to Schurman (as described in Note 13 to the Consolidated Financial Statements
included in Part II, Item 8 of this Annual Report, as of February 28, 2011, Schurman’s aggregate
commitments to us under these subleases was approximately $36 million);

* we are the predominant supplier of greetings caIds and other social expression products to the retail
stores operated by Schurman; and

« we have provided credit support to Schurman, including a guaranty of up to $12 million in favor of
the lenders under Schurman’s senior revolving credit facility, and up to $10 million of subordinated
financing under a loan agreement with Schurman, each as described in Note 2 to the Consolidated
Financial Statements under Part II, Item 8 of this Annual Report.

As a result, if Schurman is unable to operate its retail stores profitably, we may incur significant costs if

(1) Schurman is unable to pay for product that it has purchased from us, (2) Schurman is unable to pay rent
and other amounts due with respect to the retail store leases that we have subleased to it, (3) we become
obligated under our guaranty of its indebtedness, or (4) Schurman is unable to repay amounts that it may
borrow from us from time to time under our loan agreement with Schurman. Accordingly, we may decide in
the future to provide Schurman with additional financial or operational support to assist Schurman successfully
operate its stores. Providing such support, however, could result in it being determined that we have a
“controlling financial interest” in Schurman under the Financial Accounting Standards Board’s standards
pertaining to the consolidation of a variable interest entity. For information regarding the consolidation of
variable interest entities, see Note 1 to the Consolidated Financial Statements included in Part II, Ttem 8. If it
is determined that we have a controlling financial interest in Schurman, we will be required to consolidate
Schurman’s operations into our results, which could materially affect our reported results of operations and
financial position as we would be required to include a portion of Schurman’s income or losses and assets and
liabilities into our financial statements.

Our business, results of operations and financial condition may be adversely affected by retail
consolidations.

With continued retail trade consolidations, we are increasingly dependent upon a reduced number of key
retailers whose bargaining strength is growing. We may be negatively affected by changes in the policies of
our retail customers, such as inventory de-stocking, limitations on access to display space, scan-based trading
and other conditions. Increased consolidations in the retail industry could result in other changes that could
damage our business, such as a loss of customers, decreases in volume, less favorable contractual terms and
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the growth of discount chains. In addition, as the bargaining strength of our retail customers grows, we may be
required to grant greater credits, discounts, allowances and other incentive considerations to these customers.
We may not be able to recover the costs of these incentives if the customer does not purchase a sufficient
amount of products during the term of its agreement with us, which could materially and adversely affect our
business, results of operations and financial condition.

Bankruptcy of key customers could give rise to an inability to pay us and increase our exposure to losses
Jfrom bad debts.

Many of our largest customers are mass-market retailers. The mass-market retail channel has experienced
significant shifts in market share among competitors in recent years. In addition, the retail industry in general
has experienced significant declines due to the worldwide downturn in the economy and decreasing consumer
demand. As a result, retailers have experienced liquidity problems and some have been forced to file for
bankruptcy protection. There is a risk that certain of our key customers will not pay us, or that payment may
be delayed because of bankruptcy or other factors beyond our control, which could increase our exposure to
losses from bad debts and may require us to write-off deferred cost assets. Additionally, our business, results
of operations and financial condition could be materially and adversely affected if certain of these mass-
market retailers were to cease doing business as a result of bankruptcy, or significantly reduce the number of
stores they operate.

We rely on foreign sources of production and face a variety of risks associated with doing business in for-
eign markets. ’

We rely to a significant extent on foreign manufacturérs and suppliers for various products we distri