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To the Stockholders of
The Gruen Watch Company:

Submitted herewith is the Annual Report of your company for
the fiscal year ended March 31, 1936, as certified by the auditors.

You will note this statement shows, for the fiscal year, a net profit
of $4,745.94 after all charges, which compares with a net loss of
$277,282.23 before adjustments, in the previous fiscal year.

In considering results for the year just ended, please remember that
the reorganization of your company was not completed until the latter
part of July, 1935. This did not permit sufficient time to organize and
systematize all manufacturing facilities to properly take advantage of
the fall business. In spite of these difficulties, however, your company
increased its sales in both dollars and units.

Our plants are being reorganized and equipped with the most mod'
ern machinery. The maintenance of traditional Gruen quality and
the attainment of even higher standards of excellence in product are
being accomplished with improved production methods that reflect
economies, making it possible to price our watches more competitively.

This, together with the re-styling and modernizing of the line and
greater advertising support, has accounted in large measure for the
fine reception and confidence Gruen Watches have been accorded by
jewelers throughout the country.

Many problems pertaining to manufacturing methods and personnel
still remain and the management is devoting its entire energy to their
solution. |1 am surrounding myself with an efficient, hard'working
organization, the results of which I feel confident will be reflected
in the forthcoming years.

I want to express my deep, personal appreciation to both the stock’
holders and our entire organization for their loyal support.
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THE GRUEN WATCH COMPANY

CONDENSED BALANCE SHEET — AT MARCH 31, 1936

ASSETS LIABILITIES AND NET WORTH
CURRENT:
) CURRENT LIABILITIES:

Cash in Banks and Cash Fl_mds ............................... $ 106,337 56 ACCOUNts Payable — TTade oo $ 3254
Notes and Accounts Receivable— Customers— Accounts Payable — Subsidiaries ..........c..cccceennes 52762
Net Of RESEIVE......vvvierrirerrisessnessiesssrsssssseenns 519 Q8591 Credit Balances — Accounts Receivable Ledger.. 6*82
ivabl bsidi AcCrued EXPENSES .....ceceeeereeeeineieeesieeeseeesseisessns 44 60
Account Receivable—Subsidiary.............ccooourveeeen. 1,833.46 Total CUrTeNnt LiabilitieS .. oo 135 59
Inventory—Merchandise and Materials............... 501,699.14 Registered Debent Authorized and | q 29750

Movements and Parts in TranSit........ccoceeveennes 25 868.55 egistere ebentures — Authorized and 1Ssued... !

Total CUrrent ASSEtS.......oo.cooeeoveeermeeecereenes 1,254,824.62 NET WORTH:

Class A Preferred Stock—
$100.00 Par Authorized and

Notes Receivable — Customers — Maturity after
ISSUE ... 7,275  Shares $727,500.00
March 31, 1937 2,186.12 Class B_Convertible Non-Vot-
Notes and Accounts Receivable — Personal and g]z?r :&f;grrrigg d Sgﬁglﬁsf&égo 363 750
Other — Net OF RESEIVe..........oooccerveersesrrrrersssne 1,395.41 Class B Convertible Voting ' Shares  363,750.00
Account Receivable—Subsidiary—Net of Reserve.. 9,400.10 Preferred Stock $1.00 Par
Investment in Subsidiary COMpanies..................c..... 288,274.70 Authorized and Unissued.... 363,750  Shares
Investment in Other Companies 11271365 e R tharzed 82500 1000 Shares 500,000.00
Plant and Property INVESIMeNt.................oocccovvvree $476,108.18 Less—In Treasury............. '387  Shares  9,675.00
Less—Reserve for Depreciation..........ccocoevevinnenns 145,210.26 19,613  Shares 490,325.00
Plant and Property Investment — 7\[et.... 330,897.92 Common Stock $1.00 Par
Deferred Charges ..........oveveiinneeerevviiiissenecississnns 9,281.54 Authorized .....cooeevvvviiiienn, 500,000 Shares 500,000.00
Patents, Watch Models, and Good Will............... 1.00 LeSS—IUHEFSUGd -------- 3822%3% gﬂares 382,213.50
n Treasury , ares 2,582.50
384,796  Shares 384.796.00
Total Assets 115,204  Shares 115.204.00
$2,008,975.06 Deficiency Account 551,901.40
Net Worth . 1,144,87
Total Liabilities and Net Worth. $2,008,97
NOTE: CONDENSED DEFICIENCY ACCOUNT
Contingent Liability amounting to $109,000.00 exists at March 31, De.f'c'%ncly Balagﬁe 2 of March 31, 193|5 a thoé‘m
1936 for possible additional assessment of Taxes and Interest. OTgaANIZation” ooV AN o $ 57132
Cumulative Dividends _((j)n Class hA Preferred Stock amounting to Deduct —
$7_’275'00 v.ver.e.unpal at _Marc 31, 1336. ] Net Adjustments applying to prior period.... $ 14,678.42
Contingent Liability amounting to $354,289.70 exists at March 31, Net Gain for Year ended March 31 1936 4.745.94 19.42"
1936, for Customer’s Notes and Acceptances Receivable discounted. Deficiency Balance March 31, 1936 ' h o $ 55190

CERTIFICATE: We have made an examination of the Balance Sheet ot The Gruen Watch Company as at March 31, 1936, and of the state-
ments ot Profit and Loss and Deficiency for the year ended that date. In connection therewith, we examined or tested accounting records of the
Comlp?ny and o}heﬁ suggortlnﬁ evidence and obtained information and explanations from officers and employees of the Company; we also made a
general review of the accountifig records.

In our opinion, based upon such examination, the accompanying Balance Sheet and related statements of Profit and Loss and Deficiency fairly
present, m accordance with accepted principles of accounting, its position at March 31, 1936, and the results of its operations for the year.

Gano s? Cherrington,

Cincinnati, Ohio, May 6, 1936. Certified Public Accountants.
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PRESIDENT’S REPORT

To the Stockholders of The Gruen Watch Company:

HERE is submitted herewith the Annual Report of your company for the fiscal year
Tended March 31, 1937, as certified by the auditors which shows a net profit of

$606,685.95 as compared with a net profit of $4,745.94 for the previous fiscal year.
Earnings for this year, which are after the deduction of Federal Taxes on Income in the
amount of $122,569.53, include a non-recurring profit of $57,204.45 on foreign exchange.

The year just ended has witnessed substantial progress toward the accomplishment of
the objectives which the management set for itself at the time of the reorganization in
1935 and it is important to note that the number of units manufactured and sold and
the net profit earned were the largest in the entire history of your company.

The net earnings of $606,685.95 have wiped out the deficit in the Surplus Account
of $551,901.40 which existed at March 31, 1936. The Surplus Account, after certain
adjustments as shown in this report, has a credit balance of $12,554.05 at March 31,
1937. All dividends accrued and payable to March 31, 1937, on $727,500 Class A Pre-
ferred Stock have been paid and on or before June I, 1937, your company will make
principal payments of $427,707.83 on its Registered Debentures. Debentures outstanding
after this payment will amount to $286,064.32.

According to the terms under which the Debentures and the Class A Preferred Stock
were issued, all of the Debentures and Class A Preferred Stock must be retired out of
earnings before any dividends can be paid on the Class B Preferred, Class C Preferred,
and the Common Stock.

It is the hope of the management that the remainder of the Debentures and a
substantial part of the Class A Preferred Stock can be retired out of the current year's
earnings and thus hasten the time when your company can resume the payment of
dividends to all classes of stockholders.

The manner in which our products have been received by our dealers throughout the
country and the success these dealers have had with same has been most gratifying and |
take this opportunity of expressing to them our sincere thanks for their splendid support
and cooperation.

Your company has in this past year purchased the balance of the capital stock of
its subsidiaries formerly held by individuals so that it now has complete ownership of
these companies. These companies made a net profit of $114,383.40 for the fiscal year
ended March 31, 1937. Of this amount only $18,068.55 was received by your company
in the form of dividends and included in its net earnings.

While our sales for the year just ended were still limited by our manufacturing
capacity, the reorganization of our manufacturing facilities is proceeding along very
satisfactory lines and from present indications your company will show a still further
increase in production this coming year.

In reviewing the year just ended, | feel a deep sense of obligation to stockholders,
directors, officers, and employees for their untiring efforts and loyal support and to them
| express my sincere gratitude.

By Order of The Board of Directors,
Respectfully submitted,
BENJAMIN S. KATZ,
President.
wime Hill, Cincinnati, V. S. A.

Aptil 30, 1937.



THE GRUEN W
Condensed Balance Sh

ASSETS
CURRENT:
Cash in Banks and Cash FUNGS.......... «eoeooeeeeeeeeeeees e $ 166,804.70
Notes and Accounts Receivable—Customers—Net of Reserve.......... 1,157,105.97
Account Receivable—Subsidiary..........ccccccvvvviinieiiiinenn. 359-59
Inventories at the lower of cost or market........cccooeevveveeeiveeieeeeeeees 583,000.41
TOtAl CUITENT ASSEES. ...eeeeeeeeeeeeeeeeeeee e et e e et e e ereeesereessreeeains $1,907,270.67
Cash Surrender Value of Life Insurance POlICIES.........ccovvvcveeeeeiieciiiieeeeies 5,078.65
Notes Receivable— Customers— Maturity after March 31, 1938................ 716.35
Notes and Accounts Receivable—Personal and Other—Net of Reserve... 17,560.38
Account Receivable—Subsidiary—Net of ReSserve.........cccoecevveiviiveiininen . 41,732.46
Investment in Subsidiary COmMPanIes............coceiererininiie e 416,314.14
Investment in Other Companies................ 112,713-65
PLANT AND PROPERTY INVESTMENT........ccccovvnen. $493,465.23
Less—Reserve for Depreciation.........ccceeevvs covverirarnnne 146,832.52
Plant and Property Investment—Net.. 346,632.71
Deferred Charges.....ccoviviiiiieiie e 5,693-50
Patents, Trademarks, Copyrights, Watch Models,
and Good W ill......coooiii e 1.00
TOTAL ASSETS 52,853,713.51

NOTE (1) Contingent Liabilities existing at March 31, 1937:
Possible additional assessment of Taxes and Interest of $115,000.00.
Customers' Notes discounted amounting to $581,057,77.
Endorsement of Acceptance of Affiliated Company of $11,400.00.



ATCH COMPANY

eet At March 31,1937

LIABILITIES AND NET WORTH
CURRENT LIABILITIES:

Accounts Payable—Trade........cccccevevviieereninnnnnn, ey e r—— S 13,878.36
Account Payable—Subsidiary.......cccccocoviiiinieniniiieenccn, 182,195.06
Principal of Registered Debentures payable
0N OF DEfOre JUNE 1, 1037 et 427,707.83
Federal Taxes on Income of Year ended March 31, 1937.......cccueeeneee. 122,569.53
NOtE Payable.....coooiiicii e 5,000.00
Credit Balances—Accounts Receivable Ledger.............. 2,954,08
Accrued EXPENSES.....cccviveiieiieiieeie e sie e 65,070.28
Total Current LiabilitiesS.......cvveeeeeeee e $ 819,375-14
Note Payables—with maturity subsequent to March 31, 1938........cccccen.ne. 40,000.00
Registered DEDENTUIES.......ccveiiriieie ittt 286,064.32
NET WORTH:
Class A Preferred Stock—$100.00 Par
Authorized and Issued.......... 7,275 Shares $727,500.00

Class B Convertible Non-voting

Preferred Stock $1.00 Par—

Outstanding........cccoeevvvivnnnnnn. 357,794  Shares 357,794.00
Class B Convertible Voting Pre-

ferred Stock $1.00 Par

Authorized . . ..o, 363,750 Shares 363,750.00
Less—Unissued ........ccceeeenee. 363,650  Shares 363,650.00
100  Shares 100.00

Class C Preferred Stock $25.00 Par
Authorized.......cccoovvviiiieenne. 20,000 Shares 500,000.00
Less—In Treasury.........o...... 425  Shares  10,625.00

19,575 Shares 489,375.00
Common Stock $1.00 Par

Authorized.......occeoveiiiivieennn 500,000 Shares 500,000.00
Less—Unissued............cc......... 376,3571A Shares 376,357.50
In Treasury........ccoeeeuee . 2,69114 Shares 2,691.50

379,049  Shares 379,049.00
120,951 Shares 120,951.00
SUIPIUS ..o 12,554.05
NET WORTH.............
TOTAL LIABILITIES AND NET WORTH.................. $2,853,713 51

NOTE (2) No provision has been made herein for liability for Federal Surtax on Undistributed
Profits. Due to contractual restrictions on the payment of Dividends, it is believed the
Company is not subject to such tax, which opinion is concurred in by Counsel for the
Company.



THE GRUEN WATCH COMPANY
Condensed Income and Profit and Loss Statement

YEAR ENDED MARCH 31, 1937

PROFIT FROM OPERATION......coooi it $773,424.75
OTHER INCOME:
[ D11/ {0 (=] 0 [o [ $18,068.55

Non-recurring gain arising from adjustments
due to reduction in rate of foreign

exchange............. 57,204.45
Miscellaneous.........covveeeeiiiciiieeeeeeeeeeee e 27,232.12
102,505.12
875,929-87
OTHER DEDUCTIONS . ..o 146,674.39
Net Gain for the year before Federal Taxes on
INCOME.ccoieeeeee e 729,255.48
Less—Federal Taxes on Income.................... 122,569-53
Net Gain remaining, transferred
10 SUIPIUS. .o — .$606,685.95
Condensed Statement of Surplus
YEAR ENDED MARCH 31, 1937
Deficiency Balance March 31, 1936.......cccccccvviviiieviiniinnesie e $551,901.40
Net Gain for the year ended March 31, 1937.......cccccveunnnen. 606,685.95
54,784.55
Deduct—
Dividends paid on Class A Preferred
STOCK. i $21,825.00
Payment on accommodation endorsements
of Acceptances—endorsements made
in prior years........c.c.c...... 16,033.50
Miscellaneous adjustments and items
applying to prior years................... 4,372.00
42,230.50

Surplus March 31, 1937 $ 12,554.05



ACCOUNTANTS’ CERTIFICATE

The Gruen Watch Company,
Cincinnati, Ohio.

We have made an examination of the Balance Sheet of
The Gruen Watch Company as at March 31, 1937, and of
the statements of Profit and Loss and Surplus for the year
ended that date. In connection therewith, we examined or
tested accounting records of the Company and other supporting
evidence and obtained information and explanations from
officers and employees of the Company; we also made a general
review of the accounting methods.

In our opinion, based upon such examination, the ac-
companying Balance Sheet and related statements of Profit and
Loss and Surplus, fairly present, in accordance with accepted
principles of accounting consistently maintained during the
year under review, the position of the Company at March 31,
1937, and the results of its operations for the year ended that
date.

GANO & CHERRINGTON,

Certified Public Accountants.

Cincinnati, Ohio, April 27, 1937.



In 1874. when the first Gruen watch was made. America was
crossing the threshold into the era of physical miracles. At
the turn of the century, the Gruen ideal of precision time-
keeping already had crystallized into a solid tradition.

Today, Gruen craftsmen defend that tradition with the price-
less experience gained in sixty-three years of scientific research
and invention. Facing the temptation of an ever mounting de-
mand. Gruen stubbornly maintains precision standards that are
unique even in thisage of almost infinite mechanical perfection.

It is true that Gruen regards watchmaking as a very special
art ., .as weil as an industry That's why in every Gruen
watch there is the touch of the master workman , . . with
a lifetime of experience in his eyes and in his fingertips.

Gruen Watches Am Priced From
$24.75 10 52500

THE GRUEN WATCH COMPANY < TIME HILL
CINCINNATI. US A
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GruenWristwatches.com
All Gruen All the Time



1874 - 1938

The Gruen Watch Company

T1 ME H 1 L L

CINCINNATI, OHIO

EAST VIEW-THE GRUEN WATCH PLANT, TIME HILL, CINCINNATI, O.



President’s Report

To the Stockholders of
The Grueti Watch Company:

here is submitted herewith the Annual
Report of your Company and its subsidi-

ary companies for the fiscal year ended

March 31, 1938 as certified by our auditors
and approved by your Board of Directors,
which shows a consolidated net profit of
$726,141.87 as compared with consolidated
net profit of $636,926.17 after the elimination
of a non-recurring profit on Foreign Ex-
change of $57,204.45 for the year ended
March 31, 1937.

Sales throughout the watch industry de-
creased greatly beginning in October 1937
but despite this decline in general business
and in our industry the sales and profits of
your company were again the greatest in its
history.

The past year has seen the fulfillment of a
program inaugurated three years ago. The
re-equipping of your factory with the latest
and most modern precision machinery de-
signed by our own technical staff provides
what is now unquestionably one of the best
equipped watch plants in the world devoted
to the manufacture of the highest quality pre-
cision watches. A further tribute to your
technical staff—the finest in the watch indus-
try —is their creation of six entirely new
watch movements during the past three years,
each one of which is generally considered to
be an outstanding contribution to the art of
watch making, once more re-affirming your
company’s leadership in the production of
the highest quality watches.

Early in 1938 your company again affirmed
its leadership in the watch industry by intro-
ducing to the public a new Curvex watch
named “The Gruen Ristside Curvex”. This
newest watch is worn on the side of the wrist
for greater convenience and safety and it
represents the first change in watch wearing
habits since the original introduction of wrist
watches. The Gruen Ristside Curvex has
been acclaimed by the industry as the great-
est fine watch improvement since the intro-
duction of Gruen’s now famous Curvex line.
This utterly new watch confirms the style
leadership of your company.

We are indeed gratified at the continued
success enjoyed by our authorized Gruen
Jewelers in their handling of Gruen watches.
The excellent support and cooperation ex-

tended to us by these Gruen dealers is one of
our most valued assets, and | am glad to have
this opportunity of expressing to them our
sincere appreciation and of pledging to them
your company’s continued best efforts in
their behalf.

It is my pleasure to advise you that the
balance of $286,064,32 shown as due on your
company’s debentures has been paid on May
6, 1938. In addition to the retirement of all
of the outstanding debentures, 20 per cent of
the Class A Preferred stock amounting to
$145,500,00 has also been retired. Both of
these payments have been made out of your
company’s earnings and the management will
continue its best efforts to provide earnings
in order that the balance of the Class A Pre-
ferred stock may be retired. On retirement
of the balance of the Class A Preferred stock,
your company will then be in a position to
consider the payment of dividends to all re-
maining classes of stockholders,

| wish to point out to you that an assess-
ment of $24,183.69 for excise taxes and inter-
est for prior years has been paid under pro-
test and this amount charged to Surplus. The
Surplus Account has also been charged with
a loss of $68,477.65 resulting from the sale of
an unprofitable investment which had been
on the books of the company. The proceeds
from the sale of this investment have been
invested in the Gruen Watch Company of
Canada, Ltd., a wholly owned subsidiary of
your company, which began doing business
on April 1, 1937, showing a small profit for
the year ended March 31, 1938.

In reviewing the year just ended, | feel a
deep sense of obligation to stockholders, direc-
tors, officers, and employees for their untir-
ing efforts and loyal support and to them |
express my sincere gratitude.

Sincerely yours,

President

Time Hill, Cincinnati, U. S. A.
May 7, 1938.



LYBRAND, ROSS BROS. & MONTGOMERY

ACCOUNTANTS AND AUDITORS
CINCINNATI

The Gruen Watch Company,

Cincinnati, Ohio.

We have made an examination of the consolidated balance sheet
of The Gruen Watch Company and its Subsidiary Companies
as at March 31, 1938, and of the related statement of income and
surplus for the year then ended. In connection therewith, we ex-
amined or tested accounting records of the Companies and other
supporting evidence and obtained information and explanations
from officers and employees of the Companies; we also made a
general review of the accounting methods and of the operating and
income accounts for the year, but we did not make a detailed audit
of the transactions.

In our opinion, based upon such examination, the accompany-
ing consolidated balance sheet and related statement of income and
surplus fairly present, in accordance with accepted principles of
accounting consistently maintained by the Companies during the
year under review, the consolidated position of the Companies as
at March 31, 1938, and the results of their consolidated operations
for the year then ended.

LYBRAND, ROSS BROS. & MONTGOMERY

May 7, 1938



THE GRUEN WATCH COMPAN'

Consolidated Balance

ASSETS:
Cash iN DANKS aNA 0N NANG.......oooeeeeee e et e e e e et e e s e s eer e e et e e s aaeeseanes $ 195,340.96

Notes and accounts receivable, net of allowance for doubtful notes and accounts.... 1,104,520.24

Inventories, at the lower Of COSt OF MAIKEL.........ccvviiiiiieeeieee e e e s e e e ee s 1,266,823.12

TOtal CUIMENT ASSELS.....cuvieiiiiie ittt b e eeas cereeessabeessareeeas $2,566,684.32
Cash surrender value of life insurance POlICIES........ccccviiieviiieiic e 5,858.86
Other notes and accounts receivable, net of allowance for doubtful notes............... 2,124.10
Sundry investments, at cost or nominal ValUues.........ccccccovt ovveiiiiene e 788,28

Land, buildings and equipment, as appraised in 1922 (appreciation
included herein, $83,499.82) plus subsequent additions, at cost.....$842,626.80

Less, Allowance for depreciation........c.cccecvveviiivcins vevieerieseenieenns 299,374.03
543,252.77
Prepaid and deferred itemMS.......ccocvevie oovieiiciisie e 47,946.29
Patents, trade-marks, copyrights, watch models, and goodwill............... 1.00
S

$ 3,166,655.62

The accompanying notes Nos. 1 to 5 on the folloi



"and SUBSIDIARY COMPANIES

Sheet, March 31, 1938

LIABILITIES:

Notes payable, DaNKS.......... oo e
NOtES PAYADIE, TrAUE........ s e sae e

Registered debentures, payable on or before June 1, 1938 (Note 3)
Accounts payable

ACCIUEA EXPENSES ..vviiees ettt se ettt sttt ssenssssn s s —

Provision for domestic and foreign income taxes (NOte 4).......cccevcviieis vvvveniieiieennens

Total current labilities.......coocvviiiiiiiiiit e e

Mortgage payable of subsidiary company, payable in annual instalments of $458.56
or in full ninety days after demand Or NOLICE......ccccces veviiiiiiiiiice e e

Unrealized profits on conversion of net assets of foreign subsidiary companies

Contingent liabilities (Note 5)

CAPITAL :
Capital stock:

Class A preferred stock, $100 par value; 7,275 shares authorized
and issued (NOLE 3)..iciiiiiiiiiecieie e e

Class B convertible non-voting preferred stock, $1.00 par value;
363,750 shares authorized and issued, less 96,496/2 con-
verted and cancelled, outstanding 267,253J2 shares.................

Class B convertible voting preferred stock, $1.00 par value;
363,750 shares authorized, 100 shares issued, converted and
cancelled; balance reserved for conversion of Class B non-
voting preferred StOCK.........cooveeiiiiiiieiiies ceee e

Class C preferred stock, $25 par value; 20,000 shares authorized
and issued, less 425 shares in treasury, outstanding 19,575
SNATES e e e

Common stock, $1.00 par value; 650,000 shares authorized,
214,283 shares issued, less 2,900)4 shares in treasury
(267,253)a shares reserved for conversion of Class B con-
vertible stocks), outstanding 211,382)4 shares........cccccceeveneane.

Earned surplus, as annexed.........ccccccceeceiiieiins coeeviesieseseeie e .

Less, Net excess of cost of shares of subsidiaries, acquired in prior
years, over equities in net worth at dates of acquisition...............

ing page are an integral part of this balance sheet.

727,500.00

267,253.50

489,375.00

211,382.50
665,056.39

2,360,567.39

80,862.45

$ 113,491.04

58,440.76
286,064.32
97,164.43
115,490.51
155,875.17

$ 826,526.23

55,485,28
4,939.17

2,279,704.94

$ 3,166,655.62



1

NOTES TO BALANCE SHEET

Conversion of foreign accounts: The cur-
rent assets and liabilities of the foreign
subsidiary companies have been converted
into dollars at the Federal Reserve rates
of exchange at March 31, 1938. Capital
assets and non-current liabilities of for-
eign subsidiary companies have been con-
verted, substantially, at rates of exchange
prevailing when respectively acquired or
incurred.

Intercompany profits have been elimi-
nated from the consolidated accounts.

Under the terms of a Plan of Reorgani-
zation adopted June 25, 1935, The Gruen
Watch Company is required to apply 75
per cent of its net earnings, as defined in
the Plan, each year to the payment of its
debentures until they have been paid in
full; to the payment of dividends on Class
A preferred stock and thereafter to the
retirement of Class A preferred stock.
Under the terms of the Plan, The Gruen
Watch Company is required, subsequent
to March 31, 1938, to apply $286,064.32
to retirement of its debentures and

NOTES TO

$88,423.12 to retirement of its Class A
preferred stock. Prior to May 7, 1938 all
debentures had been paid and Class A
preferred stock aggregating $145,500 had
been retired.

No dividends may be paid on any other
class of stock until all of the Class A
preferred stock has been retired.

No provision has been made for federal
surtax on undistributed profits. It is the
opinion of counsel for the Company, that
the Company is not subject to such tax
because of contractual restriction of divi-
dend payments. It is believed that no
additional United States taxes would re-
sult from tKe transfer to the parent com-
pany of accumulated surplus in foreign
subsidiaries.

Contingent liabilities at March 31, 1938
consisted of customers’ notes and accep-
tances discounted of $996,922.44; and
proposed additional assessment of federal
excise taxes for prior years including in-
terest, estimated at $85,000 which is being
contested by the Company.

INCOME AND

EARNED SURPLUS ACCOUNT

No provision has been made for federal sur-

tax on undistributed profits. It is the opin-
ion of counsel for the Company that the
Company is not subject to such tax because
of contractual restriction of dividend pay-
ments.

Income accounts of foreign subsidiary com-

panies have been converted at the average
rates of exchange on transactions between
the parent company and its foreign subsi-
diary companies during the current fiscal
year.

Intercompany profits have been eliminated

from the consolidated income account.



CONSOLIDATED INCOME and EARNED
SURPLUS ACCOUNT

For The Fiscal Year Ended March 31, 1938

Gross profit from SAlES.........ccveveiieiiiiee e e $2,310,490.12
Selling, administrative and general eXPENSES.........cccveveviviieeieesieeireseesieseenenas 1,420,421.60
Profit before other income and expenses and income taxes. 890,068.52
(@] 1 LT G T aToo] 0 o TN TR TPPRRRRRRTRRON 84,198.24
974,266.76
Interest and Other eXPENSES........ oviviviieeie s e 97,117.50
877,149.26
Provision for domestic and foreign iNCOME taXeS........cccocvvvvrivereeiereerininens 151,007.39
NEE INCOME ..o et sre e 726,141.87
SUMPIUS, APFIL 1, 1937 et et e eae ee e e e sae e sre e ereas 53,400.86
779,542.73

Deductions:

Loss on disposal of shares of an affiliated company, acquired

[T ] g o] g 7=- TS $ 68,477.65
Federal excise taxes and interest applicable to prior years,
paid UNAEr Protest.......cccuceieeriiiiiiiiieiese e sees e sreeieseees 24,183,69
—————————————————— 92,661.34
686,881.39
Cash dividend of 3 per cent on Class A preferred stock, paid March 28, 1938..... 21,825.00
SUIPlUS, March 31, 1938.....cciiiiiiiieiecie ettt st e e re e baenas $ 665,056.39

The accompanying notes on preceding page are an integral part of this
Income and Earned Surplus Account,
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TO THE STOCKHOLDERS OF THE GRUEN WATCH COMPANY .-

N behalf of the Board of Directors, | am pleased to present the Annual Report of your
O Company, consisting of Consolidated Balance Sheet of The Gruen Watch Company and

Subsidiary Companies at March 31, 1939 and Consolidated Income and Earned Surplus
Account for the fiscal year ended March 31, 1939 as certified by our auditors, Lybrand, Ross
Bros, and Montgomery.

Notwithstanding the general decline in the watch industry for the year 1938 as compared
with 1937, your Company shows a consolidated net income of $540,669.23 after deduction of
$121,955.19 for Income Taxes.

The above profit in comparison with the major watch companies who have thus far re-
ported to their stockholders is most gratifying.

In view of the fact that the consolidated net income of the Company and its subsidiaries
for the first full three-year operation amounts to $1,946,815.21, the question may be in the
minds of many stockholders as to why there have been no dividends paid. In answer to this, a
short history of the Company since the early part of 1935 may be appropriate.

In the early part of 1935 your Company had a bank indebtedness of $1,818,750 which was
past due and could not be met. Because of this condition, | was invited to become associated
with the Company and was elected President. A general reorganization of the Company was
approved by the stockholders on June 25, 1935.

Out of the above profits of $1,946,815.21, as provided by the Plan of Reorganization,
$1,047,600 has been applied to the retirement of all debentures (aggregating $727,500) and of
3,201 shares of the $100 par value Class A Preferred Stock. The retirement of 1,746 of these 3,201
shares of Class A Preferred Stock was effected on May 15, 1939, and so is not reflected on the
accompanying balance sheet. In addition to the retirement of this part of the securities issued to
the Banks in lieu of the Company's indebtedness to them as of the date of the reorganization,
the Company has also caused the retirement of a mortgage of its foreign subsidiary in the amount
of $55,485.28. ” . e

On March 31, 1935, the Consolidated Balance Sheet of the Company and its subsidiaries
showed a deficit of $576,097-80. Since that date, additional charges applicable to the period
prior to March 31, 1935 have aggregated $198,384.51.

However, the earnings of the Company during this period have been sufficient to eliminate
the deficit, plus subsequent charges applicable to the period prior to March 31, 1935, pay the
required Class A Preferred dividends, and leave a surplus of $1,102,834.89 at March 31, 1939.

At the time of the Reorganization, Common Stock had no book value and Class C Preferred
Stock only a nominal value, whereas on March 31, 1939, the book value of Class C Preferred
Stock is $25.00 per share, its par value, and Common Stock has a book value of $4.01, Class B
remaining at par value, $1.00 per share.

After allowing for dividends on Class A and Class C stock outstanding at March 31, 1939,
the annual earnings on the combined 478,636 shares of Class B Convertible Preferred and Common
Stock outstanding at March 31, 1939, averaged $1.23 per share during the past three years.

Because of market conditions then existing, the sale of 150,000 additional shares of Common
Stock as authorized and approved by the shareholders at the last annual meeting, was not com-
pleted. It is the hope of the management however, now that only $407,400 of Class A stock
remains unpaid, to retire same out of earnings in the near future, thereby eliminating the divi-
dend restriction, at which time the Board of Directors will be in a position to consider the
payment of dividends to all classes of stockholders, out of earnings.

After many years of research, the technical staff of your Company succeeded in developing
and perfecting what is unquestionably the most revolutionary wrist watch of all time. This
watch was introduced to the industry inJanuary of this year under the trade mark VERI-THIN
which trade mark has long been established with this Company, and became an immediate
success. The wide acclaim given this latest Gruen product by the jewelers and the public through-
out the country is further indication to the industry of Grucn’s determination and ability to
continue its leadership in the art of fine watchmaking.

To our authorized Gruen Jewelers, whom | consider our greatest asset, | want to express
on behalf of our entire organization, our sincere thanks and appreciation for their loyal support,
and pledge to them your Company’s continued best efforts in their behalf.

I also want to express my deepest gratitude to stockholders, directors, officers, executives
and employees, who have shown such untiring efforts and loyal support.

Sincerely yours,

BENJ. S. KATZ,
Time Hill, O«>iniueti, Il. X A, Mtej 2), 1019. Pneiilenl



Consolidated Balance

ASSETS:
Cash on hand and demand depOSitS........ccooviiiiiiiiiinieerie e $ 236,840.18
Notes and accounts receivable, trade, less allowance for doubtful notes
ANA BCCOUNTS. ...ttt ettt ettt e e e ettt e e e e et et e e e e see e e eeesseeereeeeeseerenenes 1,118,444.85
Inventories, at the lower of cost OF Market.......ooocoveevee e e 1,147,059-43
TOtAl CUIMENE ASSEES. ... .evveeieeeeeeeeeeeee e e ettt e e e e e e et e e e e e st e e e s eeeereeeeeaeas $2,502,344.46
Cash surrender value of life insurance poliCies.......cccccvvviiiiviiienie s 8,283.22
Other notes and accounts receivable, less allowance for doubtful notes... 1,761.23
Sundry investments, at cost or nominal values..........ccccccovvvvievieiiciicie i, 788.28
Land, buildings and equipment, at cost except the Com-
pany’s Cincinnati plant which includes appreciation
amounting to $106,610.74 arising from appraisal of
land and buildings in 1922.........ccccccvivvivinece e, $ 872,718.45
Less, Allowance for depreciation (including deprecia-
tion on appreciation $24,473-29)......ccccoviernennnnn. 347,610.59
525,107-86
Prepaid expenses and deferred Charges........ccovveiieevie i 45,378.37
Patents, trade-marks, copyrights, and goodwill.........c.ccccovvvniiniecieiiennnn, 1.00

$3,083,664.42

jSheet,

)

~ =

1

I

March 31, 1939

LIABILITIES:
Due to banks by foreign subsidiary........c.ccccocevivivienieniinns
Accounts payable......ccceiiiiiice
ACCTUE EXPENSES. ...vveviiertiereererteseeteseeeseeeseeseseeesieessenesreneas
Provision for domestic and foreign income taxes (Note 4)

Total current liabilities...........cccooeeeieennnnen.
Contingent liabilities (Note 5)

$ 204,219.26
58,586.93
117,447.56
131,427.23

$ 511,680.98

CAPITAL:
Capital stock (Note 3):

Class A preferred stock, $100 par value; redemption
and liquidating values $100 per share and accrued
dividends; 7,275 shares authorized and issued,
less 1,455 shares redeemed, outstanding 5,820
SNATES.ceee e $ 582,000.00

Class B convertible non-voting preferred stock, par,
redemption and liquidating values $1.00 per
share; 363,750 shares authorized and issued, less
224,886 converted and cancelled, outstanding
138,864 SNAIES...cccceeeeeeee et

Class B convertible voting preferred stock, par, re-
demption and liquidating values, $1.00 per share;
363,750 shares authorized, 100 shares issued, con-
verted and cancelled; balance reserved for con-
version of Class B non-voting preferred stock...

Class C preferred stock, par and liquidating values $25
per share; 20,000 shares authorized and issued,
less 425 shares in treasury, outstanding 19,575
SNAMES ..ot

Common stock, $1.00 par value; 650,000 shares author-
ized, 342,672” shares issued, less 2,900 shares
in treasury, outstanding 339,772 shares (138,864
shares reserved for conversion of Class B convert-
ible stocks and 15,000 shares reserved for sale to
certain officers and employees) (Note 6)..............

Earned surplus, as annexed (NOte 3).....ccocevenirenernienennn.

138,864.00

489,375.00

339,772.00
1,102,834.89
2,652,845-89
Less, Net excess of cost of shares of subsidiaries, ac-

quired in prior years, over equities in net worth

at dates of acqUISItION........cccocvvviiieveiie e 80,862.45

2,571,983.44
$3,083,664.42

The accompanying notes Nos. 1 to 6 on the following page are an integral part of this balance sheet.



NOTES TO BALANCE SHEET

. Conversion of foreign accounts: The current assets and liabilities of the
foreign subsidiary companies have been converted into dollars at the
Federal Reserve rates of exchange at March 31,1939. Capital assets have
been converted, substantially, at rates of exchange prevailing when
acquired. The conversion of net current assets into dollars resulted in a
loss in excess of unrealized profits on conversion at March 31, 1938; the
amount of such excess is not significant and is included in the income
account.

. The estimated amounts of intercompany profits in inventory items pur-
chased from companies whose accounts are consolidated have been
eliminated in the preparation of the consolidated balance sheet.

. Under the terms of a Plan of Reorganization adopted June 25, 1935,
The Gruen Watch Company is required to apply seventy-five per cent of
its net earnings, as defined in the Plan, subsequent to the close of each
fiscal year, to the payment of dividends on Class A preferred stock and
thereafter to the retirement of such stock. Under the terms of the Plan,
The Gruen Watch Company is required, subsequent to March 31, 1939,
to apply $167,320.28 to retirement of its Class A preferred stock. From
April 1,1939 dividends are payable on Class A preferred stock at the rate
of five per cent per annum.

No dividends may be paid on any other class of stock until all of the
Class A preferred stock has been retired.

It is believed that no additional United States taxes would result from
transfers to the parent company of accumulated surplus in foreign sub-
sidiaries. It is estimated that additional foreign taxes (based on present
laws) on transfers to the parent company of accumulated surplus of
foreign subsidiaries would not exceed $30,000.

. Contingent liabilities at March 31, 1939 consisted of customers’ notes
and acceptances discounted of $907,309-55.

. Options granted to certain officers and employees to purchase common
stock of the Company at $5 per share aggregated 14,800 shares at March
31,1939. Ofthis amount, options to purchase 7,200 shares expire May 26,
1939; options to the remaining shares are exercisable at different times
to March 31, 1941.

CONSOLIDATED INCOME and EARNED
SURPLUS ACCOUNT

For The Fiscal Year Ended March 31, 1939

Gross profit from Sales.......cceivevieiieve s $1,875,438.62

Selling, administrative and general eXpenses.........cccccevvveverirennn. 1,167,703-50

Profit before other income and expenses and income taxes.  707,735-12

Ot TN COMIB. ettt e e e e et e e e e e e et e e e e eaaeeeeeas 74,096.59
781,831.71

Interest and Other EXPENSES......covveveiieiie e 119,207.29
662,624.42

Provision for domestic and foreign incometaxes..........cccccceue.n... 121,955-19
NEE TN COMIB. ettt e e e e e e e e e e e e s 540,669.23
Surplus, April 1, 1938 ... 665,056.39
1,205,725.62

Less, Federal excise taxes and interest applicable to prior years. 79,028.73

1,126,696.89

Cash dividend at the rate of 4 per cent per annum on Class A
preferred STOCK. ...t 23,862.00
Surplus, March 31, 1939 ... .$1,102,834.89

Income accounts of foreign subsidiary companies have been converted, sub-
stantially, at the average rates of exchange on transactions between
the parent company and its foreign subsidiary companies during the
current fiscal year.

Intercompany sales and estimated intercompany profits have been eliminated
in the preparation of the consolidated income account.



LYBRAND, ROSS BROS. & MONTGOMERY
ACCOUNTANTS AND AUDITORS

CINCINNATI

The Gruen Watch Company,
Cincinnati, Chio.

We have made an examination of the consolidated balance sheet of
The Gruen Watch Company and its Subsidiary Companies as at March 31*
1939, and of the related statement of income and surplus for the year then
ended. In connection therewith, we examined or tested accounting records
of the Companies and other supporting evidence and obtained information
and explanations from officers and employees of the Companies; we also
made a general review of the accounting methods and of the operating and
income accounts for the year, but we did not make a detailed audit of the
transactions.

In our opinion, based upon such examination, the accompanying con-
solidated balance sheet and related statement of income and surplus fairly
present, in accordance with accepted principles of accounting consistently
maintained by the Companies during the year under review, the consoli-
dated position of the Companies as at March 31, 1939, and the result of
their consolidated operations for the year then ended.

LYBRAND, ROSS BROS. & MONTGOMERY

Cincinnati, Ohio.
May 3,1939.
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TO THE STOCKHOLDERS OF THE GRUEN WATCH COMPANY:
The vear ended March 31, 1940, was the most successful in the history of your

Company. In many respects u was also the rapid iid

£1s s — -

rather detailed explanation of the present situation.

OPERATING RESULTS OF PAST YEAR

On hehalf of the Board of Directors | am pleased to submit herewith t e
annual reoort of this Company and subsidiaries for the fiscal year ended March 31,
S S L ceSed by our auditors, Lybrand, Ross Bros & Montgomery and approved
bv your Board of Directors. This report shows a consolidated net profit of $745,267.87
after all charges and taxes, as compared with a consolidated net profit of $540,669.23

fof FAfteraallowlng”orCdividemlIf on the Class C Preferred Stock earnings on the

A* A at m<¥» shares of Class B Convertible Preferred and Common Stock
outstanding at March 31, 1940, amounted to $1.69 per share; and for the four years
ended March 31, 1940, averaged $1.52 per share.

THE MANUFACTURING SITUATION

| am happy to advise you that the Research Department of your Company which
. nrndnred a number of new movements since the reorganization of this Company,
some ofwhich have been the most revolutionary in the history of the entire mdiKtry,

has aeain developed a new movement which will be introduced during
this vfar In addition to the curvex patent and many other valuable patents owned
patents have now'been granted to th.s Company on the v».-

thtn” movement which was introduced to the industry early in 1939-

Sin”e th? reorganization in 1935 gruen, wWhich has devoted more than sixty-
five years to the art of fine watchmaking, has increased its prestige to su
extent that it is today considered one of the finest watches in the world. Thsrepu
ranon has been earned by a strict adherence to precision timekeeping quality and
“ Tinwhich”~your Company is considered .he leader roday. Th.s leadersh.p re is

P'e<® asoTteThe Emopean war and mobilization in Switzer

~r=~ ssksséf” traS
sasisas.'Mn.

nroduces the fine movements and movement parts used in all Gruen Wat™es, reacnca
fts highest degree of efficiency during the past year and manufactured rhe largest
num”r of movenents™m its ennre”*h.smrjn™ ~ A subsidi it is an

a | rnmmnv in everv sense of the word, having been established in the
ftSdtaSffiw I'»dT m S*“ i“i=s are ownid by nfore than 2500 Amer.cans.



As compared with Swiss and Canadian taxes of $117,609.83, income, social
security, duty and other miscellaneous American taxes amounted to a total of
$1,041,726.14.

THE WAR SITUATION

As already pointed out, the war situation has not prevented your Company
from reaching its greatest efficiency and in spite of an additional expenditure for
the year ending March 31, 1940, of more than $100,000 due entirely to the war
condition, its increased sales and efficiency enabled your Company to show for the
year, the largest profit in its history.

It would of course, be impossible to predict what may ensue in the future.
During the World War your Company continued bringing in movements and move-
ment parts from its Swiss plant. Unless Switzerland is actually invaded, your officers
do not expect to encounter insurmountable difficulties. However, they are doing
everything in their power to guard against any emergencies. Even prior to the time
of the Munich conference, your Company began to speed up its manufacturing opera-
tions in Switzerland. These operations have been increased to the greatest possible
degree so that your Company has been successful in building up a reserve inventory
of movements in this country. Funds for the accumulation of this inventory have
been provided for by a million dollar term loan as shown in the accompanying
balance sheet. This inventory will enable the Company to operate for some time
but should shipments of movements and movement parts from our Swiss plant be
seriously curtailed or suspended, the results of future operations would be materially
affected. However, in spite of the present chaotic conditions abroad, every effort is
being made to keep the operations of the Swiss plant at its maximum.

YOUR company’s CAPITALIZATION

The story of the reorganization of the Company in 1935 is a familiar one to all
of you. You likewise know that the capitalization resulting from the reorganization
was most complicated. Debentures, Class A Preferred Stock, Class B Convertible
Non-voting Preferred Stock, Class B Convertible Voting Preferred Stock, Class C
Preferred Stock, Escrow Warrants and Common Stock presented a picture which
was most confusing, if not entirely incomprehensible to the average stockholder.
This involved Plan of Reorganization appeared to be the only way your Company
could be saved at that time and the experience of the past five years has fully justi-
fied this belief. In May, 1938, the last of the debentures were retired and in February
of this year the Company retired the last of its Class A Preferred Stock. Thereafter,
in accordance with the Escrow Agreement, the Escrow Warrants were eliminated
and during the past year the Company purchased from the Escrow Agent, 67,118j"
shares of Class B Preferred Stock which were converted into Common Stock and are
held in the Treasury. These changes have simplified the capitalization considerably.
There are now outstanding 19,575 shares $25-00 par Class C Preferred Stock, 395,041/i
shares of Common Stock, and 27,226*4 shares of Class B Preferred Stock, convertible,
share for share, into Common Stock. The Class B shares if not converted into Common
Stock by February 1, 1941, are callable by the Company at $1.00 per share.

THE DIVIDEND SITUATION

On April 1, 1940, through the action of your Board of Directors, your Com-
pany paid the first dividend on the Class C Preferred Stock. This action of the Board
put the Class C $25.00 par value Preferred Stock on a Dividend basis at the rate of
$1.50 per share or 6% per annum. At the same time a dividend at the rate of 6%



per annum was paid on the Class B $1.00 par value Stock which, as earlier stated,
will undoubtedly be exchanged for Common Stock of the ¢ °mPany-

In view of the fact that the Consolidated net income of the Company and its
subsidiaries for the four years ending March 31, 1940, amounted to $2,692,083.0 ,
thequestfon may arise in the minds of many stockholders as to why no dividend
harcbeen paid on the Common Stock before now. I should like to explain this
situation and to state the viewpoint of your directors. o ,

Prior to the time of retirement of all the Class A Preferred Stock in February
this year, the Company was prohibited by reason of the Plan of Reo”amzatton,
from paying dividends on any of its securities except the Class A Preferred Stock
This restriction has now been removed and the question of payment of dividends
becomes entirely an operating one. Of the profits of $2 692,083-08 for
ended March 31, 1940, slightly more than two-thirds have gone to retire the sec
ties given to the banks in lieu of the Company’s indebtedness to them at the time
of the reorganization, and to absorb additional charges of $198,384-51 applicable
to the period_prior to the reorganization. . . €

A t*the time of the reorganization the working capital of your Eomply was
exhausted and there was a consolidated deficit of $576,097.80. Instead of tMs deficit
the Company and its subsidiaries now have a surplus of $1,704,949.14. this nas
directly benefited the stockholders inasmuch as the book value of the Common
shares has increased from less than nothing at the time of the
$5.11 per share based on 395,041” shares outstanding at March 31, !94°, the book

$L°I1tis the present feelfn”~of your directors and officers that the swplus accumu-
lated from earnings in the past four years should not now be used for dmdends
and further that the working capital must, in the interest of stockholders, be built
up out of future earnings 0? the Company. However, if earnings; continue a th
present rate, and if the effect of the European situation on our Company does not
become worse, your directors will give serious consideration the latter part of this
year to the question of Common Stock dividends.
CONCLUSION . ,

In concluding this report, | desire to express to my fellow officers, directors and
employees, my personal appreciation of their untiring efforts in the past year to
our host of Omen dealers, whom | consider the Company s greatest asset, | wane to
express our heartfelt thanks for their confidence and good will, and to ah stock
holders | want to express the sincere appreciation of the management tor their
parie,,« during the pa?, years and rhe.r confidence in our ab li.y C®Owort:o». of.
trying situation. While we cannot predict as to the future, | want to assure each
stockholder that your management is determined to expend every effort to meet any
problems chat may arise so®that the progress made since .he reorgan,canon may
continue. .

Sincerely yours,

Time Hill, Cincinnati, U. S. A., May 31. 1940. President.
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Consolidated Balance

ASSETS:
Cash on hand and demand dePOSItS........cccueviiiiiiiie i $ 478,491.74
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts. 1,641,171.91
Inventories, at the lower of cost or market (NOte 2) ...c.ccceevvviiviviinie e 1,567,612.42
TOtAl CUIMENE @SSEES. ... vvveeeeeeeeteeee e e e e ettt e e e e e et ee e e e s e e aesseeeeeeeeesesennneeeeessannnes $3,687,276.07

Cash surrender value of insurance on lives of officers aggregating $580,000 (Note 3). 16,074.28

Other notes and accounts receivable, less allowance for doubtful notes..........cc.......... 12,323-33
Sundry investments, at cost 0r NOMINAL VAIUES...........cccvrveuieeeeseseeeeeeeeeeeee s 788.28
Land, buildings and equipment, (Note 1) at cost except the Com-
pany’s Cincinnati plant which includes appreciation amounting
to $106,610.74 arising from appraisal of land and buildings in 1922 $ 892,134.98
Less, allowance for depreciation (including depreciation on appre-
Ciation $25,835-56)....cccccciiiieiiiiieiieieseee e 374,255-44
517,879-54
Prepaid expenses and deferred charges...........cccccceuee...... 5U38.65
Patents, trade-marks, copyrights, and goodwill........... 1.00

$4,285,481.15

The accompanying notes Nos. 1 to 7



eet, March 31, 1940

LIABILITIES :

Due to Swiss banks by foreign subsidiary.......c..ccccovvniiininnnne $ 167,141.98
Accounts Payable.......cccoviiiiic 123,227.08
ACCIUEA EXPENSES. . ecveeieeiieitietie it esteseesteete e ebe e e steeaesteesaesseesaeeeens 174,828.99
Dividends payable........ccoiiiiiiiie e 5,178.67
Provision for domestic and foreign taxes on income (Note 5) ¢ 279,375-24

Total current liabilities........c.ccooeeiiivneiiieeeee $ 749,751-96
Notes payable, banks (due 1941-44, NoOte 3).....cccecvevvvierieninniinns 1,000,000.00

Contingent liabilities'. (Note 6)

CAPITAL:
Capital stock: (Note 4)

Class A preferred stock, $100 par value; redemption and liquidat-
ing values $100 per share and accrued dividends; 7,275 shares
authorized and issued, redeemed prior to March 31, 1940,
NONE OULSEANTING.....cceiiiiiiiiicie e e $ —

Class B 6 per cent cumulative convertible non-voting preferred
stock, par, redemption and liquidating values $1.00 per share;
363.750 shares authorized and issued, less 269,51724 con-
verted and cancelled, and 67,11834 purchased by company,
converted and cancelled; outstanding 27,113/4 shares........... 27,113-75

Class B 6 per cent cumulative convertible voting preferred stock,
par, redemption and liquidating values, $1.00 per share;
363.750 shares authorized, 21834 shares issued, less 106 con-
verted and cancelled; balance reserved for conversion of Class
B non-voting preferred stock; outstanding 11234 shares. ... 112.50

Class C 6 per cent preferred stock, par and liquidating values
$25. per share; 20,000 shares authorized and issued, less 425
shares in treasury, outstanding 19,575 shares........ccccceecvennnnne. 489,375-00

Common stock, $1.00 par value; 650,000 shares authorized,
465,06034 shares issued, less 70,019 shares in treasury, out-
standing 395,04134 shares (27,22634 shares reserved for con-
version of Class B convertible stocks and 3,850 shares reserved
for sale to certain officers and employees) (Note 7)............... 395,041.25

Earned surplus, as annexed (Notes 4 and 5) .....cccceevivvvvieveeneeiesiennenn, 1,704,949.14

$2,616,591.64
Less, net excess of cost of shares of subsidiaries, acquired in prior

years, over equities in net worth at dates of acquisition. ... 80,862.45
—————————————————— 2,535,729-19

$4,285,481.15

an integral part of this balance sheet.



NOTES TO CONSOLIDATED BALANCE SHEET

Note 1—The consolidated balance sheet includes assets of Gruen Watch Manufac-
turing Company of Switzerland aggregating $275,110.87, of which land,
buildings and equipment, less depreciation are stated at $148,324-05 and
inventories and other current assets at $125,237.83. In the event that present
war conditions in Europe involve Switzerland the possible loss of $275,110.87
may be materially reduced or entirely offset by the cancellation of certain
liabilities of the Swiss company. As The Gruen Watch Company owed to
its Swiss subsidiary at March 31, 1940, an amount in excess of the recorded
investment in that company no loss could be incurred which could affect
the stockholders of The Gruen Watch Company in an amount in excess of
$275,110.87. The effect of the European war on the companies is discussed
in the president’s report and reference is made thereto.

The consolidated balance sheet also includes assets located in Canada
aggregating $177,120.81, of which current assets are $174,791.77.

The Federal Reserve rates of exchange prevailing at March 31, 1940, have
been applied in the conversion of foreign current assets and liabilities.
Capital assets have been converted, substantially, at rates of exchange
prevailing when acquired.

Note 2—The estimated amounts of intercompany profits in inventory items pur-
chased from companies whose accounts are consolidated have been elimi-
nated in the preparation of the consolidated balance sheet.

Note 3—Insurance policies on the life of Benjamin S. Katz, President, aggregating
$500,000 have been assigned as collateral to notes payable, banks, aggre-
gating $1,000,000.

At the option of the bank the notes become due and payable on demand if
Switzerland becomes involved in war or if for any other reason the supply
of movements is seriously curtailed for a period of four months.

Note 4—Under the terms of a Plan of Reorganization, adopted June 25, 1935, The
Gruen Watch Company has been required to apply seventy-five per cent of
its net earnings each year, as defined in the Plan, to the payment of divi-
dends on Class A preferred stock and thereafter to the retirement of such
stock. In accordance with the terms of the Plan the Company has retired
during the fiscal year ended March 31, 1940, the remainder of the Class A
preferred stock.



NOTES TO CONSOLIDATED BALANCE SHEET

—Continued

Dividends at the rate of six per cent per annum on Class B preferred stock
became cumulative from February 1, 1940, the date of final retirement of
Class A preferred stock, and such dividends have been declared to March 31,
1940, payable April 1, 1940.

Note 5—It is believed that no additional United States taxes would result from
transfers to the parent company of accumulated surplus in foreign sub-
sidiaries. It is estimated that additional foreign taxes (based on present
laws) on transfers to the parent company of accumulated surplus of foreign
subsidiaries would not exceed $22,000.

Note 6—Contingent liabilities at March 31, 1940, consisted of customers’ notes and
acceptances discounted of $1,035,872.50.

Note 7—Options granted to certain officers and employees to purchase common
stock of the Company at $5 per share aggregated 3,850 shares at March 31,
1940. These options are exercisable to March 31, 1941.

CONSOLIDATED STATEMENT OF
PAID-IN SURPLUS

For the Fiscal Year Ended March 31, 1940

Premium received on sale of 10,750 shares common stock
to officers and employees under OptioN.......ccccocvievveecievicce e $  43,000.00

Excess of cost over par value of 67,1183 shares common
stock held in treasury, acquired by conversion of
67,118)" shares Class B non-voting preferred stock
purchased from escrow agent in accordance with
terms of escrow agreement dated as of March 31,
103D e e s $ 134,237.00

Less, amount charged to earned surplus.................. 91,237-00

$ 43,000.00



CONSOLIDATED STATEMENT OF INCOME
AND EARNED SURPLUS

For the Fiscal Year Ended March 31, 1940

Gross profit from SaleS.......cceeviiic $2,436,693.46
Selling, administrative and general eXPenSES........ccccvvviveriveveneesiesiesinanens 1,373,916.83
Profit before other income and expenses and iNCOMe taxes.................. $1,062,776.63
(@] 1 o LT T (o101 1 1 [ TR P TP TR TR TTOTRTRRTO 68,963.47
$1,131,740.10
Interest and Other EXPENSES......c.ccveiiiie i 98,667-73
$1,033,072.37
Provision for domestic and foreign income taxes.......cc.coeevevevieereciveninns 287,804-50
[N LS 1010 1 0 TR $ 745,267-87
SUrplus, ApPril 1, 1939 e 1,102,834.89
$1,848,102.76

Deduct:

Provision for loss on foreign exchange.................... $ 28,671-70

Portion of excess of cost over par value of 67,118J"
shares common stock held in treasury charged
to earned SUrplUS......ccccov v 91,237 00 119,908.70

$1,728,194.06
Dividends paid:

Class A preferred stock, cash dividend at rate of

five per cent per annNUM.........cccccvevveceerecnesinnn $ 18,066.25
Class B preferred stock, one per cent cash dividend
from February 1, 1940 .....ccccccooiviievinnce e 304.17
Class C preferred stock, one per cent cash dividend
from February 1, 1940 .......ccoovvvviveiecie e, 4,874-50 23,244.92
Surplus, March 31, 1940, e $1,704,949.14

The accompanying notes are an integral part of this statement.



NOTES TO CONSOLIDATED STATEMENT
OF INCOME AND EARNED SURPLUS

For (he Fiscal Year Ended March 31, 1940

Note 1 to Consolidated Balance Sheet March 31, 1940, is incorporated herein by
reference.

Income accounts of foreign subsidiary companies have been converted substantially
at the average monthly rates of exchange prevailing during the fiscal year
ended March 31, 1940. The net unrealized loss of $28,671.70 arising from de-
clines in conversion value of net current assets of foreign subsidiaries has been
charged to earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the
preparation of the consolidated statement of income.

Dividends received from a foreign subsidiary by the parent company during the
fiscal year were in excess of net income of foreign subsidiaries of $190,376.92
included in Consolidated net income.



LYBRAND, ROSS BROS. & MONTGOMERY
ACCOUNTANTS AND AUDITORS
CINCINNATI

To the Board of Directors,
The Gruen Watch Company,
Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Gruen
Watch Company and its subsidiary companies as at March 31,1940,
and the consolidated statements of income and surplus for the year
then ended. In connection therewith, we reviewed the system of
internal control and the accounting procedures of the companies
and, without making a detailed audit of the transactions, examined
or tested accounting records and other supporting evidence of the
companies, by methods and to the extent we deemed appropriate.

In our opinion, the accompanying consolidated balance sheet
and related consolidated statements of income and surplus present
fairly the consolidated position of The Gruen Watch Company and
its subsidiary companies at March 31, 1940, and the consolidated
results of their operations for the year then ended, in conformity
with generally accepted accounting principles applied on a basis
consistent with that of the preceding year.

LYBRAND, ROSS BROS. & MONTGOMERY

Cincinnati, Ohio, May 28, 1940.
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TO THE SHAREHOLDERS OE THE GRUEN WATCH COMPANY:

The fiscal year ended March 31. 1941 concludes the fifth complete year since
the introduction of the present management and the reorganization of the Company
in 1935. It also represents the completion of the sixty-seventh continuous year of the
business itself.

| am indeed happy to advise you that the year just ended was the most successful
in the sixty-seven year history of your company. Despite production and shipping
difficulties and increased taxes and costs, both sales and profits exceeded by a con-
siderable margin those of any previous year.

| advised you last year that conditions facing your Company were at that time
unprecedented, and you of course are fully familiar with the number and importance
of changes that have taken place in Europe since that time. In accordance with the
practice of last year, | am submitting a rather detailed explanation of the present
situation as it affects the Company.

OPERATING RESULTS

On behalf of the Board of Directors there is submitted herewith the annual re-
port of this Company and subsidiaries for the fiscal year ended March 31, 1941.
This report shows a consolidated net profit of $903,401.73 after all charges and
taxes, as compared with a consolidated net profit of $745,267.87 for the year ended
March 31, 1940. After allowing for dividends on the Class C Preferred Stock, earn-
ings this year on the 426,298-14 shares of outstanding Common Stock amounted to
$2.05 a share, as compared to $1.69 a share last year, and an average for the five
years ended March 31, 1941 of $1.62.

In accordance with usual practice, the report includes a consolidated balance
sheet as of March 31, 1941, a consolidated statement of income and earned surplus
for the fiscal year ended March 31, 1941, and a consolidated statement of paid-in
surplus for the fiscal year ended March 31, 1941, as reported on by our auditors,
Lybrand, Ross Bros. & Montgomery, and approved by your Board of Directors.

There are also included with this report a condensed comparison of consolidated
financial position of the Company and its subsidiaries as of March 31, 1936 and as
of March 31, 1941, and a consolidated statement of earned surplus for the five year
period ended on March 31, 1941. In this comparative statement you will notice that
the equity of the Class C Preferred and Common shareholders at March 31, 1941
amounts to $3,257,921.34, which is an increase of more than $3,000,000.00 over
March 31, 1936. The statement of surplus for the five years ended March 31, 1941



shows net profits during this period of $3,595,484.81. These earnings have been used
in part for the following purposes:

To pay off the Registered Debentures............... $727,500.00
To redeem Class A Preferred Stock......... .......... 727,500.00
To purchase or redeem Class B Stock:
67,118-1/2 shares at $3-00.......cccccooert cevruennn. $201,355.50
28-14 shares at $1.00........cccccoorirrenene 28.25
201,383.75
Charged Paid-in SUrplus.......cccccce. vovveveeieveennene, 43,000.00
158,383.75
To purchase the interest of minority stockholders
in subsidiary companies..........c.ccccecveriiiiiennnns . 128,039.44
To pay dividends......c.c.coveeeeieiieiiee e e . 226,598.98

$1,968,022.17

From the above it is obvious that the Company has used a very substantial amount
of the funds derived from earnings to pay off and redeem the various securities issued
under the Plan of Reorganization to the eight bank creditors in lieu of the Company's
indebtedness to the banks of $1,818,750.00. The remaining funds from earnings were
used to provide working capital to finance the Company's increasing volume of
business. On March 31, 1936 the Common Stock had no book value and the Class C
Preferred Stock had only a nominal book value. On March 31, 1941, the book value
of the Class C Preferred Stock was $25 per share, its par value, and the Common
Stock had a book value on that date of $6.49 per share.

In your examination of the balance sheet, attention should be given to the
notes and the explanation of your Company’s foreign investments. At this point, I
should like again to emphasize what 1 stated in last year’s report, that while the move-
ments used in Gruen watches are manufactured in Switzerland, where we believe the
finest movements have always been made, this Company is, in every sense of the
word, an American company. During the five years ended March 31, 1941, this
Company has paid Federal income and Social Security taxes, customs duties and
other miscellaneous American taxes totaling $4,443,346.45 as compared to the taxes
of $319,730.67 paid to Switzerland during this same period. As | pointed out last
year, the securities of this Company are owned practically entirely by United States
residents, and all watches are regulated and assembled at the Time Hill plant, Cin-
cinnati, Ohio.

THE MANUFACTURING SITUATION

In making this report, 1 want to pay special tribute to Mr. Henri Thiebaud,
Director General of our wholly-owned subsidiary, the Gruen Watch Manufacturing
Company, S. A. of Bienne, Switzerland, who, in collaboration with his staff of ex-
ecutives, technicians and employees, designed and produced eight completely new



types of movements since the reorganization. These new movements include the
famous custom-built, patented Gruen Curvex and the patented Gruen Veri-Thin.
The quality and design of these new movements are recognized as the finest in the
industry and all Gruen watches produced today use these movements. Our move-
ment factory has been completely re-equipped with modern machinery and tools,
incorporating therein all of the scientific and technical advancements of the last de-
cade and enabling for the first time in the history of the industry the full application
of quantity production methods without sacrificing any of the fine qualities of work-
manship for which the Company has always been known. This complete change in
our manufacturing facilities has enabled your Company to produce for the year ended
March 31, 1941, more than twice the number of movements produced in the biggest
year in the history of the Company prior to the reorganization, and more than six
times the number of movements produced in the year 1935 prior to the introduction
in 1936 of the new manufacturing methods.

THE WAR SITUATION

Last year | told you that the outbreak of the war with its amazing developments,
brought many problems, and | expressed the hope that we should be able to continue
to meet these problems. It should be pointed out that the changes that have taken
place since then, with the surrender of France, and the threat of possible invasion of
Spain, as well as the possible entry of this country into war, today make the situation
more unpredictable than ever. During the World War of 1914, your Company was
successful in continuing importation of movements and movement parts from its
factory in Switzerland, with little interruption, but while we hope this same situa-
tion will continue to prevail in the future, no one can give definite assurance as to this.

Your Company is continuing the practice of building up inventory. Although
our ever-increasing sales have made the rate of increase necessarily less than we
should desire, our inventory of movements today is larger than at any time in the
past. It is impossible in this report, even briefly, to discuss the entire situation. Your
Directors and officers are doing everything in their power to prepare the Company

for any emergencies, but it is of course impossible to say just what, if any, particular
emergency will arise.

TAXES

The war in Europe and our Defense Program call for added taxes. For the
fiscal year just ended, Swiss and Canadian taxes amounted to $101,601.20, while
income, social security, import duties, and other miscellaneous American taxes
amounted to a total of $1,281,622.96. These taxes totaling $1,383,224.16, compared
with a total of $1,159,335.97 for the fiscal year ended March 31, 1940, and a total
of $682,860.42 for the fiscal year ended March 31, 1937. Undoubtedly the taxes for
the current year now begun will again be materially increased. In addition to these
regular taxes, you are familiar with the discussions of possible excise or sales taxes
on jewelry and watches. All of these taxes must of necessity have a serious effect on



the earnings of the Company. However, increased business activity points to a con-
siderably improved purchasing power for the coming year. If we can continue to
manufacture and bring in movements from our Swiss factory in amounts to meet
the demands this year, it is possible that increased revenues will, in large part at
least, enable us to offset this heavier tax burden.

EMPLOYEE RELATIONSHIP

| am happy to advise you that the same friendly relations which have always
existed between the Company and its employees have been continued. The Company
has continued its practice of sponsoring various social and athletic activities among
its employees, has instituted the publication of a house organ "'Gruen Time", and
has continued its practice of giving vacations with pay for employees. It has also
in recent years adopted a plan of hospitalization and group insurance for its em-
ployees. By authorization of the Board of Directors, employees entering military
service receive a portion of their regular salaries, and in addition their group life
insurance and hospitalization premiums are paid by the Company.

YOUR COMPANY'S CAPITALIZATION

In reviewing my letters to the shareholders of the last few years, | notice that |
have felt it necessary each year to explain the complicated capitalization which arose
from adoption of the Plan of Reorganization. It is with a great deal of pleasure
that | now report that all securities, other than the Class C Preferred Stock and the
Common Stock, have now been retired. | feel certain that the shareholders will
authorize the amendment of Articles of Incorporation required to eliminate all
reference on our balance sheet to Class A and Class B Preferred Stock. 1 also feel
quite certain that the shareholders will agree with the opinion of the Directors that
it is for the shareholders’ best interests and will therefore vote for the proposed change
in the Articles of Incorporation as set forth in the notice of the meeting to substitute
for the present Class C Preferred Stock a new 5% Cumulative Preferred Stock callable
at $26 a share. Under this proposal, Class C Preferred shareholders will receive one
share of new Preferred Stock and one-half share of Common Stock in exchange for
each present share of Class C Preferred Stock.

THE DIVIDEND SITUATION

Heretofore in my annual reports to shareholders | explained why it was impos-
sible to pay any dividends on the Company's Common Stock because of the provisions
of the Plan of Reorganization and the necessity of paying off the prior securities.
Last year | reported the initial dividend on the Class C and Class B Preferred Stocks
and stated that since all Debentures and Class A Preferred Stock issued to the banks
had been retired, the payment of dividends on the Common Stock thenceforth would
be purely an operating question.

During the year just ended your Directors authorized an initial dividend of
127~ cents a share on the Common Stock, which was paid to shareholders on



January 2, 1941, and an additional 121/2 cents which was paid on April 1, 1941.
| am happy to be able to announce now that your Board has declared a quarterly
dividend of 121/2 cents to be paid on July 1, and in addition has declared an extra
dividend of 12/ cents to be paid on the same date.

It has been the position of your Directors and officers that the payment of
dividends should be on a conservative basis until the working capital is built up
sufficiently to take care of the increasingly large volume of business that the Company
is doing. | am hopeful, however, that if the progress that your Company has made in
the last five years is maintained, your Company can continue paying quarterly
dividends of 12i/2 cents a share on the Common Stock and supplement these
occasionally by extra dividends.

CONCLUSION

In concluding this report, | again want to thank all officers, directors and em-
ployees for their loyal, wholehearted and untiring efforts of the past year.

| also want to pay special tribute to Mr. Fred G. Gruen, who, after fifty years’
service with the Company, has retired as Chairman of the Board of Directors, to
which position, his brother, Mr. George J. Gruen, who has been actively associated
with the Company for forty-five years, was elected. The heritage of fine workman-
ship of Gruen watches, derived from Dietrich Gruen, the founder of the business
and father of Fred G. and George J. Gruen, will always remain one of the most
valuable possessions of the Company.

The sincere appreciation of the Company goes out to the ever-increasing host
of Gruen dealers for their continued confidence and good will, which, in a great
measure, has been responsible for the phenomenal growth of your company in the
past five years.

To the shareholders, who have placed their confidence in the management
during the trying years since the reorganization, | want to express the appreciation
of the entire organization, and to assure them that we shall make every effort to
continue in the future the progress of the past five years.

Sincerely yours,

Time Hill, Cincinnati, U. S. A.
June 4, 1941



Nt HUK HATH COMPANY

CONSOLIDATED BALANCE

ASSETS:

Cash on hand and demand dePOSItS........cccccvuereeiiiiieiiiiiee e e e eas $ 557,774.55

Notes and accounts receivable, trade, less allowance for doubtful notes and accounts.. 3,310,234.65

Inventories, at the lower of cost or market (NOte 2).....ccccceviviiviiiiiienie e 1,810,466.91
TOtAl CUITENE @SSELS.....eeieieeeeeeeee e e e et ee e e e et e e e e et eeeeeee eeeraraeeeseeesines 5,678,476.11
Cash surrender value of insurance aggregating $830,000
on lives of officer and director (NOte 3) ...... ooviveiiviieiieie e 23,851.34
Other notes and accounts receivable, less allowance for doubtful notes...............cco..... 11,418.05
Sundry investments, at cost or noMiNal ValUES...........cccccoevieiis coveiiicseeesiee e e 6,532.68
Land, buildings and equipment, at COSt..........cccvvviivererieenenieseeieenen $821,061.71
Less, allowance for depreciation...........cccovveieivievviiesieesesieiene 374,787.21
446,274.50
Prepaid expenses and deferred Charges..........ccocovieiiieiineiie i . 59,552.90
Patents, trade-marks, copyrights, and goodwill.............ccccoeeieis oviiiiiiiese e . 1.00
$6,226,106.58

The accompanying notes Nos. 1 to 4 a



AID - SUBSIDIARY  COMPANIES

MEET, MARCH 31, 1941

LIABILITIES :

Notes payable, SWISS DANKS........ccccccciieiieiieiies cevies ceeerir e sre e eesre e $ 489,199.46
Accounts payable ..........ccooceviiiininie e 200,300.97
Accrued expenses ........... 232,705.12
Dividends payable............... 60,498.42
Provision for domestic and foreign taxes on income (NOte 4).......cccccvcvievceerinnne. 485,481.27

Total CUIMTENt HHADIITIES. .. .eceeeeee ettt e et e e e et e e s e $1,468,185.24
Notes payable, bank, $250,000 due annually beginning May 27, 1942 (Note 3)..... 1,500,000.00

CAPITAL:

Capital stock:
Class A preferred stock, $100 par value; redemption and
liquidating values $100 per share and accrued dividends;
7,275 shares authorized, issued and redeemed; none
OULSEANAING ..vicviiiiciies e ettt e e $ —

Class B 6 per cent cumulative, convertible non-voting preferred
stock, par, redemption and liquidating values $1.00 per
share; 363,750 shares authorized and issued, 296,603%
converted and cancelled, 28% redeemed, and 67,118%
purchased by company, converted and cancelled; none
OULSEANDING ..vveveivicieciecieeie e s $ —

Class B 6 per cent cumulative, convertible voting preferred
stock, par, redemption and liquidating values, $1.00 per
share; 363,750 snares authorized, 218% shares issued,
converted and cancelled; balance reserved for conversion
of Class B non-voting preferred stock; none outstanding,.$ —

Class C 6 per cent cumulative preferred stock, par and liqui-
dating values $25 per share; 20,000 shares authorized and
issued, less 425 shares in treasury, outstanding 19,575
SNAIES .ttt e e ra e araaaa 489,375.00

Common stock, $1.00 par value; 650,000 shares authorized,
496,108% shares issued, less 69,810 shares in treasury,
outstanding 426,298% shares.........c.ccccocvvvvvevieiieiecieeninnn, 426,298.25

Earned surplus, as annexed (Notes 1 and 4).......cccccevvvienveinninennn, 2,342,248.09
3,257,921.34

$6,226,106.58

an integral part of this balance sheet.



NOTES T0 CONSOLIDATED BALANCE SHEET

Note 1—The consolidated balance sheet includes assets of Gruen Watch Manu-
facturing Company of Switzerland aggregating $307,420.58, of which
land, buildings and equipment, less depreciation are stated at $142,947.31
and inventories and other current assets at $157,139.10. Inasmuch as The
Gruen Watch Company owed to its Swiss subsidiary at March 31, 1941 an
amount in excess of the recorded investment in that company, it is believed that
no loss could be incurred which could affect the shareholders of The Gruen
Watch Company in an amount in excess of $307,420.58. In the event that
present war conditions in Europe involve Switzerland the possible loss of
$307,420.58 may be materially reduced or entirely offset by the cancellation
of certain liabilities of the Swiss Company. The effect of the European war
on the companies is discussed in the president’s report and reference is
made thereto.

The consolidated balance sheet also includes assets located in Canada
aggregating $194,839.24, of which current assets are $193,532.47.

The Federal Reserve rates of exchange prevailing at March 31, 1941,
have been applied in the conversion of foreign current assets and liabilities.
Capital assets have been converted, substantially, at rates of exchange
prevailing when acquired.

Note 2—The estimated amounts of intercompany profits in inventory items pur-
chased from companies whose accounts are consolidated have been elimi-

nated in the preparation of the consolidated balance sheet.

Note 3—Insurance policies on the life of Benjamin S. Katz, President, aggregating
$750,000 have been assigned as collateral to notes payable, bank, aggre-
gating $1,500,000.

At the option of the bank the notes may become due and payable on
demand if Switzerland becomes involved in war or if for any other reason
the supply of movements is seriously curtailed for a period of four months,
or in the event of the retirement of Benjamin S. Katz as an executive of
the Company.

Note 4—It is estimated (based on present laws) that additional foreign taxes on
transfers to the parent company of accumulated surplus of foreign sub-
sidiaries will approximate $44,000 and that Federal excess profits taxes
may be payable on such transfers. The amounts, if any, of such United
States taxes are not presently determinable.



CONSOLIDATED STATEMENT OF INCOME AND EARNED SURPLUS

For the Fiscal Year Ended March 31, 1941

Gross Profit from SalES.........coiviiiiiiiiecere e e $3,065,807-09
Selling, administrative and general eXPENSES..........cvcvvererreerieeienns vveieens 1,665,417.39

Profit before other income and expenses and income taxes.....$1,400,389.70

Other income - 89,787.64

$1,490,177.34
Interest and Other EXPENSES........ccivviieriiiieriee et et se e se e m  137,452.22

$1,352,725.12
Provision for domestic and foreign income taxes (including

Federal excess profits taxes $85,055.80)....ccccccccvvivne evvrvevivnrinannn, 449,323-39
NEE TNCOME . ettt ee e e et e e et e e e e e e raees $ 903,401.73
Surplus, April 1, 1940, e 1,704,949-14

$2,608,350.87

Add, partial recovery of unrealized losses on foreign exchange,
charged to earned surplus in the preceding year...........cccceeeves enes 15,976.91

$2,624,327.78
Deduct:

Appreciation arising from appraisal in 1922, in-
cluded in land and buildings as at March 31,
1940 o $ 80,775.18

Balance of excess of cost of shares of subsidiaries
over equities in net worth at dates of acqui-
Y1 1[0 o NPT 65,462.45 146,237.63

$2,478,090.15
Dividends, cash:
Class B preferred stock to February 2, 1941, date

of redemption of remaining shares................... 620.39

Class C preferred stock to March 31, 1941............. 29,256.03
Common stock, 25¢ per share......... ccocvevvveiieerieinnnne 105,965.64 135,842.06
Surplus, March 31, 1941......ccocce ot e $2,342,248.09

The accompanying notes are an integral part of this statement.



NOTES T0 CONSOLIDATED STATEMENT OF
INCOME AND EARNED SURPLUS

Notes 1 and 4 to Consolidated Balance Sheet March 31, 1941 are incorporated
herein by reference.

The provisions for depreciation included in the consolidated statement of income
amount to $34,818.93.

Income accounts of foreign subsidiary companies have been converted substantially
at the average monthly rates of exchange prevailing during the fiscal year ended
March 31, 1941. The unrealized profit of $15,976.91 arising from changes
in conversion value of net current assets of foreign subsidiaries is included in
consolidated earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the
preparation of the consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating
$264,468.21 which is $26,383.10 in excess of dividends received from foreign
subsidiaries during the year.

CONSOLIDATED STATEMENT OF PAID-IN SURPLUS

For the Fiscal Year Ended March 31, 1941

Premium received on sale of 3,850 shares common stock
to officers and employees under OpLIONS.........cccccvevs veveviecievies e $15,400.00

Excess of cost of shares of subsidiaries, acquired in
prior years, over equities in net worth at dates of
ACQUISITION  ..ovviieiicicies e e $80,862.45

Less, amount charged to earned surplus...........cc..cccvvenee. 65,462,45

$15,400.00



LYBRAND, ROSS BROS. & MONTGOMERY
ACCOUNTANTS AND AUDITORS
CINCINNATI

To the Board of Directors,
The Gruen Watch Company,

Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Gruen
Watch Company and its subsidiary companies as at March 31, 1941,
and the consolidated statements of income and surplus for the year
then ended, except with respect to the statements of the Swiss sub-
sidiary which were examined by other accountants whose report has
been furnished us.

In connection with the examinations, the systems of internal con-
trol and the accounting procedures of the companies were reviewed
and, without making detailed audits of the transactions, the account-
ing records of the companies and other supporting evidence were
examined or tested by methods and to the extent deemed appropriate.

In our opinion, based upon such examinations and upon the report
of other accountants furnished us, the accompanying consolidated
balance sheet and related consolidated statements of income and
surplus present fairly the consolidated position of The Gruen Watch
Company and its subsidiary companies at March 31, 1941, and the
consolidated results of their operations for the year then ended, in
conformity with generally accepted accounting principles applied on
a basis consistent with that of the preceding year.

LYBRAND, ROSS BROS. & MONTGOMERY

Cincinnati, Ohio, May 28, 1941



THE GRUEN WATCH COMPANY AND SUBSIDIARY COMPANIES

CONDENSED COMPARISON Op CONSOLIDATED FINANCIAL POSITION
at March 31, 1941 as Compared to March 31, 1936

March 31,1941

Total Current ASSEtS.......cccoeviicniiinnniiieinnns $5,678,476.11

Total Current Liabilities........c.cccocoiiiiiiicnnns 1,468,185.24

Net Current Assets 4,210,290.87

Term Loan From BanK...........o. 1,500,000.00

Net Current Assets in Excess

2,710,290.87

821,061,71

Allowance for Depreciation of Cost........ *374,787.21
Appraisal Appreciation Included in Property

INVESTMENTS ..o 6,532.68

OLhEr ASSELS ..iiceiiieiecieeeee e e e 94,823.29

Net Assets of Companies Applicable to
Debenture Holders and Shareholders $3,257,921.34

Registered Debentures Issued in Part

Equities of Minority Shareholders in

Equities of Shareholders of
The Gruen Watch Company..............

Capital Stock Issued in Settlement
of Balance of Liabilities to Banks:

Class A Preferred StOCK.........coceieiviieiiciee e
Class B Preferred StOCK......cc.oveiiiiiiincis e

Equity of Class C Preferred and

Common Shareholders 53,257,921.34

Represented by:

Class C Preferred StocK........ccccvcvvveiviennnne $ 489,375.00
Common StOCK ..cccocviiieiicieccecee e 426,298.25
Surplus or Deficit, as annexed... 2,342,248.09

Excess of Cost of Shares of Subsidiaries
Over Equities in Net Worth at
ACQUISITION o

Equity of Class C Preferred and
Common Shareholders

$3,257,921.34

eltalics denote red figures

March 31, 1936

$1,608,839.86
403,094.98

1,205,744.88

1,205,744.88
711,643.48
*261,891.36

85,316.07
113,022.42
12,663.65

$1,866,498.94

$ 727,500.00

142,105.46

5 869,605.46

$ 996,893.48

$ 727,500.00
363,750.00

51,091,250.00

*$  94,336.32

$ 490,325,00
114,995.00
*600,399.46

*99,077.06

*5  94,336.32

Increase
Decrease

$4,069,636.25
1,065,090.26

3,004,545.99
1,500,000.00

1,504,545 99
109,418.23
*112,893-63

*83,316.07
*106,489-74
82,159.64

$1,391,422.40

*$ 727,300.00

*142,103.46
*5 869,603.46

$2,261,027.86

*$ 727,500.00
*$ 363,730.00

*$1,091,230.00

53,352,277.86

°$ 930.00
311,303.25
2,942,847.55

99,077.06

$3,352,277.86



CONSOLIDATED STATEMENT OF EARNED SURPLUS

For the Five Year Period Ended March 31, 1941

Deficit APril 1, 1936, $ 600,599.46
Net income for the five years ended March 31, 1941.......ccccevvrnnnnen. 3,595,484.81

$2,994,885.35
Deductions:
Additional charges for losses and expenses applicable to
period prior to March 31, 1936.....ccccc. vevvvivivivere e 175,868.86

$2,819,016.49
Other charges to adjust valuation of assets:
Appraisal increases remaining in property ac-
counts at March 31, 1940.....cccccoovviivvenennnn. $ 80,775.18

Excess of cost of shares of subsidiaries ac-
quired in prior years over equities in net worth
at dates of acquisition, less $15,400 charged
Paid-in SUIPIUS ... ccccct v e 65,462.45

Provision for losses on foreign exchange................. 12,694.79

Excess of cost over par value of 67,118y2 shares
Common Stock held in treasury, less $43,000
charged Paid-in Surplus..........ccccoevvvinieeiciiennnns 91,237.00

250,169.42

$2,568,847.07
Dividends Paid:

Class A Preferred Stock. 85,578.25
Class B Preferred Stock. 924.56
Class C Preferred Stock. 34,130.53
Common Stock .............. 105,965.64

226,598.98
Surplus Balance March 31, 1941 $2,342,248.09
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g, Jcatiihel S TS THE GREEN WATCH COMPANY

standards of precise workmanship, are engaged in the manu-
facture of War instruments that meet vital needs of every branch
of the armed forces.
Full speed in the production of these WAr instruments is the FISCAL YEAR ENDED MARCH 31, 1942
order of the day ... to this end Gruen resources, plant
facilities, and trained personnel are all pledged . . . and maximum
cooperation in this War effort is considered a high privilege
by Gruen.
Consistent with this full cooperation in War instrument pro-
duction, Gruen will continue to manufacture only such quantities
of watches as will not interfere with Grucn's aid f® the
government in the War program.

I want to assure you that such production as is possible,
and is consistent with our War effort, will be supplied to eacffeiiw
out Gruen dealers on a fair and equitable proportionate basis.

HE N\

Til* JRIIIN WATCH COMPANY, TIME ItILL, <INCINNATI, OHIO, |i, m a,
IN CANADA TORONTO, <INi

SELL GRUEN WATCHES
BUT Sill WAR RONDS FIRST
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PRESIDENT S REPORT

TO THE SHAREHOLDERS OF THE GRUEN WATCH COMPANY:

On behalf of the Board of Directors, there is submitted herewith the annual
report of your Company and subsidiaries for the fiscal year ended March 31, 1942
This report shows a consolidated net profit of $899,415.02 after all charges and
taxes, as compared with a consolidated net profit of $903,401.73 for the year ended
March 31, 1941. After allowing for dividends on the Preferred Stock, earnings this
year on the 430,767-14 shares of outstanding Common Capital Stock amounted to
$2.04 a share, as compared to $2.05 a share last year.

The net profit before Federal and foreign income and excess profits taxes for the
fiscal year ended March 31, 1942, was the greatest in the history of the Company,
amounting to $1,775,305.27 showing an increase of $422,580.15 or 31.24% over
the year ended March 31, 1941. However, domestic and foreign income and excess
profits taxes for the fiscal year just ended amounted to $875,890.25 as compared to
$449,323.39 for the preceding fiscal year so that the net earnings after all taxes for
the fiscal year just ended show a decrease of $3,986.71 from the preceding year.

Included in this report is a Consolidated Balance Sheet as of March 31, 1942,
and a Consolidated Statement of Income and Earned Surplus for the fiscal year ended
March 31, 1942, as reported on by our auditors, Lybrand, Ross Bros. & Montgomery
and approved by your Board of Directors.

The Notes and Accounts Receivable at March 31, 1942, amounted to $2,958,-
626.93 as compared with $3,310,234.65 at March 31, 1941, despite the fact that the
sales for the fiscal year ended March 31, 1942, were considerably in excess of those for
the previous year. Attention is also called to the reduction in Notes Payable to Swiss
Banks, which at the end of this year amounted to $71,115.24, as compared with
$489,199.46 at March 31, 1941. In addition to this reduction in its bank indebtedness
of more than $400,000 the Company anticipated the first payment of $250,000 due
against its term loan thereby reducing it to $1,250,000.

During the past fiscal year the Company was faced with numerous and complex
problems as the sphere of war expanded and as the United States became more in-
volved therein, culminating on December 7, when we became direct participants.
While these problems were of a type never before faced by the Company, they were
insignificant as compared with the problems facing your Company at this present
time. | am sure you agree with me that the first duty of your Company is to aid our
country in every way that it possibly can in the war effort. At the same time, your
directors and officers are fully cognizant of their duty to shareholders in preserving
their investment.

In line with the practice of the past few years, | shall endeavor to present in
detail the present situation of the Company, the results of the past year, and the
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prospects of the future insofar as anyone can hazard a prediction as to what the future
may hold for your Company.

gruen’'s war efforts

As earlier indicated, it is the belief of your directors and management that the
first effort of the Company must be to assist in every way possible in the war effort.
This of course is not only a patriotic duty, it is the exercise of the soundest business
judgment. The Company has acted and will continue to act on this basic decision.
To this end, for many months a considerable portion of the Company s advertising
efforts has been directed to the furtherance of the sale of war savings bonds and
stamps and the Company has received a citation from the Treasury Department for
its efforts. Employees of the Company subscribed 100% to the purchase of war bonds,
60% gave blood for the Red Cross blood bank, and a number of our employees have
entered active military service.

It has been the earnest desire of your Company to participate directly in the
nation's war effort and for the past year a great portion of the time of the executives
of your Company has been expended in discussions with officials of the Office of
Production Management, the War Production Board, and other Governmental Agen-
cies, and with holders of prime governmental contracts with the view of utilizing
machinery and employees' skill in direct manufacture of war instruments. On April
15, 1942, the Company entered into a contract for the manufacture of a large quantity
of precision instruments that are used in every branch of the armed service. Gruen
engineers are devoting every effort humanly possible to complete the tools and dies
necessary for the manufacture of these instruments and it is the sincere hope of the
management that these instruments will be in production by early August.

MANUFACTURE AND SALE OF WATCHES DURING THE WAR

It is the belief of your directors and management that the manufacture and sale
of watches is not a minor part in the war effort. Gruen watches are sold to and
treasured not only by men in every branch of the armed services, but also by doctors
and nurses, as well as defense workers and civilians. As you know from the statements
and speeches of responsible governmental officials, production of commodities for
civilian use and consumption will be cut drastically. Watches, as such, are not of
prime necessity for the preservation of life such as food or clothes, but obviously they
are far more essential for civilian use, than numerous non-essential items. To what
extent the manufacture and sale of watches will be permitted will be decided by
governmental authorities, and may be based upon a number of factors that develop
in the future. | shall discuss the situation briefly under the following headings
of Manufacture and Importation of Movements, Manufacture of Cases, and the
Sales Situation.

MANUFACTURE AND IMPORTATION OF MOVEMENTS

In my letter of last year | pointed out that during the World War of 1914 your
Company was successful in continuing importation of movements and movement parts
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from its factory at Switzerland with little interruption. While | expressed the hope
that the same situation would continue to prevail in the future, | pointed out that no
one could give any definite assurances as to this.

You of course will understand that movements must be exported through con-
trols of several nations now at war. Switzerland, as a neutral, has been able to
accomplish this thus far and all of us hope that this situation will continue in the
future. There is, however, no assurance that all shipments leaving Switzerland will
reach Cincinnati despite the fact that since the beginning of the war only one of our
shipments, of approximately 20,000 movements has been lost, that occurring when
a Portugese boat was sunk last September. However, the merchandise so lost was
covered by insurance.

MANUFACTURE OF WATCH CASES

Due to the shortage of all of the critical materials that go into the alloying of
gold and other metals used in the manufacture of gold filled and other metal watch
cases which represent more than 90% of the present watch sales, it is entirely possible
that watch cases during the present emergency will have to be manufactured entirely
of gold or sterling silver or a combination of both, or possibly from some other
material that is not now being used. This question is now receiving the most serious
study of the industry generally, the Government agencies directly concerned with this
question and your officials.

Because the amount of critical materials used by this Company in its
manufacturing is negligible and in view of the fact that all of the Company s equip-
ment and personnel is not of such nature that it can devote its entire facilities to the
manufacture of war instruments, it is the sincere hope of the management that the
Company may be permitted to continue its manufacturing program at least on some
curtailed basis in order to enable it to continue the manufacture of instruments of
war in both an efficient and economical manner.

THE SALES SITUATION

The management sincerely regrets that it was impossible to meet the demand for
its product by both consumers and Gruen jewelers in the past year during which time
it was unable to fill some millions of dollars of orders without seriously reducing its
reserve inventory. While a shortage of watches prevailed in the industry generally,
it is my sincere belief that the unprecedented demand for Gruen watches was primarily
due to the reputation of your Company for producing fine watches for almost seventy
years and its consistent and effective national advertising program.

In the past few months certain restrictions on consumer credit purchases have
been placed in effect. While it is our belief that these restrictions will not prevent
the sale of all the Gruen watches that can be produced under the present conditions,
it is, however, too early to tell the effect of these restrictions on our jewelers.
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FUTURE PROFITS AND DIVIDENDS

Difficult as it is, 1 will try to cover in this letter the possibility of future profits
and dividends.

I do not believe that it is possible for your Company to show the profits next
year that were shown during the past two years. This situation prevails, | assume,
in most companies today. Earlier 1 spoke of the tremendous increase in taxes during
the fiscal year just ended. Perhaps even more graphic than a discussion of the increase
in dollars, which of course depends in part on volume, is a consideration of the
question from a percentage point of view. For the fiscal year just ended, 49-3% of
the net earnings of your Company are payable for Federal and foreign income and
excess profits taxes. For the fiscal year ended March 31, 1941, the percentage was
33.2%, and for the fiscal year ended March 31, 1937, this percentage was only 17.4%.
I think there can be little question that the rates for the fiscal year ending March 31,
1943, will be a great deal higher.

Increased taxes, increased raw material costs and war risk insurance are only
a few of the factors which tend to reduce earnings. Labor costs generally have risen
and probably will continue to rise unless there is a general freezing of wages. Due
to the present chaotic conditions and the fact that our movement plant is located in
Switzerland, it is necessary for your Company to maintain an unusually large inventory
with the additional expense involved therein.

As mentioned above, the shortage of certain metals and materials may require
the Company in the future to expand to a large extent the use of other metals and
materials which to some degree took place during the past year and the cost of manu-
facture may be further increased. Despite any increase in costs of manufacture, the
present price freezing order of course prohibits us from increasing any of our prices.
Under the present conditions it seems certain that the volume of business in watches
will decrease and as | have earlier pointed out there is some possibility that if the
war continues long enough this volume may be diminished to a negligible amount.

Against this most discouraging point of view is, of course, the fact that your
Company is getting into war production. If and as we expand our war production, |
am hopeful that we may show a small profit thereon, although if we are required to
entirely discontinue the manufacture and sale of watches, | do not believe that profits
of any consequence would be shown. This is not only because the margin of profit on
instruments of war is small of necessity, and as it should be, but also because your
Company is not equipped to undertake a tremendous volume of war business. How-
ever, | am hoping that the situation will not develop to this point at least for some
time and that we will be permitted to manufacture and sell some watches and to
earn some profits at least for the next year or so. If the war continues for a con-
siderable period of time and if it is intensified to the extent of the stoppage of manu-
facture of everything but those things absolutely vital for the war effort or preserva-
tion of civilian life, it would of course be impossible for anyone to attempt to prophesy
what might then take place.

[«]

In regard to future dividends, | think it will be clear to all of you that this
question must be decided by future events. Your directors and officers are primarily
concerned with the protection of your investment. In order to build up an adequate
amount of working capital, the dividend policy of the Company heretofore has been
conservative. As a result of this policy and should future earnings not show too great
a decline, we hope to continue to pay some dividends on the Common Stock as well as
the regular dividends on the Preferred Stock.

CONCLUSION

In conclusion, | want to express my very deepest appreciation of the efforts
of all directors, officers and employees of both the parent company and its subsidiaries.
My seven years of working with our employees since the reorganization gives me every
confidence in their loyalty to the Company and their ability to adjust themselves to
meet the problems facing us today and those that will certainly arise during the
months ahead. The credit for the success of your Company during the years since
its reorganization in 1935 is due to each and every one of these employees, and | am
sure that you as shareholders are as appreciative of their efforts as I, who am in closer
contact with their daily work.

The more than five thousand dealers scattered throughout this country continue
to be Gruen’s fine friends and constitute one of our greatest assets. We have had to
disappoint many of them due to our inability to fill all of their orders, but we have
assured them that in the future, as in the past, we shall continue to supply them with
all the Gruen watches possible on a fair, proportionate basis. | therefore look for-
ward to a continuation of their friendship and loyalty to Gruen.

I again want to express to the shareholders of the Company my sincere appre-
ciation of their cooperation and understanding of the problems facing the Company.

Sincerely yours,

Time Hill, Cincinnati, U. S, A.
June 3, 1942

[7]



THE GRUEN WATCH COMPANY AND SUBSIDIARY COMPANIES

CONSOLIDATED BALANCE

ASSETS:
Cash on hand and demand dEPOSIES..........cverrirnirieinrseeres s $ 523,255.97
$100,000 United States Savings Bonds, Series G, at COSt..........courmerrmrinrrerirssserisenninns 100,000.00
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts.. 2,958,626.93
Inventories, at the lower of cost or market (NOte 2).....ccccuveveivrnerneinessrnsresissineienens 2,426,396.32
TOtAl CUITENE ASSETS . uviiiiiiiiiiiis eereie it 6,008,279.22
Cash surrender value of insurance aggregating $876,700
on lives of officers and director (NOte 3)......cccccovvivrnererinineinsinsesse s 45,924.96
Other notes and accounts receivable, less allowance for doubtful notes..........c..cc....... 6,988.70
Sundry investments, at cost or NOMINAl VAIUES...........cccvevirneierinnineiesissseesisssssseesnsnns 15,219.39
Land, buildings and equipment, at COSL.......c.cocvvrvererrnernsrissneiesieneennns $839,524.44
Less, allowance for depreciation...........coevecerinreeciesinseseisssenenn, 407,494.00
432,030.44
Prepaid expenses and deferred Charges..........ooeriirscesissss s 61,941.36
Patents, trade-marks, copyrights, and goodWill.............cccoeerrerinrineiernnneernsses e 1.00
$6,570,385.07

The accompanying notes Nos. 1 to 4 are

r»]

SHEET, MARCH 31, 1942

LIABILITIES:

Notes payable, SWISS DANK...........cccvvvieiiinirs s 71,115.24
ACCOUNES PAYADIE ....cvvviriesrcieese sttt 242,634.50
ACCTUBH EXPENSES .vuvvvirresiseisisesssssssssssessss st ssessesssssses s sses st sssssssesssssssssasssessessassssssanes 262,294.31
Dividends Payable ..o e 59,397.55
Provision for domestic and foreign taxes on income (NOte 4 ) .....ccccoeverivrreriernnrernnns 892,560.21

Total current labilities. ... s 1,528,001.87

Notes payable, bank, $250,000 due annually beginning May 27, 1943 (Note 3).... 1,250,000.00

CAPITAL :
Capital stock:
Preferred stock, 5 per cent cumulative, $25.00 par value; entitled
to $26.00 per share plus accrued dividends upon voluntary
liquidation or redemption; authorized 20,000 shares, 18,459
shares issued, less 425 shares in treasury, outstanding
18,034  SNATES oottt $ 450,850.00
Common stock, $1.00 par value; 650,000 shares authorized,
505,337% shares issued, less 74,5701/2 shares in treasury,
outstanding 430,767% Shares.......ccccovvrvermrnenerinsineresssenneens 430,767.25

Earned surplus, as annexed (Notes 1and 4)....c.ccccoovovevervvrinererisrncnnenns 2,910,765.95

3,792,383.20

$6,570,385.07

an integral part of this balance sheet.
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NOTES TO CONSOLIDATED BALANCE SHEET

Note 1—The consolidated balance sheet includes assets of Gruen Watch Manufac-
turing Company of Switzerland aggregating 1344,958.32 (exclusive of
intercompany receivables aggregating $550,284.08) of which current assets
are $202,153.16, and liabilities of $332,751.92.

The consolidated balance sheet also includes net assets of Gruen Watch
Company of Canada, Ltd., aggregating $212,235.52 of which net current
assets are $210,774,73-

Current assets and liabilities of the Canadian company have been con-
verted into dollars at the Federal Reserve rates prevailing at March 31,
1942, In the absence of such rates current assets and liabilities of the
Swiss company have been converted at currently quoted buying rates at
March 31, 1942.

Non-current assets have been converted, substantially, at rates of exchange
prevailing when acquired.

The effect of the war on the companies is discussed in the President’s report
and reference is made thereto.

Note 2—The estimated amounts of intercompany profits in inventory items purchased
from companies whose accounts are consolidated have been eliminated in
the preparation of the consolidated balance sheet.

Note 3—Insurance policies on the life of Benjamin S. Katz, President, aggregating

$750,000 have been assigned as collateral to notes payable, bank, aggre-
gating $1,250,000.
At the option of the bank the notes may become due and payable on
demand if Switzerland becomes involved in war or if for any other reason
the supply of movements is seriously curtailed for a period of four months,
or in the event of the retirement of Benjamin S. Katz as an executive of
the company.

Note 4—t is estimated (based on present laws) that additional foreign taxes on
transfers to the parent company of accumulated surplus of foreign sub-
sidiaries will approximate $42,500 and that Federal excess profits taxes
may be payable on such transfers. The amounts, if any, of such United
States taxes are not presently determinable.

NOTES TO CONSOLIDATED STATEMENT OF
INCOME AND EARNED SURPLUS

Notes 1 and 4 to Consolidated Balance Sheet, March 31, 1942, are incorporated
herein by reference.

The provisions for depreciation included in the consolidated statement of income
amount to $36,625.24.

Income accounts of foreign subsidiary companies have been converted substantially
at the average monthly rates of exchange prevailing during the fiscal year ended
March 31, 1942. The unrealized profit of $2,636.55 arising from changes in
conversion value of net current assets of foreign subsidiaries is included in
consolidated earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the
preparation of the consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating
$247,387.44 which is $11,397.07 less than dividends received from foreign
subsidiaries during the year.
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CONSOLIDATED STATEMENT OF INCOME
AND EARNED SURPLUS

for the fiscal year ended March 31, 1943

Gross profit from SAlES.........cccerveneiieiiseesrs s $3,701,267.50
Selling, administrative and general eXPENSES........c.uvrerrrirermernsssrinenns 1,906,915.71
Profit before other income and expenses and income taxes........ $1,794,351.79
OthEr INCOIME ..ottt bbb bbbt 125,234.88
$1,919,586.67
Interest and Other EXPENSES.........vvcvriirerinsieississie s sss s sssssssnes 144,281.40
. . L . ) $1,775,305.27
Provision for domestic and foreign income taxes (including
Federal excess profits taxes $401,400.00).......cccccoevvmrrinrrinrrierireriinsnnnn, 875,890.25
NEE TNCOME .ottt et 899,415.02
SUrPIUS, APFIl L, 1941 2,342,248.09
. . , $3,241,663.11
Add, partial recovery of unrealized losses on foreign exchange,
charged to earned surplus in a Prior YEar..........coeveeernsensessnnennns 2,636.55
$3,244,299.66
Deduct:

Par value of 9,2291/2 shares common stock issued to
holders of Class C, 6 per cent cumulative, pre-
ferred slock, less 2121/2 shares held in treasury.$ 9,017.00
Excess of cost over par value of 4,548 shares com-
mon stock purchased and held in treasury.......... 18,192.00
Excess of amounts paid over par value of 1,541
shares Class C, 6 per cent cumulative preferred
stock acquired and retired..........ccovervrierrnrieiinns 12,507.00 39,716.00

$3,204,583.66

Dividends, cash:

Preferred stock to March 31, 1942.........cccovviveinnina. 23,161.24
Common stock, 62]/2c per Share.........coocverererenniens 270,656.47 293,817.71
SUrplus, March 31, 1942.........ccmrieiicrnris s $2,910,765.95

The accompanying notes are an integral part of this statement
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IYBRAND, ROSS BROS. & MONTGOMERY
Accountants and Auditors

CINCINNATI

To the Board of Directors,
The Gruen Watch Company,
Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Grnen Watch Company
and ,ts subsidiary companies as at March 31, 1942, and the consolidated statements
of income and surplus for the year then ended, except with respect to the statements

y wh,th e“ ni'"el bf wt" -

In connection with the examinations, the systems of internal control and the
accounting procedures of the companies were reviewed and, without making detailed
audits of the transactions, the accounting records of the companies and othef support-
mg evidence were examined or tested by methods and to the extent deemed appro-

,ThC ations were made in accordance with generally accepted auditing
%tg&%ggtrjys applicable m the circumstances and included all procedures considered

In our opinion based upon such examinations and upon the report of other
accountants funushed us, the accompanying consolidated balance sheet and related
consolidated statements of income and surplus present fairly the consolidated position

lie Gmen ~ atch Company and its subsidiary companies at March 31, 1942 and
tie consolidated results of their operations for the year then ended, in conformity

with generally accepted accounting principles applied on a basis consistent with that
ot the preceding year.

LYBRAND, ROSS BROS. & MONTGOMERY

Cincinnati, Ohio, May 28, 1942
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PRESIDENT'S REPORT

TO THE SHAREHOLDERS OF THE GRUEN WATCH COMPANY,;

On behalf of the Board of Directors, | am happy to present herewith the
annual report of your Company and its subsidiaries for the fiscal year ended
March 31, 1943. This report shows consolidated net profits of $908,078.79 after
all charges and taxes, as compared with consolidated net profits of $899,415.02
for the year ended March 31, 1942. After allowing for dividends on the preferred
stock, earnings this year were equal to $2.30 a share on the 384,256 shares of
common stock outstanding at March 31, 1943, exclusive of treasury shares, as
compared with earnings of $2.04 a share for the fiscal year ended March 31, 1942
on the 430,767M shares of common stock then outstanding. You will recall that
last March the Board of Directors, with the overwhelming approval of share-
holders, consummated the purchase of 46,511 shares of common stock at a net
price of $5.10 a share.

While | stated in last year’s report that | did not believe it was possible for
the Company to show as great a profit for the year just ended, as it did in pre-
vious years, the increase in operating profit for the year just ended was made
possible despite increased material and labor costs and despite no increase in its
selling prices because it manufactured and sold a greater percentage of higher
priced watches.

In accordance with the usual practice, the report here submitted includes a
consolidated balance sheet as of March 31, 1943 and a consolidated statement of
income and earned surplus for the fiscal year ended March 31, 1943, as certified
to by our auditors, Messrs. Lybrand, Ross Bros. & Montgomery, and approved
by the Board of Directors.

Due both to the tremendous amount of money now being earned by the con-
suming public and to the governmental regulation calling for a minimum down
payment of one-third on installment purchases in the jewelry industry, most of
our customers paid cash for the merchandise shipped to them instead of issuing
notes to us as heretofore. The Notes and Accounts Receivable at March 31, 1943
were the lowest in the past five years, amounting to $736,450.37 as compared
with $2,958,626.93 at March 31, 1942. The Companies’ cash balances and govern-
ment obligations on hand amount to $2,500,916.56 at March 31, 1943 as com-
pared with cash balances and government obligations of $623,255.97 at March
31, 1942. In addition to building up these large cash balances, the Company was
also able to anticipate on September 10, 1942 the payment of $250,000 which was
due on May 27, 1943, thereby reducing its term bank loan to $1,000,000.

In my two previous annual letters, and especially my letter of last year, |
commented at some length on the uncertainties facing the Company in these war
years. No one can predict, with any degree of certainty, future developments.
However, the accomplishments during the past year under the difficulties en-
countered encourage us to look forward with confidence to the immediate future
as well as the post-war period. As to the immediate future, | have reasonable
hope that we will be able to continue to manufacture and sell watches, at least
o a curtailed basis, as well as to manufacture all of the instruments of war within
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the limits of our facilities. The post-war period should find Gruen’s trade and
consumer relations in excellent shape for your Company has, in its post-war
policy planning, always kept in mind the utmost necessity of maintaining both
its dealer and consumer relations through constant cooperation and promotion.

INCREASING TAXES

Obviously, this expensive war must be paid for out of taxes if we are to
avoid repudiation or wild inflation. It is reasonable therefore that we will have a
continuation of high taxes during the war and possibly for some time thereafter.
With increased taxes, net profits have decreased greatly in comparison with oper-
ating earnings. The effect of these increased taxes is graphically illustrated in
the following table showing net earnings before and after taxes for the five years
ending March 31, 1943:

Provision for Domestic

Profit and Foreign Income Taxes
Year Ended Before Taxes Amount % Net Profit
Mar. 31, 1939 $ 662,624.42 $ 121,955.19 18 $540,669.23
Mar. 31, 1940 1,033,072.37 287,804.50 28 745,267.87
Mar. 31, 1941 1,352,725.12 449,323-39 33 903,401.73
Mar. 31, 1942 1,775,305.27 875,890.25 49 899,415.02
Mar. 31, 1943 2,076,366.86 1,168,288.07 56 908,078.79

Of the $1,168,288.07 Provision for Domestic and Foreign Income Taxes for the
year ended March 31, 1943, a total of $1,063,091.89, or 91% was for Domestic
Taxes, and of this amount the Federal Excess Profits Taxes were $816,110.33,
less credits for debt retirement and post-war refund totaling $81,611.04.

GRUEN'’S DIRECT WAR EFFORT

You were advised last year that the Company had undertaken the manu-
facture of electrical measuring instruments which are used by every branch of
the armed forces. | think all of us can take pride in the fact that with our limited
facilities for the manufacture of a product of this type, we were able to manu-
facture these instruments so urgently needed by both the armed forces of our
nation and those of our Allies. In addition to making in our own plant, all the
tools and dies required for these instruments, our engineers designed and had built
a new type of electrical hardening furnace which has been of assistance in speed-
ing up the hardening of magnets used in such instruments. In addition to manu-
facturing complete instruments, we are also using this electrical hardening fur-
nace to produce some parts for other instrument manufacturers.

While a very large percentage of your Company’s employees at the Time Hill
plant, Cincinnati, Ohio, is now engaged in the manufacture of these instruments
of war, the operation of the Instrument Division produced only a small portion
of the gross income and the net results were on practically a break-even basis.

Nevertheless, | am sure that you are as pleased as | am with the fine contri-
bution that our Company has made to the war effort in converting so much of
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our facilities and so many of our employees to the manufacture of these impera-
tively needed instruments of war. Our Company is especially well represented in
the United States armed forces by having approximately one-third of its male
personnel in the Army, Navy and Marines.

In addition, Gruen was privileged to fly the first ten percenter flag in the
United States authorized by the Treasury Department as recognition for par-
ticipation in the payroll allotment plan to the extent of ten percent of total
wages and salaries for the purchase of War Bonds.

MANUFACTURE AND SALE OF WATCHES DURING WAR

Last year | stated that your Directors and management felt that the manu-
facture and sale of watches was not a minor part in the national war effort. We
have not changed our belief. Gruen Watches continue to be given to, purchased
and relied on by Soldiers, Sailors, Marines, Air Forces, Waves, Waacs, Spars and
members of other branches of the armed services. Increasing numbers of doctors,
nurses and war workers are also relying on Gruen Watches.

Your Company has been particularly helpful in supplying the present urgent
need for watches without using for movements the critical materials so vitally
needed in this war effort, because our movements are manufactured in Switzer-
land by our wholly-owned Swiss subsidiary. While we have been forced to curtail
to some extent our production due to the shortage of critical materials, we lave
been fortunate in being able to manufacture a sufficient quantity of watches to
enable us to supply at least part of the tremendous demand of our customers.

Shipments of movements from Switzerland are now being made exclusively
on Swiss boats. | am glad to report that not a shipment was lost at sea in the
past year.

I feel sure all of you join with me in appreciation of the fine work that has
been done, and is being done, in Switzerland by Mr. Henri Thiebaud, our Director
General, and his staff under most trying conditions, by continuing to manulac-
ture the large quantities of movements that they do without any sacrifice ol the
fine quality for which this Company enjoys a world-wide reputation.

MANUFACTURE OF GRUEN WATCH CASES

The Gruen National Watch Case Company, despite all the critical material
and labor shortages facing it last year, and with absolute insistence by the parent
company that first precedence be given to the manufacture of tools and parts lor
electrical measuring instruments, manufactured for the parent company a suffi-
cient number of cases which, with the cases purchased from independent case
company manufacturers, were sufficient for such movements as could be manu-
factured.

At the beginning of the fiscal year just ended, the Case Company was for-
tunate in having on hand a fair supply of partly fabricated alloyed materia s
customarily used in the manufacture of gold and gold filled watch cases which
the government permitted it to complete. However, this material is practically
exhausted and the Case Company is now manufacturing its cases from a new pre-
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cious metal alloy with the permission of the Government, which permission it
is hoped will be continued because of the small amount of material required in
the manufacture of cases.

THE DEMAND FOR GRUEN WATCHES

While the demand for Gruen Watches in the past year by both consumers
and Gruen jewelers, exceeded the supply by many times, your Company faced a
problem of considerable difficulty.

Because of a sincere desire to retain and further cement the good will of its
more than 5,000 jewelers, your Company in the fall of 1941 adopted a policy of
fair and equal distribution of such watches as it could manufacture and ship
without interfering with its war effort, to all of its customers on a quota basis
in accordance with each customer’s previous purchases. That your Company has
been successful in doing this is evidenced by the thousands of letters, telegrams
and telephone calls from many customers expressing their appreciation of the
fair treatment that the Company has given each and every customer regardless
of size. This fair and equitable policy of equal distribution has also received
recognition and praise from many of the leaders in the industry.

GRUEN QUALITY

Regardless of the pressure being brought to bear on our Company for the
manufacture and delivery of the greatest number of watches possible, we intend
to continue our policy of manufacturing only such watches as come up to the high
standard of quality for which the Company enjoys such an enviable reputation.

As a further indication of the acceptance of Gruen Watches by both con-
sumers and the industry, we are particularly proud that PAN-AMERICAN AIR-
WAYS, by far the largest air line in the world, has recently designated Gruen
as its official watch.

GRUEN WATCH ADVERTISING

Despite the tremendous demand for Gruen Watches referred to several times
in this report, your Company is continuing its intensive advertising campaign
in the sincere belief that it must do so in order to protect the millions of dollars
that it has invested in the name Gruen. The advertising campaign conducted in
the past two years has been largely along institutional lines. During these two
years, however, the Company has devoted a great part of its magazine and radio
advertising to its war effort and to aid the Government in the sale of War Bonds.
Your Company has been publicly recognized by the Treasury Department for
these advertisements. Our slogan “BUY A GRUEN WATCH BUT BUY A
WAR BOND FIRST” has been cited by the Treasury Department as an outstand-
ing slogan in the War Bond Drives.

Public reaction to Gruen advertising, dealing with your Company’s war
effort, has been splendid. Many complimentary letters, quite a few from service
men, were received. Two of the advertisements in our 1942 fall campaign brought
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an especially pleasing response,—oar annual Christmas advertisement titled
“Tonight I leaned across 10,000 miles and kissed you“ appearing in Life, Esquire,
and The American Weekly reached more than twenty-eight million readers. A
number of requests for copies came from men and women in all walks of life
throughout the United States as well as from members of the armed forces both
here and abroad. Its theme served as the inspiration for several songs and poems.
Our advertisement titled “The life-saver that was waiting in Honolulu Dec. 7,
1941* describing the Berman locator, appeared in Life and Fortune last fall and
was read by more people than any other war ad appearing in Life Magazine
during 1942, according to a survey of the L. M. Clark Readership Reports. Both
of these ads are reproduced on the back page of this report.

A jury of Art Directors deemed the illustrations in all of Gruen’s 1942 adver-
tisements depicting our war efforts to be of such high professional appeal that
they were selected for the annual exhibit of the best advertising illustrations
of 1942.

CONCLUSION

It is with a great deal of pleasure that | express once more my deepest appre-
ciation to our more than five thousand loyal jewelers, scattered throughout this
country and Canada, who are Gruen’s greatest friends and constitute its greatest
asset, for their patience and understanding and assure them that our Company
will continue to deliver every watch possible that does not interfere with the
Company’s war effort.

| also want to express my sincere appreciation for the loyalty and efforts
under the most trying conditions, of all Directors, Officers and employees of both
the parent company and its subsidiaries which have made possible the comple-
tion of the most successful year in the history of your Company. | am certain
that you, as shareholders, are as appreciative of their efforts as I am.

Sincerely yours,

President
Time Hill, Cincinnati, Ohio
June 7, 1943

[]



THE GRUEN WATCH COMPANY

CONSOLIDATED BALANCE

ASSETS:

Cash on hand and demand depositS.....c.ccccvcvcce. e,
United States Government Obligations, at cost:
$250,000 Savings Bonds, Series G ................ .. .$250,000.00
$500,000 Tax Anticipation Notes, Series C. ... 500,000.00

Notes and accounts receivable, trade, less allowance for doubtful notes
AN ACCOUNTS.  oriiiiiiie ittt ettt e e b e e eata e e s te e e e sbbeeeenreas

Inventories, at the lower of cost or market (Note 2) .....ccoovevivniieiiiiiinns

TOtal CUMENT BSSELS....cvieieiiieie e se et

Cash surrender value of insurance aggregating $876,700 on lives of offi-
cers and direCtor (NOLE 3) .viieviiiiiiie e

Other notes and accounts receivable, less allowance for doubtful notes. .

Sundry investments, at cost or nominal values...........cccoccovivevenieene e,

Post-war refunds of excess profits taxesS.......ccuvevevviiiirisiinie e
Land, buildings and equipment, at COSt..........cccccvvvereriinnnnnne 892,817.57
Less, allowance for depreciation........c.cceceveveveninnnne. 448,079.11

Prepaid expenses and deferred Charges.......cccoovvivvivieveen e

Patents, trade-marks, copyrights, and goodwill.........cccoocoevveiiiiniiiiiinenne

The accompanying notes Nos. 1 to 4 are
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$1,750,916.56

750,000.00

736,450.37
3,024,943-24

6,262,310.17

69,798.34
12,795-01
15,557-68

4,678.85

444,738.46
94,786.12
1.00

$6,904,665.63

f
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AND SUBSIDIARY COMPANIES

SHEET, MARCH 31, 1943

LIABILITIES :

ACCOUNES PAYADIE.....iieiiiii et $ 303,297-38
ACCIUBO EXPENSES . eveeutiiteesteetiesteesteartestesseesteasbesteeseeaseesesseesaessaesteeseesneesesssesreenes 327,701.22
Dividends payable........oiii 5,636.90

Provision for domestic and foreign taxes on income (Note 4).......cccevvnee. 1,209,999-01

Total current lHabilitieS. . ...ce oo 1,846,634-51

Notes payable, bank, ($250,000 due annually beginning May 27, 1944)
(NOTE 3) oottt e bbb e s . 1,000,000.00

CAPITAL:
Capital stock:

Preferred stock,s per cent cumulative,$25-00par value;
entitled to $26.00 per share plus accrued dividends
upon voluntary liquidation or redemption; author-
ized 20,000 shares, 18,459 shares issued, less 425
shares in treasury, outstanding 18,034 shares. ...$ 450,850.00

Common stock, $1.00 par value; 650,000 shares author-
ized, 505,337 shares issued, less 121,081"
shares in treasury, outstanding 384,256 shares.  384,256.25

Earned surplus, as annexed (Notes 1 and4)......cccccceevevenen. 3,222,924.87
4,058,031-12

$6,904,665-63

an integral part of this balance sheet.

[]



NOTES TO CONSOLIDATED BALANCE SHEET

Note 1—The consolidated balance sheet includes assets of Gruen Watch Manu-
facturing Company of Switzerland aggregating $341,857.62 (exclusive
of intercompany receivables aggregating $703,239-54) of which current
assets are $207,090.18, and liabilities of $246,060.48.

The consolidated balance sheet also includes net assets of Gruen Watch
Company of Canada, Ltd. aggregating $250,020.88 of which net cur-
rent assets are $238,842.10.

Current assets and liabilities of the Canadian company have been con-
verted into dollars at the Federal Reserve rates prevailing at March 31,
1943- In the absence of such rates, current assets and liabilities of the
Swiss company have been converted at currently quoted buying rates
at March 31, 1943-

Non-current assets have been converted, substantially at rates of ex-
change prevailing when acquired.

The effect of the war on the companies is discussed in the President’s
report and reference is made thereto.

Note 2—The estimated amounts of intercompany profits in inventory items pur-
chased from companies whose accounts are consolidated have been
eliminated in the preparation of the consolidated balance sheet.

Note 3—Insurance policies on the life of Benjamin S. Katz, President, aggregating

$750,000 have been assigned as collateral to notes payable, bank, aggre-
gating $1,000,000.
At the option of the bank the notes may become due and payable on
demand if Switzerland becomes involved in war or if for any other rea-
son the supply of movements is seriously curtailed for a period of four
months, or in the event of the retirement of Benjamin S. Katz as an
executive of the company.

Note 4—It is estimated (based on present laws) that additional foreign taxes on
transfers to the parent company of accumulated surplus of foreign sub-
sidiaries will approximate $71,000 and that Federal excess profits taxes
may be payable on such transfers. The amounts, if any, of such United
States taxes are not presently determinable.

NOTES TO CONSOLIDAT ED STATEMENT OF
INCOME AND EARNED SURPLUS

Notes 1 and 4 to Consolidated Balance Sheet, March 31, 1943 are incorporated
herein by reference.

The provisions for depreciation included in the consolidated statement of income
amount to $44,079-53.

Income accounts of foreign subsidiary companies have been converted substan-
tially at the average monthly rates of exchange prevailing during the year
ended March 31, 1943- The unrealized profit of $8,812.94 arising from changes
in conversion value of net current assets of foreign subsidiaries is included
in consolidated earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in
the preparation of the consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating
$244,473.53. No dividends were received from foreign subsidiaries during
the year.
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CONSOLIDATED STATEMENT OF INCOME
AND EARNED SURPLUS

for the year ended March 31, 1943

Gross profit from sales $3,779,292.12

Selling, administrative and general expenses..........cccceceee... 1,649,083-89
Profit before other income and expenses and income taxes 2,130,208.23
Other INCOME.....cciiiieieece e 104,398.59
2,234,606.82
Interest and Other eXPENSES.......cccvveveveeiirie e 158,239.96
2,076,366.86

Provision for domestic and foreign income taxes (including Federal

excess profits taxes $816,110.33 less credit for debt retirement
$76,932.19 and post-war refund $4,678.85)....c.ccccoviriiiniicinnnnns 1,168,288.07
NEE B 908,078.79
SUIpluS, APTIl L, 1942 i s 2,910,765-95
3,818,844.74

Add, partial recovery of unrealized losses on foreign exchange
charged to earned surplus in a prior year......cnenininneenns 8,812794
3,827,657.68

Deduct, excess of cost over par value of 46,511 shares common stock
purchased and held in treasury.....ccccoveeiiiiiie e 209,299.50
3,618,358.18

Dividends, cash:

Preferred stock to March 31, 1943 ... $ 22,547.62
Common stock, 92j°c per share......cccceceevveieiiieninns 372,885-69 395,433.31
Surplus, March 31, 1943 $3,222,924.87

The accompanying notes are an integral part of this statement.
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LYBRAND, ROSS BROS, g MONTGOMERY

Certified Public Accountants
CINCINNATI

To the Board of Directors,
The Gruen Watch Company,
Cincinnati, Ohio.
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l— °fmm n x* y - thenended is”p wi h« s ™ t
iouZ 7" |’ ™
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the transactions, have examined or tested accounting record! of the companies
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ng standards app] cable in the circumstances and included all procedures con-
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LYBRAND, ROSS BROS. & MONTGOMERY.

Cincinnati, Ohio, June 1, 1943
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The advertisement reproduced to the left
appeared in Life, Esquire, and The Amer-
ican Weekly, reaching more than twenty-
eight million readers. Requests for re-
prints of this advertisement came from
men and women in all walks of life
throughout the United States, as well
as from members of the armed forces
both here and abroad.
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PRESIDENT'S REPORT

TO THE SHAREHOLDERS OF THE GRUEN WATCH COMPANY:

On behalf of the Board of Directors, | present herewith the annual report
of your Company and its subsidiaries for the fiscal year ended March 31, 1944.
This report shows consolidated net profits of $2,530,243.93 before taxes and
$940,705-93, after all charges and taxes, as compared with consolidated net profits
of $2,076,366.86 before taxes and $908,078.79 after taxes for the preceding fiscal
year. After allowing for dividends on the preferred stock, earnings this year were
equal to $2.39 a share on the 384,256”4 shares of common stock outstanding at
March 31, 1944, exclusive of treasury shares, as compared with earnings of $2.30
a share for the preceding year.

Of the $1,589,538.00 Provision for Domestic and Foreign Income Taxes for
the year ended March 31, 1944, a total of $1,472,100.04 or 92.6% was for Domestic
Taxes, and of this amount the Federal Excess Profits Taxes were $1,298,174.50,
less credits for post-war refund totaling $129,817.45.

In accordance with the usual practice, the report here submitted includes a
consolidated balance sheet as of March 31, 1944, and a consolidated statement
of income and earned surplus for the fiscal year ended March 31, 1944, as certified
to by our auditors, Messrs. Lybrand, Ross Bros. & Montgomery, and approved
by the Board of Directors.

As in previous annual reports, | should like to take this occasion to tell you
something of the problems and achievements of the past year and to give you
our thinking as to the outlook for the near future.

GRUEN’S WAR EFFORT

First and foremost in the minds of all of us is, of course, the question of what
we, as a Company and as individuals, can do to assist in bringing to a victorious
conclusion the present war. | am glad to be able to report that during the past
year your Company and its employees have done the following:

Manufactured Thousands of Precision Instruments for War.

As you know, these electrical precision measuring instruments are used by
all branches of the Armed Forces. Last year, | outlined the action taken by us in
developing this Instrument Division. During the past year, we met and bettered
all contract schedules and thus materially assisted in relieving the shortage of
these important implements of war. Not only was our production materially in-
creased over the preceding year, but perhaps even more important, the high
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quality of the instruments on which we have insisted from the beginning was
maintained, and perhaps even improved. At the close of the fiscal year under re-
view, production of instruments was at a rate 80 per cent higher than twelve
months earlier and at the highest rate yet attained.

While even a larger percentage than heretofore of our employees at Time
Hill was engaged in the manufacture of these instruments, nevertheless, the oper-
ations of the Instrument Division produced only a small percentage of our entire
gross income and the net results were little better than on a break-even basis.

Delivered Tens of Thousands of Watches to the Armed Forces as Well as to Civilians.

In addition to the watches supplied to the Armed Forces through our regular
jewelry outlets, large quantities of watches were supplied to the Armed Forces
through government agencies.

Inaugurated a Course of Training in Watchmaking.

This undertaking was designed primarily for handicapped war veterans who
may thus not only learn a useful and highly-paid trade but will at the same time
be making a definite and essential contribution to civilian life by relieving the
acute shortage of trained horological workers. Among those who entered our
first training class were veterans who had recently been mustered out of service
because of disabilities.

Participated in All War Drives.

During the fiscal year your Company increased its holdings of United States
Government securities to $1,240,000 on March 31, 1944, as compared with
$750,000 on March 31, 1943. Individual employees have continued their purchases
of War Bonds through the payroll allotment plan. The aggregate of their pur-
chases is in excess of 10 per cent of total wages and salaries. Gruen employees
contributed generously to the Red Cross, Community Chest and War Fund Drive,
to the Red Cross Blood Bank and other patriotic drives. Gruen employees in the
Armed Forces now number approximately 35 per cent of the total male personnel
of the Company at the time of the inception of the war.

MANUFACTURING, IMPORTING AND OPERATING PROBLEMS

Like all manufacturers, we experienced numerous difficulties in obtaining
materials and in retaining manpower. Despite these difficulties the volume of
business for the year just ended was the greatest in the seventy years’ history of
your Company. This result however, was only possible by further reducing our
reserve movement inventory which we had built up prior to the war for this
emergency.

Throughout the year, we were able to import movements from our factory
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in Switzerland. Obviously, no one can give assurance that such importation may
not sometime be cut off. But in view of the fact that such importations from
Switzerland, transported to this country on Swiss and other neutral ships, have
been permitted for the two and one-half years that we have been at war, we are
encouraged to believe that such importations will continue, although perhaps on
a temporarily reduced basis.

In making this report to you, | cannot over-emphasize the importance of
the fine work that has been done by the heads of your Technical and Manufac-
turing Departments. Under extremely difficult and at times discouraging cir-
cumstances, they have succeeded in manufacturing a sufficient number of watch
movements and cases to supply, at least partially, the unprecedented demand for
Gruen watches in this past most difficult year.

GRUEN ADVERTISING

To protect the millions of dollars invested in the quality name of Gruen,
and to cement our very valuable Gruen dealer relationships, your Company has
continued its large scale advertising and merchandising program during the past
fiscal year. As in the past years since Pearl Harbor, your Company devoted a
considerable portion of its magazine and radio advertising to help the war
effort and to further the sale of War Bonds.

The two War Bond advertisements which Gruen ran during the past fiscal
year, namely, “It was Necessary To Put Him Under Protective Custody” and
“Tell Steve You Cashed Your War Bond,” which appeared in Time, Fortune, and
Life magazines, attracted considerable public attention and won official Govern-
mental approval. Both these War Bond advertisements of your Company enjoyed
an exceptionally high reading, as reported by an impartial research organization.
The advertisement It Was Necessary To Put Him Under Protective Custody”
was selected as one of the 100 best war advertisements of the year by the War-
time Advertising Council.

A great many jewelers reproduced these two Gruen War Bond magazine
advertisements in their local newspapers at their own expense, using more than
175,000 lines of space for them. This advertising was in addition to the large
amount of advertising space devoted to Gruen watches by Gruen jewelers in their
regular newspaper advertising and accounted for approximately one million
lines of newspaper advertising.

Gruen advertisements containing seasonal greetings to our Armed Services
abroad were inserted at Christmas and Easter time in newspapers in Great Britain,
Northern Ireland, Australia, India, the West Indies, Alaska, Egypt and other
far away posts.

Looking forward to the post war period, your Company this year also placed
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stronger emphasis in its general advertising and merchandising on Grucn Curves

HE won LEEN VN o [T o H
Har%e'd a(rj1d registerea tﬁe u. S Paterﬁlt Office%kt\rougl?]aanA@(%rlll?saiQ/e contra”
fromo "Ua r r v Am* ic” Airways System and \F/)our Company. Today
from one end of the globe to the other, the Captains of Pan American Airwavs’
are swifdy shuttling their Gian, Clipper Ships with war-vital cargo and paTsen-
ThewV ¢ r' P'ne k“ P°P“ “ nal lifdin“ ,hat are *>necessafy for victory
, Clipper Captains are now wearing the rwenty-four hour dial Grucn Pan
Amencan watch-the official watch of the Pan Amencan Airways Clo hs hear.

UnimdT : "k inSUIW_ N P“ Americ* Terminals ""hrqughou, th
United States, asyw\é\fll as abroad.\%an American tlmeta%les, trave c%oi%’?ars ang

w,u m“ ,,on Gru» as ™ * * p»

CAPITALIZATION AND THE POST-WAR PERIOD

> / ‘n'n the re® f ni2r , n. yOUr directors have followed a conservative djvi-
dend policy in order ro build Gp the working capital of the Company Looking

toward the future, ,, is rhe belief of your directors and management
ncreased working capital may well be needed in the immediate post-war period

lation 'Y W“h th* PPSShIC ab™ d°"” “ = sffrt the war, of Regu-
liher I J.wh* 11 may sgain be necessary for our Gruen jewelers to obtain fhe
liberal credit terms which were requested by the majority of them prior to hi
war and the inauguration of Regulation ‘"W, P to the

nmvF,°r the PurP°se of increasing working capital, your Company, with the ap-
p a of its directors, last September increased the long term bank loan of the

Company from $1,000,000.00 to $2,000,000.00. S *h

cjk-dEN’S FUTURE

th Never have | been more hopeful as to the future of your Company. In saying

m 0 not refer entirely to net earnings, for with increased taxes these may
ell prove to be curtailed at least for the war period, but rather to the general
operauons of the Company, the quality of its product and its reputation with
r.  jewelers and the public. Obviously, no one can foretell the events of the near

fui lire, the effects of the end of the
nl#ttJ T run , War which at1 of us are so anxiously awaiting

world wnle « final “ "quest of the “ emy. It may be in the interim befofe

fromdr d . rCst°rcd rhat there wil] be P~ods of discouragement
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but even if this proves to be the case, such should be only temporary”~gardIt’
of conditions, your management will continue to make every Effort as if has in
the past to maintain the fundamental policies which have been

. . . so largely re-
sponsible for the success Gruen has enjoyed in recent years.
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APPRECIATION

I should like to express my sincere appreciation to our more than five thou-
sand loyal Gruen jewelers who, in these trying war years, have proven them-
selves repeatedly as true friends. We value the goodwill, the understanding and
wholehearted cooperation of these friendly Gruen jewelers as one of your Com-
pany’s greatest assets. Again, | want to assure these loyal jewelers that we, at
Gruen, will do everything possible to justify their splendid cooperation with us.

| also want to thank all the directors, officers, and employees of both the
parent Company and its subsidiaries, for their part in making this past fiscal year
the most successful of the seventy years your Company has been in business.

I, too, want to express our best wishes to the Gruen men and women now
serving their country in the Armed Forces all around the world. Our fondest
hope is that a quick victory will see them back soon to rejoin their families at
home, as well as the Gruen family of employees at Time Hill.

Sincerely,

Time Hilly Cincinnati, Ohio
May 25, 1944

[7]



THE GRUEN WATCH COMPANY A

CONSOLIDATED BALANCE SI

ASSETS :
Cash:
On hand and demand depositS.......cccccvrineinerernnneriesinenns $3,621,126.74
Deposits, restricted (NOTe 2)....ccccvuens vevvverveneirnennerernnens 239,064.57
. " _ 3,860,191.31
Unlted gtates Government Obligations, at cost: s
$250,000 Savings Bonds, Series G ......covermrernernninnennn, 250,000.00
$ 50,000 Certificates of Indebtedness.........cccoeovvvvcveviene. 50,000.00
. 300,000.00
Notes and accounts receivable, trade, less allowance for doubtful notes
AND ACCOUNTS......oouvirrricriee e 956,905.80
Inventories, at the lower of cost or market (NOte 3)......ccccocvervenererininnns 2,684,737.66
TOtal CUMTENE ASSEES....eicererierei e s 7,801,834.77
Cash surrender value of insurance aggregating $876,700 on lives of offi-
cers and direCtors (NOE 4 ) ..o v 91,241.61
Other accounts receivable...........ccorrinrviiinnsis 8,299.76
Sundry investments, at cost or nominal Values..........coneons ovrnevneinenns 15,476.68
Post-war refunds of excess profits taxes.........ouvmrviiinnreiinscrsiisnssisine, 134,404.35
Land, buildings, and equipment, at COSt........cccovrvrrrrrrrrnnenn. 940,237.93
Hess, allowance for depreciation. . . ! ..., 488,255.47
451,982.46
Prepaid expenses and deferred charges................. 128,897.34
Patents, trade-marks, copyrights, and goodwill 1.00
$8,632,137.97

The accompanying notes Nos. 1 to 6are  an tn
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AND SUBSIDIARY COMPANIES

SHEET, MARCH 31, 1944

LIABILITIES :

ACCOUNES PAYADIE ..o s s e $ 599,179.50
ACCIUEd EXPENSES....vvrirererrerieieriesesressssesseseeens 408,059.80
Dividends PayabIe.........cooiniee s 5,636.88

Provision for domestic and foreign taxes on income, less U. S. Treasury
Tax Savings Notes (at cost and accrued interest) $944,233 (Note 5). .  894,929-57

Total current liabilities. ..o 1,907,805.75
Notes payable, bank, due annually in varying amounts from April 30,
1945 through April 30,1950 (NOE 4 ) ..o 2,000,000.00
CAPITAL :

Capital Stock:
Preferred stock, 5 per cent cumulative, $25.00 par
value; entitled to $26.00 per share plus accrued
dividends upon voluntary liquidation or redemp-
tion; authorized 20,000 shares, 18,459 shares
issued, less 425 shares in treasury, outstanding
18,034  SNAIES....cvieeeeesee ettt $ 450,850.00

Common stock, $1.00 par value; 650,000 shares author-
ized, 505,33724 shares issued, less 121,0813/2
shares in treasury, outstanding 384,25634 shares.  384,256.25

Earned surplus, as annexed (Notes 1, 5and 6).......cccccerenn. 3,889,225.97
4,724,332.22
$8,632,137.97

an integral part of this balance sheet.
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NOTES TO CONSOLIDATED BALANCE SHEET

Note 1 The consolidated balance sheet includes assets of Gruen Watch Manufactur-
mg Company of Switzerland aggregating $791,590.27 (exclusive of intercompany re-
celvables aggregating $639,518.64) of which current assets are $647,434.33, and liabili-
ties of $424,886.46.

The consolidated balance sheet also includes net assets of Gruen Watch Company of
Canada, Ltd. aggregating $226,037.32 of which net current assets are $211,620.81.

Current assets and liabilities of the Canadian company have been converted into dol-
lars at the Federal Reserve rates prevailing at March 31, 1944. In the absence of such
rates, current assets and liabilities of the Swiss company have been converted at cur-
rently quoted buying rates at March 31, 1944,

Non-current assets have been converted, substantially at rates of exchange prevailing
when acquired.

The effect of the war on the companies is discussed in the President’s report and refer-
ence is made thereto.

Note 2—Deposits, restricted, represent balances of remittances by the parent com-
pany to the Swiss subsidiary in the regular course of business, on deposit in a
Swiss bank, releases of which to the Swiss subsidiary are at present subject to regula-
tion by the Swiss National Bank.

Note 3 The estimated amounts of intercompany profits in inventory items purchased
from companies whose accounts are consolidated have been eliminated in the prepara-
tion of the consolidated balance sheet.

Note 4—Insurance policies on the life of Benjamin S. Katz, President, aggregating
$750,000 have been assigned as collateral to notes payable, bank, aggregating $2,000,000.

At the option of the bank the notes may become due and payable on demand in the
event of the retirement of Benjamin S. Katz as an executive of the company.

Note 5 It is estimated (based on present laws) that additional foreign taxes on
transfers to the parent company of accumulated surplus of foreign subsidiaries will ap-
proximate $216,000 and that Federal excess profits taxes may be payable on such trans-
fers. The amounts, if any, of such United States taxes are not presently determinable.

Note 6—Contracts of the Company, subject to renegotiation, for the year ended
March 31, 1943, have been reviewed by the Price Adjustment Section, Army Air Forces,
and no refund was required.

The Company had contracts during the current year which may be subject to renego-
tiation, but on the basis of the settlement for the year ended March 31, 1943 it does
not appear that a refund will be required.

NOTES TO CONSOLIDATED STATEMENT OF

INCOME AND EARNED SURPLUS

Notes 1, 5 and 6 to Consolidated Balance Sheet, March 31, 1944, are incorporated
herein by reference.

The provisions for depreciation included in the consolidated statement of income
amount to $59,402.91.

Income accounts of foreign subsidiary companies have been converted substantially
at the average monthly rates of exchange prevailing during the year ended March 31,
1944. The unrealized loss of $2,086.15 arising from changes in conversion value of net
current assets of foreign subsidiaries has been charged to consolidated earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the
preparation of the consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating
$213,340.64. No dividends were received from foreign subsidiaries during the year.
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CONSOLIDATED STATEMENT OF INCOME
AND EARNED SURPLUS
for the year ended March 31, 1914

Gross Profit frOM SAIES........ccvvieirreerne s $4,653,879.99
Selling, administrative and general eXPenSES........ccouvvrerimrenernssinsesnssesssnnes 2,005,156.94
Profit before other income and expenses and iNCOME taXes........coocvvevernenn, 2,648,723.05

Other INCOME.....cvieceee et e 124,869-70
2,773,592.75

INterest and Other EXPENSES......ccciiririenieeee et 243,348.82
2,530,243.93

Provision for domestic and foreign income taxes (including Federal ex-
cess profits taxes $1,298,174.50 less post-war refund $129,817.45). ... 1,589,538.00

NEL INCOME. ..ovvvriereiiircese s 940,705-93
SUrPIUS, APTFIL 1, 1943t 3,222,924.87
. . ) ~ 4,163,630.80

Deduct, unrealized foreign exchange losses from conversion of foreign
NEt ASSELS 10 OIIAIS....civceieceee ettt 2,086.15
4,161,544.65

Dividends, cash:

Preferred stock, $1.25 per share.......vecnsrnninenenn. $ 2254755
Common stock, 65C per SNAre........ocvvvvneneneersinninnns 249,771.13
272,318.68
SUrplus, March 31, 1944........comrieinnrincrineinssss e ssess s ssessienss $3,889,225.97

The accompanying notes are an integral part of this statement.

cm



LYBRAND, ROSS BROS. & MONTGOMERY
Certified Public Accountants
CINCINNATI

To the Board of Directors,
The Gruen Watch Company,
Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Gruen Watch Com-
pany and its subsidiary companies as at March 31, 1944, and the consolidated
statements of income and surplus for the year then ended. Except with respect to
the Swiss subsidiary, we have reviewed the systems of internal control and the
accounting procedures of the companies and, without making detailed audits of
the transactions, have examined or tested accounting records of the companies
and other supporting evidence, by methods and to the extent we deemed appro-
priate. Our examination was made in accordance with generally accepted audit-
mg standards applicable in the circumstances and included all procedures con-
sidered necessary. We have received the report of other accountants who ex-
amined the financial statements of the Swiss subsidiary.

In our opinion, based upon such examination and upon such report of other
accountants, the accompanying consolidated balance sheet and related consoli-
dated statements of income and surplus present fairly the consolidated position
of IThe Gruen Watch Company and its subsidiary companies at March 31 1944
and the consolidated results of their operations for the year then ended, in con-
formity with generally accepted accounting principles applled on a basis con-
sistent with that of the preceding year.

LYBRAND, ROSS BROS. & MONTGOMERY.

Cincinnati, May 23, 1944.
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The Gruen War Bond advertisement shown below
was selected as one of the hundred best ads of
1943 by the Wartime Advertising Council and won
the above award for the Company. It appeared in
Time and Fortune which have a combined reader-
ship of three million. Survey figures show that,
among women especially, an extremely high per-
centage of people actually read this advertisement
in its entirety. In addition, a very large number
of Gruen jewelers published this advertisement
in their local newspapers at their own expense.



Gruen Christmas advertisements
are always outstanding. But
this one, appearing in Life,
Collier s, Esquire, American Weekly,
Christian Science Monitor, RN — A
Journal for Nurses and The Amer-
ican Journal of Nursing, with a total
readership exceeding thirty-six
million, enjoyed even higher
readership than the 1942
Gruen Christmas advertisement.

Another Gruen first! The
Gruen Pan American—a new
watch with a 24 hour dial to
give air-world time! This ad-
vertisement, which appeared
in Life Magazine, reaching
more than nine million
readers, announced Gruen as
the official watch of Pan
American World Airways.
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PRESIDENT'S  REPORT

TO THE SHAREHOLDERS OF THE GRUEN WATCH COMPANY:

On behalf of your Board of Directors, it is my pleasure to submit herewith the
annual report of your Company and its subsidiaries for the fiscal year ended March
31, 1945. Consolidated net profits for the year were $664,883.20 and after allow-
ing for dividends on preferred stock (retired January 1, 1945) amounted to $1.69
a share on the 384,2561/* shares of common stock, exclusive of treasury shares. Before
provision for domestic and foreign income taxes consolidated net profits amounted
to $1,426,985.67. The earnings for the year compare with consolidated net profits
of $2,530,243.93, before taxes, and $940,705.93 after taxes, for the preceding fiscal
year ended March 31, 1944.

These lower earnings were due almost entirely to the situation which developed
in connection with the Invasion of Europe. During almost all of a period of about
seven months, extending from early in June 1944—the time of the invasion—to
January 1945, the Swiss border was closed, and our wholly owned subsidiary, the
Gruen Watch Manufacturing Company, S.A., of Bienne, Switzerland, was unable to
ship us movements. Moreover, throughout the entire year, transportation from
Switzerland to the seaboard, when it was not impossible, was extremely difficult.
Consequently the acute shortage of merchandise which resulted was reflected in a
sharp reduction in the volume of sales. The demand for Gruen watches, however,
was larger than ever before in the history of the Company, and if this crisis had
not arisen, sales and profits would probably have been greater than in any previous
year. Although serious transportation difficulties still exist the situation has improved
and movements are now being shipped to us in encouraging quantities.

It is my sincere belief that as a result of V-E Day, transportation conditions will
further improve, and as the year progresses we will continue to receive increased
quantities of movements. Thus for the year as a whole we should be able to reach,
and perhaps even exceed, the largest sales volume in our history.

Because of the closing of the Swiss border your Board of Directors decided last
fall to postpone the issuance and sale of 25,000 shares of preferred stock as author-
ized at a meeting of shareholders November 20, 1944.

Recently the Company has been offered and has now consummated a new long
term bank loan of $2,000,000 at reduced interest rates. Your Board does not believe
that it would be advantageous to the Company or shareholders at this time at least,
to substitute preferred stock for such loan. If conditions should change so as to
make the issuance of preferred shares advisable, your Board of Directors will be
prepared to act promptly.

In accordance with our usual practice, the report here submitted includes a con-
solidated balance sheet as of March 31, 1945 and a consolidated statement of income
and earned surplus for the fiscal year ended March 31, 1945 as certified to by our
auditors, Messrs. Lybrand, Ross Bros. & Montgomery.

In many ways, the year just ended has been a memorable one for the Company.
Despite lessened sales, | feel that the accomplishments of the Company, under exceed-
ingly difficult conditions, were significant and such as will materially add to the
growth and prosperity of the Company in the post-war period, which we all hope
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is not now too far distant. 1 should like to review our work of the past year and to
comment on a few of the Company’s problems and accomplishments.

AIDING THE NATIONAL WAR EFFORT

Since Pearl Harbor our primary aim, both as a Company and as individuals, has
been to do everything possible to aid the national war effort. For our efforts in this
direction we received high praise from a wide range of governmental and private
agencies, from the press and from a large number of individuals.

Precision Instruments for Armed Forces

As the major part of our direct effort, we continued the manufacture of electrical
precision measuring instruments which are used by all branches of the Armed Forces.
During the fiscal year of 1945, shipments of electrical precision measuring instruments
for a wide variety of war uses were slightly higher than in the preceding fiscal year.

In recognition of the high achievement of Gruen in producing materials needed
for war, the Army and Navy on October 19, 1944, in a colorful and dramatic cere-
mony conferred on our War Instrument Division the Army-Navy E Production Award.
In making the presentation Major Philip F. Murray, representing the War Depart-
ment, paid glowing tribute to the workers and the Company, and in summation said,
Your courage in undertaking the impossible, your successful achievements in the
past months, Is a most inspiring example of patriotism.”

Because of the fine job done by the instrument manufacturers of the country,
it is understood that the need for these vital instruments has been met and a consid-
erable reserve supply built up. Consequently, requirements for these instruments
have tapered off in the past few months. Our Company went into the instrument
business solely out of a desire to aid in the war effort without any thought of profit
and we expect to discontinue this division as soon as it is certain that our services
are no longer needed. Until then, we shall, of course, continue making precision
instruments of war as we have for over seventy years made precision watches.

Although a large number of our Time Hill employees participated in the manu-
facture of these precision instruments of war, the operation represented only about
one per cent of our net profit. This activity, however, has helped us to develop certain
production methods which will be valuable to us in the post-war period.

Advertising Assistance to Governmental War Drives

As in the past three years, your Company continued to assist the government by
devoting an important proportion of its advertising to war activities. A definite
percentage of our radio advertising was contributed each week throughout the year
to the Office of War Information for use in various drives which the OWI conducted.
In addition, the majority of our radio messages throughout the year were signed off
with our well-known slogan, "Buy a Gruen Watch—But Buy a War Bond First.”
This same slogan was featured in every advertisement which we ran in national con-
sumer magazines throughout the past year. In the trade publications, we used the
slogan, "Sell a Gruen Watch—But Sell a War Bond First.”

Special full-page magazine advertisements were used by your Company to support
the various War Bond Drives. A large number of Gruen jewelers used our War
Bond radio commercials and reprinted at their own expense in local papers the Gruen
War Bond Advertisements which appeared in the national publications. More than
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400,000 lines of copy supplied by our Advertising Department have been used by
jewelers in their local newspapers in an effort to make these bond drives successful.

In line with the Government’s request to help maintain the morale of our men
and women overseas in the Armed Forces, Gruen has continued its practice of sending
seasonal greetings. Gruen advertisements containing these greetings were inserted at
Christmas and Easter time in newspapers in most parts of the world where American
troops were stationed. Many Gruen jewelers thought so well of these advertisements
that they reproduced them under their own signatures in their local newspapers.

Other Contributions to the War Effort

In addition to the large number of watches going to servicemen through our
regular Gruen jeweler outlets, your Company continued to furnish large quantities
of watches direct to the military agencies.

During the year we continued our program inaugurated some time ago for the
training of handicapped war veterans in the art of watchmaking. This program is
being expanded through the establishment of The Gruen Watchmaking Institute.

A considerable number of additional employees left the Company during the
course of the year for service with various branches of the Armed Forces. Those who
remained at home to fight the battles of the home front not only met every challenge
of the production lines, but those of the War Bond Drives, the Community Chest,
the American Red Cross and the Blood Donor Service as well. Gatherings of service-
men were entertained on several occasions during the course of the year by the Gruen
Glee Club. Through the Gruen Canteen Fund Committee employees gave generously
of their time and money toward raising funds and supplying gifts to their fellow
employees in Service.

PROBLEMS IN WARTIME PRODUCTION, IMPORTATION AND OPERATION

One of the most important and difficult problems your Company has had to face
during the war has been the coordination of work between our wholly owned Swiss
subsidiary and our plant at Time Hill. Throughout the war personal visits and tele-
phone communications were impossible, the exchange of letters required months of
time, and the exchange of cables was generally unsatisfactory. A great amount of
ingenuity therefore had to be exercised by our executives, both here and abroad, in
order to meet the variety of important and unusual situations which arose. Despite
the remarkable job which was done a number of problems accumulated which could
be solved only through personal contact between executives of the two companies.

I am delighted to advise you that we were able to make arrangements for Mr.
Henri Thiebaud, Director General of the Gruen Watch Manufacturing Company,
S. A of Bienne, Switzerland, to come here via Clipper, for a full discussion of all
these problems. After spending about six weeks at our Time Hill, Cincinnati plant,
he returned to Switzerland about a month ago. Mr. Thiebaud and his executives have
done a magnificent job under extraordinary handicaps during the three and one-half
years since Pearl Harbor and are to be warmly congratulated on their accomplishments.

While Switzerland has remained at peace, mobilization of its manpower into
the Armed Forces was on an extremely wide basis. Labor was therefore exceedingly
scarce and the shortage of materials was even more acute. Nevertheless, our Swiss
subsidiary, through excellent management, was able to manufacture Gruen watches
without any sacrifice of the quality that has made Gruen the watch of discriminating
Americans for more than seventy years.

With all their other problems Mr. Thiebaud and his technicians still were able
to develop two entirely new movements which can now be put in production and



which 1 am hopeful will prove to be fitting supplements to the eight fine movements,
including the Curvex and Veri-Thin models, which they developed in the five years
preceding the war. Since 1940 it has, of course, been impossible to produce new
movements owing to war-time conditions.

We, of course, along with other manufacturers have also suffered acutely from
shortages of manpower and materials. Similarly, substantially increased costs of
practically all factors of production—increases which could not be recovered owing
to the price stabilization program—Ilikewise affected our operating results.

ADVERTISING CONTINUITY

To insure the continued consumer acceptance of Gruen watches and to protect
your investment as a shareholder, your Company has continued its large scale adver-
tising and merchandising program. Regular year-round radio time signal programs
have been maintained in the major markets of the nation. Consistent magazine adver-
tising schedules have been maintained in Life, The Saturday Evening Post, The New
Yorker, Vogue, Colliers, Liberty, Fortune, Time, Esquire, The American’Magazine,
Newsweek and other leading publications.

Gruen radio advertising and publicity have been highly effective. Millions of
radio listeners from coast to coast are hearing the famous Gruen time jingle which
announces the correct time on the hour and half-hour. With its melodious chorus
of voices the Gruen jingle has become so popular that sponsors of the outstanding
radio shows and top-notch radio personalities such as Bob Hope, Jack Benny, Rudy
Vallee, Jimmy Durante, Ken Murray, Fannie Brice, Kay Kyser and others have written
the jingle into their script as a highlight of their shows. In addition, several hundred
Gruen jewelers are using the jingle in their local radio advertising. It is estimated
that an average of 30,000,000 listeners daily hear the Gruen time jingle, making it
one of the most effective trade marks on the air today.

As post-war protection for our trade names of the individual Gruen lines of
Curvex, Veri-Thin and Pan American watches, special attention was given to these
lines in our general advertising and merchandising during the past fiscal year.
Particular emphasis was placed upon the new Gruen Pan American Watch, which is
the official timepiece of the Pan American Airways—the world’s largest airline. It
is our plan to release this watch for civilian use this coming fall.

PROFIT SHARING TRUST FOR EMPLOYEES

Your Board of Directors has long desired to provide additional incentive and
reward for the efficient work and loyal service of all employees of the parent company
and its wholly owned subsidiaries. | am happy to advise you that during the past
fiscal year your Board approved, and there has now been created, The Gruen Employ-
ees’ Profit Sharing Trust under which employees of the Watch Company and of the
Case Company, participate in the profits of the Company after one year’s service.
Active consideration is being given to the establishment, as soon as possible, of a
similar profit sharing plan for the employees of the Gruen Watch Manufacturing
Company, S. A. of Bienne, Switzerland and the Gruen Watch Company of Canada,
Limited, Toronto, Ontario, Canada.

Under the provisions of the plan established, the Company contributes annually
5 per cent of its consolidated earnings, before taxes, into the fund and employees
are credited with their proportionate share as determined by their individual earnings
and length of service. Employees with less than 5 years of service have their partici-
pation calculated on the basis of actual earnings, and employees with 5 years or more
of service at iy 2 times actual earnings. The Fifth Third Union Trust Company of
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Cincinnati, as Trustee, invests the funds deposited with it by the Company, exclusively
in government bonds, the proceeds of which are distributed to participants after ten
years at the rate of one-tenth per year. The Plan has been approved by all interested
government agencies.

AFTER THE WAR

Last year, in my annual report, | stated that |1 had never been more hopeful as
to the future of the Company. | stated that in the interim before world peace was
restored net earnings might be curtailed and there might be temporary periods of
discouragement from the point of view of operations, importation, manufacturing
and sales. As earlier set forth in this letter, we did have such periods of discourage-
ment during the past year when the Swiss border was closed for about seven months
and importation of movements was temporarily stopped. However, with the collapse
of Germany, the whole outlook is greatly changed and from now on conditions should
continue to improve.

I am convinced that Gruen’s position during the past year has been materially
strengthened in the technological field, in design, in customer appeal and in every
way that adds to the prestige of the Company and its prospects for the future.
Important in this connection have been the strong and successful efforts we have
made to maintain and even improve the quality of our product. Likewise, important
has been the steadfast way in which we maintained throughout the European war,
our policy of fair and equal distribution of our supply of watches, far below the
demand, to our more than 5,000 loyal Gruen jewelers. Further we have given our
jewelers every possible assistance in the way of powerful national advertising pro-
grams, and extensive and valuable dealer helps and services. | am confident that as
a result of all this we have strengthened the friendship which has existed between
them and ourselves over a period of many, many years. | therefore feel justified in
repeating my statement of last year, that there has never been a time when | have
been more hopeful regarding the Company’s future, particularly now that the terrible
war in Europe has ended.

APPRECIATION

I once more consider it a real privilege to express my sincere thanks to all these
loyal Gruen jewelers who in these trying war years have continued to give us their
wholehearted cooperation and understanding and | wish again to assure these loyal
jewelers, whose good will we consider our greatest asset, that we will continue to do
everything in our power to justify their confidence in us.

| also want to take this opportunity to express my heartfelt thanks to all the
directors, officers and employees of both the parent Company and all its subsidiaries
for their fine efforts in behalf of your Company.

In concluding this report | want to pay tribute to the men and women of your
Company who have been serving in the Armed Forces to whom we owe an eternal
debt of gratitude for the sacrifices which they have made and are still making.

It is my sincere hope that before long they will have achieved complete victory
and that we and their families soon will be welcoming them back home and to
Time Hill.

Time Hill, Cincinnati, Ohio
IMay 29, 1945
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THE GRUEN WATCH COMPAQ

CHSIHIIITEI 11UICI

ASSETS:

Cash on hand and demand dEPOSILS. .......c.ovevrienrmrinrnessisse s $3,435,695.35
$250,000 United States Savings Bonds, Series G, at COSL.........covevevnernerineenens 230,000.00

Notes and accounts receivable, trade, less allowance for doubtful notes and
10010101 T 646,899.26
Inventories, at the lower of cost or market (NOte 2).....ccccoovvrvervenerverinenerieninn, 2,785,900.45
TOtal CUITENE ASSELS......civieieeisises s bbb 7,118,495.06

Cash surrender value of insurance aggregating $876,700 on lives of officers
and direCtors (NOTE 3) ...t 112,783.87
Cash deposits restricted, Nt (NOE 4 ) .....cccovvvrvervrinrreiersresssssssesss s 91,235.35
Other aCCOUNES FECEIVADIE..........vveiiriereeireiesce et 12,605.50
Sundry investments, at cost or NOMINAl VAIUES.........cccceveeereriecienieriesiesissineins 26,277.68

Post-war refunds of Federal excess profits taxes (including bonds of
$4,586.90) oottt 169,739.16

Land, buildings, and equipment, at COSL...........coucveereeerieineens $981,704.91
Less, allowance for depreciation.........cccoveveernienns 550,705.36

430,999.55
Prepaid expenses and deferred Charges.........cooeineenninneeineenneeineeneeseenees 91,461.53
Patents, trade-marks, copyrights, and goodwill...........ccccoucenineeinerneirninncirnenneens 1.00
$8,053,598.70

The accompanying notes Nos. 1 to 6 are
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and SUBSIDIARY COMPANIES

SHET, MRH 31, 1915

LIABILITIES :

ACCOUNES PAYADIE. ..ottt $
ACCIUBA BXPENSES.....cevvreverrereereressesssssesesssssssssesssssssssessssssssssssssessassssssessasssssssans 489 825 12
Dividends payable ... s 76 776 20
Provision for domestic and foreign taxes on income, less U. S. Treasury Tax
Savings Notes (at cost and accrued interest) $249,940 (Note 5).......... 623,353.06
Total current labilities........cocovviviiiiiei s 1,706 791 7?

Notes payable, bank, due annually in varying amounts from April 30, 1946
through April 30, 1950 (NOLE 3) ..o 1,750,000.00

CAPITAL :
Capital stock:

Preferred stock, 4l/2 per cent cumulative; $100.00 par
value; authorized 25,000 shares, issued and out-
StANAING, NONE ..o s

Common stock, $1.00 par value; 650,000 shares author-
ized, 505,337% shares issued, less 121,081% shares
in treasury, outstanding 384,256% shares (Note 3) $ 384,256.25

Earned surplus, as annexed (Notes 1, 3, 5and 6) ..o 4,212,550.73
4,596,806.98

$8,053,598.70

an integral part of this balance sheet.
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VOTES TO CONSOLIDATED DAEANCE SHEET

N°te 1 The consolidated balance sheet includes assets of Gruen Watch Mfg. Co,, S. A
a?gregating $431,462.06 (exclusive of intercompar]?{ receivables aggregating $1 167 777 043
of which current assets are $190,676.86, and liabilities of $373,635.95. Y

ada Ll BOaeuniinG SIST 35T 00 WHICH el GLrtent asets afe SOT1 bg 44 Pary of carr

., C""ent assets and liabilities of the Canadian Company have been converted into dollars at
he Federal Reserve rates prevailing at March 31, 1945. In the absence of such rates, current

companyhave been converted at currently quoted buying
acq”hei frent aSSaS befn converted’ substantially at rates of exchange prevailing when

Note 2. The estimated amounts of intercompany profits in inventory items purchased

rom companies whose accounts are consolidated have been eliminated in the preparation of
the consmﬁfatec? balance sheet. P P

Xin~nL bisurance policies on the life of Benjamin S. Katz, President, a% re%ating
'’ 00 have been assigned as collateral to notes payable, bank, aggregating $1,750,000.

At the option of the bank the notes may become due and payable on demand in the event
of the retirement of Benjamin S. Katz as an executive of the company.

In accordance with an employment agreement between the company and Beniamin S Katz
the company is obligated to purchase, if requested within 120 days from the date of his
death, common stock of the company held by his personal representatives, widow, children
or trustee for an amount not in excess of $500,000. The price per share to be paid shall be
the consolidated book value per share as of the day following his death.

The company has agreed to continue the $750,000 insurance in force during the period
that the employment agreement is in effect and it is expected that, subject to the pledging of
the policies as collateral to the bank loan, the proceeds of such policies will be held bvthe
company to the extent of $500,000 to be used in the purchase of said stock, if offered. '

Note 4 Cash deposits restricted, represent balances of remittances by the parent com-
pany to the Swiss subsidiary in the regular course of business, which have been subjected to
exchange regulations, less advances by a Swiss bank of $1,051,190.88. The company is
informed that at the time of the release of such restricted deposits any expenses, taxes and
other losses that may have been incurred by the Swiss Government and the Swiss National
Bank in connection with remittances which have been subjected to exchange regulations will
be deducted from restricted deposits aggregating $191,814.31. An allowance of $100,578.96
or such expenses, taxes and other losses is included in the accompanying financial statements.

f Note 5 It is estimated (based on present laws) that additional foreign taxes on trans-

P3™ 1 company of accumulated surplus of foreign subsidiaries will approximate
$315,000 and that Federal excess profits taxes may be payable on such transters. The
amounts, if any, of such United States taxes are not presently determinable.

Note 6. Contracts of the company, subject to renegotiation, for the year ended March
31, 1944, have been reviewed by the Price Adjustment Section, Army Air Forces and no
refund was required.

The company had contracts during the current year which may be subject to renegotiation,
but on the basis of the settlement for the year ended March 31, 1944 it does not apPear that

a refund will be required.
[10]



CONSOLIDATED STATEMENT OF INCOME

AND EARNED SDRPLDS

for the year ended March 31, 1945

Gross Profit from SAIES..........coiiviiiiieie s

Selling, administrative, and general eXPENSES..........covvvrvriirierieeniesienee e sieneeas

Profit before other income and expenses and income taxes...............

(@] 1 g LT G (ol oLV PRROPRT

Interest, provision for losses, etc., on restricted deposits and other expenses....

Provision for domestic and foreign income taxes (including Federal excess
profits taxes $353,348.10, less post-war refund $35,334.81).....cccccceveee.
NEL INCOME ..ot eres
SUrplus, APril 1, 1944 ..ot
Add, partial recovery of unrealized losses on foreign exchange charged to
earned SUrplus iN @ Prior YEar........ciiiiieiiineniee e
Deduct, premium on 18,034 shares 5 per cent cumulative preferred stock,
redeemed and canCelled.............ccooovveiviiiiiccce e
Dividends, cash:
Preferred stock, 93%” per share..........cccceevevveveiveveennnnn. $ 16,910.50
Common stock, 807 per Share........ccocvvvveveiierieeieesesieennn 307,401.45
SUrpIUS, March 31, 1945, ...

The accompanying notes are an integral part of this statement.

[ii]

$3,826,871.12

2,135,956.78

1,690,914.34
111,150.46

1,802,064.80
375,079.13

1.426.985.67

762,102.47

664,883.20
3,889,225.97

4,554,109.17
787.51
4.554.896.68

18,034.00

4.536.862.68

324,311.95

$4,212,550.73



NOTES 70 CONSOLIDATED STATEMENT OF
INCOME AND EARNED SODPLDS

Notes 1, 5 and 6 to Consolidated Balance Sheet, March 31, 1945 are incorporated herein
by reference.

The provisions for depreciation included in the consolidated statement of income amount
to $66,082.46.

During the year a Profit Sharing Plan was adopted for the benefit of employees of The
Gruen Watch Company and The Gruen National Watch Case Company. The provisions for
contributions to the profit sharing fund included in the consolidated statement of income
amount to $77,262.40.

Income accounts of foreign subsidiary companies have been converted substantially at the
average monthly rates of exchange prevailing during the year ended March 31, 1945. The
unrealized profit of $787.51 arising from changes in conversion value of net current assets
of foreign subsidiaries is included in consolidated earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the prep-
aration of the consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating
$220,550.56. No dividends were received from foreign subsidiaries during the year.

LEBRAND, ROSS BROS. & MONTGOMERY

Certified Public Accountants
CINCINNATI

To the Board of Directors,
The Gruen Watch Company,
Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Gruen Watch Com-
pany and its subsidiary companies as at March 31, 1945, and the consolidated
statements of income and surplus for the year then ended. Except with respect to
the Swiss subsidiary, we have reviewed the systems of internal control and the account-
ing procedures of the companies and, without making detailed audits of the trans-
actions, have examined or tested accounting records of the companies and other
supporting evidence, by methods and to the extent we deemed appropriate. Our
examination was made in accordance with generally accepted auditing standards
applicable in the circumstances and included all procedures considered necessary.
We have received the report of other accountants who examined the financial state-
ments of the Swiss subsidiary.

In our opinion, based upon such examination and upon such report of other
accountants, the accompanying consolidated balance sheet and related consolidated
statements of income and surplus present fairly the consolidated position of The
Gruen Watch Company and its subsidiary companies at March 31, 1945, and the
consolidated results of their operations for the year then ended, in conformity with
generally accepted accounting principles applied on a basis consistent with that of

the preceding year.
LYBRAND, ROSS BROS. & MONTGOMERY.

Cincinnati, Ohio, May 28, 1945.
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Let’s go back to October 1st, 1874, at 7 A. M !

A Jew weeks ago, someone mentioned we'd soon be celebrating our 70th Anniversary
Now, 70 years is a long time .. .and it got us to thinking

It's been a remarkable 70 years . .and it's been a wonderful country ro work and grow in
And wesstill get a glow of pride when we think about some things we've done ...

Like pioneering with rhe first stem-winding watch .. the first 16 size railroad watch
Like inventing the revolutionary patented Gruen Curvent, the first and the only watch
in which the movement actually curves to fit the wristform case!

Like inventing the amazing patenred Gruen Veri-Thin® ... which combines

“big-watch precision” with wafer-thin style and beaucy1

n mu/pnw.

Reproduced from the Saturday Evening Post

70 Years of Progress. ..

No industry is so rich in tradition as the watchmaking industry. And, we
sincerely believe, no watch company has done more for the fine tradition of
the watchmaking art than Gruen. Despite many world upheavals during the
past 70 years, Gruen has not only preserved its tradition for precision
watches but has paced the industry with outstanding achievements ... headed
by two "miracles” of fine watchmaking ...the patented Gruen Curvex and
patented Veri-Thin. It is this pioneering spirit, this constant search for
improvement, that has earned for Gruen its enviable reputation as a leader
in the world of fine watchmaking.
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To the Shareholders of The Omen Watch Company:

On behalf of your Board of Directors, | am very happy to advise you that the fiscal year ended March 31,
1946 which concludes the tenth complete year under the present management and seventy-two years of
your Company’s continuous operation, was the most successful in the Company’s entire history.

Operating Results

Consolidated net profits for the year amounted to $2,531,552.76 before taxes and $1,071,837.38 after all
charges and taxes, as compared with consolidated net profits of $1,426,985.67 before taxes and $664,883.20
after taxes for the preceding fiscal year. Based on the 384,256-la shares of Common stock outstanding at March
31, 1946, exclusive of treasury shares, earnings this year equal $2.79 per share, and after allowing for Pre-
ferred dividends compare with earnings of $1.69 per share for the preceding year, and an average per share
of $2.05 for the ten years ended March 31, 1946. and an average per share of $2.29 for the five years ended
March 31, 1946. Of the $1,459,715.38 provision for domestic and foreign income taxes for the year ended
March 31, 1946. a total of $1,277,883,96 or 87.5491 was for domestic taxes and of this amount the Federal
Excess Profits taxes were $858,391.06.

Elsewhere in this report is a condensed comparison of the consolidated financial position of the Company
and its subsidiaries as of March 31, 1936; March 31, 1941; and March 31, 1946.

Financial Achievements

From a humble beginning as a one-man enterprise, with most limited capital, your Company has grown to an
enterprise of approximately 2700 shareholders, with an invested capital represented by net worth of more
than $5,300,000. It might be interesting to show a few comparative consolidated figures for the past ten years.

Year Ended Profit . Domestic and Net Dividends Paid
March 31st Before Taxes Foreign In- Income on
come luxes Common Shares
1937 $ 828,326.63 143,929.25 $ 684,397.38
1938 872,755.99 151,007.39 721,748.60
1939 662,624.42 121,955.19 540,669.23
1940 1,033,072.37 287,804.50 745,267.87
1941 1,352,725.12 449,323.39 903,401.73 $105,965,64
1942 1,775,305.27 875,890.25 899,415.02 270,656.47
1943 2,076,366,36 1,168.288.07 908,078.79 372,885.69
1944 2,530,243.93 1,589,538.00 940,705.93 249,771.13
1945 1,426,985.67 762,102.47 664,883.20 307,401.45
1946 2,531,552.76 1,459,715.38 1,071,837.38 345,831.18



You will note that for the ten year period ended March 31,1946 profits before taxes amounted to $15,089,959.02,
which were used in part as follows:

To pay domestic and foreign income taxes (including Federal excess profits taxes)........ $ 7,009,553,89
T O PAY G IV IO BN A S ettt 181 eE £+ E 8RR 1,858,311.81
TO pay Off REGISTEIEU D 8D MU .ttt es e sbee bbbt sb bbb 727,500.00
To redeem Class A PreferTeU STO CK et ettt st st 727,500.00
To purchase or redeem Class B Stock 67,146 %0 Shares....eceeeevvvveciins $201,383.75
Charged Paid-in SUTPIUS s ettt 43,000.00
158,383.75
To purchase the interest of minority stockholders in subsidiary companies....... 128.039.44
To purchase 51,059 shares Common Stock to be held iN Treasury . 278,550.50
To purchase and retire 1,541 shares Class C Preferred StOCK .. 51,032.00
To redeem 18,034 shares 5 per cent Preferred STOCK e 468,884.00

$11,407,755.39

The balance of the accummulated profits of the past ten years has been retained in the business, thus increas-
ing the working capital so essential for efficient operation, especially in view of the present sales volume.

To obtain the above results especially during the war years, there had to be overcome a number of serious
obstacles and difficulties, including shortage of materials and manpower, both here and in Switzerland, diffi-
culty in importing movements from our factory in Bienne, Switzerland, and increasing costs of material and
labor. In achieving these results and the overcoming of these difficulties, every executive and employee deserves
the highest praise for the hard work, individual effort and team work displayed.

The greatest events of the past year were, of course, V-E Day and V-J Day. The ending of the war permitted
us to close, with honor, our War Instrument Division. Likewise, it opened the way for resumption of normal
business by ourselves as well as by other watch companies which, in varying degrees, had devoted their facili-
ties partly or exclusively to war production. Your Company has already begun to put into effect its postwar
plans and we face the present and the future com petitive situation with confidence.

As occurred after the First World W ar, we are today faced with a problem of some seriousness—an attempt
on the part of a few individuals and companies to discredit, as un-American, watches containing Swiss move-
ments. | want to talk about this in more detail later but at the moment | want to re-emphasize what | am sure
you realize, namely, that your Company is an American Company in every way; its stock is owned by Americans;
its subsidiary, the Gruen Watch Manufacturing Company, S. A. at Bienne, Switzerland, which manufactures
the precision Gruen movements, is entirely owned by the American Company and its cases are made largely by
our wholly-owned subsidiary, The Gruen National Watch Case Company at Time Hill, Cincinnati.

During the past ten years, your Company has paid taxes and customs duties in the United States in the
sum oi $14,866,272.46 and lor the past year paid the sum of $2,525,054.84 which, on the basis of present out-
standing shares, amounted to an average of $3.87 per share per year for the ten years ended March 31, 1946.

1 would like to point out that approximately 90% of the average retail selling price of our watches remains
in this country. The balance ol approximately 10% which is paid to your Swiss subsidiary, goes largely to pay
the wages of the skilled, loyal Swiss workmen employed by your plant at Bienne, Switzerland.



W e feel justly proud of the progress that has been made by your Company in the seventy-two years of its
history and especially in the past decade. Before telling you in more detail of the present situation and the out-
look for this year, 1should like to review briefly the history and accomplishments of the Company.

Industry Leadership

Your Company was incorporated on January 3, 1908, as the successor to a business originally establishedJbv
Dietrich Gruen in 1874. Mr. Gruen had his original plant at Columbus, Ohio, and for a period manufactured
movements there, used in Gruen watches. Later, he was joined in business by his two sons, Mr. George J. Gruen,
Chairman of our Board of Directors, and the late Mr. Fred G. Gruen. The Company early established itself as
a leader in the watch industry.

Quality and style leadership in the watch industry was continued with the introduction in 1935 of the
Curvex the world s first true wTistwatch, a full-size patented movement that is actually curved to fit the
wristform case. A year later followed the Curvex wristwatch for ladies. Here again, Gruen ingenuity had
fashioned a full-size, patented movement to fit within a dainty curved case exquisitely designed for feminine
tastes. In 1939 came the Veri-Thin wristwatch for men with its revolutionary new, full-size, patented movement
that permitted the case to be made nearly 50% thinner at sides and ends than any other popularly priced
wristwatch. Shortly thereafter, your management introduced the Veri-Thin wristwatch for ladies.

Other recent outstanding Gruen firsts have been the 24-hour dial Gruen Pan American which is the
official watch of the mighty Pan American World Airways, and the diamond dial Gruen Curvex Executive.

Aggressive and Continuous Advertising

In the past decade your Company has continued its vigorous and consistent national advertising campaign.
It has maintained regular advertising schedules in Life, Saturday Evening Post. Collier's, Fortune, Time,
Aeusweek. Esquire, and other leading publications. In addition, we have inaugurated the popular Gruen time
jingle and year-round radio time signal promotion programs in the major markets of America. We also have
begun to establish Gruen advertising in television. It is our sincere belief that this investment in advertising
continuity has paid real dividends in building a very definite consumer acceptance for Gruen watches.

Trade Recognition

The policy of selective, controlled distribution inaugurated in 1935 has been consistently adhered to despite
multiple sales opportunities, particularly during the past five years when we distributed to our more than
6,500 loyal Gruen jewelers such watches as we were able to manufacture under the most critical conditions, on a
fair and equal allotment basis apportioned according to their previous purchases. Because of this fair-dealing
policy with our loyal Gruen jewelers throughout the tense war years. | am certain that in the postwar years to
come, Gruen trade acceptance will be greater than ever before in the Company’s long history.

The War Effort

Like all industries, and individuals, your Company is most happy to close its books on its war efforts. Immedi-
ately after Pearl Harbor, we offered all our facilities to the Government for whatever use could be made of
them and from then until \-J Day we were steadfast in our determination that war efforts should take precedence
over any other activity of the Company. We are proud of the work of our War Instrument Division, which
produced many thousands ofelectrical precision measuring instruments. Even more than the quantity produced,



we are proud of the quality of the new type precision instruments of war which were manufactured under the
supervision of our skilled technicians who formerly devoted their energies to the making of precision watches.
We are proud of the award to our Company of the Army-Navy "E” and we are particularly proud of our em-
ployees who entered the armed services and the remainder, who devoted their energies at home not only to
the manufacture of war instruments but to insuring the successful outcome of every War Bond Drive, Red
Cross Drive, Blood Donation Drive and other war contributions. We are proud of our privilege to assist in
relieving the war devastation by helping handicapped war veterans to learn the art of watchmaking through
our intensive training program in The Gruen Watchmaking Institute which has been established primarily
for their use.

Our Subsidiaries

Any reference to past accomplishments would not be complete without recognition of the wonderful job done
by our wholly-owned subsidiary at Bienne, Switzerland and its most able Director General, Henri Thiebaud.
1 visited the plant this Spring and the accomplishments of Mr. Thiebaud and his executive staff in modern tech-
nologv and production were incredible to me. A number of leading watch industrialists that | have talked with
have advised me that they consider the Gruen watch factory in Bienne, Switzerland the most modern watch
movement plant in the entire industry.

Likewise the highest praise should be given to The Gruen National Watch Case Company and its Vice
President in Charge of Production, Carl W. Bieser, and the Gruen Watch Company of Canada, Limited, and
Charles S. Ballard, its Manager, for the excellent jobs done by them especially in the last few trying years.

Profit Sharing Plan

You will recall that in our report last year, | mentioned that the Gruen employees Profit Sharing Trust had been
established. The provision for contribution to the Profit Sharing Trust for the benefit of the employees of The
Gruen Watch Company and The Gruen National Watch Case Company included in the consolidated statement
of income amounts to $135,493.18 for the year ended March 31, 1946. This amount, added to the $77,262.40
deposited in the Profit-Sharing Trust last year, brings the total to $212,755.58 now held in the Trust for the
benefit of the employees.

In lieu of a Profit Sharing Plan, your wholly-owned subsidiary the Gruen Watch Manufacturing Company,
S. A. of Bienne, Switzerland, has established the Gruen Foundation to assist its employees in illness, accidents,
invalidity, old age and unemployment.

Studies are being continued regarding a plan for the Canadian Company.

The Present Outlook

It is my sincere belief that we are gradually shifting from a period in which any watch could be easily sold to a
period when watches again will be sold and purchased on the basis of quality, design and reputation. I very much
doubt if during the coming year, or perhaps even during the coming two years, enough watches can be produced
to satisfy the tremendous demand but certainly within a reasonable period of time this situation will be changed.

The demand for watches in America during the past few years has been the greatest in the history of the
watch industry and from present indications should continue for several years. The condition that this unpre-
cedented demand created has not in all respects been a healthy one for the industry. A very few companies
manufacture their movements in this country but even they import from Switzerland varying percentages of
completed parts for their movements. Such companies did not commercially sell any watches during a period
of several years until last year. Other well-established American companies import completed movements from



Switzerland but assemble them in their own plants in this country. Some of these companies, like ourselves,
devoted all facilities useful for the war effort to the manufacture of instruments of war but were enabled,
during the war, to continue on a limited scale, the commercial sale of watches.

However, the demand was so great, that many new importers of Swiss movements entered the field.
According to reports, the number of importers of Swiss movements increased from less than 100 in 1941 to
approximately 500 bv 1945. Among these new importers were a few opportunists who sold their watches in
many instances, at very high prices and in certain instances above ceiling prices resulting in fines because of
violations of 0. P. A. regulations.

It is unfortunate that the quality of some of the watches brought into this country by these newly estab-
lished importers, was far from the high standard of Swiss workmanship in Gruen and many other movements.
One of the reasons for the many millions of movements that were permitted to be imported bv certain newly
established importers direct from Switzerland and through other countries, was because of the anxiety of cer-
tain of the United States Governmental agencies to obtain watches to meet the tremendous need for both
m ilitary and civilian watches. It is my belief that when conditions return to normal, a very large percentage
of these new importers will go out of business and the major watch companies of which Gruen is one of the
most important, will again sell approximately 50% of the total watches sold in the United Stales.

It is also unfortunate that the head of an independent labor union representing, according to his state-
ment. about 8.000 employees in certain watch factories, has received considerable national publicity through
demanding that there be imposed a strict quota on the importation of Swiss-made movements and watches
in order to protect the American watch industry. Such a quota in my opinion is unfair to the more than
20,000 American retail jewelers and the consuming public because as most students of horology know, the

finest, most accurate watch movements have been produced by the Swiss with whom watchmaking has been
a top profession for centuries.

Through this labor organization, not affiliated with either the American Federation of Labor, or the Con-
gress of Industrial Organization, considerable pressure has been placed on the State Department and on mem-
bers of Congress to take action toward the limitation of importation of Swiss watches and movements.

Thus tar, our national authorities in the main have recognized the true facts of the situation, namely,
that the 8,000 employees claimed as members of such labor organizations represent but a very small per-
centage of the total employees in the watch and jewelry industries; that the old established watch assem-
blers, especially those like Gruen which owns its own Swiss plant, are in every sense of the word American

companies; and that the future peace of the world rests on importing as well as exporting and through recip-
rocal trade agreements.

Under the Reciprocal Trade Agreement of 1936, the United States cannot place any quantitative limita-
tion on the importation of Swiss watches and movements. However, because of the pressure on the State De-
partment on which | have already commented, there vvas an exchange of notes between the State Department
and the Swiss Government in April, at which time the Swiss Government voluntarily agreed to limit this year’s
exportation of watches and movements to the United States to the same number that vvas "directly” imported
in 1945. The Swiss also agreed to try to control the ’’indirect shipments—those passing through South
America, Mexico, Canada, etc. This would allow direct imports of about 7,700.000.

Despite the fact that your Company should receive at least as many movements this year as last year, |
am personally opposed on general economic principles to the setting of any quotas. It is my belief that such

measures are not internationally sound or practical and work to America’s disadvantage, rather than to its
advantage.

It is my personal opinion that even if Switzerland exported ten million watches to this country this year,
every watch that could possibly be manufactured in this country could easily be sold because the present



demand for watches far exceeds the supply. This is emphasized by the fact that several manufacturers who
make their movements in this country announced tremendous expansion plans in 1945 prior to the exchange
of notes between the Swiss Government and our State Department.

The present market situation offers unlimited possibilities. Material and labor still remain scarce but,
barring any unforeseen governmental action here and abroad and unforeseen further curtailment of labor
and material, we believe we can do approximately as much and perhaps more business this year than was done
during the past year. Our labor and material costs are constantly rising and while the Office of Price Adminis-
tration has removed all price controls on watches having movements made in ibis country, it has not up to
the present time taken such action with regard to watches using Swdss movements. We are hopeful that meas-
ures will be taken to adjust this inequitable condition. Insofar as profits are concerned, no one can make a
definite prediction at this time. However, regardless of the question of immediate profits, my belief in the
future growth of this Company continues stronger than ever. We have a fine product and a tremendous good
will built up over the years; we have more than 6.500 loyal Gruen jewelers, we have a staff of conscientious
employees and executives and we have merchandising and advertising programs which, 1 believe, should prove
successful.

Expansion Plans

Because of the increase in our production and sales of more than 500% from 1935 to 1941 and the sub-
sequent crowded working conditions and resulting increased costs, we started plans in 1941 for an expansion
program to insure a more efficient and economical operation for our factories both in Bienne, Switzerland and
Cincinnati, Ohio, which plans had to be abandoned because of the outbreak of the war.

I am happy to advise you that the addition to our manufacturing plant at Bienne, Sw itzerland has already
been started and plans are now being completed for the addition to our Time Hill plant in Cincinnati, as well
as a new building to house our wholly-owned subsidiary, The Gruen National Watch Case Company and ad-
ditional floors for the possible manufacture of movements in this country augmenting our production in
Bienne, Switzerland.

The expansion program in Cincinnati depends entirely on our ability to obtain a permit for the construc-
tion of the addition to the present building and the new building: and the ability to get materials.

In Alemoriam

It is with great sorrow that we announce the passing on September 15, 1945, of Mr. Fred G. Gruen. Mr.
Gruen served as President of the Company and as Chairman of its Board of Directors. He early joined Ins
father, Dietrich Gruen, the founder of the business, and spent more than fifty years with the Company. During
his lifetime, Mr. Gruen made some notable technical achievements in the watch industry. We, at Time Hill,
were deeply grieved at his passing and miss his kindly, friendly presence.

Conclusion

In concluding this report, 1 want to take this opportunity once more to express my deepest thanks to all the
officers, directors and employees for their continued loyally and untiring efforts.

| should like to pay special tribute to Mr. George J. Gruen, Chairman of our Board of Directors, who is
celebrating his fiftieth anniversary with the Company which he has served honorably and faithfully ever since
he first became associated with his father, Dietrich Gruen and his brother, Fred G. Gruen, in this fine old
Company.



In behalf of our shareholders, directors and employees | should again like to express to our more than
6,500 loyal Gruen jewelers in America and Canada, whose good will we consider our greatest asset, and
who have contributed so much to the success of our Company, our sincere appreciation for their continued
confidence and understanding especially during the past decade and to assure them that our Company will
constantly endeavor to supply them with the finest watches that the finest watchmakers in the world know
howr to make.

At this time | should also like to extend our thanks to our suppliers in America, Canada and Switzerland
for their excellent cooperation especially during the difficult war years, when we were so dependent on them
for the production and sales of our w'atches.

To you shareholders who have exhibited your confidence in the management, | want to convey the gra-
titude of the entire organization and to pledge to you our constant efforts toward the continuous progress ol
the Company.

Sincerely yours,

Benjamin S. Katz
President

Time Hill, Cincinnati, Ohio
June 5, 1916



CONSOLIDATED BALANCE

ASSETS
Cash on hand and demMand AP 0 SITS .ttt bbb bbb bbb $4,144,228.60
$350,000 United States Savings Bonds, SEMES G, Al COSTumssssnnsssssssssssssssssns sesssessens 350,000.00
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts............ 491,689.35
Inventories, at the lower 0f cCOSt OF Market (NOTE 2 ) . ettt e 3,485,938.27
TOTAI CUITEINE BSSEES.......oosvvreivressseresssssses e e 8,471,856.22

Cash surrender value of insurance aggregating $1,166,840 on lives of officers

ANG AIFECTOTS (INOTE 3 ) oot eteias e eetae et b bbb R bR bbbt 111,836.87
Cash deposSits FeSTrICtEA, NMET (N OTE 4 ) o ettt bbb bbbt 169,038.39
O ther ACCOUNTS FECEIVAD I et ettt sttt o1 £ebes s et et ee et b eb s et s et eb s bbb st anns e 40,368.94
Sundry investments, at COSt OF NOMINAL VAIUES .ttt 35,591.88
Land, buildings, and equUipMent, 8t CO ST s e s .$1,005,371.72

Less, allowance fOr depreCiation oo sssssesssssssssssssssseseneeees 549,860,56
455,511.16
Prepaid expenses and deferred Charge S i e ettt ees e bt sttt 98,521.31
Patents, trade-marks, copyrights, and GO O AW il 1.00
$9,382,725.77

The accompanying notes Nos. 1 to 6 are



SHEET, MARCH 31, 1946

LIABILITIES

Accounts payable. 703,040.48
Accrued expenses. 721,448.92
Dividends payable 95,926.83

Provision for domestic and foreign taxes on income, less, U. S. Ireasury Tax Savings Notes

(at cost and accrued interest) §1,092,368 (Note 6) 417,953.67

Total current liabilities * 1,998,369.90

Notes payable, bank, due annually in varying amounts from
July 1, 1947 through July 1, 1955 (N oteS) 2,000,000.00

CAPITAL
Capital stock:

Preferred stock, 4A per cent cumulative; $100.00 par value;

authorized 25,000 shares, issued and outstanding, NONE ... [T

Common stock, $1.00 par value; 650,000 shares authorized,
505,337% shares issued, less 121,081K shares in treasury,

outstanding 384,256% shares (NOte 3 ) . e 384,256.25

Earned surplus, as annexed (NoOtes 1, 3, and 6 ) . s 5,000,099.62

5,384,355.87

$9,382,725.77

an integral part ofthis balance sheet.



TO CONSOLIDATED BALANCE SHEET

NOTE 1. The consolidated balance sheet includes assets of Gruen Watch Mfg. Co., S. A. aggregating
$1,151,809.94 (exclusive of intercompany receivables aggregating $770,016.1 1) of which current assets are
$802,491.10 and liabilities of $472,937.75.

The consolidated balance sheet also includes net assets of Gruen Watch Company of Canada, Ltd. aggre-
gating S478,360.22 of which net current assets are $420,838.36.

Current assets and liabilities of the Canadian Company have been converted into dollars at the Federal
Reserve rates prevailing at March 31, 1946. In the absence of such rates, current assets and liabilities of the
Swiss company have been converted at currently quoted buying rates at March 31, 1946.

Noncurrent assets have been converted substantially at rates of exchange prevailing when acquired.

NOTE 2. The estimated amounts of intercompany profits in inventory items purchased from companies
whose accounts are consolidated have been eliminated in the preparation of the consolidated balance sheet.

NOTE 3. In accordance with an employment agreement between the company and Benjamin S. Katz,
President, the company is obligated to purchase, if requested within 120 days from the date of his death, com-
mon stock of the company held by his personal representatives, widow, children, or trustee, for an amount
not in excess of 3500.000. The price per share to be paid shall be the consolidated book value per share as of
the day following his death.

The company recently increased the insurance on the life of Benjamin S. Katz to $1,000,000 and of this
amount has agreed to continue $750,000 insurance for the period that the employment agreement is in effect
and it is expected that the proceeds of such policies will be held by the company to the extent of 3500,000
to be used in the purchase of said stock, if offered.

NOTE 4. Cash deposits restricted, represent balances of remittances by the parent company to the Swiss
subsidiary in the regular course of business, which have been subjected to exchange regulations, less advances
by a Swiss bank of $2,195,382.00. The company is informed that at the time of the release of such restricted
deposits any expenses, taxes, and other losses that may have been incurred by the Swiss Government and the
Swiss National Bank in connection with remittances which have been subjected to exchange regulations will
he deducted from restricted deposits aggregating $303,784.18. An allowance of $134,745.79 for such expenses,
taxes, and other losses is included in the accompanying financial statements.

NOTE 5. In the event of the retirement, voluntary or otherwise, of Benjamin S. Katz from the position
of an executive of the company, other than by death, the notes payable, bank, become immediately due and
payable on demand.

NOTE 6. It is estimated (based on present laws) that additional foreign taxes on transfers to the par-
ent company of the accumulated surplus of foreign subsidiaries would approximate $386,000.



OF INCOME AND EARNED SURPLU5 for the year ended March 31, 1946

GrOSS PrOTIT FrOM SRS oot ettt b8R8 bbb $5,599,129.28
Selling, adm inistrative, anNd GENETAl BX P BN S S ittt sb bbb 2,783,008.15
Profit before other income and expenses and INCOME tAXES............ommierrmrmeennemeesnsseesssns 2,816,121.13
O TN BT TN COM @ e eens ot sert et £ H 8RR 8 R1 e R e 141.031.17
2,957,152.30
Interest, provision for losses, etc. on restricted deposits and Other eXpPenSes. . s 425,599.54
t — -
2,531,552.76
Provision for domestic and foreign income taxes

(including Federal excess profits taxes $858,391.06 ) ..cciee omvrrmmrimrenmrensensenssnsssssssnssssssssessssesssssssenes 1,459,715,38
Net iNCOME.........cccvvvrrsrrrerien 1,071,837.38
Surplus, April 1, 1945 s 4,212,550.73
5,284.388.11
Excess of proceeds of director’s life insurance over cash surrender Value ... 57,579.35

Partial recovery of unrealized losses on foreign exchange
charged to earned SUFPIUS N @ PriOT Y 8 AT ettt ses bbbt 3,963.34
5,345,930.80
Dividends paid, common StOCK, 90C PEI SN ATE ettt 345,831.18
SUIPIUS, MArch 31, 1946 .ttt $5,000,099.62

The accompanying notes arc an integral part of this statement.
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OF INCOME AND EARNED SURPLUS

m

NOTES 1and 6 to Consolidated Balance Sheet, March 31, 1946 are incorporated herein by reference.
The provisions for depreciation included in the consolidated statement of income amount to $60,283.02.

The provisions for contributions to the profit sharing fund, for the benefit of the employees of The Gruen
Watch Company and The Gruen National Watch Case Company, included in the Consolidated Statement of

Income, amount to $135,493.18.

Income accounts of foreign subsidiary companies have been converted substantially at the average monthly
rates of exchange prevailing during the year ended March 31, 1946.The unrealized profit of $3,963.34 arising
from changes in conversion value of net current assets of foreign subsidiaries is included in consolidated
earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the preparation of the

consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating $250,921.92. No divi-
dends were received from foreign subsidiaries during the year.

LYBRAND, ROSS BROS. & MONTGOMERY

Certified Public Accountants

CINCINNATI
To the Board of Directors, The Gruen ITatch Company, Cincinnati, Ohio,

We have examined the consolidated balance sheet of The Gruen Watch Company and its subsidiary com-
panies as at March 31, 1946, and the consolidated statements of income and surplus for the year then ended.
Except with respect to the Swiss subsidiary, we have reviewed the systems of internal control and the account-
ing procedures of the companies and, without making detailed audits of the transactions, have examined or
tested accounting records of the companies and other supporting evidence, by methods and to the extent we
deemed appropriate. Our examination was made in accordance with generally accepted auditing standards
applicable in the circumstances and included all procedures considered necessary. We have received the report
of other accountants who examined the financial statements of the Swiss subsidiary.

In our opinion, based upon such examination and upon such report of other accountants, the accompany-
ing consolidated balance sheet and related consolidated statements of income and surplus present fairly the
consolidated position of The Gruen Watch Company and its subsidiary companies at March 31, 1946 and the
consolidated results of their operations for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with that of the preceding year.

Lybrand, Ross Rkos. & Montgomery
Cincinnati, Ohio,
May 21, 1946
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CONDENSED COMPARISON OF CONSOLIDATED FINANCIAL POSITION
at March 31, 1936, March 31, 1941 and March 31, 1946

Mar. 31, 1936

Mar. 31, 1941

Mar. 31, 1946

TOtal CUTITENT A SSEES st o1 sttt et $1,608,839.86 $5,678,476.11 $8,471,856.22
Total CUrrent LiabDilitieS et 403,094.98 1,468,185.24 1,998,369.90
NEL CUITENT A SSBTS ittt 1,205,744.88 4,210,290.87 6,473,486.32
Term Loan From B anNK .ttt 1,500,000.00 2,000.000.00
Net Current Assets in Excess of Term Loan from Bank. .. 1,205,744.88 2,710.290.87 4,473,486.32
Cash surrender value ofinsurance on lives of officers and director? 23,851.34 111,836.87
Cash deposits, reStrICTEA .o 169,038.39
Land, Buildings and Equipment, at COSt. .o 711,643.48 821,061.71 1,005,371.72
Allowance for Depreciation 0f C O St ieneeeeeeeeeesessssesieinnns *261,891.56 *374,787.21 *549,860.56
Appraisal Appreciation Included in Property AccountsS......... 85,316.07
LNV B ST BN TS covteeeeeee e ee s et see et e s e e s eeseee e e e eneee s e sen e en e reneen 113,022.42 6,532.68 35,591.88
O BT A SSB IS e et bbb st 12,663.65 70,971.95 138,891.25
Net Assets of Companies Applicable to Debenture Holders
and Shareholders . s et $1,866,498.94 $3,257,921.34 $5,384,355,87
Registered Debentures Issued in Fart Settlement
Of LiabilitiesS t0 B anKS . § 727,500.00
Equities of Minority Shareholders in Subsidiaries...... . 142,105.46
S 869.605.46
Equities of Shareholders of The Gruen Watch Company ..$ 996.893.48 S3,257,921.34 S5.384.355.87
Capital Stock Issued in Settlement of Balance
of Liabilities to Banks:
C1ass A Preferred STOCK e st ettt sbe s S 727,500.00 s e
C1ass B Preferred StOCK et 363,750.00
$1.091,250.00
Equity of Class C Preferred and Common Shareholders........ *$ 94,356.52 $3,257,921.34 $5,384,355.87
C1ass C Preferred StOCK ettt e et sssst st ens e 490,325.00 489,375,00 e,
Equity of Common Sharenolders. . eeeecccisesssssseeeeeeeeeene 584,681.52 $2,768,546.34 $5,384,355.87
Represented by:
COMMON STOCK ettt eeeee et eeeese s ee s ese s eee e ne e se e essesene s aeeees $ 114,995.00 $ 426,298.25 $ 384,256.25
Surplus or DefiCit, as annexed ..o *600,599.46  2,342,248.09  5,000,099.62
Excess of Cost of Shares of Subsidiaries Over Equities in
Net Worth at ACQUISTTION cooececeeeeveeeceeeeeesseeseseseeeesessssssssseens *99,077.06
Equity of COmMMON SHharenolders o eceeeeeeeccriesiesssseseeeeeeeeesssssssesesssnnonns *$584,681.52 $2,768,546.34 $5,384,355.87

*Italics denote redfigures.



(Consolidated oftaiement of anted GJurfylus

For the Ten Year Period Ended March 31,1946

[l T N o N I OO S 600,599.46*
Net income for the ten years ended March 31, 1946 . st st sss s 8,080/105.13

_— 7,479,805.67
Additions:

Excess of proceeds of director’s life insurance over cash surrender value $ 57,579.35
Unrealized foreign exchange gains from conversion

of foreign net assets 10 O ArS . e 1,419.40
58,998.75
Deductions: 1,538,804.42
Additional charges for losses and expenses applicable
to period prior t0 MArCh 31, 1936 . ottt ettt ettt e 175,868.86

. - r 7,362,935.56
Other charges to adjust valuation o1 assets:

Appraisal increases remaining in property accounts at March 31, 1940 80,775.18

Excess of cost of shares of subsidiaries acquired in prior
years over equities in net worth at dates of acquisition,

less $15,400 charged Paid-in SUTPIUS.ceceeeceeeeeeeecssssssssseeeeeeesessssssssesesenns 65,462.45
Par value of 9,229*%12 shares common stock issued to holders of Class C
6 per cent cumulative, preferred stock less 212% shares held in treasury.. 9,017.00
Excess of cost over par value of 1,541 shares Class C, 6 per cent cumulative,
preferred stock acquired and FELIFEd .o 12.507.00
Premium on 18,034 shares 5 per cent cumulative, preferred stock,
rEdeemMEd ANGA CANCEIIEM oo eeeeeee e eeeesssesesessessees oo eesseeesessssseseesessesesseesesssess 18.034.00
Excess of cost over par value of 118.177H shares common stock held in
treasury, less $43,000 charged Paid-in SUTPIUS. e 318,728.50
504,524.13
Dividends Paid: 6,858,411.43

Class A preferred stock 85,578.25
Class B preferred stock 924.56
Class C preferred stock 34,130.53

Preferred stock 85,166.91

Common stock 1,652,511.56

1,858,311.81
Surplus, March 31, 1946

*Deficit.

................................................................................................................................................................. $5,000,099.62
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1874-1946

72 Years of Producing

America's Pine Watches



Dietrich Gruen’s great ambition was to create a truly
fine watch. Imbued with a love for his profession which
required the utmost in skill and precision craftsmanship,
his every thought and effort were turned toward produc-
ing watches of proud and admirable quality.

Thus, in the very beginning in 1874 when Dietrich
Gruen established this business with the modest capacity
of ten watches per day, did he set the high standards that
were to become sacred traditions with this Company—
traditions which have been maintained throughout the
seventy-two years of Gruen history and progress.

Coming to America in 1867 after years of tedious and
patient apprenticeship in Switzerland and other countries
in Europe, Mr. Gruen was engaged in Columbus, Ohio,

as a watch repairman. In this capacity he declined even
to work on any except the finest watches brought to him.

In 1874, Dietrich Gruen,
watch would find a ready market, established his own

believing that a very fine

watch factory in Columbus. Because careful search re-
vealed to Mr. Gruen that there were then few. if any,
watchmakers in America who could meet his standards,
he relumed to Switzerland, the source of the world’s
finest watchmakers, designed the first Gruen movement
made and brought to Columbus the plans and a small
organization.

By the 1880's, Gruen watches were so well received
that the market always exceeded the capacity to produce
and it was then that Dietrich Gruen inaugurated a bold
expansion program. He established the company’s own
movement factory in Switzerland to augment American
production and after a few' years moved from Columbus
to Cincinnati. To fulfill a desire to market a complete
watch, the Gruen Company purchased a case manufac-
turing organization.

Gruen hirsts

The present picturesque Time Hill plant was completed
and occupied in 1917.

Along with the unwavering standards of quality, Diet-
rich Cruen and his two sons, George I. and Fred G. Gruen
who joined the firm in the 1890’s, w'ere to establish nu-
merous progressive innovations both in watch manufac-
ture and merchandising.

Gruen watches were the first sold with movement and
case as one unit, the first sold in a box, the first nationally
advertised, the first retailed with price established by the
manufacturer. Among the revolutionary innovations in
manufacture were production of: the first stem-wind
watch in America, the first size sixteen pocket watch,
the first Pentagon pocket watch and Veri-Thin, the first

accurate thin watch.
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Gruen Contributeom

Below are part of the Gruen contributions to
the art of fine watchmaking, an art which has
made Gruen America’s choice since 1874:

1874—Gruen patented the safety pinion, a tech-
nical achievement in general use today,

1878—Gruen made the first sixteen size watch
which became the standard size railroad
watch in America.

1896—The first watch company to sell complete-
ly cased watches in beautiful boxes with
retail price established by manufacturer.

1902—The Gruen Veri-Thin, the first accurate thin pocket watch.

1908— Introduction on a wide scale of wrist watches for ladies.

1910—The first watch company to advertise on nationwide scale.
1915—Presentation of first platinized dials with numerals applied in solid gold.
1918—W rist watches for men introduced on nationwide scale.

1921— The first Cartouche, representing notable advance in movement manufacture
in that an oval movement was manufactured and fitted inside an oval case.

1922— The Pentagon Veri-Thin. Manufactured to remain upright in the pocket.
1924— The Ultra Veri-Thin introduced in the Fiftieth Anniversary watch.
1925— The patented Gruen Quadron, the first rectangular movement.

1930— Gruen contributed the baguette movement to the science of watchmaking.

Corlnrplet Srhes%ﬁlorgd
Irs Imres used in usVFry
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IN FINE WATCHMAKING

Master craftsmen have produced watches in Switzerland
for hundreds of years and in America for the last cen-
tury, but it remained for Gruen to create the two move-
ments which can justly be called modern miracles—the
Gruen Curvex and the Veri-Thin.

The Curvex, most famous of the Company’s advances,
is the most revolutionary development in watchmaking
in the last 300 years. Far ahead of the industry, Curvex
was created by Henri Thiebaud, since 1935 director gen-
eral of your Company’s factories in Switzerland. For the

first time in history of watchmaking, a timepiece had been designed in which both the
movement and the case were curved top and bottom to fit the wrist. Protected by pat-
ents, the Curvex principle remains the exclusive property of vour Company until 1959.
At top right, is the Curvex blueprint which simply, yet graphically, illustrates the ex-
tent of the improvement of the Curvex movement over the old-type movement.

Already an outstanding accomplishment, the Gruen Veri-Thin was made still
thinner by Thiebaud, with extreme accuracy and dependability. The lower illustra-
tion at right shows the fundamental principle of the Veri-Thin and demonstrates its
superiority over ordinary movements.

Below is a photograph of Gruen’s Precision Plant at Bienne, Switzerland, one of
the very finest watch manufacturing plants in the entire world.

The Gruen Ven Thu* patented mot*
mert combmei Ptecnion accuracy mfh
modem sfmmtmed Ihm ites



These photographs are a few scenes from
Gram's wholly-owned manufacturing plant
in Switzerland. This is one of the finest and
most complete watch manufacturing plants
in the world. The ultimate in cleanliness,
and with superb conditions of light and
ventilation, the interior is conducive to ex-
cellent work. At right is an ultra-precision
grinding machine which works to within
4/100,000ths of an inch for complete ac-
curacy- Below, left, the ebauche manufac-
turing department is shown at top and be-
neath that, the final assembly department.
At right, below, is the inspection control
department.



.., Curvex— the mostfamous Gruen ’first’

Most famous of all Gruen '"™firsts" is the Gruen Curvex, originated in 1935 and
announced in 1936. with patented movement curved to fit the wrist. The first really
new watch in 300 years, the Curvex was accepted by the public as a truly great

innovation resulting in tremendous recognition for your company.

, .. Curvex for Women is Tremendous H it

In 1936, Gruen brought forth the feminine counterpart of the man’s Curvex, the
Curvex for women! Despite its dainty, feminine design and small case, the Curvex
for women was a tremendous hit with ladies throughout America with smart

tastes and the desire for the distinctive.

...A. New and Greater Curvex

Even more revolutionary than the original was the advanced Gruen Curvex pre-
sented to the public in 1937! Labeled "the custom-curved watch,” its movement
arc was twenty-five per cent greater than that of its predecessor,, allowing more

space for working parts ., . producing greater Precision accuracy!

... Gruen Crentes the Wrist~side Curvex

Far ahead of the times was the practical Wrist-Side Curvex, to be worn on the side
of the wTist! The public was not quite ready for such a functional model, and Gruen

put this model away for subsequent re-introduction.
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...A New anJ Tillnner Veri-Thin

Another Gruen watchmaking miracle . . . the new patented \eri-lhin based on a
different principle than the original \eri-Thin pocket watch, with sides and ends
much slimmer! Its working parts full-sized for maximum accuracy, Gruen Veri-Thin

is the thinnest popular priced watch today.

...Demand Exceeds Capacity to Produce

Although in each successive year since 1936, the demand for Gruen watches had
exceeded the capacity to produce, the merchandise deficit became so great in 1940,
the last pre-war year, that it was necessary to establish a quota system for distri-

bution of Gruen watches to our jewelers. The quota plan still is in effect.

... Gruen Goes to War

During the war years Gruen devoted its skill and knowledge to the manufacture of
precision instruments for the Armed Forces. During these same years,Gruen designers
created the 24-hour dial Pan American watch, which was adopted by Pan American
World Airways as official watch, used by the Armed Forces, then, alter the war, made

available to the buying public.

...And What of the Tuture?

This year will bring forth still more innovations which will keep your Company in
the forefront of the industry. Developments already far along are to be presented to
the public this fall—watch for them. New watches and greater service will keep

Gruen watches in their enviable position—America’s Choice. ’



Almost incomprehensible to the average lay-
man is the minuteness of the parts that make
up a watch movement. Shown here, many
times its actual size is a balance wheel, con-
taining infinitesimal screws and washers,
some almost invisible to the naked eye.
Small wonder that the watchmaker’s most
valuable assets include unlimited patience
and skillful, steady hands.

A Gruen watch is a modern example of Pre-
cision accuracy in the smallest mechanism
for general use the world has ever known.
Each of its 125 or so infinitesimal parts is
a miracle of skilled craftsmanship—a prod-
uct of painstaking technique ... its assem-
bled movement the end result of the watch-
maker’s patience, skill, love of his craft, and
far-reaching technical knowledge.

Hands skillfully trained in the fine art of
watchmaking fashion springs, jewels and
wheels into a miracle of precision accuracy.
Every wheel perfectly balanced . . . every
carefully cut ruby or sapphire mounted pre-
cisely . . . every tiny screw in place ... a
Gruen watch begins its active life rich in the
tradition—and practice— of Gruen Precision
craftsmanship.
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One of the most important parts of a watch
—and one of the smallest—is the balance
staff found in the center of the balance
wheel. It. like every other single element in
a Gruen watch, must be constructed with-
out a flaw. Only the patient skill of master
craftsmen working with highest quality ma-
terial can meet the rigid standards set up by
Gruen in creating Precision Watches.

In the creation of beautiful watches, the
dial plays an important part. Its color, its
style, lend much to the distinction and beauty
of a timepiece. Numerals are put on with
care—some are engraved, some embossed—
some stamped on or enameled. Others have
solid gold figures or diamonds in place of the
numerals. Dials are subjected to the same
careful inspection as movements.

The crystal is the "window” of a watch. It
must he flawlessly clear, perfectly shaped,
and of a faultless fit to meet the high Gruen
standards. From the initial cutting operation
to the grinding and polishing steps, each
crystal is individually treated, shaped and
finished by highly trained and skilled work-
men. Gruen makes the greater portion of
its own crystals.
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Gruen was the first watch to be advertised in maga-
zine campaigns with nation-wide scope.

Since establishing that precedent, your Company
has endeavored to maintain the position of leader-
ship in watch advertising in order to increase con-
stantly the wide public acceptance of Gruen watches.
For example. Gruen has been consistently advertised
in the Saturday Evening Post since 1910, with a total
of 220 Gruen ads having been published in that one
magazine during those thirty-five years. Since the
1910 beginning, all the leading national magazines
such as Life, Time, Newsweek, Collier's, American
Weekly, Fortune, Esquire. National Geographic,
I ague. Mademoiselle, and many others, have been
used to create Gruen prestige and acceptance.

The value of consistency and continuity is em-
phasized by the fact that independent readership
surveys made by the prominent Starch organization
prove that Gruen ads each year reach a larger num-
ber of people than in preceding years. The Christmas,
1945 four-color, full page ad had the highest reader-
ship rating of any ad ever published in the watch
industry.

Radio,
sumer goodwill. Your Company’s schedule of Time

too, is most important in creating con-
Signals is carried on radio stations from coast to
coast, reaching an estimated audience of 30,000,000
persons daily.

Supplementing this, Gruen has been accorded the
widest recognition and acclaim through numerous
publicity media. Sponsors of more than twenty trans-
continental network shows, recognizing the value
of the Gruen name and its seventy-two year reputa-
tion. broadcast the Gruen identity to millions upon

millions of listeners each week.

a>

Dozens of full-length feature motion pictures and
newsreel sequences will display the Gruen identity
to untold millions in 1946 as they have heretofore.

Further, an exceptional recognition came to Gruen
watches when they were selected by globe circling
Pan American World Airways, as the official watch
of all the airline’s extensive operations.

All these powerful national forces combine to cre-
ate the widest acceptance of Gruen—an acceptance
which actually is a tremendous potential market.

To assist Gruen jewelers to convert this potential
market into actual sales, your Company has estab-
lished the only 50/50 Newspaper Advertising Plan
in the watch industry. Under this plan, Gruen pays
half the cost of local dealer newspaper advertising
in which Gruen is the only watch advertised and in
which at least seventy-five per cent of the space is
devoted to Gruen.

Announced in July, 1945, the 50/50 Plan was an
instantaneous success, and tripled in the first six
months the newspaper space devoted to Gruen
Under its operation jewelers purchased
through December 31, 1945, approximately 5,000
ads totaling 1,500,000 lines in which Gruen watches
were advertised exclusively.

In addition to the 5,000 exclusive ads, more than
12,000 other advertisements featured Gruen in space
totaling 650,000 lines for a grand total of 2,150,000
lines, equal to the entire space in an average metro-
politan daily paper during a fifty-day period.

Supplementing ad-mat books provided under the

watches.

50/50 Plan, your Company furnishes jewrlers with
a most comprehensive array of point-of-sale pro-
motional material, which is illustrated on the follow-
ing page.
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WHERE THERE ARE CROWDS

hees  uen

W herever huge crowds gather at the nation’s leading
sports events, there you’ll find "Gruen Watch Time”
clocks creating prestige for the Gruen name and making
added millions Gruen-conscious. Nearly all of the major
league baseball parks and most of the major horse-
racing establishments, which attract millions each year,
are "timed” by Gruen. Huge Gruen clocks atop the
scoreboards or odds boards, frequently catch the "eye”
of newsreel cameras, and thereby the Gruen identity
is placed before multitudinous theatre audiences. Other
clock installations are in air terminals, college and mu-

nicipal stadia, the New York Metropolitan opera, etc.

i
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Great organizations are founded on gold stock, cash re-
serves, property. Without these they could not exist.

Great organizations are built of flesh and blood—the life
work of men and women. For gold stock, cash reserves
and property cannot make an organization great—cannot
keep it on the pinnacle of success. That job goes to its
employees- the men and women who make an inanimate
organization come alive—make it progress and grow—
with hard work, good management and a fund of ideas.

To the employees of The Gruen Watch Company belongs
much credit for Gruen’s outstanding place in industry.
The employees of Gruen are the heart and soul, the very
vital center of its activities. Each and every man or
woman, no matter what his or her job, is responsible for
Gruen’s prestige and reputation, her amazing growth to
a place of enviable eminence in the business world.

Loyalty, industry, adaptability, outstanding skill—these
are the qualities which Gruen employees possess—these
are the qualities that have made the name Gruen great.



Oruens £ Jrecdest

Early in August, 1945, an Army Air Force B-29 dropped the world-
startling atom bomb on Hiroshima. A few days later another hit Nagasaki.
Two were enough. Shortly thereafter, Japan surrendered and the allies’
joyous victory was attained.

After revelation of the atom bomb to the world, and the "M anhattan
Project" was stripped of its secrecy, your Company was advised by R. B.
Sproul, president of the University of California which operated the Los
Alamos Scientific Laboratory which did much in the development of the
bomb, that Gruen precision instruments played their part in the creation
of the atom bomb.

"You and your associates are entitled to feel that you have had a share
in this important work,” Mr. Sproul advised.

Instrument Work Wins Army-Navy "E”

This information added to the justifiable pride your Company already
had taken in having been awarded the Armv-Navy "E” for efficiency in
production of Precision instruments for war used by all branches of the
Armed Forces.

Beginning shortly after Pearl Harbor, Gruen technicians and the best
of the Company’s watchmaking experts, entering a field completely foreign
to their experience and background, successfully and rapidly established
the War Instrument Division. Production, which got under way more
than three months earlier than promised or anticipated, was sufficient
throughout the war years to more than meet the requirements our Govern-
ment asked of Your Company.

In fact, engineers at Time Hill developed techniques and manufacturing
processes which were revolutionary in the instrument industry, and were
adopted by 'old-line” instrument manufacturers to speed up their own
production.

W ar instrument production, rewarded with the Army-Navy "E”, and
contributing to the defeat of our tyrannical enemies is regarded as truly
Gruen’s greatest achievement.

In addition to precision instruments, an ample quantity of watches
were received by the Armed Forces throughout the war from your Com-
pany.

The number of men from Time Hill who served in the Armed Forces in
defense of our country is equal to forty-three per cent of the total men
employed on Pearl Harbor dayr. Gruen’s women employees also were well
represented in the Armed Forces. They served well in every theatre of
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operations, with a notable percentage having become officers of high rank.
Their accumulated total of awards and decorations, including the Purple
Heart, is most impressive. Of all the Gruen personnel who went into the
Armed Forces, there was one, John Steffen of the Horological Depart-
ment. who gave his life for his country. This loss is deeply regretted,
and there is a feeling of thankfulness that the fates of war spared your
Company other losses.

Gruen's returning veterans are welcomed back to their jobs, and, as a
token of cordiality, your Company presents each one with a Victory Bond.

Advertising Supports War Izfforts

From one week after Pearl Harbor until past V-J Day, a large portion
of the powerful Gruen advertising campaigns on the radio and in maga-
zines, was used exclusively to support various governmental war efforts,
such as War Bond Drives, salvage campaigns, etc. Three full-page Gruen
ads, published in several leading national magazines, were awarded cita-
tions by the Wartime Advertising Council as being outstanding among all
war effort ads published throughout the country by hundreds of indus-
tries.

il
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Uncompromising faith in the future of this country, the American jewelers, and the ability of your
Company to hold its position of leadership is behind the decision of the management, with the
approval of your Board, 'fo enter into a milli<m-dollar expansion program which wjlLpcrease the
facilities at Time Hill by at least fifty per cenil. A similar fiftvper cent expansion pfdgram is under-
way at our factory at Time Hill. Bienne, Swi

In Cincinnati, an addition to the present building an<Ta completely new building are anticipated
in the architect’s drawing shown above. Additional manufacturing and office space will be provided
along with a cafeteria ior all personnel and new quarters for The Gruen Watchmaking Institute.

Work will be started as soon as possible.
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GRUEN AMONG FIRST TO EMPLOY AND TRAIN

eumng . eaarts

Gruen’s Obligation

Early in 1943 when still a comparatively few men had been discharged
from the Armed Forces, your Company, realizing its obligation to render
as much assistance as possible to veterans of World War II, established
The Gruen Watchmaking Institute. This institute offers an opportunity
to veterans to learn one of the world's most skilled and honored arts—
the art of watchmaking. Although for the first few months of 1943 the
government agency supplying candidates for the institute had difficulty in
procuring all the men we could train, the school is now filled to capacity
and has a waiting list of several hundred. Among the first establishments
in the nation to train veterans of World W ar Il, the institute has received
much praise and credit through the press and radio and has served as an

example for other training institutions.

Plans of Study

After six months’ training, a veteran can elect to continue his training
or accept employment with your Company. At the end of twelve months
study, a veteran is qualified to accept employment as an apprentice watch-
maker with your Company or in any other watch factory, jewelry store

or trade shop.

Profitable Gareers for War-Wounded

Among the trainees in the institute are men who, because of war in-
juries, would not be able to accept employment requiring more physical
activity. Watchmaking, therefore, offers a splendid opportunity to dis-
abled men to earn an excellent livelihood in an interesting occupation.
More than half the 24,000 jewelry stores in America today are owuied by
men who made modest starts as watch repairmen and gradually expanded
into successful jewelry merchants. Inevitably, part of the veterans in
The Gruen Watchmaking Institute today will someday be successful

and prosperous jewelers.
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To the Shareholders of The Gruen Watch Company:

On behalf of your Board of Directors, | am happy to present this report of the operations of your Company for

the fiscal year ended March 31, 1947, which once again was the most successful in the history of your Company.

Operating Results

Consolidated net profit for the year amounted to $2,640,375.68 before taxes, and 81,552,228.37 after all charges
and taxes, as compared with consolidated net profit of $2,531,552.76 before taxes, and $1,071,837.38 after
taxes, for the preceding fiscal year. Based on the 384,256*4 shares of Common Stock outstanding at March 31,
1947, exclusive of treasury shares, earnings this year equal $4.04 per share, as compared with net earnings of
$2.79 per share for the fiscal year ended March 31, 1946. During the period from March 31, 1936 to March 31,
1947 your Company has paid out $2,319,416.16 in dividends and the per share book value has increased from
nothing to $16.84.

Included in this report is a consolidated balance sheet as of March 31, 1947, and a consolidated statement
of income and earned surplus for the fiscal year ended March 31, 1947, reported on by our auditors, Messrs.
Lybrand, Ross Bros. & Montgomery.

Despite the fact that your Company had a cash balance on March 31, 1947 of $3,865,994.09. it anticipated
payment of only $400,000 on its term loan for the following reasons: (1) The tendency today on the part of
the consumer to request time payments instead of paying cash for purchases which change will undoubtedly
result in jewelers requiring longer terms from your Company than they have during the past five years; (2)
Because there is a possibility that conditions in the building industry may correct themselves sufficiently in

the very near future to enable us to proceed with our building program referred to in another part of this letter.

The Year's Business

Last year the demand for Gruen watches again far surpassed our production capacity, which was handicapped
by a severe scarcity of skilled labor and material. The exceptional results obtained during the fiscal year just
ended can be attributed largely to the greater demand for Gruen's high-styled solid gold watches and diamond
watches. The number of units we were able to produce and deliver last year was not as great as the number
produced and delivered the preceding year due to the above mentioned scarcities, but because of the large pro-
portion of unit sales of our solid gold and diamond watches our dollar sales volume was the greatest in the his-
tory of the Company. Despite the fact that both our labor and material costs were increased in the past year, our
increased dollar sales enabled us to show slightly higher earnings, before taxes, than for the previous fiscal year
and, of course, considerably higher net profits, after taxes, because of the elimination of the excess profits tax.

That we manufactured as large a number of movements as we did under the conditions that prevailed last
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year was due to the excellent management of Henri Thiebaud, Director General of our wholly-owned Swiss
factory and the efficiency of his entire technical staff.

As | reported to you last year, there existed through March 31, 1947 a unit quota limiting the importation
of Swiss watch movements into the United States to 7,700,000. This quota, in existence for one year, was

permitted to lapse at its expiration.

Building Program

For the past several years we had hoped to expand our manufacturing facilities both in Cincinnati and Bienne
in order to permit more efficient and economical operations. | am happy to report that during the last year we
were able to complete our building program in Bienne. We were disappointed however, in that our building
program for Time Hill, Cincinnati had to be deferred due to the high costs and scarcity of materials. Final
estimates for this building program were two and one half times the original estimate and the program was
therefore deferred because we believed that a considerable savings could be effected by deferring the program

until conditions are more favorable.

Personnel Relations

The successful operation of your Company during the last year can be attributed in large part to the complete
loyalty and high degree of efficiency of the entire personnel of the organizations in the United States, Switzer-
land and Canada. Special tribute should be paid to Simon C. Gershey, Vice President and Director of Sales;
Henri Thiebaud, Director General of the Gruen Watch Manufacturing Company, S. A. Bienne, Switzerland;

Carl W. Bieser, Vice President of The Gruen National Watch Case Company, and Charles S. Ballard, Manager



of the Gruen Watch Company of Canada, Ltd., for their direction of selling and manufacturing operations. In
recognition of their fine services, Henri Thiebaud, and Aaron Thorne, Western Sales Manager, have been
elected Vice Presidents of your Company.

I have mentioned in previous reports the Profit Sharing Trust established two years ago as an added in-
centive and added reward for our personnel. As of March 31, 1946 the amount held in trust in this fund for
employees of The Gruen Watch Company and The Gruen National Watch Case Company was $212,755.58.
In accordance with the Trust agreement, contribution of $143,265.09 was provided for in the consolidated
statement of income for the current year, bringing the total contributions to $356,020.67.

In lieu of a profit sharing plan, our wholly-owned subsidiary, the Gruen Watch Manufacturing Company,
S. A. of Bienne, has established the Gruen Foundation to assist its employees in illness, accidents, invalidity,
old age and unemployment.

Recently it was my pleasure to inaugurate the Gruen Ten Year Club for members of the personnel at
Time Hill whose service records with your Company exceed ten years. More than twenty-five per cent of the
personnel have been with the Company for periods ranging from ten years to more than fifty years. Such
loyalty on the part of our employees not only is a compliment to the management, but represents one of the

Company’s most valuable assets.

W atchmaking Institute

In previous reports | have mentioned the Gruen Watchmaking Institute which was established several years
ago to help rehabilitate veterans of World War Il and primarily handicapped men who are unable to pursue
some of the other occupations. I am happy to report that a goodly number of these men have graduated from the
Institute and many of them have come to work in our Time Hill plant, relieving to some degree the acute short-
age of skilled personnel. A few of the graduates have opened watch repair shops or small jewelry stores of their
own and | am confident that because of the initiative and resourcefulness demonstrated by these men in our

school, they will be successful.

The Present Situation in the Industry

For the greater part of the past year, as during the preceding war years, the demand for watches of all makes
and types greatly exceeded the supply. Toward the end of 1946, however, there began to be noted some drop
in the combined volume of all watch sales, accompanied by a change in the buying pattern. This is reflected in
the fact that the public is again demanding only nationally-known brands. Gruen, however, along with a few of
the other fine and nationally-known watch companies, was not able to meet the demand for its product. Deliver-
ies to Gruen jewelers had to be made on a quota basis last year just as they have every year since the beginning
of the war.

In the tightening of competition among the major watch companies, a few companies who have plants
only in this country, have sought to bring about legislative and adm inistrative restrictions on the number of
movements which can be imported from Switzerland each year. This effort, characterized by considerable prop-
aganda and agitation in Washington, has been based on the premise that these few companies are losing their

markets to watch manufacturers using movements manufactured in Switzerland. This "loss of market” plea



is proved false, however, by the fact that the watch companies having plants only in this country have been

unable to supply the demand for watches despite their increased production and increased facilities.

The Outlook for Gruen

As above stated, there is every indication that the total number of watches sold in the United States in the
next twelve months will be smaller than in the preceding twelve months. There is also some indication that
there may be a decrease in the demand for solid gold and diamond watches so that the unit price of watches
sold by all manufacturers may show a considerable decrease.

However, the demand for Gruen watches remains strong, and based on present economic conditions, we
view the major operating problem of the current year as one of production. Our physical facilities both at the
movement plant of our wholly-owned factory at Bienne, Switzerland, and at our Time Hill, Cincinnati plant are
limited. These limited facilities along with the scarcity of material and skilled labor, may make it difficult to
produce and consequently sell more units than were manufactured and sold during the past year, and with a
reduced unit average may make it impossible to reach the record sales and profits of the past year.

Gruen has attained a position of leadership in the industry and we shall use every effort during the coming

years to protect and strengthen this position, which has been built up by:

1. GRUEN QUALITY. The quality of our watches has in a great measure been responsible for the suc-
cess of your Company. In the seventy-three years that Gruen has been manufacturing watches, the ultimate
objective in all operations was superb quality, and the skills of some of the world’s finest craftsmen have been
combined with the most modern engineering and scientific knowledge to maintain Gruen’s recognized leader-
ship for quality watches. The reputation that your Company enjoys with the public after having sold many
many millions of Gruen watches substantiates this statement. The great engineering advantages of the patented

Gruen Curvex and Veri-Thin movements still are unmatched by other manufacturers.

2. GRUEN STYLING. Because of the extraordinary features of the famous patented Gruen Curvex and
Veri-Thin movements, we are able to give our watches exceptional styling which isn’t attainable with the ordi-
nary flat, thick movement. The Curvex movement is curved both top and bottom and thereby allows great
latitude in case designing. The Veri-Thin movement also permits ingenious styling. These exclusive features
and the styling which they permit has brought to Gruen recognition from the jeweler and the public as the
best styled watches in the industry. | pledge to the jewelers and to you that we will do everything in our power

to maintain this style leadership.

3. GRUEN ADVERTISING. Gruen being one of the first national advertisers in the watch industry, has
invested millions of dollars in creating the utmost public acceptance for its watches and we plan to continue
this aggressive advertising. The national magazine campaign which has been scheduled for this fall will be the
most extensive that has been undertaken by any company in the industry, and this will be supplemented by a
continuation of our powerful radio advertising. An example of the acceptance which our advertising has
created for our watches is the story of the introduction of the famous patented Gruen Curvex Executive,
illustrated on the front cover and elsewhere in this report. This watch, retailing at $200.00, was introduced

to the public in full page advertisements in LIFE and other national magazines before we were able to make



substantial deliveries of the watch to our jewelers. Shortly after the advertisements appeared, our offices re-
ceived many checks and money orders direct from consumers for this watch. Some of the orders were from
other countries. All, of course, were turned over to retail jewelers in the areas in which the requests originated.
Many jewelers reported numerous sales before they had received a single watch. This example is a great tribute

to the prestige of the Gruen name, the styling of its product and its advertising.

4. GRUEN JEWELER GOOD WILL. Gruen watches are sold throughout this country and Canada
by the leading recognized jewelers in each community. This character of our outlets, plus our plan for equitable
distribution” output throughout the war years, among our 6500 loyal Gruen jewelers in the United States

and Canada, has created the greatest asset that your Company has, the tremendous good will of these jewelers.

Conclusion

In concluding this report | want to again deeply thank all the officers, directors and employees for their con-
tinued loyalty and untiring efforts.

In behalf of our shareholders, directors and employees | would like to express once more our utmost
appreciation to our 6500 Gruen jewelers for their cooperation and support and to express the wish for their
continued success.

At this time | should also like to extend our thanks to our suppliers in America, Canada and Switzerland,
on whom we are so dependent for the production of our watches, for their continued excellent cooperation.

In behalf of the entire organization | want to express to you shareholders our deepest gratitude for your

confidence in the management and to pledge to you a continuation of our efforts in behalf of your Company.

Benjamin S. Katz
President

Time Hill, Cincinnati, Ohio
May 28, 1947

only
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CONSOLIDATED BALANCE

ASSETS
Cash on hand and demMand A EP 0 SITS ittt s bbb bbb $ 3,865,994.09
$350,000 United States Savings Bonds, SEries G, Al CO ST e ssesesesssssssesees o 350,000.00
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts........... 893,672.25
Inventories, at the lower of cOSt OF Market (NOTE 2 ) ettt niens 3,933,373.70
TOTAl CUITENT ASSELS.....occcvvvrrvrrssiervsssvsesssssssssssssesssess s 9,043,040.04

Cash surrender value of insurance aggregating $1,166,840 on lives of officers

ANA IFECTOTS (INOTE 3 ) ettt e b8R8t 133,535.62
Cash deposits reStriCted, NET (N OTE 4 ) ettt 211,854.50
O ther ACCOUNTS TECEIVAD B ittt bbb e bbb bbb bbbt sn bbb st bttt 34,172.88
SUNATY INVESTM ENTS, BT €O STt b R bbb 759.70
Land, buildings, and equipmMent, @t CO STt $1,157,303.85

Less, allowance for depreciation . iisisessseeeeeeeeeeessssssscsessssssssssssssseeeeee 593,105.13
564,198.72
Prepaid expenses and deferred Charges bbbt 174,191.19
Patents, trade-marks, copyrights, andgo oW ill. ... 1.00
$10,161,753.65

The accompanying notes Nos. 1 to 6 are
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SHEET, MARCH 31, 1947

LIABILITIES

DU FOTEIGN DANK. . oot et $ 374,868.90
A CCOUNTS P Y BD I ettt E bbb s bbb 464,114.25
AL CCTUR T X BN S S ittt ettt et st s e et £ 4 £ R84 8 £ 2824 £ E 4R £ £ b bR A bbb *43,643.85
D IVIAENTS P AY BD T ce e s£8 bbb 115,109.22
Provision for domestic and foreign taxes on income, less, U. S. Treasury Tax Savings Notes
(at cost and accrued interest) 3748,888 (INOTE B ) .ottt 393, 6 <24
TOtAl CUIMTENT HADIIITIES. ... ssssssssssssssssssssssnes 2,091,503.46
Notes payable, bank, due annually in varying amounts from
July 1, 1949 through JUly 1, 1955 (NOTE 5 ) ettt bbb 1,600,000.00
CAPITAL
Capital stock:
Preferred stock, 4)6 per cent cumulative; $100.00 par value;
authorized 25,000 shares, issued and outstanding, NONE€....nneinnee R
Common stock, $1.00 par value; 650,000 shares authorized,
505,337)4 shares issued, less 121,081)6 shares in treasury,
outstanding 384,256)4 shares (NOLE 3 ) . 384,256.25
Earned surplus, as annexed (NOtes 1, 3, and 6 ) . sessseseseeeens 6,085,993.94
6,470,250.19
$10,161,753.65

an integral part of this balance sheet.



TO CONSOLIDATED BALANCE SHEET

NOTE 1. The consolidated balance sheet includes foreign net assets aggregating $1,114,354.46 in
United States currency of which net current assets were $582,454.42.

Current assets and liabilities of the Swiss subsidiary have been converted into dollars at the current
official rate for the Swiss franc at March 31, 1947.

Current assets and liabilities of the Canadian subsidiary have been converted into dollars at substantially
the free rate of exchange prevailing at March 31, 1947.

Noncurrent assets recorded in foreign currencies have been converted substantially at rates of exchange
prevailing when acquired.

NOTE 2. The estimated amounts of intercompany profits in inventory items purchased from companies
whose accounts are consolidated have been eliminated in the preparation of the consolidated balance sheet.

NOTE 3. In accordance with the employment agreement (effective April 1, 1947) between the company
and Benjamin S. Katz, President, the company is obligated, in event of his death during the term of the agree-
ment, to purchase for cash, if requested within 120 days from the date of his death, common stock of the
company held by the personal representative of his estate, widow, children, grandchildren or trustee, for an
amount not in excess of $1,000,000. The price per share to be paid shall be the consolidated book value per
share as of the day following his death.

The company carries insurance aggregating $1,000,000 on the life of Benjamin S. Katz and has agreed to
continue this insurance for the period that the employment agreement is in effect. It is expected that the pro-
ceeds of such insurance will be held by the company to be used in the purchase of said stock, if offered.

NOTE 4. Cash deposits restricted, represent balances of remittances by the parent company and the
Canadian subsidiary to the Swiss subsidiary in the regular course of business, which have been subjected to
exchange regulations, less advances by a Swiss bank of $2,538,508.08. The company is informed that at the
time of the release of such restricted deposits any expenses, taxes, and other losses that may have been incurred
by the Swiss Government and the Swiss National Bank in connection with remittances which have been sub-
jected to exchange regulations will be deducted from restricted deposits aggregating $346,510.90. An allowance
of $134,656.40 for such expenses, taxes, and other losses is included in the accompanying financial statements.

NOTE 5. In the event of the retirement, voluntary or otherwise, of Benjamin S. Katz from the position
of an executive of the company, other than by death, the notes payable, bank, become immediately due and
payable on demand.

NOTE 6. It is estimated (based on present laws) that additional foreign taxes on transfers to the par-
ent company of the accumulated surplus of foreign subsidiaries would approximate $458,000.



OF INCOME AND EARNED SURPLUS for the year ended March 31, 1947

Gross profit from sales

Selling, administrative, and general expenses

Profit before other income and expenses and INCOME taXES............cw i

Other income

Interest and o

Provision for domestic and foreign income taxes

Net income

Surplus, April

TN BT B X P BN GBS ittt

L, L0406 s

Unrealized foreign exchange losses from conversion of foreign net assets to dollars

Dividends paid, common stock, $1.20 per share

Surplus, March 31, 1947

The accompanying notes are an integral part of this statement.

5,843,132.96

2,989,640.72

2,853,492.24

213,247.95

3,066,740.19

426,364.51

2,640,375.68

1,088,147.31

1,552,228.37

5,000,099.62

6,552,327.99

5,229.70

6,547,098.29

461,104.35

6,085,993.94
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OF INCOME AND EARNED SURPLUS

NOTES 1, 3, and 6 to consolidated balance sheet, March 31, 1947 are incorporated herein by reference.
The provisions for depreciation included in the consolidated statement of income amount to $60,746.37.

The provisions for contributions to the profit sharing fund, for the benefit of the employees of The Gruen
Watch Company and The Gruen National Watch Case Company, included in the consolidated statement of
income, amount to $143,265.09.

Income accounts of foreign subsidiary companies have been converted substantially at the average monthly
rates of exchange prevailing during the year ended March 31, 1947. The unrealized loss of $5,229.70 arising
from changes in conversion value of net current assets of foreign subsidiaries has been charged to consolidated
earned surplus.

Intercompany sales and estimated intercompany profits have been eliminated in the preparation of the

consolidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating $277,020.08. No divi-

dends were received from foreign subsidiaries during the year.

LYBRAND, ROSS BROS. & MONTGOMERY

Certified Public Accountants
CINCINNATI
To the Board of Directors, The Gruen Watch Company, Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Gruen Watch Company and its subsidiary com-
panies as at March 31, 1947, and the consolidated statements of income and surplus for the year then ended.
Except with respect to the Swiss subsidiary we have reviewed the systems of internal control and the account-
ing procedures of the companies and, without making detailed audits of the transactions, have examined or
tested accounting records of the companies and other supporting evidence, by methods and to the extent we
deemed appropriate. Our examination was made in accordance with generally accepted auditing standards
applicable in the circumstances and included all procedures considered necessary. We have received the report
of other accountants who examined the financial statements of the Swiss subsidiary.

In our opinion, based upon such examination and upon such report of other accountants, the accompany-
ing consolidated balance sheet and related consolidated statements of income and surplus present fairly the
consolidated position of The Gruen Watch Company and its subsidiary companies at March 31, 1947 and the
consolidated results of their operations for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with that of the preceding year.

Lybrand, Ross Bros. & Montgomery

Cincinnati, Ohio
May 16, 1947
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CONDENSED COMPARISON OF CONSOLIDATED FINANCIAL POSITION
at March 31, 1936, March 31, 1941, March 31, 1946 and March 31, 1947

Mar. 31, 1936
$1,608,839.86
Total Current LiabilitieS. ..cocoeeeeoeeee oot 403,094.,98
. 1,205,744.88
Term Loan From BankK.........cccccvveveiiniieiiene e
Net Current Assets in Excess of Term Loan from
BANK . .covieeieeeeeeeee ettt . 1,205,744.88
Cash surrender value of insurance on lives of officers and
(o 11 =101 (] TSRS
Cash deposits, restricted.
711,643.48
*261,891.56
85,316.07
113,022.42
OUNEE ASSEES. ..t ee et ee e ee e . 12,663.65

Net Assets of Companies Applicable to Debenture
Holders and Shareholders...........ccccoovieninnnnenn.

Registered Debentures Issued in Part Settlement of
Liabilities to Banks

$1,866,498.94

.$ 727,500.00
142,105.46
$ 869,605.46

Equities of Shareholders of The Cruen Watch
.$ 996,893.48

Capital Stock Issued in Settlement of Balance
of Liabilities to Banks:

$ 727 50000
363,750.00
$1,091,250.00
*$  94,356.52
490,325.00
.*$ 584,681.52

Represented by:

.$ 114,995.00
*600,599.46

Excess of Cost of Shares of Subsidiaries Over Equities
in Net Worth at ACqUISItioNn........c.coevevveeevieeeninns . *99,077.06

.*$ 584,681.52

* Italics denote redfigures.

Mar. 31, 1941

$5,678,476.11
1,468,185.24
4,210,290.87
1,500,000.00

2,710,290.87

23,851.34

821,061.71
*374,787.21

6,532.68
70,971.95

$3,257,921.34

Mar. 31, 1946
$8,471,856.22
1,998,369.90
6,473,486.32
2,000,000.00

4,473,486.32

111,836.87
169,038.39
1,005,371.72
*549,860.56

35,591.88
138,891.25

$5,384,355.87

Mar. 31,1947
$9,043,040.04
2,091,503.46
6,951,536.58
1,600,000.00

5,351,536.58

133,535.62
211,854.50
1,157,303.85
*593,105.13

759.70
208.365.07

$6,470,250.19

$3,257,921.34
489,375.00
$2,768,546.34

$ 426,298.25
2,342,248.09

$2,768,546.34

$5,384,355.87

$5,384,355.87

$ 384,256.25
5,000,099.62

$5,384,355.87

$6,470,250.19

$6,470,250.19

$ 384,256.25
6,085,993.94

$6,470,250.19
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CJRUEN has a great heritage. The precision craftsmanship,
the character of extra fine work passed on by father to son from the days
of mediaeval watchmakers to those of the nineteenth century
—were brought to this company by Dietrich Gruen when he founded it
in 1874. Now, under the inventive genius of Henri Thiebaud,
these great skills are combined with exclusive engineering miracles in
machinery and the latest scientific developments in materials.
These exclusive facilities and these stores of knowledge make Gruen The
Precision Watch. Precision is Gruen tradition.



If two watches of identical quality and price were placed side by side on
a jeweler’s counter, the consumer inevitably would choose the better

looking watch. Styling often is the factor which determines whether a sale is
made or not made and is therefore of equal importance with production

pricing and advertising. Gruen, realizing this years ago, was the first to

stress styling as a major factor in watch merchandising and has

acquired the reputation as the industry’s style leader. Therefore, producing

only the best styled watches in America shall continue as a major objective.
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Since its introduction in 1935, the patented Gruen
Curvex, the only watch in the world with the movement curved both top and
bottom, has been an outstanding success. The public acceptance has been
excellent and the contribution by Curvex watches to our sales and profit volume
has increased year by year, finally attaining in 1946 the spectacular pinnacle
exemplified by the Curvex Executive. In the eighteen months from 1945 through
April 1947, there were sold at retail prices more than three and a half million
dollars worth of the Curvex Executive—only one of about twenty Curvex men’s
models. This is possibly the largest retail volume ever attained on one model
of one watch.
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advertising
through

A.DVERTISING MEN contend that the ads of a nation tell the history
of a nation. This is true, but not the whole story. The ads also help
build the advertiser’s prestige by reflecting the character, the quality
and styling of the product. In their thirty-seven years in the national
publications Gruen ads have been designed to accomplish these purposes and
thereby create goodwill and product acceptance. Two examples
of Gruen advertising are shown on these pages, one of 1911 and one
of 1947. Between the two there lies an investment of many
millions of dollars—an investment in our most valuable possession,
the goodwill and acceptance which accord Gruen a position of leadership.



le ader
the years

T his FALL Gruen’s thirty-seventh annual advertising
campaign will bring the most extensive national magazine coverage in its history,
with our campaign being the greatest yet published by any watch company.
We shall have at least one national ad appearing every week from September
through December, with the campaign building up to numerous ads
appearing simultaneously at the Christmas buying season
—October through December—in such magazines as Life, Saturday
Evening Post, Colliers, Fortune, Esquire, etc. Our national radio spot announcement
campaign will be continued with coverage intensified in major markets.



JEWELER'S HAME
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There is far more to a good advertising job than the
publishing of beautiful national ads or the reading of
good copy on radio stations, In order to realize the full
value of money invested in the national media, a manu-
facturer must follow-up the national ads with com-
plete materia) for a thorough merchandising job at the
point of sale.

National ads, at best, can create an acceptance or
desire for the product. Local follow-up ads can com-
plete the sale at the jeweler’s counter.

To accomplish the most comprehensive job possible,
the Gruen advertising department creates and dis-

ON WATCH

JEWELER

GRUEN

*Yi

f« »1]@

tributes to our jewelers material for use in every local
medium, thereby gaining for our product hundreds of
thousands of dollars worth of additional advertising
annually with the cost to Gruen being only a small
fraction of the actual value.

I'or example, last fall, jewelers used five thousand of
the Gruen Christmas billboards, a national campaign
itself, The story on car cards is the sarne. Gruen postal
cards are mailed each year to millions of consumers on
the mailing lists of the various retail stores.

Five million match folders, each an ad for Gruen
watches will be distributed in the next few months.



GRUEN THE PRBUBEST tIHITIE IS TIH1E
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Twenty Thousand Newspaper Ads . . .
Tens of thousands of placement clocks have been

hung by our jewelers in restaurants, theatres, bowling two million lines of space ... in
alleys, parking garages and other advantageous sites hundreds of newspapers from
from coast to coast. coast to coast.

And, then there is the major element in our dealer-
help material, one in which we take much pride, the
very successful 50/50 Newspaper Cooperative Plan.
During the calendar year 1946, our retailers used the
impressive total of twenty-thousand ads totaling two
million lines of space.

Our advertising department will continue to take
advantage of all opportunities in this field.



Last year, Gruen had more national publicity than
any other brand name in the jewelry industry. Net-
work radio shows, feature motion pictures each
showing to millions, baseball and football stadia,
race tracks and publications all were utilized in pub-
licity lieups to exploit the name of Gruen.

Gruen had tieups throughout J946 with an aver-
age of twenty network shows, ten of which were
weekly and ten were five times per week. This gave
Gruen mention on more than three thousand network
broadcasts during the year—and each broadcast was
heard on an average of one hundred stations. This
means that the Gruen name was used on radio
stations 300,000 Limes last year.

About fifty feature-length motion pictures, some
of them multi-million dollar productions, exposed
the Gruen identity to theatergoers.

Practically all the important race tracks, most of
the important baseball parks, and many football
stadia have ' Gruen Watch Time” clocks, with some
of the race tracks having as many as thirty-five
clocks in strategic points.

One motion picture magazine with two million
circulation devoted a page of each monthly issue to
the awarding of a Gruen watch to some up-and-
coming young star.

Whenever and wherever there is desirable pub-
licity to be had, Cruen will get it.
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TIME HILL, CINCINNATI, OHIO

SALES OFFICES

NEW YORK International Bldg. 630 Fifth Ave.

CHICAGO Pittsfield Bldg. 55 E. Washington St.

LOS ANGELES Pershing Square Bldg. 448 S. Hill St.
DIRECTORS

John R. Bullock Attorney

Sterling B. Cramer First Vice President, The Fifth Third Union Trust Company

E. W. Edwards Chairman of the Board, The Edwards Manufacturing Company
Geo. J. Gruen Chairman of the Board
George T. Gruen Secretary

Benjamin S. Katz President and Treasurer

Clifford R. Wright  Chairman of the Investment Committee, Union Central Life Insurance Company

OFFICERS
Geo. J. Gruen Chairman of the Board
Benjamin S. Katz President and Treasurer

Simon C. Gershey Vice President and Director of Sales

Henri Thiebaud Vice President in Charge of Manufacturing
Aaron Thorne Vice President and Western Sales Manager
George T. Gruen Secretary

Alfred T. Reis Comptroller

Thomas F. Jeary Auditor

Counsel Taft, Stettinius & Hollister, Cincinnati, Ohio
Transfer Agent The Fifth Third Union Trust Company, Cincinnati, Ohio

Registrar The Central Trust Company, Cincinnati, Ohio
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THE GRUEN WATCH COMPANY
FISCAL YEAR ENDED MARCH 31, 1948



To the Shareholders of The Gruen Watch Company:

On behalf of your board of Directors, | am very happy to report
the most successful year’s operations in Gruen history. Both sales volume and net
earnings for the fiscal year ended March 31, 1948 surpassed all previous years.

Consolidated net profit for the year amounted to $2,812,458.08 before taxes, and
$1,764,326.73 after all charges and taxes, as compared with $2,640,375.68 before
and $1,552,228.37 after taxes for the preceding fiscal year. Based on 384,256 shares of
Common Stock outstanding at March 31, 1948, earnings for this year equal $4.59
per share, as compared with earnings of $4.04 per share for the fiscal year ended
March 31, 1947, and $2.60 per share average for the ten year period ended March 31,
1948. The book value per share is now $20.19, the highest in company history based
on present 384,256 shares outstanding. During the year ended March 31, 1948,
dividends amounted to $1.30 per share, the rate of quarterly dividends being increased
from thirty cents to thirty-five cents per share with the payment made
January 1, 1948.

Elsewhere in this report is a consolidated balance sheet as of March 31, 1948,
and a consolidated statement of income and earned surplus for the fiscal year ended
March 31, 1948, as reported by our auditors, Messrs. Lvbrand, Ross Bros.
& Montgomery.

THE YEAR’S BUSINESS

Sales for the year just ended w'ere the greatest in Gruen history,
the increase being shown in a period w-hen the total sales of jewelled watches in
America declined from the preceding year in an amount estimated to be close to twenty
per cent. This overall decline did not affect your company, or some of the other
major companies because it was accompanied by an insistence on the part of the
watch buying public for nationally knowm and advertised watches.

W hile materials and labor wfere still scarce in the year just ended, thus requiring
us to continue during the year the limitation of purchases by our jew-elers on a
quota basis, nevertheless conditions are gradually approaching a more normal
situation.

For the coming year, Gruen again anticipates a very large unit sale; however, a



slackening demand for diamond and solid gold models gives an indication that dollar
volume may show some consequent decrease. It appears certain also that the cost of
operation will be higher and, based on these conditions, it is doubtful that

earnings will equal the record sum achieved for the year just ended.

EXPANSION PLANS

To increase its manufacturing facilities, your Company purchased
during the year, certain machinery and assets of the Mt. Vernon Watch Company
and established a small movement plant at Mt. Vernon, New York. Here, for the
present and foreseeable future, we expect to experiment with new production methods,
train personnel and manufacture a few 21-jewel movements, on which customs duties
are exceedingly high. Ultimately, we hope to establish this movement plant as
part of our operation in Cincinnati. We expect to continue to manufacture the great
majority of our movements in Switzerland where the finest watch movements
in the world are produced.

As you know from previous reports, our facilities at Time Hill—office, horological,
case manufacturing, are far too limited. With our plan to move the Mt. Vernon
plant to Cincinnati, and with our plans for constantly increasing sales, the space
situation has become more acute. We had hoped that it would be possible to expand
our present facilities at Time Hill, but the land limitation there makes this
impracticable. Therefore, | am pleased to advise you that the Company has acquired a
beautiful sixty-three-acre tract of land in Amberley Village on the outskirts
of Cincinnati. Architects have also prepared certain preliminary drawings. As you
know, however, building conditions today are most difficult and expensive. Your
management and Board of Directors are carefully considering the situation, but
definite plans for actual beginning of construction have not as yet been made. | am
hopeful that our plans may be crystallized and an actual beginning made during
the coming year.

GRUEN PERSONNEL

Obviously no company can grow or succeed beyond the ability and
spirit of its employees. During the years, we in the management of the Company have
been particularly gratified because of the eagerness and ability of our personnel at
Time Hill, Cincinnati, and also at Time Hill, Switzerland and Toronto, Canada.
Employee relationship during the year, as in past years, has been very excellent
indeed and 1 am most appreciative of the loyalty and cooperation shown by all of our
employees. Over thirty per cent of our employees have been with the Company for
periods ranging from ten years upward to fifty years. This group comprises the
membership of our Ten Year Club whose function is entertainment, recreation and
good fellowship at such events as parties, baseball games, etc. Now in its second year,



EARNINGS BEFORE TAXES, TAXES, and NET EARNINGS
(Based on 384,256 shares outstanding March 31, 1948)

Dollars Dollars
Per per
Share

6.00
5.00

4.00

2.00

1.00

1939 1940 1941 1942 1943 1944 1945 1946 1947 1948

Fiscal years ended March 31 *Provisionfor domestic and foreign income taxes

the Club engenders a good spirit of friendship which contributes to a close-working
organization such as ours.

In the past three reports | have mentioned the Employees Profit Sharing Trust
Fund established by your Company for all personnel of The Gruen Watch Company
and The Gruen National Watch Case Company. One year ago, the total contributions
held in the Trust was $356,020.67. This year’s contribution of $151,998.80 by your
Company brings the total to $508,019.47. This Profit Sharing Trust, to which employees
make no contribution, is providing an excellent means of saving and, therefore, an
incentive to the employees. Listed below are sample figures to show amounts
accumulated in Trust for persons at various salary ranges, provided they have been
continuously employed during the four years the plan has been in operation:

Earnings Per Year Under Fire Year Employees Over Five Year Employees
$2,500 $1,047.50 $1,375.25
3.000 1.257.00 1,650.30
4.000 1.676.00 2,200.40

5.000 2.095.00 2,750.50



A substantial number of our new watchmaker employees come from our Gruen
W atchmaking Institute which is dedicated to the training and rehabilitation of
disabled war veterans. Other graduates of the Institute have opened jewelry stores of
their own or are working as trained and valued employees of others.

PLANS FOR THE COMING YEAR

I think you will be interested in our plans for the coming year to
help strengthen your Company in every way possible. Among these perhaps the
more important are the following.

NEW PRODUCTS—This spring Gruen introduced the Autowind, another notable
innovation by your Company. The Autowind is the first self-winding watch presented
by a major nationally-known company. This watch, developed on the principle of
the famous Veri-Thin, is not only substantially thinner than other automatic
winding watches, but is composed of fewer parts. We are quite confident it will prove
to be the best and most satisfactory watch of its type on the market.

After years of laboratory work and experimentation, the well-known Director
General of our Swiss subsidiary, Henri Thiebaud and his technical staff have perfected
the Curvametric movement, a new development which is to be introduced this fall.
W e predict an enthusiastic reception for this movement, an even further extension of
the famous patented Curvex principle of a completely curved movement
fitting the natural curve of the wrist.

NEW STYLES—Since your Company made the styling of a watch an important
factor in its sale, Gruen has been recognized as the style leader. In following this
tradition, Gruen this spring brought out, among many other new; styles, its Veri-Thin
Bride and Veri-Thin Groom models, sponsored by the famous Bride and Groom
program heard over the ABC radio network, by an audience of thirty million per
week. These watches have already gained great popularity. Many other striking new
models are being designed—with equally interesting opportunities—for
introduction this fall.

NEW SALES PROMOTION EFFORTS—In the past it has been customary in
the industry to place the major emphasis of national magazine advertising of watches
on the promotion of their sale as gifts for Christmas and Graduation. We believe that
watches can be sold just as successfully as gifts for Mother’s Day, Father’s Day,
Weddings and Anniversaries. Toward this end, we are publishing this year full page,
national magazine campaigns to create gift sales for these special occasions, as well as
Christmas and Graduation. We are also putting the largest advertising campaign in
our history behind "Curvametric” and, at the same time, continuing our regular
year-round national magazine and radio advertising campaign supplemented
with complete merchandising material for the jeweler.

NEW PUBLICITY—Your Company has perhaps the most extensive publicity



program in the watch orjewelry industries, with activities embracing network

radio, motion pictures, outdoor clocks and signs and other special promotions.

This program will be continued and intensified during the coming year.

For example, we have an arrangement under which full-screen blowups of Gruen
watches in technicolor will be shown daily in 1,000 theatres for the last six months of
1948. A section elsewhere is devoted to the publicity program.

NEW MARKETS—You are familiar with our Canadian subsidiary and the fine job it
has done. During the coming year, we hope to open a few outlets in Mexico and
South America in preparation for the day when our production is sufficient to
really open these new markets on a large scale.

IN CONCLUSION

In concluding this report, I want to thank all the officers, directors

and employees for their loyalty and efforts which contribute so much to our success.

In behalf of our shareholders, directors, and employees, | express my deep
appreciation to our 6500 Gruen jewelers for their fine cooperation and loyal
support and wish for them the continued success they so richly deserve.

| want also to extend our sincere thanks to our suppliers in America, Canada,
and Switzerland for their excellent cooperation which has made it possible to
continue the production of our fine watches, very often under the most trying
circumstances.

To you shareholders who have exhibited your confidence in the management,
| want to convey the gratitude of the entire organization and to pledge to you
our constant efforts toward the continuous progress of your Company.

Sincerely yours,

Benjamin S. Katz
President

Time Hill, Cincinnati, Ohio
May 28, 1948



THE WATCH COMPANY

CONSOLIDATED BALANCE)

ASSETS
Cash on hand and demand defosits. . -
.................................................................................................................................. $ 2,777,665.68
$1,350,000 United States GoOVernmMent SECUTILIES, At COStumieisseseeessee e 2349 9J5 g3
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts............ 1,171,996.29
Inventories, at the lower of cost or market (NOte 2 ) . 4 41g ™ jj
Total current assets. . .
........................................................................................................................................ 9,716,039.91
Cash surrender value of insurance aggregating $1,166,840 on lives of officers (Note 3 ) ..ot 165,284.88
Other notes and accounts receivable ...,
....................................................................................................................... 83,885.59
Sundry investments, at cost. . . .
............................................................................................................................................. 759.70
Land, buildings, and equUIipMent, 8t CO ST ettt $ 1666 184 03
Less, allowance for depreciation ..o, 999 3qq
975,883.70
Prepaid expenses and deferred Charges. .
......................................... > L. OvUNT'V.ZO
Patents, trade-marks, copyrights, and goodwill........ n
$11,248,095.04

The accompanying notes Nos. 1to 5 are



AND SUBSIDIARY COMPANIES
SHEET, MARCH 31, 1948

LIABILITIES

ACCOUNTS PAYAD I8 oottt $ 603,745.75
A CCTURT X BN S S iuiiuierieeeteeieetseeseessesseesse st es e ss s e £ e s e 8884 E 4088 £ R 8 £ 84 E £ 84884840 E 44 £ R 848284 R84 R A £ 4R E bbbt 721,667.82
D iVIAENAS PAYAD 0 ettt 134,300.87
Provision for domestic and foreign taxes on income, less, U. S. Treasury Tax Savings Notes
(at cost and accrued interest) $757,948 (NOTE 5 ) .o sssesssssess st s sssssssssanees 431,477.05
Total CUIMTENT HADTIITIES........ooooo ottt sssssssssssessssessess s 1,891,191.49
Notes payable, bank, due annually in varying amounts from
July 1, 1949 through July 1, 1955 (NOTE 4 ) ettt 1,600,000.00
CAPITAL
Capital stock:
Preferred stock, 4Yi per cent cumulative; $100.00 par value;
authorized 25,000 shares, issued and outstanding, NONE ... L
Common stock, $1.00 par value; 650,000 shares authorized,
505,33774 shares issued, less 121,08134 shares in treasury,
outstanding 384,256 Shares (NOTE 3 ) . ssssenes 384,256.00
Earned surplus, as annexed (NOtes 1, 3, ANd 5 ) e ssesnenes 7,372,647.55
7,756,903.55
$11,248,095.04

an integral part of this balance sheet.



NOTES TO CONSOLIDATED STATEMENT
OF INCOME AND EARNED SURPLUS

NOTES 1, 3, and 5 to consolidated balance sheet, March 31, 1948 are incorporated herein by reference.
The provisions for depreciation included in the consolidated statement of income amount to $105,877.14.

The provisions for contributions to the profit sharing fund, for the benefit of the employees of The Gruen
Watch Company and The Gruen National Watch Case Company, included in the consolidated statement of
income, amount to $151,998.80.

Income accounts of foreign subsidiaries were converted substantially at the official rates of exchange. The
unrealized gain of $21,859.30 arising from changes in conversion value of net current assets of foreign subsi-
diaries was credited to consolidated earned surplus.

Intercompany sales and estimated intercompany profits were eliminated in the preparation of the con-
solidated statement of income.

Consolidated net income includes net income of foreign subsidiaries aggregating $307,926.07. No divi-
dends were received from foreign subsidiaries during the year.

LYBRAND, ROSS BROS. & MONTGOMERY

Certified Public Accountants

CINCINNATI
To the Board of Directors, The Gruen Watch Company, Cincinnati, Ohio.

We have examined the consolidated balance sheet of The Gruen Watch Company and its subsidiary com-
panies as at March 31, 1948, and the consolidated statements of income and surplus for the year then ended.
Except with respect to the Swiss subsidiary we have reviewed the systems of internal control and the account-
ing procedures of the companies and, without making detailed audits of the transactions, have examined or
tested accounting records of the companies and other supporting evidence, by methods and to the extent we
deemed appropriate. Our examination was made in accordance with generally accepted auditing standards
and included all procedures which we considered necessary in the circumstances. We have received the report
of other accountants who examined the financial statements of the Swiss subsidiary.

In our opinion, based upon such examination and upon such report of other accountants, the accompany-
ing consolidated balance sheet and related consolidated statements of income and surplus present fairly the
consolidated position of The Gruen Watch Company and its subsidiary companies at March 31, 1948 and the
consolidated results of their operations for the year then ended, in conformity with generally accepted account-
ing principles applied on a basis consistent with that of the preceding year.

o . . Lybrand, Ross Bros. & Montgomery
Cincinnati, Ohio

May 17, 1948



THE GRUEN WATCH COMPANY AND SUBSIDIARY COMPANIES
CONDENSED COMPARISON OF CONSOLIDATED FINANCIAL POSITION
at March 31, 1937, 1942, 1947 and 1948

Mar. 31, 1937

Total Current ASSELS......ccocveeevviesiee e $2,162,208.68
Total Current Liabilities.......c.ccocooeevviiiiennen. 488,381.43
Net Current ASSetS.......coccoveveevveeeenenenn. 1,673,827.25

Term Loan From BanK.........cceveviiiicininns

Net Current Assets in Excess of Term
Loan from Bank.........ccoevvieiinenne 1,673,827.25

Cash Surrender Value of Insurance on

Lives of Officers and Directors............. 5,078.65
Clash D™nnsitfi Restricted
Land, Buildings and Equipment, at Cost. .. 762,348.07

Allowance for Depreciation.................. *297,107.09
Appraisal Appreciation Included in Prop-

prtv  Aeemints 84,407.90
INVESTMENTS....ciiiiieiceecee e 113,022.42
Other ASSETS....coiiiiiiiceice e 29,503.92

Net Assets of Companies Applicable to
Debenture Holders and Share-
ROIAErS. ..o 2,371,081.12
Registered Debentures Issued in Part
Settlement of Liabilities to Banks........
Equities of Shareholders of The Gruen
Watch Company.....cccccoevevnenne. $1,657,308.97

Capital Stock Issued in Settlement of
Balance of Liabilities to Banks:
niass A Preferred Stoek

Class B Preferred StocK......cccoocevviviiirinnnne.

713,772.15

.8 727,500.00
357,894.00
$1,085,394.00

Equity of Preferred (Class C and 5 per cent
Cumulative) and Common Share-

ROIAELS. ... $ 571,914.97
Preferred Stock (Class C and 5 per cent

CUMUIALIVE)...eveeeceecceeeceee e 489,375.00
Equity of Common Shareholders............... $  82,539.97
Represented by:

Common Stock .$ 120,742.00

SUTPIUS .o 46,809.01
Excess of Cost of Shares of Subsidiaries

Over Equities in Net Worth at Acqui-

] A1) o . *85,011.04
Equity of Common Shareholders............... .$ 82,539.97

*|talics denote redfigures.

Mar. 31, 1942

$6,008,279.22
1,528,001.87
4,480,277.35
1,250,000.00

3,230,277.35

45,924.96

839,524.44
*407,494.00

15,219.39
68,931.06

3,792,383.20

$3,792,383.20

$3,792,383.20

450,850.00
$3,341,533.20

$ 430,767.25
2,910,765.95

$3,341,533.20

Mar. 31, 1947

$9,043,040.04
2,091,503.46
6,951,536.58
1,600,000.00

5,351,536.58

133,535.62
211,854.50
1,157,303.85
*593,105.13

759.70
208,365.07

6,470,250.19

$6,470,250.19

$6,470,250.19

$6,470,250.19

$ 384,256.25
6,085,993.94

$6,470,250.19

Mar. 31, 1948

$9,716,039.91
1,891,191.49
7,824,848.42
1,600,000.00

6,224,848.42

165,284.88

1,666,184.03
*690,300.33

759.70
390,126.85

7,756,903.55

$7,756,903.55

$7,756,903.55

$7,756,903.55

$ 384,256.00
7,372,647.55

$7,756,903.55
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SALES PROMOTIONS

One hundred full page and double page advertise-
ments in national publications this fall will
graphically tell the American public the colorful
story of Gruen watches. Huge campaigns will be
devoted to Curvex—announcing the dramatic Curva-
metric development—Veri-Thin, Autowind,
diamond watches and fourteen-karatgold watches.
Intensive coverage will start in early September,
building up to a climax at the peak of the Christmas
buying season. Further, our program of radio
spot announcements, daily covering major

markets, will also keep America "Gruen” conscious.

All Gruen advertising is designed to add to the
Company’s prestige, reflect the character and quality
of our products, to increase consumer acceptance
and to create sales. The .1948 campaign, our
thirty-eighth as a national advertiser, will be, by

any standards our greatest, both in

volume and effectiveness.
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Till watch

In addition to the usual big selling effort at Graduation season, Gruen engaged this
Spring in three special advertising campaigns, illustrated on these pages. Mother’s and
Father’s day ads are the first full pages devoted especially to selling watches as gifts
for these occasions. The widespread Bride and Groom promotion is a special
arrangement with the Bride and Groom radio show which, in turn, advertises these
models five days each week (reaching thirty million per week) over the

265-station network of ABC.



DEALER COOPERATION

Under the terms of our 50/50 Cooperative Advertis-
ing Plan, Gruen jewelers last year purchased
25,519 newspaper advertisements, totaling
3,250,000 lines of space in newspapers from

coast to coast, a one-third increase over

the previous year

Jewelers are furnished several permanent-type
window displays each year as well as other window
and counter cards. Many thousands of car cards

and billboards are posted annually, each posting
lasting at least a month.

The full value of national advertising cannot be
received unless it is backed up with complete
point-of-sale material—newspaper ad mats, window
displays, car cards, mailing pieces, clocks, etc.
More jewelers utilized more Gruen material last
year than ever before.

40,000 "Gruen Watch Time” clocks which also
incorporate the name of a jeweler are in use in
public places such as office buildings, restaurants,
theatres, etc., throughout the country, reminding
the public of Gruen.

Direct mail material created by Gruen—postal cards
and brochures—were mailed by jewelers into
5,000,000 homes last year. 8,000,000 Gruen

match folders were distributed over jewelry

store counters.



PUBLICITY.

A new book, A Matter of Time, an informal history
of timepieces, published by Harper & Bros.,
chooses Gruen as the best example of modern
watches. The last 25,000 words are on the Gruen
factories and product.

Currently fifteen network radio shows with a total
of twenty-four broadcasts per week transmit the
Gruen identity to huge audiences daily. This,

in addition to our own spot announcements,

gives intense national coverage.

Gruen has recently produced two sixteen milimeter
films in technicolor, of highest professional
caliber, which are being circulated on a national
basis to audiences in schools, churches, civic

clubs, and to jewelers and watchmakers.

This Company has more than 250 neon
""Spectaculars” in major cities, mostly in tie-ins
with nationally-known establishments as shown here.
Also there are clock installations wherever huge
crowds gather, such as Metropolitan Opera, many
airports, baseball parks, and all important race tracks.

Twenty-one feature motion pictures and six
newsreels last year presented the Gruen identity to
theatre audiences across the nation. A new
arrangement will show Gruen watches in techni-
color in 1000 theatres constantly for the

last half of 1948.
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highlights of the year...

FINANCIAL

Year Ended March 31 1949
Net Profit after Taxes 1,391,217.95
Net Profit Per Share* 3.62
Dividends Per Share’ 1.40
Federal Income Taxes 882,387.51
Ratio: Current Assets to

Current Liabilities 4.2
Average Number of 2213
Domestic Customers '
Accumulated Profit Sharing
of Average $3000 a year 196110

employee with 5 years’
or more service

*Based on 384,256 shares outstanding

1948

1,764,326.73

4.59

1.30

1,048,131.35

51

6,763

1,650.30

War Years’
Average

1942-1946

896,984.06

2.33

.80

1,171,106.84

4.0

5,332

*%*

758.40

**Accumulated amountfor years ended March 31, 1945 and March 31, 1946

ADMINISTRATIVE
Personnel

Insurance and health plans improved
Testing, training programs expanded
3-week vacations lor 25-year people

Promotions

Curvametric campaign biggest ever sup-
porting one series of watches

Products

Last
Prewar Year

1941

903,401.73

2.35

.28

449,323.39

3.9

5,123

Curvametric,an improved Curvex, marketed
Autowind introduced, reception excellent

Plants and Productions

Production increased
Manufacture consolidated at Norwood

factory



president’s report...

President’s Report to the Shareholders

It is with a deep sense of pride, shared by the en-
tire organization, that | present to you the report of
the seventy-fifth year of your Company’s operations.
I know that you too will share the pride we derive
from reviewing in this report your Company’s sev-
enty-five years of progress and achievements. We
shall observe the passing of our seventy-fifth anni-
versary by making the most vigorous and energetic
efforts to continue our progress into the future.

Financial Results

Consolidated profit for the year ended March 31,
1949 amounted to $2,273,605.46 before taxes, and
$1,391,217.95 after all charges and taxes, as com-
pared with $2,812,458.08 before and $1,764,326.73
after taxes for the preceding fiscal year. Based on
384,256 shares of Common Stock outstanding at
March 31,1949 earnings for this year equal $3.62 per
share, as compared with earnings of $4.59 per share
for the fiscal year ended March 31, 1948 and $2.82
per share average for the ten year period ended
March 31, 1949. During the year ended March 31,
1949, dividends amounted to $1.40 per share as com-
pared with $1.30 for the preceding year.

The past year was primarily one of readjustment
foryour Company to more normal conditions of both
production and sales. Some of the difficulties that we
faced in Switzerland that had limited our production
so substantially in the past years were overcome late
in the year, with a resultant production increase.
This increase, along with the very small production
of our newly established American movement divi-
sion was sufficient to enable us to sell the greatest
number of Watches in Gruen history.

You will remember that last year | told you Gruen
anticipated selling a larger number of watches this
year but that a slackening demand for diamond and
solid gold models indicated a dollar sales volume de-
crease. | also pointed out that increased operating
costs made it doubtful that earnings would equal those
of the year then ended. The sale of our expensive
watches held up better than expected, and our dollar

sales volume was our greatest, surpassing that of last
year by a small margin. Despite this sales increase
however, earnings were, as anticipated, less than
last year.

The decrease in your Company’s net profit from
last year’s record high is explained by four factors.
First,you may remember last year’s income statement
reflected non-recurring profits of $126,102.13, con-
sisting ofan excess profits tax refund to the Canadian
Company, and an adjustment of excess provision for
expenses on cash deposits previously blocked by the
Swiss government. Second, as anticipated, operating
costs increased but your management deemed it ad-
visable not to raise prices in view of the trend of

200%

1938 1943 1948
1938=100

This chart indicates comparative increases in selling prices,
cost ofmaterials and average earnings o femployees, 1938-48.



A step in ebauche’ manufacture at Long Island

Our American movement production program has
moved along very satisfactorily. Since completing
our first American made movement during the past
year, we have established a modest flow of this pro-
duction and expect to increase it steadily. Although
this program has been very expensive, it is con-
sidered most essential as a protection, when com-
pleted, against both prohibitive increases in tariff
rates and a possible conflict in Europe that would cut
us off from Switzerland.

Plant Expansion Program

Since the last report, several developments have
taken place in our domestic expansion program. The
movement plant at Mt. Vernon, N. Y., outgrew its
quarters and was moved to a new, rented building at
Long Island City. Here in Cincinnati, we completed
plans for the ultimate in efficient, modern watch fac-
tories to be erected on the land we had acquired on
the outskirts of Cincinnati, and to house all domestic
production. When final bids on the project were re-
ceived, it was decided to hold the plans intact until
building costs become more reasonable. Meanwhile,
we have rented in Norwood, Ohio, adjacent to Cin-

cinnati, an entire building of 90,000 square feet to
help consolidate operations. We will move into this
building The Gruen National Watch Case Company
and the Long Island movement operation, and we
have already moved there The Gruen Watchmaking
Institute (our school composed largely of disabled
veterans) and most of our assembly operations. This
means that all our American operations will be
housed in two buildings rather than five as during
the last year. W'e believe this will fulfill space needs
until reasonable costs permit our new building pro-
gram to proceed.

Marketing Program

Last year | reported that total sales of jeweled
movement watches had declined almost twenty per-
cent during the preceding year, but, because of con-
sumer insistence for nationally known and advertised
brands, major companies had not been affected. Also,
throughout most of the past year these companies
were not affected. However, the downward trend in
total sales has continued, and has been felt in recent
months by all companies, including your own.
W atches are becoming more difficult to sell and your
Company is reexamining and shifting its marketing
and promotion policies to fit the times. Present pro-
grams are being changed and expanded and new pro-
grams are being launched to help your Company
maintain and improve its position of leadership in
the industry.

As an example, the promotional program behind
the Gruen Autowind, our self-winding watch, will be
a very much expanded one because surveys con-
ducted this year show real consumer preference for
an automatic watch, and because Gruen is still the
only major watch company that makes one. We hope
that taking advantage of these two factors will enable
your Company to build up a consumer acceptance
of and demand for Autowind possibly as great as
that built up for Curvex.

Increased production gives us the opportunity to
broaden distribution, an impossibility during the
wartime watch shortage. We have recently granted
the Gruen franchise to a moderate number of repre-



sentative jewelry stores, and thereby increased the
total number of authorized Gruen distributors in
the United States from 6500 last year to approx-
mately 7200 today. These jewelers, added in accord-
ance with our policy of selective distribution, will
provide additional watch sales.

Our new export division, mentioned last year as
having made a modest start, has continued to grow
during the past year although the progress has been
necessarily slow. Our new marketing program calls
for increasing emphasis on exports, the potential for
which seems very substantial. In any future planning
however, it must be realized that foreign exchange
restrictions and quotas may seriously impede our
progress. It is sincerely hoped that through the In-
ternational Trade Organization, in which our coun-
try is so interested, trade barriers and restrictions
will be broken down and a broader international
trade understanding will result.

Research and Development Program

Your Company’s programs of market research and
product research have become more and more active
in recent years. During the past year a series of
market surveys was conducted. An example is one
just completed and mentioned above to determine
consumer and dealer acceptance of the Autowind.
We found a stronger preference for self-winding
watches than even we, firm believers in Autowind’s
future, had expected. Specific consumer wants in
automatic watches were also uncovered, and product
research is being conducted toward fulfilling these.
We are most enthusiastic about the results of this
research program and hope to expand it in the future.

In the extremely important product research in
Switzerland, we constantly seek improvements of
quality, production methods, movement design, and
engineering. Only through this research, under the
direction of Mr.Thiebaud, were such outstanding de-
velopments as the Veri-Thin, the Curvex, the Auto-
wind and the Curvametric made possible. A new
Autowind, thinner and greatly improved, is now
being developed with the aid of a new, heavy metal
alloy, which permits a smaller rotator (the part that

«V H&Vt

Technician photomicrographs a tiny watch part

winds the watch) without of course any sacrifice of
quality or dependability.

With the establishment of the American move-
ment plant, we are expanding our domestic research
laboratory substantially, and hope eventually to
make it the finest in the entire industry.

One of the most important projects is the design
and development of watchmaking machinery for our
American movement production. As another of our
projects, in cooperation with a prominent indepen-
dent laboratory, we have been conducting research
on a new synthetic watch oil. The oil has already-
been subjected to more than two million hours of lab-
oratory operating tests, and we hope soon to be able
to use it in all our watches.

Your Company will continue to expand its overall
program of research and development so important
in maintaining its quality, style and value leadership.

Your Company and Reciprocal Trade

Your Company both directly and as a member of
the American Watch Assemblers’ Association has
been an important factor in one of the most vital
economic issues of today, reciprocal trade. Since



Exterior view of the Norwood, Ohio plant

part of the watch industry makes all its movements
here, part makes some movements here and some in
Switzerland, and part makes or buys all its move-
ments in Switzerland, a discussion of how high tariffs
will be is vital to all three groups. The watch indus-
try is usually brought in with many other industries
on discussions of reciprocal trade matters. This year
however, the watch industry was vaulted into the
spotlight of the reciprocal trade discussions because
of the petition for reorganization in bankruptcy of
one of the wholly domestic manufacturers, the
W altham Watch Company.

Swiss watch imports and the reciprocal trade
agreements have been blamed by W altham, and other
high tariff advocates, for Waltham’s trouble. It is
said that the cost of Swiss-made movements is so
low that the tariff is not enough to equalize costs
and thus the domestically-made movements cannot
compete. That this statement is not based on fact
is easily proven. First, the 1948 showing of the Ham-
ilton and Elgin watch companies (the only other two
exclusively domestic producers) both sales-wise and
profit-wise were their greatest in more than eighteen
years. In fact Hamilton more than doubled its 1947
profits. Second, a great deal of Waltham'’s trouble,
as admitted by officials of the Company, was due to
its outmoded plant, equipment, and sales and mer-

chandising policies, and not reciprocal trade. Third,
the costs of producing a fine jeweled movement here
and in Switzerland are not greatly different and with
the present duty added are within a few cents of
each other.

I am confident that the extension of the Reciprocal
Trade Agreements Act will be passed and that no
prohibitive tariff or American quotas will be imposed
on the imports of your Company or other users of
Swiss watch movements.

Your Employees

During the past year the employees of your Com-
pany worked at the highest wage rates and had the
highest earnings ofany period in the Company’s his-
tory. Your Company has long recognized the impor-
tance of people and knows that to prosper and ex-
pand it must provide for its employees many of the
little things and big things that they desire from life.
The first step in such a program is to treat and deal
with each employee as an individual who is con-
tributing to Gruen’s success. This principle has been
basic with your Company and it has been most grat-
ifying to see the excellent relationships among em-
ployees, and between each employee and the man-
agement, expressed in the loyalty and spirit of the
entire organization.

Many of the benefits provided for employees are
described in the Highlights and in the Personnel
section in the report.

Your Customers

We now have approximately 8000 retail jewelers
throughout all forty-eight states, Canada, Hawaii,
Alaska, Puerto Rico and Panama. In addition, we
sell large and financially strong distributors in the
foreign countries now covered by our exportdivision.

These customers are representative of all kinds
of people, located in every kind of community from
the largest metropolis to the smallest village. Re-
gardless of community however, they are all repu-
table and representative merchants, and they have
established with your Company strong ties based on



EARNINGS BEFORE TAXES, TAXES, and NET EARNINGS
(Based on 384,256 shares outstanding March 31, 1949)

Dollars
p«r

Fiscal years ended March 31

mutual confidence. We are proud of and thankful for
our customers’ good will.

Your Fellow Shareholders

Your Company is owned by 296. shareholders
men, women and children in all walks of life. Below
is a summary showing the classifications of your
fellow shareholders. Note especially the large num-
ber of women and the large interest they hold.

Number of % of
Class Number % Shares Shares
Men 1380 47 181,271 47
Women 1557 52 177,399 46
Corporate and
Trust Accounts 30 1 25,586 7
Totals 2967 100 384,256 100

Dollars
per

Share

* Provision for domestic andforeign income taxes

Another important fact is that 85.4% of the share-
holders own 100 or fewer shares, an unusually high
percentage, showing a wide diversification of owner-
ship. This diversivication shows that people of all
economic groups have had the confidence to invest
in your Company and we are most appreciative of
this confidence.

Your Management

Perhaps the only other person in your Company
with whom you are at all acquainted through the
reading of my annual letters is Mr. Thiebaud, about
whom there is usually something interesting to re-
count. I wish 1 could tell you of the many achieve-
ments of all the officers, executives and employees in
the organization; unfortunately, space limitation pre-



THE WATCH COMPANY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
MARCH 31, 1949

Current assets:

Cash on hand and demMand GeP 0 SITS ettt bbb bbbt $ 2,220,617.09
United States GOVErNMENT SECUTITIES, At CO STttt sttt s 850,000.00
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts 1,880,246.58
Inventories, at the lower of cost 0r Market (NOTE 2 ) e 4,971,033.49
TOTAL CUTTENT ASSEES ..o ssees s sssees s eseee s esseee s essses s 9,921,897.16
Less:
Current liabilities: |
Loan payable, TOreign Dan K .. 386,817.14
ACCOUNTS PAYAD O oottt 661.097.18 |
ACCTUBT TEEIM St bbb s bbb st 739,865.79
DiVIidends Payable . 134,333.29
Provision for domestic and foreign taxes on income, less, $500,000 U.S.
Treasury Tax Savings Notes, at coOSt (NOTE 4 ) . 428.773.18
TOtal CUTENT HADTIITIES . ..oooesececsss s 2,350,886.58
N ET WOTKING COP LA ettt bbb bbb bbb 7,571,010.58
Cash surrender value of insurance aggregating $2,166,840 on lives of officers (Note 3)........... 196,182.48
Other notes and accounts receivable 141,953.73
SUNATY INVESTM ENTS, BT €0 STttt ee e eS8t 10,759.70
Land, buildings, and equipment, at cost, less allowance for depreciation of $842,308.87. ... 1,585,301.98
Prepaid expenses and eferred CRarge S bbb 504,882.59
Patents, trademarks, copyrights and goodwill 1.00
Total aSSEetS 1€SS CUTTENT 1A HITIES e et et bbbt bbbt s 10,010,092.06

Notespayable, bank, due annually in varying amounts from July 1, 1950 through July 1, 1955. 1,400,000.00
E XCESS OF @SSEES OVET [HaD H1ITIE S et ettt et st s bbb bbbt $ 8,610,092.06

Capital: |
Capital stock:

Preferred stock, 4X per cent cumulative; $100 par value; authorized 25,000 shares, |
issued and outstanding, none

Common stock, $1.00 par value; 650,000 shares authorized, 505,337M shares issued, less

121,081M shares in treasury, outstanding 384,256 shares (NOte 3 ) .. $ 384,256.00
Earned surplus, as annexed (NOteS 1, 2, 3 @N0 4 ) et sssessaes 8,225,836.06
B 01 - oo $ 8,610,092.06

The accompanying notes are an integral part o f this consolidated statement o ffinancial position.



~NY AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENT OF INCOME AND EARNED SURPLUS
FOR FISCAL YEAR ENDED MARCH 31, 1949

GrOSS PrOTIE FTOM S AL S oottt R R bbb $ 5,750,680.69
Selling, administrative, and gENEral EXP BN SES ettt sb bbb 3,389,919.99
Profit before other income and expenses and iNCOME tAXES........vvvvrssvessvosssvssiesssssessssnsion 2,360,760.70

(@R 4 (T=T T oo X o (1= 240,414.58
2,601,175.28

INETETEST ANT O TN BT X P BN GBS ittt bbb bbb 327,569.82
2,273,605.46

Provision for domestic and foreign taXes 0N INCOM € ettt ss st 882,387.51
INBE TN COMM B e e eeese s sttt 1,391,217.95

Earned SUTPIUS, APFIL 1, T4 ettt bbb bbb 7,372,647.55
8,763,865.50

Loss arising from conversion of foreign net assets t0 d 0 HarsS .. 70.11
8,763,795.39

Dividends, common StOCK $1.40 PEI SN ATE ettt nens 537,959.33
Earned surplus, MAarch 31, 1949 ettt bbbt $ 8,225,836.06

Theaccompanying notes are an integralpart o f this consolidated statement o fincome and earned surplus.



NOTES TO FINANCIAL STATEMENTS

OF FINANCIAL POSITION AND

NOTE 1. The consolidated statement of financial posi-
tion includes foreign net assets aggregating 81,480,206.17,
stated in United States currency, of which net current
assets were $1,004,262.47.

Current assets and liabilities of foreign subsidiaries
included in the consolidated statement of financial posi-
tion were converted into U. S. dollars at official rates
of exchange.

Noncurrent assets recorded in foreign currencies were
converted substantially at rates of exchange prevailing
when acquired.

Income accounts of foreign subsidiaries were converted
substantially at the official rates of exchange.

NOTE 2. The estimated amounts of intercompany
profits in inventory items purchased from companies
whose accounts are consolidated were eliminated in the
preparation of these consolidated financial statements.

NOTE 3. In accordance with the employment agree-
ment between the company and Benjamin S. Katz, Presi-
dent, the company is obligated, in event of his death dur-
ing the term of the agreement, to purchase for cash, if
requested within 120 days from the date of his death,
common stock of the company held by the personal repre-
sentative of his estate, widow, children, grandchildren or
trustee, for an amount not in excess of $1,000,000. The
price per share to be paid shall be the consolidated book
value per share as of the day following his death.

The company carries insurance aggregating $1,800,000
on the life of Benjamin S. Katz. The company has agreed
to continue $1,000,000 of this insurance for the period
that the employment agreement is in effect and it is
expected that the proceeds of such insurance will be held
by the company to be used in the purchase of said stock,
if offered.

NOTE 4. It is estimated (based on present laws) that
additional foreign taxes on transfers to the parent com-
pany of the accumulated surplus of foreign subsidiaries
would approximate $584,000.

NOTE 5. Consolidated net income includes net income

INCOME AND EARNED SURPLUS

of foreign subsidiaries aggregating $278,134.15. No divi-
dends were received from foreign subsidiaries during
the year.

NOTE 6. Theprovisionsfordepreciationincludedinthe
consolidated statement of income amount to $169,541.57.

NOTE 7. The provisions for contributions to the profit
sharing fund, for the benefit of the employees of The
Gruen Watch Company and The Gruen National Watch
Case Company, included in the consolidated statement of
income, amount to $122,456.44.

LYBRAND, ROSS BROS. & MONTGOMERY
Certified Public Accountants

CINCINNATI

To the Board of Directors,
The Gruen Watch Company, Cincinnati, Ohio.

We have examined the consolidated statement of finan-
cial position of The Gruen Watch Company and its sub-
sidiaries as of March 31, 1949 and the related statement of
income and earned surplus for the year then ended. Our
examination was made in accordance with generally ac-
cepted auditing standards, and accordingly included such
tests of the accounting records of the companies (except
the Gruen Watch Mfg. Co., S. A.) and such other auditing
procedures as we considered necessary in the circum-
stances. Financial statements of the Gruen Watch Mfg.
Co., S. A., a consolidated subsidiary, for the year ended
March 31, 1949, together with a report thereon of other
public accountants, were submitted to us.

In our opinion, based upon our examination and upon
the above-mentioned report of other public accountants,
the accompanying statement of financial position and
statement of income and earned surplus present fairly the
consolidated financial position of The Gruen Watch Com-
pany and its subsidiaries at March 31,1949, and the results
of their operations for the year then ended, in conformity
with generally accepted accounting principles applied on a
basis consistent with that of the preceding year.

Cincinnati, Ohio.
June 3, 1949.

Lybrand, Ross Bros. & Montgomery
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GruenWristwatches.com
All Gruen All the Time



A fter three quarters of a century of steady growth your Company-
stands today as a recognized leader in the watch industry, an international
corporation with wholly-owned subsidiaries in Switzerland and Canada,
with movement factories in Switzerland and the United States, and with
an international reputation and markets in many countries.

This firm was founded in 1874—Ulysses S. Grant was president and
Cincinnati was a bristling river city of 220,000—by Dietrich Gruen, a
young engineer and horologist newly graduated from the watchmaking
schools and stern apprenticeships of Nuremberg and Switzerland. His
skill was great and the force that moved him was to create watches of the
finest quality. From this, the Company has never deviated.

The Gruen Watch Company has made many contributions to the art
of fine watchmaking and to the science of progressive watch merchan-
dising and styling. Today, more than ever, Gruen watches are not only
excellent timepieces, but beautiful articles of personal adornment.



horological progress...

F rom the days when watch cases were made of tortoise shell and all parts of the move-
ment were patiently hand-tooled, ingenious inventions and technological improvements

have contributed to the evolution of watches and their manufacture. Here are a few of the

contributions made by your Company.

1874...

1878...

1896...

1902...

GRUEN PATENTED SAFETY PINION

This was a notable Gruen invention which was subsequently used
on pocket watches of many brands for more than fifty years. It was
a device to prevent broken mainsprings from recoiling with force
and damaging the movement.

CREATED SIZE-16, THE RAILROAD STANDARD

Nineteenth century watches were quite bulky, and Gruen strove to
reduce size and increase efficiency. Toward this goal, Gruen accom-
plished the first Size-16, which was then accepted and still is used
as standard for railroads.

FIRST TO SELL COMPLETE WATCHES,
CASED AND BOXED

Previously, one company sold movements, another cases and the
retailer fitted them together. Gruen first took the logical step, from
technical and merchandising standpoints of selling part of its output
as completed watches, beautifully boxed.

CREATION OF VERI-THIN POCKET WATCH

A new principle of movement manufacture was devised in order to
create thinner, more attractive men’s watches. The new Veri-Thin
watches compared to other watches of the time as sleek, modern
fighter planes do to Lindbergh’s Spirit of St. Louis.



1908...

1918...

1925...

1935...

1939...

FIRST TO MARKET LADIES’ WRISTWATCHES

Women’'s watches had been worn on a ribbon around the neck or
pinned onto the front of the dress. Never satisfied with the status
quo, Gruen introduced, on a nationwide scale, wristwatches for the
ladies. This started a new vogue and opened a new' market.

INTRODUCED MEN’S WRISTWATCHES

A revolutionary step in watch marketing was taken, despite a belief
in the industry that men would never wear wristwatches. The new
Gruen line, backed by a national advertising campaign was a suc-
cess—now' 95 per cent of men’s watches are for the wrist.

PATENTED QUADRON MOVEMENT

Until about 1925, only round movements had been widely used,
which meant that space was wasted with a round movement in a
shaped case. After extensive research, Gruen re-arranged the oper-
ating mechanism so that efficient shaped movements could be
produced.

CURVEX— MOST FAMOUS INNOVATION

To combine styling and precision, a patented curved movement was
introduced. A curved case permits better styling. Using a curved
movement in that curved case means larger parts and greater accu-
racy than if a flat movement were used.

CREATION OF VERI-THIN WRISTWATCH

In constant efforts to make beautiful w'atches, this new movement
principle w'as created. The movement grows slimmer toward sides
and ends (like a slice off a tennis ball). Gruen Veri-Thin is the
thinnest popular priced w'atch on market.

tew



advertising progress,..
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National Advertisements

A national advertiser cannot realize the total potential of dollars used unless he
capitalizes fully upon all the local point-of-sale opportunities and dealer cooperations
that are available. We are practically partners with the jeweler in point-of-sale adver-
tising in that we cooperate in providing all types of material for local use under the
terms of our 50/50 Cooperative Advertising Plan. It is the belief of Gruen that this
program doubles the effectiveness of the national magazine and radio campaigns.



personnel progress , .,

PROFIT SHARING

Since March 31, 1945, five per
cent of profit before taxes as
provided by the Profit Sharing
Trust, has been divided among
all qualifying personnel in pro-
portion to their earnings. Trust
Fund balance is §644,553.37.

VACATION PLAN

All employees with more than
six months’ service receive paid
vacations of varying duration
dependent upon length of serv-
ice. Twenty-five year personnel
are granted three weeks each
year.

SICK BENEFITS

A liberal sick benefit plan is in
effect to relieve an ill employee
of financial worry. Annual bene-
fits received vary in accordance
with length of service.

ORTHO-RATER
EXAMINATION

Scientific equipment tests vision
qualities of eyes to determine if
requirements for a specific job
are met. Result of this plan is
reduction of fatigue and in-
crease in efficiency and earnings.

PICNIC AND PARTY

Because good fellowship is im-
portant, all personnel are invited
to a gala Christmas party and
(with their families) to an an-
nual all-day picnic as the guests
of the company.

TUITION PLAN

To permit those so desiring to
continue their education, the
Company pays half the tuition
costs of any evening school
courses related to work of the
employee.

HOLIDAY PAY

Six holidays are observed annu-
ally with all employees being
fully paid. They are New
Year’'s, Memorial Day, July 4,
Labor Day, Thanksgiving and
Christmas.

INSURANCE

To assist personnel in obtaining
maximum insurance protection,
a group plan is made available
at a very modest cost with the
Company bearing an important
share of the expense.

EYE CARE PLAN

If an employee’s eyesight is de-
ficient or in need of professional
attention, he may go to an ocu-
listor ophthalmologist for needed
care with the Company bearing
the expense.

SERVICE AWARDS

Long, loyal service is a valua-
ble asset which is recognized
by Gruen in many ways, includ-
ing company - supported Ten
Year Club, pin awards, watch
awards, and ring awards for va-
rious periods.
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THE GRUEN WATCH COMPANY-TIME HILL, CINCINNAT I 6 OHIO
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Inancial summary of the year

YEAR ENDED MARCH 31

Income Before Federal Taxes

Federal Taxes On Income

Net Income

Net Income Per Share

Dividend Per Share

Earnings Retained In The Business

Ratio: Current Assets To Current Liabilities

Number of Stockholders

Book Value Per Share of Common Stock

Average Number of Domestic Customers

Accumulated Profit Sharing of $3000 A Year Em-
ployee With Five Years Service at Start of Plan

1950

1,299,104

533,356

765,748

1.99

1.30

.69

3,034

22.97

8316

2,133

1949

2,273,605

882,387

1,391,218

3.62

1.40

2.22

4.2

2,967

22.41

7213

1,961



resident’s report...

To the Shareholders of The Gruen Watch Company:

On behalf of your Board of Directors, | am pre-
senting herewith the 76th annual report of the oper-
ations of your Company. Included in this report is a
consolidated balance sheet as of March 31, 1950,
and a consolidated statement of income and earned
surplus for the year ended March 31, 1950, as re-
ported by the auditors for your Company, Messrs.
Lybrand, Ross Bros. & Montgomery.

Net income for the year just ended was the lowest
earned by your Company in five years. This net in-
come amounted to $1,299,104 before taxes, and
$765,748 after all charges and taxes, as compared
with S2,273,605 before and $1,391,218 after taxes,
for the preceding fiscal year. Based on 384,256
shares of Common Stock outstanding at March 31,
1950, the earnings per share, after taxes, for the year
just ended were $1.99, as compared to per share
earnings of $3-62 for the year ended March 31, 1949,
and an average of $2.83 per share earnings for the
te i-year period ended March 31, 1950.

In view of the substantial decrease in net income,
the questions which must most concern you and all
of us as shareholders are:

WHAT CAUSED THIS DECREASE? WHAT IS
BEING DONE TO IMPROVE THE SITUATION?
WHAT ARE TIIE PROSPECTS FOR THIS YEAR
AND THE YEARS TO COME?

Because of their importance and interest, | will
devote the first part of my letter to these three ques-
tions, and | will try to explain in turn the conditions
both in the Company and the industry that caused
the decrease; the specific things your Company is
doing to increase its earnings this year; and the pros-
pects for your Company in the future which, despite
the temporarily depressed earnings, | feel are very
good. Laterin my report| will tell you, in accordance
with my usual practice, about the other phases of
your Company and its operation which | feel it is
important for you as shareholders to know.

What caused the decrease in net income
this past year?

The year just ended was one of major readjust-
ment in the operations of your Company to meet

competitive conditions of the present and future.
The decrease in earnings in this year ofreadjustment
and intense competition was caused by a decrease in
sales, a decrease in gross profit, a proportionate in-
crease in overhead expense, and the absorption of a
number of heavy non-recurring
which | will explain herein.

Even though available data shows we again in-
creased our share of the declining watch
market, sales in number of watches decreased. The

expenses, all of

total

average price per unit also decreased due to customer
preference for watches in lower price ranges. Be-
cause of both these factors, our sales in dollars de-
clined for the first time in five years.

The number ofwatches sold decreased because: (I)
The extreme consumer shortage of Gruen watches has
to a great extent been overcome. (2) Legislative dis-
cussions and proposals during the past year regard-
ing the removal of the excise tax has caused many
consumers to postpone their purchase of a watch.
(3) Half-price sales of little known brands has also
affected the market for nationally advertised watches.
(4) The tremendous upsurge of television sales plus
the major strikes of last fall and this spring have
seriously curtailed the business of all jewelers.

Our percentage of gross profit on sales decreased
both because we were required to sell more watches
in lower price ranges on which we make a smaller
percentage ofgross profit; and because, as aresult of
the shift in demand to these lower price ranges, we
accumulated some excess of higher priced inventory
which had to be written down.

Overhead expenses did not decrease in proportion
to the sales decrease because substantial operating
efficiencies that have been made could not be com-
pleted until late in the year and will not show their
effect until the current fiscal year. Also an increased
emphasis was placed on sales and advertising during
the year because of more highly competitive con-
ditions.

The year just ended saw a consolidation of the
Company’s Cincinnati plant and offices into its own
Time Hill plant and its leased factory in Norwood.
Although expensive, this consolidation should en-
able your Company to operate more efficiently and



Our oivnh automatic watch making machines de-
signed and manufactured by Gruen for precision
facing and recessing operations, at Norwood.

more economically in the future. Extensive leasehold
improvements at Norwood and remodeling at Time
Hill involved a considerable non-recurring expense
for moving, installing, and rearranging, which is re-
flected in the income statement. Included in this
cost of expanding production facilities was the con-
tinued and even greater expense incurred during the
year in connection with the establishment of our
American movement manufacturing plant. | am
happy to be able to reportto you, however, that such
costs are now decreasing and | am hopeful during
the current year they will be reduced to apoint where
our American Movement Manufacturing operations
can be conducted on a break-even basis, (earlier
than originally expected) despite our scheduled
limited production for the current year.

What is being done to increase earnings?

In order to increase earnings your Company is
making every effort to increase its percentage of
gross profit over last year, decrease its overhead, and

increase its sales.

| am extremely hopeful that we will be able to in-
crease our gross profit this year because of a newly
devised control system which will help us to elimi-
nate case changes, dial changes, and to a substantial
degree, inventory write-downs. This production and
inventory control will enable us to move even more
quickly with changes in buying trends.

Your Company will make substantial overhead
decreases in the current year, many of them due
directly to expenditures made last year. The extensive
remodeling at Norwood and Time Hill will enable
all departments, because ofless crowding and a more
efficient arrangement of space, to operate more eco-
nomically. Also, as a result of industrial engineering
studies which are being continued, decreases in fac-
tory and office labor costs have been effected. A
study is also being made now to enable us to further
reduce distribution costs.

The largest decrease will be in the cost of the
operation of the American Movement Division, be-
cause a substantial part of this cost (that involved in
the move to Norwood) was non-recurring, and be-
cause improved production is now to a point where
we are getting a moderate but steady flow of high
quality 21-Jewel Norwood
plant. Despite its high cost, your Management and
Board of Directors have felt that this American
supplement to our Swiss movement production
is essential as a protection, when completed, against

movements from our

prohibitive increases in tariffrates and a possible con-
flict in Europe that would cut us off from Switzer-
land. Now the first and most difficult phase of this
American movement production program isvirtually
completed and, for the first time in its history, your
Company can see in the future the time when it will
be fully prepared for any eventuality.

Whether or not your Companv can actually in-
crease its sales, depends upon general economic con-
ditions and a number of other external factors. Your
Company is, however, doing a ~eat many things to
help increase both its uni: ar.d dollar sales, and thus
its net income.

The most important of these things include: (1) a
further expansion o fthe sales force in order to obtain
a more thorough coverage or* territories; (2) a fully



maintained or perhaps even increased expenditure
for advertising to obtain more dealer backing and
consumer interest; (3) a greater emphasis on tele-
vision advertising in major markets which now finally
have large enough audiences to make the use of this
medium worthwhile; (4) a stronger program than
ever of dealer helps and dealer education; (5) the in-
troduction of the most beautifully styled line in the
history of your Company, which as you know has
always been considered the style leader of the in-
dustry; and (6) a more intense program of market
research than ever before to keep your Company’'s
marketing program well ahead of competition.

What are the prospects for this year
and the years to come?

| believe, as | always have, that the long run out-
look for your Company is extremely good, and that
Gruen will continue to maintain and improve its in-
dustry leadership. Needless to say, | am hopeful that
this improvement will be reflected in the earnings of
your Company. To what extent, if any, the improve-
ment in earnings will be achieved in the current
year's operations, is dependent not only on the suc-
cess of the plans that | have outlined to you above,
but also to a considerable extent on general business
conditions, Congressional action on excise taxes,
and the extent of future half price sales of little
known watches. Generally, sales of jewelry and
watches have been off materially for the past three
years, and more especially for the past six or eight
months. The total volume of your Company’s sales
will, in some part, be measured and limited by these
total jewelry and watch sales. If the above mentioned
factors of general business conditions, etc. are all
favorable, it is possible that dollar sales ofyour Com -
pany for the current year might even exceed sales of
the year just ended.

I do not expect all of these factors to be favorable
however, and we have made our plans on the basis
of an estimated slight decrease in the sale of units
and a slightly greater decrease in dollar sales. Even
on this basis, we are hopeful that earnings for the
year may show some small increase over earnings of

INVESTMENT OF FUNDS

the year just ended. O f course, if there should be a
material drop in business generally, or if unfavorable
action should be taken during the year on tariffs or
importations of watch movements, such conditions
would be reflected in our immediate earnings. | am
quite confident however that these conditions
will not develop.

| have tried to give you as clear, complete, and
objective an answer as is possible to the three ques-
tions that | know most concern all of us as share-
holders; and now as is my custom, | would like to
tell you in some detail about the other phases of
your Company, both financial and operational.

Financial Information
Fixed and Working Capital

Land, Buildings and Equipment, after allowance
for depreciation, have increased by $506,443 over
the preceding year (See chart above). Almost the



entire amount of the increase relates to the American
movementoperation. Partis in equipment purchased
and built for our American movement production
program. Another large part is in leasehold im -
provements at our Norwood plant, and still another
is in an additional parcel of land purchased in Am -
berley Village for our contemplated future building
program. Even though this building program was
postponed, it was considered advisable to protect
the Company for the future should it go ahead,
especially in view of the scarcity of good indus-
trial property in this city. A smaller part of the
increase is in remodeling of the Time Hill plant
where operations, formerly spread throughout the
city, are now consolidated. Although these capital
expenditures have been very heavy for the past three
years, the major expenditures necessary at this time
in connection with our American movement pro-
duction program have been completed and capital
expenditures will be very much smaller during the
current fiscal year.

The decrease in working capital which was due
primarily to the capital expenditures of the past year
is shown in the schedule at the right.

Cash Requirements

Cash on hand at the end of the year was likewise
lowerthan ayearago and, in addition, your Company
had an increase in its current loans outstanding of
$555,579. Both of these changes were caused by
the above mentioned capital expenditures and by
our higher receivables. Our receivables have in-
creased by $1,119,438 over the previous year because
it has become necessary to liberalize terms to an even
greater extent than in the previous year. We are
rapidly getting closer to our prewar credit terms.
This liberalization has been necessary to meet com -
petitive terms, as far as feasible, and to enable our
customers to order advantageously, but, these re-
ceivables are constantly watched and the reserve for
bad debts is kept considerably in excess of our loss
experience.

Since the close of our fiscal year on March 31st,
we have made a significant change in the balance
sheet which will, of course, not show up in the

SOURCE OF NET CURRENT ASSETS
Year ended March 31,1950

Additions to Net Current Assets
Net iINCOME...ovveeeeeeeeeeeeeeeee e $ 765,748.20
Depreciation and amortization

on plant and equipment.............. 230,789.61
Fixed assets sold or scrapped. .. 76,356.32
Decrease in miscellaneous assets. 21,701.38
1,094,595.51
Reductions of Net Current Assets
DividendsS.....ccooveeeeiiieceeiee e, 499,532.93
Additions—Iland, buildings and
eqQUIPMENT ..o 765,572.65
Long term notes paid................. 200,000.00
Prepaid expenses anddeferred
Charges....cccieiiivce e 21,116.44
Loss from conversion of foreign
net assets to dollars......cccoveveennnn. 49,395.33
1.535,617.35
Decrease in Net Current Assets. .. 441,021.84
1 t ts at beginni f
NEE G ARt Ot 8 s 7 120 988 74
oYY Ao Lo R 7,571,010.58

financial statements of this report. Your Board of
Directors, in recognition of the fact that more
liberal credit terms have again become a normal part
of this industry, authorized an increase of $1,300,000
in ourlong term loan. This brought the total amount
outstanding to $2,500,000 and enabled us to elimi-
nate all current domestic loans outstanding at March
31, 1950. The final payment on the long term loan
is now due on July 1, 1958. Both your Board and
your Management feel that this is an advantageous
loan for your Company at a very favorable interest
rate.



Dividend Policy

W ith the dividend paid on April 1, your Board of
Directors reduced to 25c a share the quarterly divi-
dend, which for aperiod ofabouttwo years had been
35c a share. This reduction was considered necessary
because of the decreased earnings of the past year,
the decreased working capital and the increased need
for cash, explained above. O f course, future divi-
dends must depend wupon operating results and
needs of cash in the business. Certainly, however, at
the present time there is no intention ofreducing the
quarterly dividend below the 25c rate. It is hoped
that operations and conditions will be such that this
dividend can be continued and, in the years ahead,
increased or supplemented by extras.

Operations
I would like in this last section of my report to
tell you about the operations of our various subsid-
iaries and divisions, the tariff question which affects
all these operations, and our customer and employee
relationships upon which our operations are so de-
pendent.

The Gruen Watch Manufacturing Company, S. A.,
Switzerland

Your Company received during the past fiscal
year from its Swiss subsidiary 4% fewer movements
than it received the year before, with a greater per-
centage being in the lower price ranges. The result
has been that Swiss Company sales were down some-
what and net income of this subsidiary was also
down slightly. Production and costs of production
in this plant have been extremely satisfactory due
primarily to the most capable leadership and tech-
nical genius of its Director General, Mr. Henri
Thiebaud. Among many other things, Mr. Thiebaud
developed for us during the year two new move-
ments to be used in our lower priced watches. These
are technically superior to the movements they are
replacing and are produced at a lower cost because
of technological improvements. Our Swiss subsidi-
ary continues to be the outstanding watch factory
in the world and has been so acclaimed by almost
everyone who has seen it.

Norwood’s New HydropticJig Borer—the finest
ofits kind in the world—used in producing high
precision watchmaking machinery.

The Gruen National Watch Case Company

Sales in units of this subsidiary for the year just
past were down about 10% from the preceding year,
but because this subsidiary was required to produce
mostly lower priced cases, its dollar sales were
down about 25%. Earnings were down substantially
more than the 25% decrease in sales because of the
fixed expenses which could not be reduced and the
non-recurring expenses involved in this subsidiary’s
move to Norwood. Despite the lower earnings, your
management feels that Mr. Carl Bieser, Vice-Presi-
dent of this subsidiary, has done a good job under
trying conditions.

W ith the greater efficiency in operation because of
the improved layout and facilities that your Case
Company now has in Norwood, its showing in the
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future, providing it enjoys a sufficient volume of
business, should be much improved.

The Gruen Watch Company of Canada, Limited

| am happy to report that both sales and net in-
come ofthe Canadian Company in Canadian dollars,
were greater than the previous year during which
time this subsidiary operated under a quota restric-
tion. The sales increase in units was about 37%, but
the increase in dollars was only about 28%, due to
increased preference in Canada also for watches in
the lower price ranges. Although the net income of
the Canadian Company was higher than the pre-
ceding year, the per cent of net income was slightly
lower because ofincreased manufacturing costs; and,
due to adjustments caused by the Canadian devalu-
ation in September, 1949, actual net income in U.S.
dollars was substantially the same as in the previous
year. | would like to tell you that Mr. C. S. Ballard,
the Vice-President and General Manager of our
Canadian Company, deserves a great deal of credit
for the excellent job he has done with this subsidiary.

Export Division

Despite the tremendous potential export market
for Gruen watches, if and when trade barriers are
lifted, and the fact that your Company hopes in the
years ahead to develop this market, the past year
showed very little progress in our export program.
The foreign exchange restrictions and quotas which
limited our volume in the previous year did not ease
up at all in the year just past; and as a result, volume
continues to be small. There is nothing to indicate
that the foreign exchange or quota situation will im -
prove materially in the near future, and our export
volume for the current year should be substantially
the same as it was in the year just ended.

Gruen Watchmaking Institute

The Gruen Watchmaking Institute (Gruen’s
school for watchmakers) is now completing its fifth
year in existence. During this time your Company
has learned a great deal from teaching the young, in-
telligent veterans (many disabled) who make up the
school. It is interesting to note that 21% of the
graduates of the school have become employees of

the Company upon graduation, and 41% have started
businesses of their own. A number of these have al-
ready become Gruen jewelers and, as can be im-
agined, very loyal Gruen jewelers.

Your Company and the United States T ariff Program

Since my last report to you, the Extension of the
Reciprocal Trade Agreements Act was passed; how -
ever, there has still been considerable agitation in
Washington for a higher tariff or a quota of some
kind.

This tariff question has taken up a great deal ofthe
time of the Company’s executives during the past
several years. About a year and a half ago, | was re-
quired to spend a number of days in Washington in
order to testify before Senate and House committees
and considerable time before that preparing my
testimony. The subject continues to be time-con-
suming but this time must and is being given by all
executives because the subject is one of such vital
importance.

It is important to explain what the effect of either
a higher tariff or a quota would be, not only on
Gruen’'s operations, but on the retail and wholesale
jewelers of the country, the consumers of watches
such as the average shareholder, and the federal
government.

If the tariff were increased or a quota were es-
tablished, the prices of all watches sold in this
country would increase. If only higher priced watches
were to be sold in this country, many people would
be unwilling or unable to buy a watch. Such market
restrictions as these will affect all consumers; all
jewelers; and all manufacturers and assemblers, in-
cluding the wholly domestic producers. They would
also affect the federal government in both reduced
customs duties and excise taxes collected.

It seems only sound economics to keep the law of
supply and demand operating in as natural a way as
possible. The wholly domestic manufacturers pro-
duce a fine product which they sell at a fair price and
they do not need any higher tariffs or restrictive
quotas to help keep them in business. As a matter of
fact, this past year operating under the present
tariff, both ofthe wholly domestic companies showed



a better picture both sales and profit-wise compared
to their own previous year than did any of the
major companies which import their movements.

Despite the efforts of the wholly domestic com -
panies, | feel reasonably sure there will be no
change in the watch tariffs during the coming year,
or any imposition of quota restrictions either here on
imports, or in Switzerland on exports.

Your Customers

The friendly relationship that has existed between
this Company and its dealers for three-quarters of a
century is today closer than it has ever been. Your
Company has consistently backed its customers in
the resale of Gruen watches through national ad-
vertising and local dealer helps and these promotion-
al efforts have been intensified during the past and
current year to further cement this close relationship.
| am also happy to report that the number of our
dealers has increased by 1086 during the yearand now
totals more than 9000 strong, aggressive and loyal
Gruen dealers in the United States and Canada.

Your Employees

| am happy to be able to report to you that the
same friendly relationship that has always existed be-
tween the Company and its employees has continued.
In previous years, | have told you of various activi-
ties undertaken for employees, including installation
ofthe profit sharing plan, the group insurance plan,

Time Hill, Cincinnati, Ohio
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the Ten Year Club, the testing and training program,
and a recreational program, both athletic and non-
athletic, sponsored by the Gruen Activities Com-
mittee which in turn isrun entirely by the employees
themselves. The total paid to The Gruen Employees’
Profit Sharing Trust, including this year’'s contribu-
tion by the Company is $699,506, an average of
$116,584 per year since the inception of the plan in
1945-

All these activities, of course, continue and have,
| believe, succeeded in making our many new em-
ployees, who have come with the Company since the
movement manufacturing
operations, a real part of the Gruen family.

start of our American

In summary | cannot emphasize too strongly the
confidence that | have, and always have had, in the
long run future of your Company. We have the best
styled product in the industry ofa quality second to
none. We have the continued good-will and con-
fidence of our more than nine thousand loyal Gruen
jewelers, for which at this time | would like to thank
them. It is these jewelers who are the backbone of
our business. We have the good-will and confi-
dence of all of our employees. We have a group of
able, intelligent executives. It is these, our greatest
assets, that justify my confidence in the continued
success of your Company.

| want, on behalfofyour Management and Board
of Directors, to thank you, our shareholders, for
your confidence and cooperation which we will con-
tinue to do everything within our power to merit.

Sincerely yours,



THE GRUEN WATCH COMPANY

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
MARCH 31, 1950

Current assets:

Cash on hand and demand e P 0 SITS bbb bbb bbb bbb $ 1,333,611.23
United States GOVEIrNM eNt SECUNILIES, Al €O STt 350,000.00
Notes and accounts receivable, trade, less allowance for doubtful notes and accounts........ 2,994,208.39
Inventories, at the lower of COSt OF MATKet (N O 2 ) i et 5,055,084.43
TOTAI CUITENT ASSELS........ooeeeeeceeeeceeeee et nnse s 9,732,904.05

Less:

Current liabilities:

N Ote PAYADIE, D AN K bbb $500,000.00

Loan payable, fOreign D amn K .ttt 442,395-94

A CCOUNTS PAY AD IO bbb bbbt 409,845.61

ACCTUEBT TTEIM S oo 589,503.23

DiIVIAENAS P AY BN I8 bbb bbb 95,980.28

Provision for domestic and foreign taxes on income (NOte 4 ) .. 565,190.25
T ORI CUITENE LA TTEIES oo et ees et se e e eeses e eeseesse s eeess e esesenenen 2,602,915.31
N BT W O TKIN G CAP TTA L8 E bbbt 7,129,988.74
Cash surrender value of insurance aggregating $2,166,840 on lives of officers (Note 3 ). 235,631.15
Notes receivable, trade, with maturity subsequent to March 31, 1951.. 5,475.70
Other notes and accounts receivable. 75,327.98
SUNAIY TNVESTM ENTS, BT €0 S bttt b bbb s bbb E bbb bbb 10,759.70

Property, plant, improvements to leased property, and equipment, at cost,

less allowances for depreciation and amortization of $1,016,752.45 i 1,975,689-44
Equipment not in use, at estimated realizable Valu @ . s 116,056.04
Prepaid expenses and deferrea CRATg e S bbbt bbb bbb 477,982.25
Patents, trademarks, COPYrights and G0 0 AW ill i oottt st sessssien 1.00
TOtal aSSELS 18SS CUTTENT 1A D ITITIE S i s 10,026,912.00

Notes payable, bank, due annually in varying amounts from July 1, 1951 through July 1, 1955 1,200,000.00

EXCESS 0f ASSEES OVET [HAD TTITIE S s bbbt $ 8,826,912.00

Capital:
Capital stock:

Preferred stock, 4!'4 per cent cumulative; $100 par value;
authorized 25,000 shares, issued and outstanding, none

Common stock, $1.00 par value; 650,000 shares authorized, 505,33724 shares issued,

less 121,08124 shares in treasury, outstanding 384,256 shares (NOte 3 ) .. 384,256.00
Earned surplus, as annexed (Notes 1, 2, 3 and 4).. 8,442,656.00
......................................................... $ 8,826,912.00

The accompanying notes are an integralpart of this consolidated statement o ffinancial position.



AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENT OF INCOME AND EARNED SURPLUS
FOR FISCAL YEAR ENDED MARCH 31, 1950

Gross Profit fromM SIS . $ 4,685,604.11
Selling, administrative, and general eXpenSes ..., 3,187,868.29
Profit before other income and expenses and income taxes 1,497,735.82

O thET TN COM € bbb 153,682.07
1,651,417.89

Interest and Other eXPENSES s 352.313-93
1,299,103.96

Provision for domestic and foreign taxes on iNCOM € .o 533,355.76
NEE INCOME. ... s 765,748.20

Earned surplus, April 1, 1949 s 8,225,836.06
8,991,584.26

Loss arising from conversion of foreign net assets to dollars. . 49 395.33
8,942,188.93

Dividends, common stock, $1.30 per share. . 499,532.93
Earned surplus, March 31, 1950 s $ 8,442,656.00

The accompanying notes are an integral part of this consolidated statement o fincome and earned surplus.



OteS

OF FINANCIAL POSITION AND

NOTE 1. The consolidated statement of financial posi-
tion includes foreign net assets aggregating $1,126,082,
stated in United States currency, of which net current assets
were $666,803.

Current assets and liabilities of the Swiss subsidiary in-
cluded in the consolidated statement of financial position
were converted into U.S. dollars at the March 31, 1950
current quoted buying rate of exchange for the Swiss franc.

Current assets and liabilities of the Canadian subsidiary
included in the consolidated statement of financial position
were converted into U. S. dollars at the official rate of
exchange.

Noncurrent assets recorded in foreign currencies were
converted substantially at rates of exchange prevailing when
acquired.

Income accounts of the Swiss and Canadian subsidiaries
were converted, substantially, at the March 31, 1950 current
quoted buying rate of exchange for the Swiss franc, and at
the official rate of exchange for the Canadian dollar.

NOTE 2. The estimated amounts of intercompany
profits in inventory items purchased from companies whose
accounts are consolidated were eliminated in the prepara-
tion of these consolidated financial statements.

NOTE 3. In accordance with the employment agree-
ment between the company and Benjamin S. Katz, Presi-
dent, the company is obligated, in the event of his death
during the term of the agreement, to purchase for cash, if
requested within 120 days from the date of his death, com-
mon stock of the company held by the personal representa-
tive of his estate, widow, children, grandchildren or
trustee, for an amount not in excess of $1,000,000. The
price per share to be paid shall be the consolidated book
value per share as of the day following his death.

The company carries insurance aggregating $1,800,000
on the life of Benjamin S. Katz. The company has agreed
to continue $1,000,000 of this insurance for the period that
the employment agreement is in effect and it is expected
that the proceeds of such insurance will be held by the com-
pany to be used in the purchase of said stock, if offered.

NOTE 4. It is estimated (based on present laws) that
additional foreign taxes on transfers to the parent company
of the accumulated surplus of foreign subsidiaries would
approximate $646,000.

NOTE 5. Consolidated net income includes net income
of foreign subsidiaries aggregating $270,545. No dividends

tofinancial statements...

INCOME AND EARNED SURPLUS

were received from foreign subsidiaries during the year.

NOTE 6. The provisions for depreciation and amortiza-
tion included in the consolidated statement of income
amount to $230,790.

NOTE 7. The provisions for contributions to the profit
sharing fund, for the benefit of the employees of The Gruen
Watch Company and The Gruen National Watch Case
Company, included in the consolidated statement of in-
come, amount to $69,030.

LYBRAND, ROSS BROS. & MONTGOMERY
Certified Public Accountants
CINCINNATI

To the Board of Directors,
The Gruen Watch Company, Cincinnati, Ohio

We have examined the consolidated statement of finan-
cial position of The Gruen Watch Company and its sub-
sidiaries as of March 31, 1950 and the related consolidated
statement of income and earned surplus for the year then
ended. Our examination was made in accordance with
generally accepted auditing standards, and accordingly in-
cluded such tests of the accounting records of the com-
panies (except the Gruen Watch Mfg. Co., S.A.) and such
other auditing procedures as we considered necessary in the
circumstances. Financial statements of the Gruen Watch
Mfg. Co., S.A., aconsolidated subsidiary, for the year ended
March 31, 1950, together with a report thereon of other
public accountants, were submitted to us.

In our opinion, based upon our examination and upon
the above-mentioned report of other public accountants,
the accompanying consolidated statement of financial
position and consolidated statement of income and earned
surplus present fairly the consolidated financial position of
The Gruen Watch Company and its subsidiaries at March
31, 1950, and the consolidated results of their operations
for the year then ended, in conformity with generally
accepted accounting principles applied on a basis consis-
tent witlTthat of the preceding year.

Lybrand, Ross Bros. & Montgomery

Cincinnati, Ohio
June 5, 1950.
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SUPPORTS

Gruen has long been noted as one of the most
consistent and aggressive advertisers in the watch
industry. It is proud of a record of over 50 years
of consistent advertising in national media, which
today includes extensive use of television and
radio, as well as magazines such as Life, Saturday
Evening Post, etc. Supplementing this consumer

7 6 5

DEALER'S NAME
Rddress

JEWELERS EVERYWHERE

advertising program is Gruen’s outstanding Re-
tail Promotion Service which supplies jewelers
with a comprehensive array of point-of-sale
material, some of which is illustrated below.

Great public acceptance and goodwill has been
a priceless heritage of Gruen jewelers for over
seventy-six years.
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SALES OFFICES

NEW YORK
CHICAGO
LOS ANGELES

DIRECTORS

John R. Bullock
Sterling B. Cramer
Geo. J. Gruen
George T. Gruen
Benjamin S. Katz
Ira R. Katz
Clifford R. Wright

OFFICERS

Geo. J. Gruen
Benjamin S. Katz
Simon C. Gershey
Henri Thiebaud
George T. Gruen
Alfred T. Reis
Thomas F. Jeary

Counsel
Transfer Agent

Registrar

International Bldg., 630 Fifth Ave.
Pittsfield Bldg., 55 E. Washington St.
Pershing Square Bldg., 448 S. Hill St.

Attorney

First Vice President, The Fifth Third Union Trust Company
Chairman of the Board

Secretary

President and Treasurer

President, Cincinnati Equitable Fire Insurance Company

Chairman of the Board
President and Treasurer
Vice President

Vice President
Secretary

Comptroller

Auditor

Taft, Stettinius & Hollister, Cincinnati, Ohio
The Fifth Third Union Trust Company, Cincinnati, Ohio
The Central Trust Company, Cincinnati, Ohio
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PRESIDENT’'S REPORT

To the Shareholders of

THE GRUEN WATCH COMPANY

On behalf of your Board of Directors, | am pleased
to present this report of your Company for the fiscal year
ended March 31, 1951. Included is a consolidated balance
sheet as of March 31, 1951, and a consolidated statement
of income and earned surplus for the fiscal year ended
March 31, 1951, as reported by our auditors, Messrs.
Lybrand, Ross Bros. & Montgomery.

In accordance with the practice of the past few
years, | would like to comment first on the operating
results of the year and then tell you about various aspects
of the Company's business and the problems facing it.

Operating Results

Consolidated net profit for the year amounted to
$1,908,833, before taxes, and $1,086,746 after all charges
and taxes, as compared with consolidated net profit of
$1,299,104 before taxes, and $765,748 after taxes, for
the preceding fiscal year. Based on 396,956 shares of
common stock outstanding on March 31, 1951, exclusive
of treasury shares, earnings this year equal $2.74 per
share, as compared with net earnings of $1.99 per share
for the fiscal year ended March 31, 1950, based on
384,256 shares then outstanding. Quarterly dividends of
25¢ per share, or a total of $1 per share, were paid during
the year.

Long Term Loan

As | reported in my letter last year, a long term
loan of $2,500,000 was made in May, 1950 which, of
course, did not show in last year's balance sheet. This loan
has enabled us to eliminate all current domestic loans that
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were outstanding at March 31, 1950, and has increased
our working capital. $200,000 that was due in July 1951
was anticipated and paid in January 1951, leaving a
balance owing as of March 31, 1951 of $2,300,000 which
is payable annually in varying amounts from July 1, 1952
through July 1, 1958.

The Year’s Business

Sales of the Company for the year just ended were
the greatest in its history. While our prediction at this
time last year mentioned a possible increase in sales, |
did not expect the large increase we did have which was
caused entirely by the unexpected outbreak of the Korean
conflict. Jewelers, fearing wartime shortages which they
experienced in World War Il, placed large orders for all
watches, particularly brand name watches. Watch sales
to consumers, while improved over the preceding year,
did not increase in proportion to watch manufacturers’
sales to jewelers. Despite every effort on the part of
your Company to prevent overstocking by its customers,
we were unable to supply the demand for Gruen Watches
during the last half of our fiscal year and, thus far,
orders for the current season are far ahead of the pre-
ceding year. It is obvious that jewelers and other retailers
cannot continually increase their own inventories unless
consumer demand warrants it. If overstocking occurs on
a large scale, sales of all watch manufacturers, including
your Company, are bound to suffer.

Late last summer when it became apparent that
jewelers’ inventories were going to be much too large in
relation to potential retail sales, Gruen realized the need
for greater and more powerful advertising to increase



consumer demand, thereby, helping jewelers clear their
overstocked shelves. For this reason, your Company spent
more money for advertising for the last fiscal year than
in any previous year. Because of this intensive promotion
campaign and the fine reputation Gruen has achieved in
its 77-year history, we believe the demand for Gruen
Watches today is greater than ever before.

Increased Operating Costs

While the net profits, after all charges and taxes,
for this past fiscal year were $320,998 greater than for
the preceding year, they were not as large as we had hoped
they would be based on our increased sales, due to the
increase in taxes, increased expenditures for advertising
as explained above, and substantial increases in material
costs. If these costs continue to increase, with retail
price controls presently in effect, it cannot help but affect
our profits for the current year.

INVESTMENT OF FUNDS

PRESIDENTS

American Movement Division

Youi Company, as you know, has been planning
and working for more than ten years to establish an
American movement division to protect us against pro-
hibitive increases in the tariff or a war in Europe which
would make it impossible for us to receive movements
from our Swiss plant. Developments this year in both the
tariff and world situation have proved that our concern
and subsequent establishment of this American Movement
Division were well justified.

1 am very happy to advise you that during this past
fiscal year costs were very greatly reduced. We are now
producing our American-made 21-jewel movements at a
cost that enables us to properly merchandise this series of
watches. Further expansion of this movement manufac-
turing project depends on our government’s defense
program, since our movement division is now heavily
engaged in production of material for our armed forces.

Defense Contracts

We now have contracts for the manufacture of
essential precision instruments, amounting to approxi-
mately $7,500,000. The making of these instruments is
well suited to our plant and is closely related to our
normal watch production methods. | have every confi-
dence that the Company will execute these contracts
efficiently and creditably as it did its war contracts during
World War II.

During the current year the foremost task in our
movement division will be the performance of these
defense orders. We hope to maintain the current level in
21-jewel movement production, but increasing this pro-
duction will be deferred until government orders are
completed. We feel certain you will agree with us that
these contracts, which are of such vital importance to our
country’s defense effort, should receive our first considera-
tion. Personnel working on these defense contracts will be
well qualified for movement manufacturing operations
when our government no longer requires our facilities
for its defense effort.
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REPORT

The Tariff Situation

\bu may recall that in my report last year I
mentioned there was considerable agitation for a higher
tariff or quota of some kind on the importation of watches
and watch movements. On October 13, 1950, the wholly-
domestic watch manufacturers succeeded in having an
escape clause included in the United States-Switzerland
tariff agreement. Shortly thereafter they applied for relief
under this clause by requesting a tariff increase. The Tariff
Commission held hearings from May 15 through May 24
on such application. If a tariff increase is put through,
it will result in an increase to the American public on
the price of Graen, and other watches using imported

Gruen is the Choice of
Distinguished Personalities

Joan Fontaine

Dana Andrews

Arlene Francis
Guy Lombardo
Mary Martin
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movements, as much as $5.00 a watch or a total of $20
million to $40 million annually.

| am unalterably opposed to an increase in watch
tariffs. The domestic manufacturers have been enjoying the
largest profits in the past few years that they have made
in many, many years. To me, it seems not only unnecessary
but entirely unreasonable to impose this large increase in
cost on the ultimate consumer, simply for the purpose of
permitting the domestic manufacturers to make larger
profits. Your executives are taking a very active part in
opposition to this application to increase tariff rates but
as this letter is written, it is impossible to predict whether
or not a tariff increase will be put into effect.



PRESIDENTS

Gruen Personnel

| have said before that our Company’s personnel
policy is based on the principle that great organizations
are built of flesh and blood—the life work of men and
women. Money, machinery, land and buildings do not
make an organization great. Only people can do that. It is
the men and women who make an inanimate organization
come alive—make it progress and grow. Because we value
so highly the loyalty and industry of our employees, we
are constantly striving to help them lead happier, more
productive lives. Gruen benefits for its personnel include
profit sharing, vacation plans, periodic eye examinations,
group insurance, service awards, sick benefit plans and
recreational activities.

This year the employee’s profit sharing plan was
substantially revised to include a savings and a retirement
feature. There are two main reasons for the changes
and the form that they took. (1) \our Company was
worried about the fact that the former profit sharing
plan made no provision for the retirement of loyal
employees who had been with the Company for many
years; (2) After seeing many studies on savings, your
Company was concerned about the very small savings all
working people are able to accumulate during their work-
ing lives.

The three basic provisions of the new plan are as
follows: (1) Employees must contribute from two to five

per cent of their salaries. The option within this range is
theirs. This provides the savings feature of the plan. (2)

The Company contributes 5% of its consolidated net
profit before taxes. This is exactly the same provision as
in the former plan. (3) Distribution to the retired em-
ployees starts at sixty-five.

During the past fiscal year, pursuant to authoriza-

A — To electronically test each watch, Gruen technicians
use the oscillograph, an instrument, comparable to a cardi-
ograph, which records the "heart beat” of the movement.

B — Infinitesimal measures, invisible to the naked eye,
are made with this high precision machine. On it readings
can be made to 1/100,000 of an inch.

page 6
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tion of your Board of Directors, 12,700 shares of common
stock of the Company were sold to employees at the then
market price of $10 a share, with payments spread over
a six-year period. None of this stock was offered to any
officer who was a director of the Company so that all such
shares were sold to some 22 executives and junior execu-
tives of the Company and its subsidiaries. | believe that
these executives are most appreciative of the action of your
Board and that this acquisition of further ownership in
the Company will provide increased incentives for them.

Gruen Subsidiaries

The Gruen Watch Manufacturing Company, S.A., Bienne,
Switzerland

In order to supply the tremendous demand for
Gruen Watches in the past year, this wholly-owned sub-
sidiary, under the able leadership of Mr. Henri Thiebiud,
its Director General, has developed and installed many
new machines, a number of which are Mr. Thiebaud’s
own invention. These innovations in the watch industry
will assure your Company increased production in the
coming Year.

It is with a great deal of pleasure that | also report
the development of a new movement by Mr. Thiebaud
during that same period. This new movement is a man’s
automatic movement smaller than our present automatic
movement being sold under the trade-mark Autowind
which is today considered the finest automatic watch in
this country. This new automatic movement has many
features which have been patented and which are not now
incorporated in any other movement. It is Mr. Thiebaud’s
opinion that this new movement, which is being intro-
duced to Gnien customers this Fall, will be the finest
automatic watch ever offered to the consuming public.

C — This luxurious, new watch box made of jeweled litcite
and turquoise satin is one of a series of re-designed
presentation packages introduced by Gruen this year.

D — To maintain extremely high precision standards, the
Profile Projector is used to determine accuracy of work-
manship. The part to be examined is projected on a glass
screen and magnified 100 times its normal size.

page 7
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The Grnen National Watch Case Company

| am happy to report that sales and profits of this
subsidiary were substantially increased over last year.
Lower operational costs have been achieved by improved
facilities since its establishment in our new Norwood
Plant. Mr. Carl Bieser, vice president of this subsidiary,
deserves special credit for his efficient management of
its operation.

The Grnen Watch Company of Canada, Limited

It is with pleasure that | can again report a continued
increase in net sales under the splendid guidance of Mr.
C. S. Ballard, vice president and general manager. This
Canadian subsidiary has made rapid strides forward during
the last few years and has achieved a position of real
importance in the Canadian watch industry.

The Grnen Watch Export Company, S.A., Geneva, Switz-
erland

To overcome numerous exchange restrictions which
have limited our operation in previous years, the Gruen
Watch Export Company, S. A., was organized in Decem-
ber, 1950 to replace our Export Division. This company
is a wholly-owned subsidiary of the Gruen Watch Man-
ufacturing Company, S. A., Bienne, Switzerland. It is

Time Hill, Cincinnati, Ohio
Jt/ne 15, 1951
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under the direction of Mr. Jacques Leal, former head of
our Export Division.

Gruen Watchmaking Institute

This highly accredited school for watchmakers,
which has during the past six years trained hundreds of
disabled veterans to become self-supporting members of
their communities, is making a valuable contribution to
the nation’s supply of skilled craftsmen needed for its
defense program. Many graduates of the school are
making use of their training in fine, precision work for
Gruen and other essential industries. This school is very
ably headed by Mr. George T. Gruen.

Before closing this report on your Company’s
operations, | would like, on behalf of our shareholders,
directors and employees, to express my sincere appreciation
to the more than 9000 Gruen jewelers whom we consider
our greatest asset, for their continued cooperation and
loyal support.

To you, our shareholders, | extend my deepest
gratitude for your confidence and pledge to you our
untiring efforts toward the continued progress of your
Company.

Sincerely yours,

Benjamin S. Katz
President
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Y ear
Ended

March 31 -—---—-- _

Income Before Federal Taxes
Federal Taxes On Income

Net INCOME......coces v e
Net Income Per Share........ccccooeieviiiieenns
Dividends Per Share..........cccccoeviiininiiicnen.
Earnings Retained In The Business............
Ratio: Current Assets To Current Liabilities
Number of Shareholders..........ccccoceet veennne.

Book Value Per Share of Common Stock ...

Average Number of Domestic Customers...

GruenWristwatches.com

1,908,833

822,087

1,086,746

2.74

1.00

1.74

3.7

2,968



WATCH COMPANY

Consolidated Statement
of Financial Position
March 31, 1951

Current assets:

Cash on hand and demand deposits...........c.ceevrvererieeneciennnnn $ 1,698,163.81
United States Government securities, at COSt..........coveeveveerrennnes 350,000.00
Notes and accounts receivable, trade, less allowance
for doubtful notes and accounts.............cccceevevierveriesinenne. 4,871,194.64
Inventories, at the lower of cost or market (Note 2)................ 5,479,026.93
In process costs accumulated under U. S. Government contract. 122,449.78
TOtAl CUITENT @SSELS.....veeuvevierieiiiesieetie st etesteeste sttt e s e et e st e st e et st e beeaesraessesreeseeanaenes 12,520,835.16
Less:
Current liabilities:
Loan payable, foreign bank..........cccooiiiiiiiiininciiieecc e $864,825.70
Accounts payable ................ 911,333.40
ACCIUB TEBIMIS .eeieeee ettt e et e e ettt e e e e e et e e e e se e reeeeessasenseeeesserenes 718,919.90
Dividends payable ........c.ccviieiieiiiieee e 98,957.47
Provision for domestic and foreign taxes on income (Note 4)............... 836,212.55
Total current liabilities 3,430,249.02
[ e Y0 (T g o o= o 1 | SRS 9,090,586.14
Cash surrender value of insurance aggregating $2,166,840 on lives of officers (Note 3).............. 291,408.85
Other notes and aCCOUNES TECEIVADIE. ............cicueiiiitiee ettt st e s st e s b e e s ebbe e e e eree s 142,050.01
SUNArY INVESEMENES, G COSL...cviiuiiiiiiiiiiiiiseese s ee st ae et e e s e et e sbe e be st b e be e e e saeenseereeseeanee e 10,759-70
Property, plant, improvements to leased property, and equipment, at cost,
less allowances for depreciation and amortization of $1,204,125.54........ccccccvvvevvvieiinciieinenn, 1,999,287.09
Emergency facilities purchased, to be acquired by U. S. Government upon approval............c.......... 95,671.47
Prepaid expenses and deferred Charges.........cocoeviiiiiiiiiees coverie e st eee et se e e 333,750.07
Patents, trademarks, copyrights and goodWill...........ccccoi i e 1.00
Total aSSetS 18SS CUITENT THADITITIES. ... eeeeeeie ettt ettt e e e e e et e e e e e e e eeeeesearreeeeeean 11,963,514.33
Notes payable, bank, due annually in varying amounts from July 1, 1952 through July 1, 1958..... 2,300,000.00
EXCESS OFf GSSELS OVEE [HADIITIES. 1.iveee ettt e et e e ettt e et e e st e e e et e e eassaeessteessareeeenneeenan $ 9,663,514.33
Capital:

Capital stock:
Preferred stock, 4Vi per cent cumulative; $100 par value;
authorized 25,000 shares, issued and outstanding, none
Common stock, $1.00 par value; 650,000 shares authorized, 505,337% shares

issued, less 108,381% shares in treasury, outstanding 396,956 shares (Note 3)....... 396,956.00

Paid-in surplus, premium received on sale of 12,700 shares of
common capital stock to officers and employees..........ccovvriiriiiniiiinicie e 114,300.00
Earned surplus, as annexed (NOteS 1, 2, 3 @nNd 4) ...cccccvciiiiiiiiiieie e 9,152,258.33
L] ISR $ 9,663,514.33

The accompanying notes are an integral part of this consolidated statement of financial position.
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AND SUBSIDIARY COMPANIES

Gross

Consolidated Statement of
Income and Earned Surplus

For Fiscal Year Ended March 31, 1951

Profit frOM SAIES.......eciiiieiiice e

Selling, administrative, and general EXPENSES..........ccveviiiveriisiese e sie e sie e ens

Other Income

Profit before other income and expenses and income taxes........c.cccceovevernene

Cash discount allowed, interest and other deduCtions...........cocovveeeeiiiecieee e

Provision for domestic and foreign taxes on income (no provision made or
believed required for Federal excess profitS taX)......cccocevveereiiienviienieeiesie e

Earned surplus, April 1, 1950

Unrealized gain arising from conversion of foreign net assets to dollars

Dividends, common stock, $1.00 per share

Earned surplus, March 31, 1951

oru

[N [=] T o <R

$ 6,074,518.47

3,946,896.83
2,127,621.64
150,013.08
2,277,634.72
368,802.17
1,908,832.55

822,086.88
1,086,745.67
8,442,656.00
9,529,401.67

16,638.26
9,546,039.93

393,781.60

$ 9,152,258.33

The accompanying notes are an integral part of this consolidated statement of income and earned surplus.
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NOTES TO FINANCIAL STATEMENTS

of Financial Position
and Income and Earned Surplus

Note 1. The consolidated statement of financial position
includes foreign net assets aggregating $622,540 stated
in United States currency, of which net current assets
were $213,864.

Current assets and liabilities of the Swiss and Canadian
subsidiaries included in the consolidated statement of
financial position were converted into U. S. dollars at
the March 31, 1951 current quoted buying rates of
exchange for the Swiss franc, and the Canadian dollar.
Noncurrent assets recorded in foreign currencies were
converted substantially at rates of exchange prevailing
when acquired.

Income accounts of the Swiss and Canadian subsidiaries
were converted, substantially, at the March 31, 1951
current quoted buying rates of exchange for the Swiss
franc, and the Canadian dollar.

Note 2. The estimated amounts of intercompany profits
in inventory items purchased from companies whose
accounts are consolidated were eliminated in the prepara-
tion of these consolidated financial statements.

Note 3- In accordance with the employment agreement
between the company and Benjamin S. Katz, President,
the company is obligated, in the event of his death dur-
ing the term of the agreement, to purchase for cash,
if requested within 120 days from the date of his death,
common stock of the company held by the personal
representative of his estate, widow, children, grand-

To the Board of Directors,
The Gruen Watch Company, Cincinnati, Ohio

children or trustee, for an amount not in excess of
$1,000,000. The price per share to be paid shall be the
consolidated book value per share as of the day follow-
ing his death.

The company carries insurance aggregating $1,800,000
on the life of Benjamin S. Katz. The company has
agreed to continue $1,000,000 of this insurance for the
period that the employment agreement is in effect and
it is expected that the proceeds of such insurance will be
held by the company to be used in the purchase of said
stock, if offered.

Note 4. It is estimated (based on present laws) that
additional foreign taxes on transfers to the parent com-
pany of the accumulated surplus of foreign subsidiaries
would approximate $692,000.

Note 5. Consolidated net income includes net income
of foreign subsidiaries aggregating $213,826. No divi-
dends were received from foreign subsidiaries during
the year.

Note 6. The provisions for depreciation and amortiza-
tion included in the consolidated statement of income
amount to $239,350.

Note 7. The provisions for contributions to the profit
sharing fund, for the benefit of the employees of The
Gruen Watch Company and The Gruen National Watch
Case Company, included in the consolidated statement
of income, amount to $102,458.

Lybrand, Ross Bros. & Montgomery
Certified Public Accountants
Cincinnati

We have examined the consolidated statement of financial position of The Gruen Witch Company and its
subsidiaries as of March 31, 1951 and the related consolidated statement of income and earned surplus for the year
then ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records of the companies (except the Gruen Watch Mfg. Co., S. A.) and such
other auditing procedures as we considered necessary in the circumstances. Financial statements of the Gruen
Watch Mfg. Co., S. A., a consolidated subsidiary, for the year ended March 31, 1951, together with a report thereon

of other public accountants, were submitted to us.

In our opinion, based upon our examination and upon the above-mentioned report of other public account-
ants, the accompanying consolidated statement of financial position and consolidated statement of income and earned
surplus present fairly the consolidated financial position of The Gruen Watch Company and its subsidiaries at March
31, 1951, and the consolidated results of their operations for the year then ended, in conformity with generally
accepted accounting principles applied on a basis consistent with that of the preceding year.

s ruenWristwatches.com

LYBRAND, ROSS BROS. & MONTGOMERY.
Cincinnati, Ohio June 4,1951
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fiscal years ended March 31

ACCOUNTS FROM

T*>ial Current Assets............
Total Current Liabilities.. .
Net Current Assets...........
Plant and Equipment—Net. .
Term Loan From Bank. .
Earned Surplus.....cccccevenene.
Net WOorth ..o

(1) Book Value—
Common StocK......cceeneee.

ACCOUNTS FROM

Gross Profit......nne.
Profit Before Income Taxes
Provision For Income Taxes.
Net Profit...ccoevnicinnccne

(1) tamings Per Share—
Common StocK.......cce......

Dividends—
Common Stock...............

(1) Dividends Per Share.

page 13

STATEMENT OF FINANCIAL POSITION

1951 1950
$12,520,835 $9,732,904
3,430,249 2,602,915
9,090,586 7,129,989
2,094,959 2,091,745
2,300,000 1,200,000
9,152,258 8,442,656
9,663,514 8,826,912
24.34 22.97

STATEMENT OF

$6,074,518 $4,685,604
1,908,833 1,299,104
822,087 533,356
1,086,746 765,748
2.74 1.99
393,782 499,532
1.00 1.30

1949 1948 1947 1946 1945 1944
$9,921,897 $9,716,040 $9,043,040 $8,471,856 $7,118,495 $7,801,835
2,350,886 1,891,191 2,091,503 1,998,370 1,706,792 1,907,806
7,671,011 7,824,849 6,951,537 6,473,486 5,411,703 5,894,029
1,585,302 975,884 564.199 455,511 431,000 451,982
1,400,000 1,600,000 1,600,000 2,000,000 1,750,000 2,000,000
8,225,836 7,372,648 6,085,994 5,000,100 4,212,551 3,889,226
8,610,092 7,756,904 6,470,250 5,384,356 4,596,807 4,724,332
22.41 20.19 16.84 14.01 11.96 11.12
INCOME
$5,750,681 $6,113,041 $5,843,133 $5,599,129 $3,826,871 $4,653,880
2,273,605 2,812,458 2,640,375 2,531,552 1,426,985 2,530,244
882,387 1,048,131 1,088,147 1,459,715 762,102 1,589,538
1,391,218 1,764,327 1,552,228 1,071,837 664,883 940,706
3.62 4.59 4.04 2.79 1.69 2.39
537,959 499,532 461,104 345,831 307,401 249,771
1.40 1.30 1.20 .90 .80 .65

(1)—Based on shares outstanding on dates shown.

"M HW ristw atches.com

1943
$6,262,310
1,846,635
4,415,675
444,738
1,000,000
3,222,925
4,058,031

9.39

$3,779,292
2,076,367
1,168,288
908,079

2.30

372,885
*921/2

1942
$6,008,279
1,528,002
4,480,277
432,030
1,250,000
2,910,766
3,792.383

7.76

$3,701,268
1,775,306
875,891
899,415

2.04

270,656
.621/2



THE NAME "GRUEN” IS SEEN
OVER 2:2 BILLION TIMES A YEAR

The fame of Gruen, heralded by more than 40 years of consistent
advertising, is achieving greater consumer acceptance than ever.
Much of this can be credited to television where the

Gruen story is told to more than 16 million

Americans every week. Additional sales

impact is received through full pages

yyf: *n well-known magazines, thousands
V of dealer newspaper ads, window dis-

plays, electric-signs, publicity, etc.

Charming Arlene Francis, First Lady of Television, stars on
"Blind Dale” sponsored hy Gruen on the ABC network

U ma viic sk JES
teHfirait . iV

Say “Happy Birthday” with a Gruen Watch

BUND DATE” TV Show



The Gruen Watch Company ¢ Time Hill, Cincinnati, Ohio

SALES OFFICES -

New York International Bldg., 630 Fifth Ave.
Chicago Pittsfield Bldg., 55 E. Washington St.
Los Angeles Pershing Square Bldg., 448 S. Hill St.

DIRECTORS

John R. Bullock Attorney

Sterling B. Cramer First Vice President, The Fifth Third Union Trust Company
Geo. J. Gruen Chairman of the Board

George T. Gruen Secretary

Benjamin S. Katz President and Treasurer

Ira R. Katz Vice President

Clifford R. Wright President, Cincinnati Equitable Fire Insurance Company
OFFICERS

Geo. J. Gruen Chairman of the Board

Benjamin S. Katz President and Treasurer

Henri Thiebaud Vice President

Ira R. Katz Vice President

Maurice Merz Vice President

George T. Gruen Secretary

Alfred T. Reis Comptroller

Thomas F. Jeary Auditor

Counsel Taft, Stettinius & Hollister, Cincinnati, Ohio

Transfer Agent The Fifth Third Union Trust Company, Cincinnati, Ohio
Registrar The Central Trust Company, Cincinnati, Ohio
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Financial Summary of the Year
President’s Report to Shareholders
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Consolidated Statement of Income and Earned Surplus
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Financial Summary Year Ended March 31, 1952

Income Before Federal Taxes 2,022,318
Federal Taxes On Income 1,069,184
N et Income 953,134
Net Income Per Share 2.40
Dividends Per Share 1.00
Earnings Retained In The Business 1.40
Ratio: Current Assets To Current Liabilities 2.1
Number of Shareholders 2,925
Book Value Per Share of Common Stock 26.03

Average Number of Domestic Customers 8878



To the
Shareholders
of

On behalf of your Board of Directors, |
am pleased to present this report of your Com-
pany for the fiscal year ended March 31, 1952.
Included is a consolidated statement of financial
position as of March 31, 1952, and a consolidated
statement of income and earned surplus for the
fiscal year ended March 31, 1952, as reported by
our auditors, Messrs. Lybrand, Ross Bros. & Mont-

gomery.

Consolidated net profit, before taxes, for
the year amounted to $2,022,318.36, as compared
to $1,908,832.55 for the fiscal year ended March 31,
1951. However, because of higher tax rates, net prof-
its, after taxes, for the year just ended amounted
to $953,134.31, as compared to $1,086,745.67 net
earnings, after taxes, for the year ended March 31,
1951. As you will see by the chart shown on Page
4 in this report indicating the amount of payroll,
taxes and profit related to each common share for
the year ended March 31, 1952, taxes for the year
just ended consumed more dollars than were

earned for the shareholders.

3ru cn0s.eom

president’s report

Based on 396,956 shares of common stock
outstanding on March 31, 1952, exclusive of treas-
ury shares, earnings for the year just ended were
equal to $2.40 per share as compared with net
earnings of $2.74 per share for the fiscal year
ended March 31, 1951. Quarterly dividends of 25c
per share, or a total of $1 per share, were paid
during the past year.

During the year just ended, as shown on
the consolidated statement of income and earned
surplus, the Company also received as partial re-
covery of federal excess profits taxes of the war

years, a refund of $166,841.93.

Total watch sales for the year just ended
were the greatest in Gruen’s history, and in many
respects, the year just ended was one of the most
interesting in the Company’s history. Among the

more outstanding events are the following:

1. Increase in dollar volume of watch sales

despite a number of handicaps, such as the con-

tinuance, during a good part of the year, of an
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PER COMMON SHARE

over-stocked condition in jewelry stores caused by
large scale buying after the outbreak of the Korean
War; innumerable clearance and other cut-price
sales, particularly of lesser known brand name
watches; and the decision of the Supreme Court,
which for practical purposes nullified the mini-
mum resale price maintenance acts of the indi-

vidual states as applied to interstate commerce.

2. Production, delivery, and acceptance

the Government of the first sizable production runs
of defense items which the Company is producing.
These were completed near the end of the fiscal
year and are just the initial deliveries under our

very substantial defense contracts.

s ruenWristwatches.com

3. Steady improvement in manufacturing
techniques and lowering of costs in our own Amer-
ican Movement Division, in which we produce
Gruen 21l-jewel movements.

4. Acquisition of all the outstanding capi-
tal stock of William B. Ogush, Inc.,, of New York,
the foremost manufacturer in the United States of
fine watch cases. In acquiring the company we
were exceedingly fortunate in obtaining the serv-
ices of William B. Ogush, one of the best known
and best liked men in the jewelry industry which
he has served for over thirty years.

5. Continuance of the extremely pleasant
relationship that has always existed between the
Company and its executives, and other employees.
Since the close of the fiscal year, the Company has
elected two additional vice presidents, namely, Mr.
Harold H. Jeske, Vice President in Charge of
Manufacturing, who since September has been in
charge of our American production, and Mr. James

A. Marohn, Vice President in Charge of Finance.

Last year, | reported we had certain con-
tracts for the manufacture of essential precision
instruments. During the year just ended, additional
contracts were obtained and | am happy to be able
to report that your Company is now producing
these defense items in sizable quantities, and as of
March 31 more than thirty million dollars of such
defense orders remain unfilled.

During the year ended March 31st, tool-
ing up was practically completed and, as earlier

stated, at the year-end we had just begun to deliver



these defense items in quantities. | have every
confidence that during the current year the Com-
pany will continue its creditable performance record
and should show a reasonable profit on these

contracts.

The Gruen organization has expanded quite
rapidly. During the year just ended, the number
of employees in the United States, Canada, and
Switzerland increased by approximately 100%.
Most of the new employees are engaged in de-
fense production. All of us at Time Hill and at
our Norwood Plant are exceedingly proud of our
new employees and particularly of the fact that
they very rapidly are absorbed into and become
integral parts of the Gruen family.

Your Company is continuing and increas-
ing the benefits to which our employees are en-
titled as visible proof that management appreciates
their sincere cooperation. Most important is the
new profit sharing and retirement plan which has
just completed its first year and which | described

in detail in last year’s report. Enthusiastically re-

m sp, Jt-

GRUEN w

is the acknowledged leader
in the field of Self-Winding
watches, both in variety of
styles and in beauty of de-
sign. And_ every year since the
introduction of Gruen Auto-
wind this leadership has been
strengthened and Iricreased.

Plg an

Hvi

president’s report

ceived by our personnel for its more liberal features,

the retirement fund now contains $1,011,995.70.

In my report last year, | advised you that
the Tariff Commission held hearings from May
15th through May 24, 1951, on the application of
certain wholly-domestic watch manufacturers for
an increase in tariff rates on watches. To date, the
Tariff Commission has not acted on such applica-
tion, and for the reasons set forth in my report
letter of last year, | certainly trust that the Tariff
Commission will not grant this application, as we

sincerely believe an increase in tariff rates is not

justified.

On May 21, 1951, the United States Su-
preme Court handed down its decision in the case
of Schwegmann Brothers vs. Calvert Distillers
Corp., which held that state fair trade or mini-
mum resale price maintenance contracts would not
be enforceable in interstate commerce against re-

tailers who did not actually sign such agreements.



Years ended March 31

$  VALUE PER SHARE

26.00
24.00
22.00
20.00
18.00
16.00
14.00
12.00
10.00
8.00
6.00
4.00

2.00

1943 1944 1945

The decision was unexpected as it was generally
accepted that under the Miller-Tydings Act such
fair trade agreements could be enforced under the
statutes in forty-five states against all retailers
dealing in the particular brand name commodity.
However, the Supreme Court held that under the
federal anti-trust laws such agreements were not
enforceable against retailers in the state who had
not actually signed the agreements, even though
under the state laws such non-signer retailers had
been notified of the existence of such agreements.

The decision of the Supreme Court for
practical purposes rendered ineffective the fair
trade legislation of the individual states and has
led to innumerable instances of undesirable trade
practices and indiscriminate price cutting. Bills
have been introduced in Congress to correct this
situation, but at this moment it is impossible to
tell whether or not such legislation will be enacted

this year. This Company, along with most of the

companies manufacturing brand name items in

1946 1947 1943 1949 1950 1951 1952

active competition with similar items of other
brand name manufacturers, sincerely believes that
reasonable minimum price maintenance at the re-
tail level is good and desirable from the point of
view of the manufacturer, the retailer, and the
consumer. We hope Congress and the President

will see to the prompt enactment of proper legis-

lation to this end.

Gruen Watch Manufacturing Company, S.A.
Bienne, Switzerland

Under the able direction of Mr. Henri
Thiebaud, the Director General of our Swiss plant,
the production for the last year was the greatest
in its entire history. This increased production was
brought about by the development under Mr. Thie-
baud’s able direction, of a number of new methods
and new machines never before used in the watch
industry. It is this continuous research and devel-
opment work of Mr. Thiebaud, always of prime

importance in your Company’s overall program,



that has enabled us to stay at the head of the indus-
try design-wise and production-wise. We look for-
ward to a continuance of the outstanding record
of this watch factory, which we believe to be the

finest in the world.

The Gruen National Watch Case Company

Sales and profits of this subsidiary were
substantially increased over the preceding year.
Mr. Carl W. Bieser continues to do an outstand-
ing job in the management of this extremely effi-
cient and fine watch case manufacturing company.
William B. Ogush, Inc.

I have earlier told you of the acquisition
of this foremost producer of fine watch cases and
fine jewelry. While Mr. William B. Ogush as
President of this subsidiary, will continue to super-
vise its operation, he will also devote a large part

of his time assisting me in the administrative end

president’s report

of the overall Company’s affairs.

Gruen Watch Company of Canada, Limited
Because of credit restrictions and the impo-
sition of high consumer taxes, sales of our Cana-
dian subsidiary dropped considerably in the year
just ended. However, | believe this Company,
under the capable management of Mr. C. S. Bal-
lard, gained position-wise among the watch com-
panies in Canada. At the beginning of May of this
year, credit restrictions were relaxed and our sales
showed an immediate upturn. We are now look-
ing forward to a considerable increase in sales
this year and in the years ahead in this very impor-
tant market.
Gruen Watch Export Company, S.A.
Geneva, Switzerland
Last year, | advised you of the formation

in December, 1950 of this Company, which re-



placed the Export Division of The Gruen W&tch
Company. | am happy to advise you that our
Export Company, under the able direction of Mr.
Jacques Leal, its President, has shown a small

profit in the first full year of its operation.

This highly accredited school for watch-

makers, organized some seven years ago by Mr.

Part of the new
production line

in the Fuze division,
at the Norwood Plant.

George T, Gruen and directed by him since then,
continues to do an outstanding job in training
applicants, particularly disabled veterans, to be-

come excellent watchmakers.

Mr. George J. Gruen
As this letter is written, all of us are

greatly saddened by the passing of Mr. George J.



Griien. While for several years his health had not
been good, this did not upset his cheerful disposi-
tion nor interfere with his very great interest in
the Company, which continued up until the date
of his sudden death, June 3, 1952.

During his 53 years with the Company,
Mr. George J. Gruen acquired an outstanding
reputation in the watchmaking industry. While
he was not active in the daily management of the
Company during the last years of his life, his gen-
eral counsel and service as Chairman of the Board
of Directors was of inestimable value to the Com-
pany. His death is a great and irreplaceable loss.

Conclusion

In closing this report, | would like to once
again reiterate a statement that | have made repeat-
edly during the seventeen years that | have been
President of this Company, and that is that our
greatest asset is our more than eight thousand
jewelers who have given us their continued coop-
eration and loyal support. To them | would like
to express the sincere appreciation of all our share-

holders, directors and employees for that coopera-

Time Hill, Cincinnati, Ohio
June 17, 1952
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tion and support, which has been responsible for
this Company’s fine growth during that period. It
is these jewelers who in a great measure are re-
sponsible for the increase in the book value of the
Gruen common shares from 68c on March 31, 1937
to $26.03 on March 31, 1952 as shown in the chart
in this report on Page 6.

I would also like to take this opportunity
to express to all our executives and employees, my
personal gratitude for their continued help and
loyalty which | value so highly.

To you our shareholders, | want to express
the sincere appreciation of your management and
Board of Directors for your confidence and coop-
eration, and pledge to you our untiring efforts

toward continued progress of your Company.

Sincerely yours,

Benjamin S. Katz,
President



and Subsidiary Companies

Consolidated Statement of
Financial Position March 31,

Current assets:

Cash on hand and demand dePOSILS.........ccccces cuveiiiiieiieiee et
United States GOVErnMENt SECUNLIES, AL COSL.......iiiiiieiriiiiieeieiieee e e e s eeerre e e s s st e e e s seeereeeesssiaes
Notes and accounts receivable, trade, less allowance
for doubtful NOtES ANA ACCOUNIS...... c..ooiiveiiiiii i
Inventories, at the lower of cost or market and in process costs accumulated under U. S.
Government subcontracts, less progress payments (NOte 2) .....cccccovviiieiiienieniniesiennenens
Emergency facilities purchased, to be acquired by U. S. Government...........cccccoeeevvnvnininnns

B o] r= o0 =) o A= TS <) RO

Current liabilities:
Notes payable, Danks..........cccccoveiiiiiiiii e $3,475,000.00
Loans payable, foreign bDanks..........ccccccevviiiiiieniinie e 1,138,168.33
ACCOUNES PAYADIE .....oviceiiieccicee e 1,594,667.78
ACCIUB  TEEIMIS  oiiiieeeieee ettt e et e e e e e et e e e e st e e e esaeneeeesenenanes 901,454.58
Dividends payable .........c.ccvoieiiiiieiie e 99,044.84
Provision for domestic andforeign taxes on income (Note 4).......c.c......... 1,060,255.99

Total current HabIlIIES .......cccviiiiiiiicie e

(N T= o] ] aTo o= o) | USSP
Cash surrender value of insurance aggregating $2,266,840 on lives of officers (Note 3).............
Notes receivable, trade, with maturity subsequent to March 31, 1953......ccccccciiiiiviiiienieciecie s,
Other notes and aCCOUNTS TECEIVADIE. ..........iiiiviieieiie et e ettt etee et e s st e st e e e st e e s saee e e sabaeeeenns .
SUNAry INVESIMENES, AL COSL......uiiiiiiiiesiesie sttt sttt e et e e e e te e ste e aesaees e s e e steenaesteebesseeseeneens

Property, plant, improvements to leased property and equipment, at cost,

less allowances for depreciation and amortization of $1,511,842.81....c.ccccccvvivevviieniiniiiininnns
Prepaid expenses and deferred Charges...........oovcueiiiiiiieie e
Patents, trademarks, copyrights and goodwill.............cccccvoiiiiiiiiiecc e
Total assets less current HabilItIEs. .. .. ..o e
Notes payable, bank, due annually in varying amounts from July 1, 1953 through July 1, 1958....

EXCESS Of aSSELS OVEI HHADIIITIES. ....ccvviiiiiiee et e eaes

Capital:
Capital stock:
Preferred stock, 4% per cent cumulative: $100 par value;
authorized 25,000 shares, issued and outstanding, none
Common Stock, $1.00 par value; 650,000 shares authorized, 505,337% shares

issued, less 108,381% shares in treasury, outstanding 396,956 shares (Note 3).....

Paid-in surplus, premium received on sale of 12,700 shares of

common capital stock to officers and empPIOYEES..........ccevvvveverieeieiieniiese e
Earned surplus, as annexed (NOtes 1, 2, 3 @Nd 4) .ccccoviieiiiiiiriieie s
Lo = LSS

The accompanying notes are an integral part of this consolidated statement of financial position.

D
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$ 2,289,221.10
350,000.00

5,191,350.02

9,032,434.91
737,159.10

17,600,165.13

8,268,591.52

9.331.573.61
376,627.41
7,508.83
172,929.12
11,678.10

2.221.780.62
310,282.96
1.00
12,432,381.65
2,100,000.00
$10,332,381.65

$396,956.00

114,300.00
9,821,125.65
$10,332,38X65



Gross profit from sales
Selling, administrative, and general expenses
Profit before other income and expenses and income taxes

Other Income

Cash discount allowed, interest and other expenses

Provision for domestic and foreign taxes on income (Note 8)

Special Item:

Net income

Consolidated Statement of
Income and Earned Surplus

for Fiscal Year Ended March 31,

Prior years’ Federal income taxes refunded under relief provisions of the

Internal revenue code

Net income and special item
Earned surplus, April 1, 1951

Excess of cost over equity in net book assets of subsidiary

acquired during the year ended March 31, 1952
Unrealized gain arising from conversion of foreign net assets to dollars

Dividends, common stock, $1.00 per share
Earned surplus, March 31, 1952

$ 6,546,546.06

4,285,880.49
2,260,665.57
212,659.09
2,473,324.66
451,006.30
2,022,318.36
1,069,184.05
953,134.31

166,841.93
1,119,976.24
9,152,258.33

10,272,234.57

79,005.01
10,193,229.56
24,852.58
10,218,082.14
396,956.49

$ 9,821,125.65

The accompanying notes are an integral part of this consolidated statement of income and earned surplus.



Notes to
Financial
Statements

OF FINANCIAL POSITION AND

Note 1. The consolidated statement of financial position includes
foreign net assets aggregating $60(5,428 stated in United States
currency, of which net current assets were $214,162.

Current assets and liabilities of the Swiss and Canadian sub-
sidiaries included in the consolidated statement of financial
position were converted into U. S. dollars at the March 31, 1952
current quoted buying rates of exchange for the Swiss franc, and
the Canadian dollar. Noncurrent assets recorded in foreign cur-
rencies were converted substantially at rates of exchange prevail-
ing when acquired.

Income accounts of the Swiss and Canadian subsidiaries were
converted, substantially, at the March 31, 1952 current quoted
buying rates of exchange for the Swiss franc, and the Canadian
dollar.

Note 2. The estimated amounts of intercompany profits in in-
ventory items purchased from companies whose accounts are
consolidated were eliminated in the preparation of these con-
solidated financial statements.

Note 3. In accordance with the employment agreement between
the company and Benjamin S. Katz, President, the company is
obligated, in the event of his death during the term of the agree-
ment, to purchase for cash, if requested within 120 days from the
date of his death, common stock of the company held by the
personal representative of his estate, widow, children, grand-
children or trustee, for an amount not in excess of $1,000,000.
The price per share to be paid shall be the consolidated book
value per share as of the day following his death.

The company carries insurance aggregating $1,800,000 on the
life of Benjamin S. Katz. The company has agreed to continue
$1,000,000 of this insurance for the period that the employment
agreement is in effect and it is expected that the proceeds of such
insurance will be held by the company to be used in the purchase
of said stock, if offered.

Note 4. It is estimated (based on present laws) that additional
foreign taxes on transfers to the parent company of the accumula-
ted surplus of foreign subsidiaries would approximate $139,000.
No provision has been made for such foreign taxes or United
States taxes, as may be paid if and when accumulated earnings
of subsidiaries are distributed to the parent company, since such
taxes may never accrue.

Note 5. Consolidated net income includes net income of foreign
subsidiaries aggregating $354,079 after elimination of inter-
company profit. A dividend of $362,526 was received from the
Swiss subsidiary during the year.

Note 6. The provisions for depreciation and amortization included
in the consolidated statement of income amount to $296,887.

Note 7. The provisions for contributions to the profit sharing
fund, for the benefit of the employees of The Gruen Watch Com-
pany and The Gruen National Watch Case Company, included
in the consolidated statement of income, amount to $110,000.

Note 8. The consolidated statement of income includes $9,646
provision for Federal excess profits tax of a subsidiary. It appears
that the parent company has no liability for Federal excess

profits tax.

©
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INCOME AND EARNED SURPLUS

Note 9. The company had contracts during the year ended March
31, 1952 subject to renegotiation. The amount of net renegoti-
ation refund, if any, which may be required is believed not to
be material.

Note 10. The parent company was contingently liable as a guar-
antor for loans aggregating $43,780 at March 31, 1952 in con-
nection with U. S. Government contract.

Lybrand, Ross Bros. & Montgomery
Certified Public Accountants
Cincinnati

To the Board of Directors,
The Gruen Watch Company, Cincinnati, Ohio.

We have examined the consolidated statement of
financial position of The Gruen Watch Company
and its subsidiaries as of March 31, 1952 and the
related consolidated statement of income and earned
surplus for the year then ended. Our examination
was made in accordance with generally accepted
auditing standards, and accordingly included such
tests of the accounting records of the companies
(except the Gruen Watch Mfg. Co., S. A.) and
such other auditing procedures as we considered
necessary in the circumstances. It was not practi-
cable for us to confirm certain accounts receivable
from United States Government departments and
agencies as to which we have satisfied ourselves by
other auditing procedures. Financial statements of
the Gruen Watch Mfg. Co., S. A., a consolidated
subsidiary, for the year ended March 31, 1952, to-
gether with a report thereon of other public ac-
countants, were submitted to us.

In our opinion, based upon our examination and
upon the above-mentioned report of other public
accountants, the accompanying consolidated state-
ment of financial position and consolidated state-
ment of income and earned surplus present fairly
the consolidated financial position of The Gruen
Watch Company and its subsidiaries at March 31,
1952, and the consolidated results of their opera-
tions for the year then ended, in conformity with
generally accepted accounting principles applied on
a basis consistent with that of the preceding year.

LYBRAND, ROSS BROS. & MONTGOMERY

Cincinnati, Ohio June 12, 1952



FISCAL YEARS ENDED MARCH 31

Total Current Assets...........
Total Current Liabilities. ...
Net Current Assets...............
Plant and Equipment—Net. .
Term Loan From Bank........
Earned Surplus......cooeenee

Net Worth ..o,

(1) Book Value-

Common Stock ..............

Gross Profit....in.

Profit Before Income Taxes.

(2) Provision For

Income Taxes .....ceeeees

(2) Net Profit ..o

(1) (2) Earnings Per
Share—Common Stock

Dividends—

Common Stock ...

(1) Dividends Per Share...

jen

1952

8,268,591
9,331,574
2,221,781
2,100,000
9,821,126
10,332,382

26.03

$6,546,546

2,022,318

1,069,184
953,134

2.40

396,956
1.00

IstwatcLies.com

1951

$17,600,165 $12,520,835

3,430,249
9,090,586
2,094,959
2,300,000
9,152,258
9,663,514

24.34

$6,074,518

1,908,833

822,087
1,086,746

2.74

393,782
1.00

O ) —Based on shares outstanding on dates shown.

Financial
Summary for the
Past Ten Years

1946 1945 1944

$9,043,040 $8,471,856 $7,118,495 $7,801,835 $6,262,310
1,998,370 1,706,792 1,907,806
6,473,486 5,411,703 5,894,029
455,511 431,000 451,982
2,000,000 1,750,000 2,000,000
5,000,100 4,212,551 3,889,226
5,384,356 4,596,807 4,724,332

14.01 11.96 11.12

$5,599,129 $3,826,871 $4,653,880
2,531,652 1,426,985 2,530,244

1,432,299 721,988 1,555,945
1,099,253 704,997 974,299

2.86 1.79 2.48

345,831 307,401 249,771
.90 .80 .65

(2)—Adjusted for Federal income taxes refunded under relief provisions of the Internal revenue code.



BUILDING
THE GRUEN FRANCHISE

Advertising

Close to 20 million interested Americans receive
the impact of powerful and continuous tele-
vision advertising. Gruen Television Playhouse
has become one of the standards of Television
entertainment and serves as an appropriate
background for the Hollywood stars who de-
liver the specific selling messages for the feature
Gruen watches being advertised. Many millions
more see the frequent dominant printed adver-
tisements featuring Gruen watches at the year’s
important selling seasons, in America’s most

powerful and best liked magazines.

To create a well-balanced selling plan, carefully
integrated promotional material is developed in
complete programs that give the retail jeweler
action-provoking displays, retail advertising
material, and printed literature which helps him
use the power of Gruen national advertising to
bring business to his own counters. Only care-
fully planned, well-rounded programs of this
type can help the jeweler capitalize fully and
directly on the advertising investment Gruen

makes on his behalf.
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COMPARATIVE FINANCIAL SUMMARY

YEAR ENDED MARCH 31

1953 1952
Income Before Taxes $3,273,988 32,022,318
Domestic And Foreign Taxes On Income 51,585,000 $1,069,184
Net Income $1,688,988 $ 953,134
Net Income Per Share 54.25 $2.40
Dividends Per Share... $1.00 51.00
Earnings Per Share Retained In The Business... $3.25 $1.40
Ratio: Current Assets To Current Liabilities.. 2.8 21
Number of Shareholders.. 2,880 2,925

Book Value Per Share of Common Stock.. 529.37 $26.03



president’s report

to the
Shareholders

of

THE GRUEN WATCH COMPANY

Once again on behalf of the Board of Directors of
your Company, it is my pleasure to report to you that
sales and profits before income raxes in the fiscal year
ended March 31, 1953 were the greatest in the 79-year
history of your Company. Consolidated profits, before
United States and foreign income taxes, amounted to
$3,273,988, as compared to $2,022,318 for the previous
year. Net profits after taxes this year amounted to
$1,688,988 or $4.25 per share, as compared to $953,134
or $2.40 per share for the fiscal year ended March 31,
1952 on 396,956 shares outstanding at the end of each
period.

There is included with this report a consolidated
balance sheet of your Company as of March 31, 1953,
and a consolidated statement of income and earned sur-
plus for the fiscal year ended March 31, 1953, together
in both instances, with comparable figures for the fiscal
year ended March 31, 1952, as reported by our auditors,
Messrs. Lybrand, Ross Bros. & Montgomery.

In accordance with the practice of past years, the
following report will tell you more about the oper-
ating results and the general financial position of your
Company, and also something of the general and spe-
cific conditions affecting your Company in the past
year and for the future.

Results of the Year’s Operation

As stated at the beginning of this letter, sales and
profits, before income taxes, were the greatest in the
history of the Company. However, due to the impact
of higher Federal income taxes, the profits after taxes
this year did not equal the profits after taxes of one of
the eighteen years | have had the good fortune to head

GruenWristwatches.com

your Company. On the other hand, in spite of the larg-
est watch sales in our history, the percentage of profit
is considerably smaller than we have usually made.

Many factors contributed to this situation. First,
in regard to the manufacture and sale of watches, which
after all is our normal and permanent business, the year
just closed was probably the most competitive of any
your Company has ever experienced. In our never ceas-
ing effort to improve our volume and profit position in
comparison with that of the other major watch com-
panies, we incurred certain additional expenses, par-
ticularly in advertising and sales promotion. While this
had the immediate effect of lessening our normal profits,
it did accomplish its objective in increased sales as far
as the year just ended was concerned and will, 1 am
sure, have beneficial results in the current year and the
years ahead in both volume and profits. It must be
pointed out, however, as in the case of so many manu-
facturing companies today, our "break-even” point of
operations has been materially increased in the years
immediately past and, secondly, and perhaps more
importantly, the watch industry, like many other
manufacturing industries in which there is keen com-
petition, has continually decreased its percentage of
profit on each item sold.

As to defense items, last year our report indicated
that we had a very sizable backlog of defense work and
at the end of that fiscal year we were beginning to make
sizable deliveries to the Government. | am happy to re-
port that our Defense Products Division iu Norwood
did an outstanding production job during the year just
ended under the able direction of Mr. Harold Jeske,
Vice President in charge of Manufacturing, Despite our
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consistently large deliveries during the past year, our
backlog of unfilled defense orders at the end of the
fiscal year was very substantial due to the fact that we
received the award of three sizable additional prime
contracts. From a financial point of view, our defense
work is profitable although the profit per item, and as a
percentage to sales, is considerably smaller than we cus-
tomarily earn in our regular business. In this connection
it should perhaps be pointed out that all of our defense
contracts call for price redetermination and renegoti-
ation. In the opinion of your management, however,
the profits on defense contracts included in the accom-
panying financial statements represent only a very
reasonable profit and therefore no adjustment thereon
in final settlement of these matters should be necessary.

Financial Position and Dividend Policy

Our financial position is a healthy one and as
shown on the comparative consolidated balance sheet
has improved over last year. Working capital at March
31, 1953 amounted to $10,556,365, an increase of
$1,224,791 over the previous year end, which increase
was derived largely from earnings retained in the busi-
ness. We have had and probably will in the future have
materially greater investment in our defense work than
at the vear end. At one time during the year just ended
in order to carry our very sizable investment in Govern-
ment inventory, receivables and equipment, we owed
$5,250,000 on current loans to our American banking
connections, all of which were paid at March 31, 1953-
With our larger volume of watch business, there is also
an increase in receivables from customers and in in-
ventories during peak periods.

Our requirements for capital expenditures will be
materially increased in the current year by reason of
the enlargement of our Time Hill Plant, Cincinnati,
bv approximately 35%, which is now nearing com-
pletion, and by an addition to our Time Hill Plant,
Bienne, Switzerland, by approximately 45%, and the
obtaining of additional machinery for our expanded
operations there. The enlargement of our Swiss Factory
is in the early stages and may not be fully completed
during the year ahead.

In view of the tremendous financial requirements
of our defense work and expanded watch operations,
your Board of Directors has felt it unwise at this time
to increase the regular quarterly dividend rate of 25c.
We have felt that these expenditures must be made to
assure the continued growth and successful operation
of your Company and that the large borrowings that
have been made in the past and will unquestionably
have to be made in the future require the support of a
large amount of equity capital represented primarily,
in the case of your Company, by earned surplus re-
tained to meet the operating needs of the business. In
the meanwhile, the equity of every shareholder is con-
stantly increasing as shown by the increase in book
value per share for the past seventeen years on the chart
made a part of this report. However, because of the
larger profits earned during the year just ended, your
Board of Directors did declare on June 1, 1953 an extra
dividend of 20c per share payable July 1 to stockholders
of record June 15, 1953-

Legislatioti and Government Action

There were two items of particular interest and

1952

$29.37

1953



help to your Company in the year just ended. These
were the rejection by the President of the recommenda-
tion of the Tariff Commission for an increase in tariffs
on watch movements imported from Switzerland, and,
secondly, the enactment by Congress and approval by
the President of the McGuire Act reestablishing the
legality of enforcing minimum resale price contracts
against all persons selling Gruen watches and other
trademarked products in violation of the Fair Trade
Acts of the individual states.

You will perhaps recall both of these points were
discussed in last year's report. As far as tariffs are con-
cerned, as | have repeatedly discussed with you in pre-
vious years, this Company is of the firm belief that the
present tariffs are fair and in the best interests of
the country, the watch industry, and particularly
the American retail jeweler who receives more
than 25% of his income from watches alone. We are
naturally pleased that the President reached the same
decision and denied an increase in tariffs on watch
movements and parts. As for the McGuire Act, you
will perhaps recall that our report last year advised
you that the Supreme Court on May 21, 1951, in the
case of Schwegmann Brothers vs. Calvert Distillers Corp.,
held that state fair trade or minimum resale price main-
tenance contracts would not be enforceable in inter-
state commerce against retailers who did not actually
sign such agreements and that for practical purposes
this decision rendered ineffective the fair trade legisla-
tion of the individual states and had led to innumerable
instances of undesirable trade practices and indiscrimin-

ate price cutting. From the legal point of view, the
McGuire Act cured this situation and reinstated the
previously generally accepted interpretation of the
Miller-Tydings Act. Since enactment of the McGuire
Act lastJuly, your Company has continued to pursue its
long standing policy of enforcing Fair Trade for the
benefit of its thousands of retail jewelers and resulting
guarantee of quality merchandise to the public.

There still remains, however, a serious handicap
to the continued successful growth and prosperity of
your Company in the Federal excise tax of 10% on the
retail selling price of watches retailing for $65 or less
and 20% on watches retailing for more than $65- As I
have repeatedly advised you, we believe the excise tax
is a discriminatory and improper one. Many economists
and Governmental legislators and officials agree with
this opinion, but whether or not Congress will remove
or even reduce this tax in the near future is something
only time will tell.

Other Highlights of the Year

The financial results of a particular year are only
one aspect in the life and growth of a corporation. |
view these other aspects of the year just ended with
considerable pleasure and satisfaction. Many problems
were encountered and the year was far from an easy one
but your Company made considerable forward strides
in styling, research, public acceptance, engineering and
product techniques, and employee relationships, factors
each of which has a most important connection with
the ultimate prosperity of any company, at least in a



The exciting Gruen Television
and Radio Show on the air.

field, such as ours.

Styling and design are the very foundation upon
which the Gruen name has been built. Particularly
since fashion has been a steadily increasing factor in
the importance of jewelry, our constant goal has always
been to maintain the reputation for style leadership in
the industry that has long been Gruen’s proud achieve-
ment. The increase in consumer desire and purchase of
Gruen Watches is obvious evidence in your Company’s
ability to set style standards the public appreciates
and wants.

In the ever-growing self-winding field, Gruen
Autowind maintains its acknowledged leadership, be-
cause of superior quality and the vast range of outstand-
ing styles found exclusively in the Gruen Autowind
line.

The complexities of modern business demand facts
and assurance which can be secured only through a
comprehensive program of research. Steadily through-
out the year, continuing programs of surveying both
the retail and consumer markets are engaged in by
your Company’s own Research Department as well as
that of our advertising agency. Such continual refer-
ence to the actual wants and needs expressed by both
jeweler and consumer helps point the way towards
more intelligent programs, more desirable styling, more
effective selling and greater acceptance by both the
trade and the general public.

National advertising has always been one of the
primary cornerstones of the Company's progress. This
year Gruen made tremendous impact in its consumer
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advertising by buying the Walter Winchell radio ‘and
television show, reaching close to 20 million people
each week. This is a vitally interested audience who,
whether they agree with all Mr. Winchell says or not,
know that for as long as they can remember he has been
America’s No. 1 newspaperman and No. 1 radio com-
mentator, and is important to any American interested
in what is happening in the world today.

With twenty-five television stations covering
about 80% of the nation’s television sets, and 353 radio
stations in every part of the country, Gruen advertising
coverage is more consistent and more thorough than at
any time in the Company’s history. Particularly grati-
fying has been the enthusiasm of retail jewelers to the
excitement and great public appeal of this dynamic
advertising medium.

Another very important factor is the Gruen Co-
operative Advertising Program. With this aid, realis-
tically based on jewelers’ purchases, Gruen dealers have
run many millions of lines of local Gruen newspaper
advertising. Similarly, the Gruen advertising depart-
ment has set up local television programs, featuring
Gruen Watches, with more jewelers than any other
company in the industry.

During this past year, Gruen has established itself
more strongly than ever as a source of selling help to
the retail jeweler at the consumer level. The power of
the jewelry industry’s outstanding national advertising
program has been matched by consistent “year-round”
promotional selling help which jewelers recognize as
the most important source of helping them solve their
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local sales problems. A steady, planned calendar of
vigorous promotional ideas and the material that helps
jewelers use these ideas has steadily developed a more
dynamic and closer knit partnership with the retailer.
This policy of selling FOR the jeweler . . . not just TO
him . . . has been one of the most vital reasons for the
steadily increasing stature of the Gruen position in a
growing number of the country's most important re-
tail jewelers.

Last year my report commented on the increase
in production of our Swiss Plant and particularly of the
new methods and new machines never before used in
the watch industry, which were developed by Mr.
Henri Thiebaud, our very capable Director General of
Gruen Watch Manufacturing Co., S. A., of Bienne,
Switzerland. With a year's additional experience in the
use of these developments and machines and with the
introduction of other new and improved methods, all of
us are particularly pleased with the results of the year’s
manufacturing operations in Switzerland. Consistent
advances and improvements have also been shown in
our American watch movement manufacturing opera-
tions here at Cincinnati.

Our employee relationship continues good and as
was the case last year we are particularly pleased and
proud of our new employees and of the speed with
which they have become absorbed into and become in-
tegral parts of the Gruen family. The number of em-

ployees at Cincinnati and Norwood is approximately
four times what it was only two years ago but the same
fine spirit of cooperation is just as evident in our en-
larged family as it was in the days when we comprised
a smaller group.

The activities and interest of our employees con-
tinues at a very enthusiastic pace. The Employees’
Profit Sharing Retirement Plan, into which during the
year just past, the Company and its Cincinnati sub-
sidiary, The Gruen National Watch Case Company,
contributed $177,302.00 and the employees contributed
$90,532.24, continues in popularity and growth. The
total now held in the fund after payments made
during the year is $1,194,181.17.

Since the close of the fiscal year, the Company
has elected three additional vice presidents. Abraham
S. Braude, Director of Sales, who has been an outstand-
ing force in the increasingly progressive sales policies
that are being so well received by retail jewelers, has
been elected Vice President in charge of Sales. Traveling
widely throughout the country and in constant touch
with jewelers from Coast to Coast, after eight years
with the Company Mr. Braude has become one of the
leading sales figures in the industry.

Henry Dorff, Director of Advertising, who has
played an important part in the intensified Gruen pro-
gram of national and trade promotions has been elected
Vice President in charge of Advertising. Mr. Dorff's



broad professional background is matched by a thor-
ough knowledge of jewelry promotion and his frequent
personal field contacts has helped strengthen the Gruen
ties with leading jewelers.

Alexander M. Fekula, recently joining the Com-
pany, has been elected Vice President in charge of
Styling. Well-known throughout the industry for the
outstanding work he has already achieved in styling,
Mr. Fekula’s addition to the Company will strengthen
the style leadership Gruen enjoys. With many years of
wide experience, both in the retail and manufacturing
sides of the jewelry field, Mr. Fekula’s ability is re-
spected throughout the industry.

Lastly, I am sure we all get a great deal of happi-
ness out of the continued excellent work of The Gruen
Watchmaking Institute in its training of disabled
veterans for the profession of watchmaking. Our school,
which Mr. George T. Gruen has so ably directed since
its inception, was one of the first in the country to be
approved by the Federal Government for the training
of Korean veterans. During the past year, with only
one year's training, students with exceptional ability
have taken and passed the certified watchmaking ex-
amination of the Horological Institute of America.
Many graduates of the school have entered our em-

Time Hill, Cincinnati, Ohio
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ploy, with a number having advanced to key posi-
tions, while others have opened their own businesses
or are working for jewelers or in the expanding field of
instrument repair and manufacture. Letters received
frequently and particularly at Ghristmas time from
former students telling us how well they arc getting
along and expressing appreciation for the training they
received leave very warm spots in the hearts of all of us.

In Memoriam

On April 22, 1953 Edwin C. Brunst died. Mr.
Brunst had been credit manager of the Company since
November 19, 1923, and in point of service was the
oldest executive of the Company. All of us sadly miss
his pleasant smile and cheerful disposition, as well as
his exceptional ability.

Conclusion

Once again in closing this account of a very in-
teresting year’s operations, | want to express my per-
sonal appreciation, as well as the appreciation of your
other executives and directors, of the loyal support of
our more than 8,000 jewelers whom we consider our
greatest asset, of our many reliable suppliers, our faith-
ful employees in the United States, Switzerland and
Canada, and to each of you shareholders.

Sincerely yours,

Benjamin S. Katz., President



Year ended March 31

1953
Gross profit from SAlES.......cccviiiiiiiicc s e $ 9,295,916
Selling, advertising, administrative, and general expenses ........c..ccc...... 5,665,178
Profit before other income and expenses and income taxes......... 3,630,738
Other INCOME.. ..o e e 225,124
3,855,862
Cash discount allowed, interest and other expenses.......... .cccccvvviivenne 581,874
3,273,988
Provision for domestic and foreign taxes on iNCOME.......... «oocviiiiiiinne 1,585,000
NEL INCOME. ... eeseeaea e 1,688,988
Special item:
Prior years’ Federal income taxes refunded under relief provisions of
the Internal Revenue COode........ooiieieniiiicerecenes e —

Net income and special IteM ........cccoeviieviiiiiiiiie e e 1,688,988
Earned surplus, beginning of Year......ccccvoiiiiiiiiviiiiiiees e, 9,821,126
11,510,114

Excess of cost over equity in net book assets of subsidiary acquired during

the year ended March 31, 1952.....c.ccccccvvevivccencicenn,

11,510,114
Unrealized gain arising from conversion of foreign net assets to dollars 35,136
11,545,250
Dividends, common stock, $1.00 per share.......ccccoccevviiiies e 396,956
Earned surplus, end Of Year......cccvieiiiieiecie s ie seeeeeie e $11,148,294

The accompanying notes are an integral part of these consolidated statements of income and earned surplus.

1952
$ 6,546,546
4,285,881

2,260,665
212,659

2,473,324
451,006

2,022,318
1,069,184

953,134

166,842

1,119,976
9,152,258

10,272,234

79,005

10,193,229
24,853

10,218,082
396,956

$ 9,821,126



The Gruen Watch

ASSETS:

Cash on hand and demand deposits
$350,000 Uniced States Government securities, at cost

Notes and accounts receivable, trade, less allowances
for doubtful notes and accounts

Inventories, at the lower of cost or marker, and in process costs accumulated under

U. S. Government subcontracts, less progress payments (Note 2).......cccccce.eee. 7,413,717

Emergency facilities purchased, to be acquired by U. S. Government

TOTAl CUITENT ASSEES....iieieiieieeerer ettt sttt st s 16,324,466

Cash surrender value of insurance aggregating $2,266,840 (Note 3)......ccoceiiernnnne 438,383

Other receivables and sundry investments, at cost

Property, plant, improvements to leased property, and equipment, at cost,
less allowances for depreciation and amortization: 1953—$1,906,572;
1952—$1,511,843 i,

Prepaid expenses and deferred charges

Patents, trade-marks, copyrights, and goodwill

The accompanying notes ore an integral part of these Consolidated Balance Sheets.
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and Subsidiary

IMesS

LIABILITIES:
March 31
1953 1952
Notes payable, DANKS. ........cccovviviireeeieeesieeeesees e N J— $ 3,475,000
Loans payable, foreign Danks.........ccccoeeeeeeeeeeeeee e 1,045,747 1,138,168
ACCOUNES PAYADIE ... 1,501,001 1,594,668
ACCTUEH TEEMIS.....vvieeiecectceetcectet ettt ettt e ettt ee e e e eeeeena 1,533,580 901,454
Dividends payable..........cccccciiiiereicrececeee e 99,038 99,045
Provision for domestic and foreign taxes on income (Note 4). 1,588,645 1,060,256
Total current labilities........c.ccoeveveveeereeerceeeeeeeeeeenen 5,768,101 8,268,591
Notes payable, bank, installments due annually after one year
in varying amounts through July 1, 1958......cccccccecvvrveunan. 1,900,000 2,100,000
CAPITAL:
Capital stock:
Preferred stock, 4 Vi per cent cumulative; $100.00 par value; authorized 25,000
shares, issued and outstanding, none.
Common stock $1.00 par value; 650,000 shares authorized, 505,337 -M shares
issued, less 108,381 - ¥4 shares in treasury, outstanding 396,956 shares (Note 3) 396,956 396,956
Paid-in surplus, premium received on sale of 12,700 shares of common capital stock
t0 OFfiCers and EMPIOYEES. .......ccc.cvveivieeeee ettt sttt nees 114,300 114,300
Earned surplus, as annexed (Notes 1, 2, 3 aN0 4) c.covvovovieeeieeeeeceeeee e 11,148,294 9,821,126
11,659,550 10,332,382
$19,327,651 $20,700,973

The accompanying note, are an integral part of these Consolidated Balance Sheets.
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1. The consolidated balance sheets include foreign net
assets, stated in United States currency, aggregating
$774,245 at March 31, 1953 and $606,428 at March 31,
1952, of which net current assets were $385,321 and
$214,162, respectively.

Current assets and liabilities of the Swiss and Ca-
nadian subsidiaries included in the consolidated balance
sheets were converted into U. S. dollars at the March
31, 1953 and 1952 current quoted buying rates of ex-
change for the Swiss franc, and the Canadian dollar.

Noncurrent assets recorded in foreign currencies
were converted substantially at rates of exchange pre-
vailing when acquired.

Income accounts of the Swiss and Canadian sub-
sidiaries were converted, substantially, at the March 31,
1953 and 1952 current quoted buying rates of exchange
for the Swiss franc, and the Canadian dollar.

2. The estimated amounts of intercompany profits in
inventory items purchased from companies whose ac-
counts arc consolidated were eliminated in the prepa-
ration of these consolidated financial statements.

3. In accordance with the employment agreement be-
tween the company and Benjamin S. Katz, President,
the company is obligated, in event of his death during
the term of the agreement, to purchase for cash, if
requested within 120 days from the date of his death,
common stock of the company held by the personal rep-
resentative of his estate, widow, children, grandchildren
or trustee, for an amount not in excess of $1,000,000. The
price per share to be paid shall be the consolidated book
value per share as of the day following his death.

The company carries insurance aggregating $1,800,-
000 on the life of Benjamin S. Katz. The company has
agreed to continue $1,000,000 of this insurance for
the period that the employment agreement is in effect
and it is expected that the proceeds of such insurance
will be held by the company to be used in the purchase
of said stock, if offered.

4. It is estimated (based on present laws) that addi-
tional foreign taxes on transfers to the parent company

r
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statements

of the accumulated surplus of foreign subsidiaries
would approximate $165,000 at March 31, 1953 and
$139,000 at March 31, 1952. No provision has been
made for such foreign taxes or United States taxes as
may be paid if and when accumulated earnings of sub-
sidiaries are distributed to the parent company since
such taxes may never accrue.

5. Consolidated net income includes net income of
foreign subsidiaries aggregating $498,797 for 1953 and
$354,079 for 1952 after elimination of intercompany
profits. No dividends were received from foreign sub-
sidiaries during 1953- A dividend of $362,526 was re-
received from the Swiss subsidiary during 1952.

6. The provisions for depreciation and amortization
included in the consolidated statements of income
amount to $436,886 for 1953 and $296,887 for 1952.

7. The provisions for contributions to the profit shar-
ing fund, for the benefit of the employees of The Gruen
Watch Company and The Gruen National Watch Case
Company, included in the consolidated statements of
income, amount to $177,302 for 1953 and $110,(XX) for
1952.

8. The company had defense material contracts for the
years ended March 31, 1953 and 1952 subject to rene-
gotiation under the Renegotiation Act of 1951- The
company has been informed by the Renegotiation
Board that no refund will be required for the year
ended March 31, 1952. Renegotiation data for the year
ended March 31, 1953 has not yet been submitted.

Final billing prices under these contracts, which con-
tain price redetermination clauses, have not yet been
determined.

In the opinion of management, adequate effect has

been given in the financial statements to provide for
such adjustments as may result from final settlement
of these matters.
9. The parent company was contingently liable as
guarantor for loans aggregating $32,971 at March 31,
1953 and $43,780 at March 31, 1952 in connection with
U. S. Government contracts.
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ten year financia

statistics

FISCAL YEARS ENDED MARCH 31

STATISTICS FROM CONSOLIDATED BALANCE SHEETS

1953

Total Current Assets

Total Current Liabilities.......... 5,768,101
10,556,365

Plant and Equipment—N et... - 2,094,246

Term Loan From Bank............ 1,900,000

Earned SUrplus.....cccoceeevvvvnnenee 11,148,294

INJWSirth e,

(1) Book Value—

Common Stock 29.37

1952

8,268,591
9,331,574
2,221,781
2,100,000
9,821,126

10,332,382

26.03

STATISTICS FROM STATEMENts or

GrOSS Profit.eceseeeeeeesieeens $9,295,916
Profit Before Income Taxes... - 3,273,988
(2) Provision For

Income TaXeS..oomeeercrrrnnnnn. 1,585,000
(2) Net Profite..ceeiiineeenns 1,688,988
(1) (2) Earnings Per

Share—Common Stock.......... . 425
Dividends—

Common StocK.....covrirennne. 396,956
(1) Dividends Per Share........... . 1.00

$6,546,546

2,022,318

1,069,184

953,134

2.40

396,956

1.00

1951

$16,324,466 $17,600,165 $12,520,835

3,430,249
9,090,586
2,094,959
2,300,000
9,152,258

9,663,514

24.34

INCOMI

$6,074,518

1,908,833

822,087

1,086,746

2.74

393,782

1.00

1950
$9,732,904
2,602,915
7,129,989
2,091,745
1,200,000
8,442,656
8,826,912

22.97

$4,685,604

1,299,104

533,356

765,748

1.99

499,532
1.30

(2)—Based on shares outstanding on dates shown.

1949
$9,921,897
2,350,886
7,571,011
1,585,302
1,400,000
8,225,836

8,610,092

22.41

$5,750,681

2,273,605

882,387

1,391,218

3.62

537,959

1.40

1948
$9,716,040
1,891,191
7,824,849
975,884
1,600,000
7,372,648

7,756,904

20.19

$6,113,041

2,812,458

1,048,131

1,764,327

4.59

499,532

1.30

1947
$9,043,040
2,091,503
6,951,537
564,199
1,600,000
6,085,994

6,470,250

16.84

$5,843,133

2,640,375

1,088,147

1,552,228

4.04

461,104
1.20

1946
$8,471,856
1,998,370
6,473,486
455,511
2,000,000
5,000,100

5,384,356

14.01

$5,599,129

2,531,552

1,432,299

1,099,253

2.86

345,831
.90

(2)—Adjustedfor Federal income taxes refunded under relief provisions of the Internal Revenue Code.
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1945
$7,118,495
1,706,792
5.411.703
431,000
1,750,000
4,212,551
4,596,807

11.96

$3,826,871

1,426,985

721,988

704,997

1.79

307,401

.80

1944
$7,801,835
1,907,806
5,894,029
451,982
2,000,000
3,889,226

4,724,332

11.12

$4,653,880

2,530,244

1,555,945

974,299

2.48

249,771

.65
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1954

$1,709,537

$ 820,000
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$2.88

$1.20

$1.34

2.0

$32.24

308,726

2,590

1953

$3,273,988

$1,585,000

$1,688,988

$4.25

$1.00

$3.25

2.8

$29.37

396,956

2,880



President’s Report

to the

shareholders of

THE GRUEN
WATCH COMPANY

On November 13, 1953, as
The Gruen Watch Company
neared the beginning of its
80th year of continuous and
successful existence, | was
elected its President. In this
first report, | want you to
know how pleased | am to
be associated with Gruen.

At the outset, | desire to
assure you that all of us who comprise the management
are doing and will do our utmost to further the interests
of the Company and your interests as its owners.

There is presented with this report a consolidated
balance sheet as of March 31, 1954, and a consolidated
statement of income and earned surplus for the fiscal
year ended March 31, 1954, together with comparable
figures for the fiscal year ended March 31, 1953, as re-
ported by the auditors, Messrs. Lybrand, Ross Bros. &
Montgomery.

For the 1954 vyear, consolidated profits before
United States and foreign income taxes, amounted to
S1,709,537. Such consolidated profits, after such taxes,
amounted to $889,537, or an earning per share of $2.88
on each of the 308,726 shares, exclusive of treasury
shares, which were outstanding on March 31, 1954. As
of that date, the book value per share was $32.24, or an
increase of $2,87 per share during the year. The increase
in book value per share was due partly to earnings re-
tained in the business and partly to the purchase by the
Company of stock owned by Mr. Benjamin S. Katz and
his family.

Results of the year just ended were somewhat dis-
appointing. As this report is written the outlook for
satisfactory operations for the current year is not good,
primarily because of decisions and commitments by prior
management, which have proved to be unrealistic in
relation to present conditions. The watch industry gen-
erally faces a number of problems of substantial im-
portance. Nevertheless, we in the management believe
that the watch industry is basically a sound one and we

are convinced that the real values and potentialities of
Gruen are great. Consequently, provided we tan solve
our immediate problems, as | am hopeful we can, and
provided we are reconciled to a period, which | hope will
be limited in time, of little earnings or possibly of some
losse;, the longer-range outlook is one of considerable
promise.

The Watch Industry Situation

At best, the situation in the industry is confused
and uncertain. Unit sales of watches have been at a
seriously declining rate since the early fall months of
1953. There had been hope that this situation would
be eased, if not brought back to normal, when the ques-
tion of federal excise taxes was settled but, although
the rate of federal tax was reduced on more expensive
watches effective April 1, 1954, watch sales did not
show the expected upturn.

This depression in sales, temporary as we hope it
may be, has had very serious effects. One large competitor
announced a flat 20% reduction in the price of all its
watches. Other manufacturers have reduced prices. Cer-
tain dealers have slashed their prices to a level at which
little profit, if any, can be shown by either manufacturer
or retailer, and with considerable likelihood of actual
losses being suffered by both. There is some hope that
the situation may be stabilized this fall as fears of a
more serious softening of general business are lessened.

The major portion of the American watch industry
which imports movements from Switzerland has had sev-
eral special problems raised during the past year in con-
nection with customs duties. For the second time in the
past two years, the Tariff Commission has presented to
the President the question of the raising of duties on
movements imported from Switzerland; as this is written,
the President has not acted on this matter. We are hope-
ful that it will be decided again that the present duties are
entirely adequate and should not be increased. An in-
vestigation by the Antitrust Division of the Department
of Justice as to whether there are monopolistic practices
in the Swiss watch industry which interfere with free



competition in the United States is in its preliminary
stages and, | believe, it would be improper for us to
comment at length on this subject at this time.

The Watch Situation at Gruen

Just as it has affected other companies in the in-
dustry, the unexpectedly sharp drop in watch sales has
presented for Gruen problems of considerable serious-
ness. Our inventories are too large. We have had to re-
duce the prices of some of our watches. While we are
directing ever)' effort toward producing a considerable
upturn in volume of unit sales this fall, none of us ex-
pects that dollar sales will return immediately to former
levels, thus causing a decline in anticipated profits for
Gruen along with other watch manufacturers. This re-
pricing of watches in the Gruen line has caused a cor-
responding reduction in the value of inventory and this,
in part, accounts for the reduced earnings for the year
ended March 31, 1954.

I want to tell you in somewhat more detail of the
immediate problems of the Company and of the actions

$
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‘Based on shares outstanding on dates shown.

we are taking to meet these problems. For the past few
years, profits from the watch portion of the Company's
business have shown a considerable decrease; this was
true in the year ended March 31, 1953, even though
the Company's total sales that year were the largest
in its history. The increase in profits for that fiscal
year was due entirely to the successful performance of
defense work, which will be commented on later.

When the new management took over last Fall,
it was confronted with the consequences of prior plan-
ning which had been far too optimistic. Even while watch
sales were declining in the Fall months, plans had been
laid and commitments made on the assumption of a
large increase in watch sales in 1954. Throughout the
preceding portion of 1953, firm orders had been placed
by our wholly-owned Swiss subsidiary lor materials and
parts for a large increase in production of movements
and with our domestic suppliers for quantities of cases
and accessories running even beyond requirements for a
volume of sales larger than had ever been achieved in
any prior year.



President's Report

Al ter the resignation of Mr. Katz and even before
| assumed the Presidency, these production orders were
reduced. | have ordered substantial further reductions.

The production of a watch requires a long time
from the issuance of the first orders for materials until
completion of the finished watch; even with the sizable
reductions in production which have been effected, the
inventory problem of the Company will remain difficult
and burdensome for some months ahead. Our able officers
and the members of their staffs are working conscien-
tiously, diligently and as an effective team to meet this
problem.

It is our sincere conviction that the Gruen line to
be presented this Fall will be, by a considerable margin,
the best line we ever have produced. | am certain that
it will be competitive in all respects. We all are looking
forward to a gradual but certain improvement in the
position of Gruen in the industry.

Changes in Management

As | think all of you know, during the past year
Mr. Benjamin S. Katz, his son, Mr. Ira R Katz, and his
son-in-law, Mr. A. S. Braude, resigned their positions
with the Company. In settlement of an employment
contract with Mr. Katz and of all claims of himself and
members of his family, and the acquisition of all stock
owned by Mr. Katz and his family, the Company paid
to him and his family a total of $2,197,520. The stock

purchased amounted to 88,230 shares, which have been
placed in the treasury of the Company, leaving outstand-
ing in the hands of shareholders of the Company 308,726
shares as compared to 396,956 shares, which were out-
standing on March 31, 1953.

With the completion of the settlement above
outlined, the management and Board of Directors of
your Company acted promptly to strengthen the organi-
zation. We were fortunate in obtaining the acceptances
of Mr. Reuben B. Hays, President of The First National
Bank of Cincinnati, and Mr. Willis D. Gradison, senior
partner of W. D. Gradison & Company, as members of
the Board of Directors.

Mr. Fred Smith, who had been Vice President in
Charge of Industrial Relations of the Company, was
placed in charge of American manufacturing operations.

Mr. Maury Ash, who came to the Company in
September as Assistant Director of Sales has recently
been elected Vice President and Director of Sales.

Earlier in the year, Mr, A. M. Fekula was elected
Vice President of Styling,

In addition to being Vice President of Finance,
Mr. James A. Marohn was also elected Treasurer,

Speaking individually, 1 am tremendously im-
pressed with the ability, energy and determination ot
all executives and employees of the Company to sur-
mount the obstacles which have come into view' during

A section of the Screw Machine Deportment with its battery
of automatic screw machines operated by trained personnel
capable of performing the most intricate ond accurate work.



this transitional period. The immediate problems have
been attacked with vigor and imagination. We all are op-
timistic as to the long-range possibilities of the Company.

Defense Manufacturing

As this report is written, we have just received, on
June 7, 1954, word of the cancellation by the Govern-
ment of our major production contract.
We are informed that simultaneously the Government
has cancelled similar production contracts with all other
manufacturers making similar defense products.

As you know, for the past two years the defense
business of the Company has been large and profitable.
During that period of time, the Company has performed
defense contracts aggregating many millions of dollars
entrusted to it by the Government. Its products have
met the most exacting tests, and we have been informed
that the Company's performance has been highly satis-
factory to the Government, as well as a source of justi-
fiable pride to the Company itself.

As war pressures eased, the Government cut back the
rate of production of our defense contracts by approxi-
mately 40G in January of this year. Our present pro-
duction contract was scheduled to run through the early
spring of 1951 on this reduced basis and we were hope-
ful that there would not be a further cut back or can-
cellation. The Government's decision to cancel our major

Again fhis past year Cruen strengthened its leadership in self-
winding watches with new styling in both men's and women's
models and with the most complete selection of self-winding
watches in the industry.

production contract along with similar contracts of other
manufacturers came unexpectedly, with production to
cease on June 30, 1954, Obviously, the cancellation of
this contract presents serious operating problems but
since receipt of the notice of cancellation, all of our
executives have been devoting their energies to immediate
solution of the problem.

The Company is continuing to work on several
research and development contracts and one or two small
production contracts. We shall, of course, endeavor to
obtain further defense work and to study other items
which we might manufacture.

Dividend Policy

During the fiscal year ended March 31, 1954, divi-
dends of $1.20 were paid and a quarterly dividend of
25c was paid on April Ist of the current fiscal year.

With the cancellation of our major defense con-
tract, the poor spring season in watch sales, and our
heavy bank loans, your management reluctantly recom-
mended and the Board of Directors agreed that no quar-
terly dividend should be paid on July 1, 1954. If, as we
confidently believe will prove to be the case, there is an
improvement in the watch industry' generally and if we
are successful in meeting the problems facing the Com-
pany, as above outlined, we are hopeful that payment of
dividends may be resumed in the relatively near future.
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Our Subsidiaries Abroad

Based on personal observation and conferences in
Switzerland, | am greatly encouraged by our situation
there. 1 am assured by many of our friends, even by some
of our competitors, that the plant of the Gruen Watch
Manufacturing Company, S- A. at Bienne, Switzerland,
is the finest and most modern in the world. There work
is continually progressing on new: watch inventions and
improvements. Some of these give as great promise for
the future as other achievements have given in the past,
such as the Curvex, the Veri-Thin, the Autowind, and a
number of other items that have made Gruen outstanding.

The Company's two subsidiaries for the conduct of
selling operations in world markets other than the Amer-
ican market contributed welcome increments to total sales
during the year just ended.

The older of these companies, the Gruen Watch
Company of Canada, Ltd., has achieved a firm footing
as an established enterprise in the expanding Canadian
economy. lts line of watches, cases and attachments, de-
signed to meet the tastes of the grow-ing Canadian market,
has been very well received.

The Gruen Watch Export Company, operating
from its main office in Geneva, Switzerland, recorded
increased sales during the year as it continued its syste-
matic penetration of European, Asiatic and South Amer-
ican markets,

A Gpredation

| want to recognize especially the loyalty and hard
Work of all our executives and, on behalf of the man-
agement and Board of Directors, to express our apprecia-
tion of the cooperation of all our customers and of all
our employees. With this continued support, | believe
the Company can and will achieve the objectives for
which all of us are so earnestly striving.

Sincerely yours,

President
Time Hill
Cincinnati, Ohio

June 15, 1954



Consolidated Statements
of INCOME and
EARNED SURPLUS

Gross profit from Sales.........cceves ceveveeieesece e
Selling, advertising, administrative, and general expenses......
Profit before other income, expenses and income taxes,

Other INCOME......i. e sreas
Cash discount allowed, interest and other expenses.

Provision for domestic and foreign taxes on iNCOME........ccccccevviivins wuae
NEt INCOME ... et e festeeae e
Earned surplus, beginning of year......... oo,

Unrealized gain or (loss) arising from conversion
of foreign net assets to dollars........cccccoeveviiiiieiiieie i .

Excess of cost over par value of 88,230 shares of the company’s common
stock acquired and held in treasury, less $114,300 charged to
PAIA-IN SUMPIUS.....ceiii e et

Dividends, common stock: 1954—8$1.20 per share; 1953—$1.00 per
SNAME oo e e .

Earned surplus, end of year

Consolidated Statements of Paid-in Surplus

Balance, beginning of the Year........cccocoet voiveeie i

Excess of cost over par value of 88,230 shares of the company's common
stock acquired and held in treasury, less $1,914,990 charged to
€AIMNEA SUIPIUS...c.veivs ettt s

Balance, end 0Of the Year,..,....ccccoiiiiiiiiieii e e

The accompanying notes are an integral part of these consolidated statements
of income and earned surplus and consolidated statements of paid-in surplus.

Year ended March 31

1954
S 7,388,658
5,297,919
2,090,739
226,978
2,317.717
608,180
1,709,537
820,000
889.537
11,148,294

(2,552)
12.035,279

1,914,990

476,347
2,391,337

$ 9,643,942

1953
S 9,295,916
5,665,178
3,630,738
225,124
3,855,862
581,874
3,273,988
1,585,000
1.688,988
9,821,126

35,136
11,545,250

396,956
396,956

$11,148,294

Year ended March 31

1954
$ 114,300

114,300

1953
S 114,300
S 114,300
9
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ASSETS

March 31
1954 1953
Cash on hand and demand deposits $ 2,103,079 S 1,649,683
Notes and accounts receivable, trade, less allowance
for doubtful notes and accounts......... .ccocuee.. o 5,339,372 6,742,937
Inventories, at the lower of cost or market, and in process costs accumulated under
U, S, Government contracts, less progress payments (Note 3)...,..cccccoeiiiainnne 10,155,331 7,413,717
Emergency facilities purchased, to be acquired by U, S. Government........c..cccecee vevvvennnne 331,528 518,129
CUITENT  @SSEIS  1.vvvivveitieiesieeie st e st st e s e et e ste e st et e e s e e sbesse e st sbe et e sreensesreeste e 17,929,310 16,324,466
Cash surrender value of life insurance aggregating: 1954—$466,840;
1953—82,266,840  ..oeeuiiiet ettt ettt e ekttt eae e et e ere e ere e 80,699 438,383
Other receivables and sundry investments, at cost 285,902 139,085
Property, plant, improvements to leased property, and equipment, at cost,
less allowances for depreciation and amortization: 1954—$2,287,736;
1953—S1,906,572 1,989,878 2,094,246
Prepaid expenses and deferred charges.............. 228,997 331,470
Patents, trade-marks, copyrights, and goodwill 1 1
$20,514,787 $19,327,651

The accompanying notes are an integral part of these Consolidated Balance Sheets.



Consolidated Balance Sheets

LIABILITIES

March 31
1954 1953
Notes payable, DANKS...........cccciiieiieie e $ 4,700,000 $
Loans payable, foreign Danks..........cccccoiiiiiiiiiiiicie e 447.670 1,045,747
ACCOUNTS PAYADIE ....ceeieiiice e e et 2,014,300 1.501,091
ACCIUB  TEBIMIS ooeeeiiieeee et oot oo e et ee e e e e e e e et eeeeeea et eeesaas seees areeeesssseireeeeeseeseisreeees 796,074 1,533.580
Dividends Payable ........ ..occoiiiiiiieiccce s 99,038 99.038
Provision for domestic and foreign taxes on income (NOte 4).....cccc. covevivvcevieiininnns 805,028 1,588.645
CUrrent lHabilitieS .......cc.eoiiiiiiice e 8,862,119 5.768,101
Notes payable, bank, due annually after one year
in varying amounts through July 1, 1958 (current portion included above')....... 1.700,000 1,900,000
CAPITAL
Capita! stock:
Preferred stock, 4l/> per cent cumulative; $100 par value; authorized 25,000
shares, issued and outstanding, none.
Common stock, $1 par value; authorized 650,000 shares, issued 505,537%
shares, less in treasury: 1954—196,611% shares; 1953—108,381% shares;
outstanding: 1954—308,726 shares; 1953—396,956 shares.........c..cccocvevvvrnrnne 308,726 396,956
Paid-in surplus, as annexed...... ettt e ettt er e e ——ereeetia ————tter e e —ereettin mtrereeianrrreeeseanares — 114,300
Earned surplus, as annexed (Notes 1, 4 and 6).....cccccceviirieiiiiiiiinniniinse e 9,643,942 11.148.294
9,952.668 11,659.550

$20,514,787

$19,327,651



Notes

to
Financial
Statements

1. The consolidated statements include the accounts of
the Company and its wholly-owned domestic and foreign
subsidiaries.

The difference between the investment in the con-
solidated subsidiaries and the company's equity in the
net assets of such subsidiaries, as shown by their books,
amounting to $4,102,313 at March 31, 1934 and S3,881,-
392 at March 31, 1953, less consolidating adjustments
of $101,733 and $102,401, respectively, is included in
consolidation in earned surplus,

2. With respect to the Company's consolidated Swiss
and Canadian subsidiaries, the amounts of net non-current
assets have been translated into United States currency
generally at the approximate exchange rates in effect
at the time of acquisition. Net current assets and net
income have been translated generally at appropriate
market rates of exchange at the respective dates.

Net assets of the Swiss and Canadian subsidiaries in-
cluded in the consolidated balance sheets aggregated
$1,695,505 at March 31, 1954, and $774,245 at March
31, 1953, of which net current assets were $1,132,222
and $385,321, respectively.

Net income of the Swiss and Canadian subsidiaries
included in consolidated net income aggregated $587,926
for 1954 and $498,797 for 1953 after consolidating ad-
justments. A dividend of $466,300 was received from the
Swiss subsidiary during 1954. No dividends were received
from foreign subsidiaries during 1953.

3. The estimated amounts of inter-company profits in
inventory purchased from companies whose accounts arc
consolidated were eliminated in the preparation of these
consolidated financial statements.

4. It is estimated (based on present laws) that ad-
ditional foreign taxes on transfers to the parent company
of the accumulated surplus of foreign subsidiaries would
approximate $171,000 at March 31, 1954, and $165,000
at March 31, 1953. No provision has been made for such
foreign taxes or United States taxes as may be paid if
and when accumulated earnings of subsidiaries are dis-
tributed to the parent company since such taxes may
never accrue.

Federal income tax returns of the Company have been
examined and accepted by the Treasury Department
through March 31, 1950.
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5. During the year the Company acquired for its
treasury 88,230 shares of its common stock, represent-
ing all of the Company’s shares owned by the former
president of the Company, Mr. Benjamin S. Katz, mem-
bers of his family, the Benjamin S. Katz Family Foun-
dation, and the Trustee under a trust created by Pearl M.
Katz. The total cost of these shares to the Company, the
settlement of an employment contract with Mr. Katz and
claims of himself and members of his family, amounted
to $2,197,520.

Simultaneous with the acquisition of these shares the
Company transferred to the sellers or other lineal de-
scendants of members of the Katz family all life in-
surance policies owned by the Company on the life of
Benjamin S. Katz, the face amount of all such policies
aggregating $1,800,000. The Company received as pay-
ment therefor the cash value of all such policies as of
the date of transfer.

6. Certain sales of the Company and its consolidated
subsidiaries have been subject to the Renegotiation Act
of 1951. It is the opinion of management that no re-
negotiation refund will be required.

7. Contributions to the Gruen Employees’ Savings and
Profit Sharing Plan amounting to $90,908 in 1954 and
$177,302 in 1953 are included in costs and expenses.

8. Depreciation and amortization amounting to $506,-
348 in 1954 and $436,886 in 1953 are included in costs
and expenses.

9. Commitments of the Swiss consolidated subsidiary
for plant construction and new equipment amounted to
approximately $400,000.

10. On June 7, 1954, the Company received notice
of the cancellation of its major United States Govern-
ment defense contract which would have provided the
basis for defense operations until the early spring of 1955.

All inventories, receivables and purchase commitments
pertaining to this contract on the books of the Company
at the date of cancellation are recoverable in full either
through the regular course of business or under the
termination provisions of the contract.

Although it is recognized that the adverse effect of
the above mentioned cancellation on the operations of
this year will be substantial such effect cannot be ap-
proximated with any degree of accuracy at this time.
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Ten Year Financial Statistics
Fiscal Years Ended March 31

Statistics from Consolidated Balance Sheets

1954 1953 1952 1951 1950 1949 1948 1947 1946 1945
Current ASSets ....cceeiiine, $17,929,310 $16,324,466 $17,600,165 $12,520,835 $9,732,904 $9,921,897 $9,716,040 $9,043,040 $8,471,856 $7,118,495
Current Liabilities .............. 8,862,119 5,768,101 8,268,591 3,430,249 2,602,915 2,350,886 1,891,191 2,091,503 1,998,370 1,706,792
Net Current AssetsS............ 9,067,191 10,556,365 9,331,574 9,090,586 7,129,989 7,571,011 7,824,849 6,951,537 6,473,486 5,411,703
Plant and Equipment—Net . 1,989,878 2,094,246 2,221,781 2,094,959 2,091,745 1,585,302 975,884 564,199 455,511 431,000
Term Loan From Bank. ... 1,700,000 1,900,000 2,100,000 2,300,000 1,200,000 1,400,000 1,600,000 1,600,000 2,000,000 1,750,000
Earned Surplus ... 9,643,942 11,148,294 9,821,126 9,152,258 8,442,656 8,225,836 7,372,648 6,085,994 5,000,100 4,212,551
Net Worth . . e 9,952,668 11,659,550 10,332,382 9,663,514 8,826,912 8,610,092 7,756,904 6,470,250 5,384,356 4,596,807
(2) Book Value-
Common Stock ... 32.24 29.37 26.03 24.34 22.97 22.41 20.19 16.84 14.01 11.96

Statistics from Statements of Income

Gross Profit ...cocoeevciicnnnnn $7,388,658 $9,295,916 $6,546,546 $6,074,518 $4,685,604 $5,750,681 $6,113,041 $5,843,133 $5,599,129 $3,826,871
Profit Before Income Taxes, .. 1,709.537 3,273,988 2,022,318 1,908,833 1,299,104 2,273,605 2,812,458 2,640,375 2,531,552 1,426,985
(1) Provision For

Income Taxes ... 820,000 1,585,000 1.069,184 822,087 533,356 882,387 1,048,131 1,088,147 1,432,299 721,988
(1) Net Profit... . 889,537 1,688,988 953,134 1,086,746 765,748 1,391,218 1,764,327 1,552,228 1,099,253 704,997
(2) (1) Earnings Per

Share—Common Stock . .. 2.88 4.25 2.40 2.74 1.99 3.62 4,59 4.04 2.86 1.79
Dividends—

Common Stock ... , 476,347 396,956 396,956 393,782 499,532 537,959 499.532 461,104 345,831 307,401
(3) Dividends Per Share.,. . 1.20 1.00 1.00 1.00 1.30 1.40 1.30 1.20 .90 .80

(1) —Adjusted for federal income taxes refunded under relief provisions of the Internal Revenue Code.
(2) —Based on shares outstanding at end of fiscal year shown.

(3) —Based on shares outstanding on record dates during years shown.
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Gruen's flaw President,
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New York office.

A Letter



from the President

When | became president of your company on January 21,
1955, Gruen had been losing money since March, 1954. My
firstjob was to find out why. .. and what we could do about it.

On April 22 1 gave you a preliminary report of my findings
and proposed solutions. 1also gave you estimates of last year’s
operating and net losses. Contrary to the usual corporate
practice, you were given these estimates before the annual audit
was completed. We felt you were entitled to have the facts at
the earliest possible moment.

Our loss for the fiscal year ended March 31, 1955 was
$225,000 less than the estimate given you. This difference is due
to the fact that Section 462 of the Internal Revenue Code has
since been repealed retroactively. Section 462 had permitted
corporations to charge off certain expenses in the year before
they were to be incurred, thus providing a tax advantage under
circumstances such as ours.

For the fiscal year ended March 31, 1955, Gruen’s con-
solidated net loss was $2,487,562, after provision for taxes on
our subsidiary companies of $236,193. However, due to pro-
visions of the 1954 Revenue Act which permit us to “carry
back” our loss and to adjust it against our prior years’ profits,
the company’s actual “out-of-pocket” loss was reduced to
$1,125,674. This result compares with a net profit after taxes of
$886,985 in the previous fiscal year which ended March 31, 1954,

Despite these losses, the company’s financial position is
sound. The ratio of current assets to current liabilities has been
improved. The ratio was 2.52 to 1 on March 31, 1955, compared
with 2.02 to 1on March 31, 1954. Working capital of $7,562,954
on March 31, 1955 was considered sufficient for the business
we had in prospect on that date.

We reduced our bank loans from $6,847,670 on March 31,
1954 to $4,710,102 on March 31, 1955.



We reduced our inventories from $10,155,331 on March 31,
1954 to $3,649,985 on March 31, 1955.

The company has no unfilled commitments which could
have any materia! adverse effect on its financial condition or
future operations. There isan action pending which was brought
in 1954 by the Department of Justice against 23 domestic watch
manufacturers and importers of Swiss movements, including
Gruen, charging violation of the anti-trust laws in connection
with the production and sale of Swiss watches. The outcome
of this suit is, of course, a matter ofjudicial determination, and
the company is taking adequate legal steps to protect your
interests.

At the 1954 fiscal year-end the company was owned by
1,965 shareholders.

Reasons for the Loss In the sixteen months prior to
February, 1955, the company had developed a large, unbalanced
inventory in the face of declining sales in the industry. The
company’s major defense production contract, which had made
an important contribution to overall sales and profits, was ter-
minated on June 7, 1954. Poor watch business, vanishing
defense orders, and, finally, an increase in the tariff on Swiss
movements contributed to Gruen’s losses last year.
Planning forthe Future 1 do not want to talk further
of the past. My planning and thinking are directed toward
assuring a profitable and secure future for Gruen.

An aggressive, forward-looking management team is funda-
mental to our basic program for restoring Gruen’s leadership
in the industry. Such a team is now complete, on the job, and
hard at work. Gruen’s top level operating officers (Messrs.
Thiebaud, Hansen, Ash, Brandt, Enderwood and myself) aver-
age 39 years of age, yet their executive experience in the watch
industry ranges from 8 to 20 years each. Their efforts are
complemented by the very real contributions in administration
and finance being made by Mr. Burton M. Joseph, who has
been a director and chairman of the executive committee since
January 21, 1955 and chairman of the board since April 22,
1955, and by the contributions or Colonel C. J. Morey who
has been a director since January 12, 1955 and vice-chairman
of the board since April 22, 1955.

The smooth integration of this new management team with
the large body of devoted and loyal Gruen employees has been
accomplished rapidly. Gruen employees recognize the need
for unity of purpose on the part of all who work here and have
cooperated with sincerity and intelligence. The company's
relations with its employees, their families and the community
have been constructive and unmarred by conflict since its
founding in 1874.

I am happy to report that service records continue to grow



from the President

When | became president of your company on January 21,
1955. Gruen had been losing money since March, 1954, My
firstjob was to find out why... and what we could do about it.

On April 22 1 gave you a preliminary report of my findings
and proposed solutions, | also gave you estimates of last year's
operating and net losses. Contrary to the usual corporate
practice, you were given these estimates before the annual audit
was completed. We felt you were entitled to have the facts at
the earliest possible moment.

Our loss for the fiscal year ended March 31, 1955 was
$225,000 less than the estimate given you. This difference is due
to the fact that Section 462 of the Internal Revenue Code has
since been repealed retroactively. Section 462 had permitted
corporations to charge off certain expenses in the year before
they were to be incurred, thus providing a tax advantage under
circumstances such as ours.

For the fiscal year ended March 31, 1955, Grucn’s con*
solidated net loss was $2,487,562, after provision for taxes on
our subsidiary companies of $236,193. However, due to pro-
visions of the 1954 Revenue Act which permit us to “carry
back” our loss and to adjust it against our prior years’ profits,
the company's actual "out-of-pocket” loss was reduced to
$1,125,674. This result compares with a net profit after taxes of
$886,985 in the previous fiscal year which ended March 31,1954,

Despite these losses, the company’s financial position is
sound. The ratio of current assets to current liabilities has been
improved. The ratio was 2.52 to 1 on March 31, 1955, compared
with 2.02 to 1on March 31, 1954. Working capital of $7,562,954
on March 31, 1955 was considered sufficient for the business
we had in prospect on that date.

We reduced our bank loans from $6,847,670 on March 31,
1954 to $4,710,102 on March 31, 1955.



We reduced our inventories from $10,155,331 on March 31,
1954 to $3,649,985 on March 31, 1955.

The company has no unfilled commitments which could
have any material adverse effect on its financial condition or
future operations. There isan action pending which was brought
in 1954 by the Department of Justice against 23 domestic watch
manufacturers and importers of Swiss movements, including
Gruen, charging violation of the anti-trust laws in connection
with the production and sale of Swiss watches. The outcome
of this suit is, of course, a matter ofjudicial determination, and
the company is taking adequate legal steps to protect your
interests.

At the 1954 fiscal year-end the company was owned by
1,965 shareholders.

Reasons for the Loss In the sixteen months prior to
February, 1955, the company had developed a large, unbalanced
inventory in the face of declining sales in the industry. The
company’s major defense production contract, which had made
an important contribution to overall sales and profits, was ter-
minated on June 7, 1954. Poor watch business, vanishing
defense orders, and, finally, an increase in the tariff on Swiss
movements contributed to Gruen’s losses last year.
Planning for the Future 1 do not want to talk further
of the past. My planning and thinking are directed toward
assuring a profitable and secure future for Gruen.

An aggressive, forward-looking management team is funda-
mental to our basic program for restoring Gruen’s leadership
in the industry. Such a team is now complete, on the job, and
hard at work. Gruen's top level operating officers (Messrs,
Thiebaud, Hansen, Ash, Brandt, Enderwood and myself) aver-
age 39 years of age, yet their executive experience in the watch
industry ranges from 8 to 20 years each. Their efforts are
complemented by the very real contributions in administration
and finance being made by Mr, Burton M. Joseph, who has
been a director and chairman of the executive committee since
January 21, 1955 and chairman of the board since April 22,
1955, and by the contributions of Colonel C. J. Morey who
has been a director since January 12, 1955 and vice-chairman
of the board since April 22, 1955.

The smooth integration of this new management team with
the large body of devoted and loyal Gruen employees has been
accomplished rapidly. Gruen employees recognize the need
for unity of purpose on the part of all who work here and have
cooperated with sincerity and intelligence. The company’s
relations with its employees, their families and the community
have been constructive and unmarred by conflict since its
founding in 1874.

1 am happy to report that service records continue to grow



at Grucn, with 20 per cent of our employees now members of
the ten-year club. Though no contributions could be made
from company earnings to the employee retirement fund last
year since the company had no earnings, this fund had assets
of 51,337,730 on March 31, 1955.

The first task of your new management is to regain and
extend Gruen’s former position of leadership in the watch
business.

We are already making real progress. Our domestic distribu-
tion system is being revitalized. During the last three months,
we have added almost one thousand new retail jewelry outlets
making a total of 9,700. This intensive hard-hitting sales
campaign to reacquaint jewelers everywhere with the sales and
profit potential of a Gruen franchise has only just begun.

Within the next two months a comprehensive selling program
aimed at the consumer will be initiated. In addition to offering
the right merchandise at the right price, we will stress styling
in our advertising and in all of our sales promotion. We believe
that sufficient recognition has not been given the interest most
Americans have in the design and the modern styling of the
watches they buy. The Gruen line of fine watches is being
completely restyled. Our nationwide network of dealers will be
selling new dramatically styled Gruen watches this fall.

To make sure that the consumer is constantly reminded of
the outstanding value and beauty of Gruen’s new watches, our
advertising expenditures will be highly concentrated in the fall
months in a new imaginative advertising program which is
highly productive per dollar of cost. All major media—
television, radio, magazines and newspapers—will be used to
reach an estimated combined audience of 250,000,000 persons
with Gruen's continuing theme—Gruen—The Newest Look
in Time.

Inaddition to increasing watch sales, we are striving to regain
Gruen’s position as a valued contributor to the defense needs
of our country. Here, too, a planned program was needed,
was formulated and put into action. This program is already
bearing fruit. Last month we were awarded a United States
Navy contract for $1,400,000 worth of precision devices. This
is the first important defense production contract awarded
to Gruen since March, 1953.

Another phase of our programs is the reorganization of our
domestic manufacturing facilities to emulate our efficient Swiss
subsidiary and to achieve greater productivity and reduced
costs in our civilian and defense operations.

Gruen’s plant in Switzerland has the world’s most modern
watch and precision manufacturing facilities. At Gruen in
Switzerland automation is a reality—not just a theory. With
this productive capacity Gruen can and should take positive



steps to increase its share of the world market. In the past,
Gruen has not obtained its fair share of this market and is
determined to do so.

Diversification is another major part of our new Gruen
program. We are seeking to broaden our operations to include
growth products and industries serving both civilian and
national defense needs.

To accomplish this, engineering laboratories for research
and development are essential. Your board of directors has
authorized me to establish these laboratories. We are doing so.

Out of Gruen’s new laboratories will come tomorrow’s new
products and services to augment our company’s income and
to provide profits and dividends for stockholders and expanded
employment for the community. The rare skills of watch pro-
duction are the key requisites for the miniaturization and sub-
miniaturization of present day and future mechanical and
electro-mechanical devices. Through competent, persistent and
painstaking engineering efforts we will open up new oppor-
tunities for applying these skills in the manufacture of the most
advanced devices for use in electronics, in supplying motive
power, and in harnessing, measuring and controlling new
sources of energy resulting from the country’s atomic program.

I am convinced that the steps we have taken and will take
will be successful and that Gruen will grow. We are seeking
to bring Gruen to new heights of production and prestige
and, as soon as possible, to restore regular dividend payments
front profitable operations. The future of Gruen merits your
confidence.

Sincerely,



THE GRUEN WATCH COMPANY

and Subsidiaries

Consolidated Statement of

Income and Earned Surplus

Other income.

(Loss) income before taxes on iNCOME.......cccceveves cevverenenne.

Provision for taxes on income:
Domestic (1955 amount represents estimated recovery under

Foreign

Excess of cost over par value of 88,230 shares of the company’s
common stock acquired and held in treasury, less $114,300
charged to paid-in SUIPIUS......cccceviiiicece e

Dividends, common stock—S1.20 per share.

Earned surplus, end of year (Notes I, 3, 4)

YEAR
195 S
$2,837,212

4,686,560
(1,849,348)
131,070
(1,718,278)
533,091
. (2,251,369)

. (1,361,888)
236,193
(1,125,695)

. (1,125,674)
9,643,942
8,518,268

ENDED

MARCH 31
1954
S7,388,658
5,297,919
2,090,739

226,978
2,317,717

610,732
1,706,985

636,623
183,377
820,000

886,985
11,148,294
12,035,279

1,914,990

476,347
2,391,337

$ 9,643,942

The accompanying notes are an integral part of this consolidated statement of income and earned surplus.



THE GRUEN WATCH COMPANY and Subsidiaries

Notes and accounts receivable, trade, less allowance for doubtful
NOLES AN ACCOUNTS.....ccuviieiiiiieeiie ettt st e s sae s st ee st sra e sbeeeee seeeanes

Refundable Federal taxes on income resulting from carry-back
provisions, estimated (NOE 6)........cccccveriiieriieie s e ees cvreees

Inventories, at the lower of cost or market, and in process costs
accumulated under U.S. Government contracts, less, in 1954,
PrOgreSS PAYMENT....c.ciiiieieietietieteeeere e te e s et e st sbe st e sbesresbesresresbeees sabeenas

Claims against the U.S. Government resulting from contract
terminations at estimated realizable amounts, less partial
PAYMENTS. ...veutiieiitieiee ettt te et te st b e et s be st e st et e b et esa et ese e bens e e esaebeeseates sebeares

Emergency facilities purchased, to be acquired by U.S. Government....... ........

Cash surrender value of life insurance aggregating 5466,840................

Other receivables, less allowance for doubtful accounts...........cceeuve.. ..

Sundry INVEStMENTS, At COST.....ciiviiiiieiieie st

Property, plant, improvements to leased property, and equipment,
at cost, less allowances for depreciation and amortization:
1955—52,561,537; 1954—52,287,736...ccccereeeerieiiieeiirieiinieie e

Prepaid expenses and deferred Charges........ccccovvvviiiiiiiiiivsieneesc e

Patents, trade-marks, copyrights, and goodwill..........c.cccoeveveeieiinnnnnn,

MARCH 31

1955

$ 2,534,784

5,059,653

784,098

3,649,985

503,227
19,230

12,550,977

92,221

179,756

136,264

1,997,074

158,724

515,115,017

The accompanying notes are an integral

1954

$ 2,103,079

5,339,372

10,155,331

331,528

17,929,310

80,699

228,638

57,264

1,989,878

228,997

1

520,514,787



THE GRUEN WATCH COMPANY and Subsidiaries

Balance Sheet

MARCH 31
1955 1954
Liabilities
NOtes Payable, DANKS, . ...ccciiiieeee e ....$ 3,050,000 $ 4,700,000
Loans payable, foreign banks........c.cccciviiiiiiinicii e 351,102 447,670
ACCOUNES PAYADIE......cvvivericrcieiee ettt = vttt = e anines seees 577,071 2,014,309
F N o (=T BT =11 1 T S 762,209 796,074
Dividends PaYabIe.........cccciiiiiiieeiririeeie et e rees 99,038
Provision for domestic and foreign taxes on income (Notes 3, 6)..... - 247,641 805,028
CURRENT LIABILITIES tututtitiiinnsansanssnnanes manesssesressmsssssnnsnnssnnensmmamannes &0 00 . 419881023 818621119
Notes payable, bank, due annually after one year in varying
amounts through July 1,1958 (current portion included above)....... ........ 1,300,000 1,700,000
Capital
Capital stock:
Preferred stock, 4-/i per cent cumulative; $100 par value;
authorized 25,000 shares, issued and outstanding, none
Common stock, $1 par value; authorized 650,000 shares;
issued 505,337-"4 shares, less in treasury 196,61 !-34 shares,
outstanding 308,726 shares (NOte 4).......cccccveuireereererereeeee e 308,726 308,726
Earned surplus, as annexed (NOtES 1, 3, 4) . ..ooeovovieeeeireeieeeeereeeeeveeerans eeeeens 8,518,268 9,643,942

$15,115,017 $20,514,787

part of this consolidated balance sheet.



Notes to Financial Statements

1 The consolidated statements include the accounts of the

Company and its domestic and foreign subsidiaries, all
of which are wholly-owned.

The difference between the investment in the consol-
idated subsidiaries and the Company's equity in the net
assets of such subsidiaries, as shown by their books,
amounting to 54,253,928 at M arch 31,1955andS4,102,313
at March 31, 1954, less consolidating adjustments of
53,900 and $ 101,733, respectively, isincluded in consol ida-
tion in earned surplus.

With respect to the Company's consolidated Swiss and
Canadian subsidiaries, the amounts of net non-current
assets have been translated into United States currency
generally at the approximate exchange rates in effect at
the time o f acquisition. Net current assets and net income
have been translated generally at appropriate market
rates of exchange at the respective dates or at par.

Net assets of the Swiss and Canadian subsidiaries
included in the consolidated balance sheet aggregated
52,014,470 at March 31,1955 and 51,695,505 at March 31,
1954, of which net current assets were 5917,798 and
51,132,222, respectively.

Net income of the Swiss and Canadian subsidiaries
amounted to 5301,118 for 1955 and 5585,374 for 1954
after consolidating adjustments. No dividends were
received from foreign subsidiaries during 1955. A dividend
of 5466,300 was received from the Swiss subsidiary
during 1954.

It is estimated (based on present laws) that additional
foreign taxes on transfers to the parent company of the
accumulated surplus o fforeign subsidiaries would approx-
imate 5186,000 at March 31, 1955, and 5171,000 at
March 31, 1954. No provision has been made for such
foreign taxes or United States taxes as may be paid if
and when accumulated earnings of subsidiaries are
distributed to the parent company since such taxes may
never accrue.

The Company has entered into an employment contract
with its President effective January 21,1955and continuing

until March 31, 1960. The contract provides, among
other things, for options to purchase an aggregate of
30.000 shares o f the common capital stock o f the company
held in its treasury, each option having a term of five
years from the date granted. On February 25, 1955 the
Company granted one option for 10,000 shares (un-
exercised at March 31, 1955) at a purchase price of
514,36875 per share. Options for the remaining 20,000
shares shall be granted in varying amounts in sub-
sequentyears. Only one option may be granted in a single
fiscal year and only when consolidated net profits reach
a specified amount. In each instance, the purchase price
shall be 95% of the fair market price at the dale of grant.

At March 31, 1955 subcontractors' claims approximating
52.500.000 have been either received by the Company
and processed to the U.S. Government or filed direct by
the subcontractor with the Government, In the opinion
of management, no provision for loss on these claims is
required. The above claims have not been included in
the accompanying balance sheet.

The estimated recovery of S1,361,888 of Federal taxes
on income under the carry-back provisions of the Internal
Revenue Code has been applied to reduce the liability
previously recorded for 1954 and the remainder appears
as a current asset in the accompanying balance sheet.
Certain sales of the Company and its subsidiaries made
in the fiscal years ended March 31, 1955 and 1954 under
contracts with the U.S. Government are subject to
renegotiation. The fiscal years 1951 to 1953, inclusive,
have been cleared with no refunds required and it is the
opinion of management that none will be required for
fiscal years 1955 and 1954.

No contributions were made to the Gruen Employees*
Savings and Profit Sharing Plan during the fiscal year
ended March 31, 1955. Contributions to the Plan during
the fiscal year 1954 amounted to $90,908.

Depreciation and amortization amounting to 5352,189
in 1955 and 5506,348 in 1954 are included in costs
and expenses.
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Gruen —The Newest Look in Time

This description of the Gruen Line

will be more appropriate than ever in the coming season.

Though it is customary to illustrate a report of this kind

with pictures of products, we are refraining this year,

because current models don’t begin to do justice

to the breathtaking beauty and styling of our 1956 line.
LI FE Gruen now has in production strikingly new models

for national introduction to the public

beginning in September.

Gruen’s retail distribution network, strengthened by the

addition of over one thousand new dealers to the

eighty-seven hundred the company had on March 31, 1955,

will be backed up by the hardest hitting,

most comprehensive advertising campaign

in Gruen history. National television and radio time,

national magazine and newspaper space

will be used to reach consistently and repetitively

a combined audience of 250 million prospective owners

of Gruen—The Newest Look in Time.

MONITOR
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THE GRUEN WATCH COMPANY

and Subsidiaries

Eighty-secondyear

Letter from the President

In undertaking the reconstruction of Gruen in
the early Spring of 1955, your management
soon discovered that the difficulties of your
company were both serious and deep-seated.
Gruen had been operating at a deficit since
March 1954. Sales were declining and the fall-
off had not been checked. Dealer relationships
had been permitted to deteriorate. Production
of watch movements in Switzerland had been
cut back. And the Norwood plant had been
closed down by sudden termination of a major
fuze production contract.

After analyzing the situation. 1 concluded
thatitcould be repaired. But it was immediately
evident that in the process of repair we would
have a choice between two alternative methods
of treatment.

The first alternative was the easier one; it
involved a patch-up rather than remedial treat-
ment. We could have written off Norwood. We
could have retrenched altogether and directed
our effort solely toward the sale of existing
watch models for the single purpose of attempt-
ing to show a year-end fiscal profit.

In theory, this course appeared to offer a
short-term solution. In reality, this solution
would have been unfair to stockholders. For

while it held out the promise of short-term gain
for a single year’'soperation, itignored the criti-
cal and fundamental needs that would have to
be resolved if Gruen were to survive. It ignored
the need for restoration of dealer confidence
through productimprovement and more aggres-
sive merchandising. It ignored the need for re-
establishment of name identity. It ignored the
need for improved stability. And it ignored the
need for increased earning capacity.

The second alternative was the more diffi-
cult one; it called for major remedial treatment.

It involved not only reconstruction but reor-
ganization of the company’s total effort. From
the outset, it was evident that this course would
be difficult in accomplishment, demanding in
patience, and costly as contrasted to the course
of possible immediate short-term gain.

But in terms of eventual benefit to the com-
pany and its investors, this latter course offered
Gruen the chance to regain health and build
new strength for the future.

| joined Gruen, not as a promoter, but as
a builder. | believe there is a place for Gruen
in the watch market. And 1believe that Gruen
has the capacity to establish itself as an industry
with diverse interests and ample opportunity for
substantial capital growth.

As a consequence, we undertook, with the
full approval of your Board, the second, the
more difficult, but the more rewarding of these

The International Building, Rockefeller Center,
630 Fifth Avenue, New York City.

The new marketing headquarters of Gruen

in the jewelry center of the nation.

two courses. Gruen is committed to long-term
growth and gain; your company has undergone



full-scale remedial treatment for all the chronic
ills that have so long afflicted it.

Turn of the trend

Our achievements in the accomplishment of this
program during the last fiscal year are more
evident than they would appear to be in the
year-end fiscal statement. More illustrative of
the healthy strides that have been made in the
regeneration of yourcompany are the unaudited
records of accomplishment for the first quarter
of the current 1956-57 fiscal year.

Dealer bookings on Gruen watches are up
142% over bookings for the comparable
quarter last year.

Shipments are up 44% over shipments for
the first three months of fiscal year
1955-56.

And the value of defense contracts has
risen from $766,993 at the end of fiscal
year 1954-55 to a cumulative $6,407,765
through the first quarter this year.

The period of regroupment and reorganiza-
tion is behind us. Gruen has advanced into a
profit-making position and into an era of real
earning potential.

Fiscal situation

Gruen's consolidated statement for the last year
shows a net loss for the period ended March 31,
1956. This loss was anticipated.

Loss before taxes for the year ended March
3L 1956 was $ 1,330,463 compared to $2,251,-
369 for the previous year.

The net loss after tax credit for March 31,
1956 amounted to $965,799 compared with
$1,125,695 for the previous year.

Most significantly, however, Gruen’s losses
for 1954-55 were attributable to cancellation
of defense contracts and deterioration of the
watch business. By contrast. Gruen’s losses for
1955-56 were incurred largely as the result of
expenditure for product improvement, new
name identity, overhaul of the company, and
the establishment of a capability for long-term
defense and industrial production.

Long range improvements

Less visible but more meaningful than the im -
mediate fiscal indicators of your company’s
condition are the improvements that are mani-
fest in (a) increased stability; (b) renewed
jeweler acceptance, (c) enlarged earning capa-
city, and (d) realistic growth potential.

On each of these counts, the recovery of
Gruen has been impressive.

Increased stability

To achieve increased long-range stability and
lessen the dependence of Gruen upon as cyclic
an industry as the manufacture and sale of
watches, we have undertaken a program of
diversification through production of defense
and industrial equipment and the marketing of
other consumer products. Four new operating
divisions are engaged in versatile defense activi-
ties and Gruen has added Waterman pens to its
consumer line.

Moreover, in the initiation of its defense
activity, Gruen has enlarged its scientific cap-
abilities well beyond those of competitive watch
manufacturers to undertake advanced engineer-
ing and electronic projects. During the last year
Gruen has acquired a level of scientific profi-
ciency that enables it to share in the develop-
ment, the engineering, and production of
complex technological equipment for a vast
variety of applications.

Improved jeweler acceptance

Jeweler acceptance of Gruen as a leading manu-
facturer of watches has been re-established and
strengthened after a three-year period of eclipse.
Dealer relationships have been repaired, name
identity has been re-established with the con-
sumer, and additional franchised jeweler outlets
have been added to our channels of distribution
throughout North America, and in thirty-five
countries abroad.

Enlarged earning capacity

The enlarged earning capacity of Gruen is
already evident both in its watch divisions and
in its defense and industrial operations.



W atch earnings have improved materially
during the first quarter of this new year and are
expected to increase substantially as the result
of imaginative merchandising concepts, lowered
administrative overhead, automated produc-
tion, standardization of movements, improved
inventory control, and more effective manage-
ment from the new New York executive head-
quarters of your company.

Most of the non-recurring starting costs of
the defense and industrial operations have al-
ready been absorbed. Development projects
under contract will not only yield immediate
profit but several may materialize into long-term
industrial profit-makers because of their appli-
cation to civilian industrial use. The earning
potential of these undertakings warrant consid-
erable optimism in any projection of your com -
pany's earning capacities for the future.

Realistic growth potential

It is in growth potential that the recuperation
of Grucn is most pronounced and encouraging.

Among the projects currently underway in
defense production is one which encompasses
the possibility of a genuine scientific break-

through in the highly active field of inertial
guidance.

In the development of these programs, Gruen
has acquired outstanding strength in the quality
of its scientific and technical staffs. With this
capability for original and creative engineering,
research, and development, Gruen has posi-
tioned itself for growth at a rate commensurate
with the technological advances of this elec-
tronics air age.

These things we believe to be the sound fore-
runners of increased annual earnings and the
resumption of dividend payments. For the con-
fidence which members of the Board of Direc-
tors, shareholders, and employees have shown
on every occasion, management is grateful and
heartened in its endeavor.

Sincerely,

June 27, 1956

Success of Gruen in the development and production of defense equipment is shown
in this illustration. New contracts from March 31. 1955. total almost six million dollars.



Watch Business

Fall and Christmas 1955 signalled the resur-
gence of Gruen as the watch of style-minded
quality-conscious consumers.

Equally important, that same season marked
the comeback in acceptance of Gruen among
the nation’sretail jewelers.

This improvement in acceptance has been
sustained. Sales for Spring 1956 are 44%
higher than those of last year. And the initial
response of dealers to Gruen’s new line for Fall
1956 warrants an optimistic increase in sales
projections for the current fiscal year. Your
company has achieved substantial recovery in
its watch business; watch operations are now
yielding profit.

Pacesetter on this revival was Gruen's “New -
estLook in Time.” The “NewestLook”isacon-
cept which has keynoted your company’sover-
all merchandising and advertising campaigns.
Gruen introduced a wholly redesigned line for
the Fall 1955 selling season. To complement
this redesigned line, Gruen also undertook new

Newest of Gruen's “Newest Look in Time" these
contemporary-style watches, all of them

Gruen originals and all styled by America's
foremost industrial designers.

packaging, new advertising, and a new sales
promotion campaign.

Jeweler response to “The Newest Look in
Time” was both gratifying and revealing. By
late October, heavy Fall buying on Gruen had
outstripped production capabilities of your
company’s plants. Inventories were depleted
and by November Gruen was sold out.

This sales momentum picked up a speedier
pace in Spring. At the same time, franchised
jeweler outlets have increased 12%.

Headlining the Gruen drive for Fall and
Christmas 1956 will be Gruen’s handsome new
designer collection of contemporary-styled
watches. These distinctive new watches, unlike
any other in the trade, were created especially
for Gruen. Each signifies a new trend in watch
styling and each is exclusive with Gruen.

Price leader for Gruen’s 1956 Fall campaign
is Gruen’s new Super-G line, featuring Power-
Pak Autowind watches in see-through gift pack-
ages, factory sealed for consumer protection.



Super-G represents an innovation in popularly-
priced watch merchandising as well as a new
concept in packaging and display.

Last year's bookings on “The Newest Look
in Time” exceeded your company’s ability to
make deliveries. This was due not only to the
depletion of inventory as a result of liquidation
sales during 1954 but to cutbacks in Swiss pro-
duction during that same fiscal year. The time
lag required for resumption of full production
frustrated Gruen’s attempts to make deliveries
on new orders in 1955. However, production
schedules for 1956-57 will provide sufficient in-

ventory for prompt shipment of projected sales.
Credit for this encouraging upturn in produc-
tion is due M. Henri Thiebaud, director of
Gruen’'s wholly-owned manufacturing subsidi-
ary in Switzerland. For many years an outstand-
ing expert in watch technology and production,
M. Thiebaud has reorganized Gruen’s manu-
facturing processes in Switzerland to take ad-
vantage of advanced automated techniques.

To summarize the situation: watch sales are
up; projections are encouraging, delays in pro-
duction have been overcome. The outlook is for
profit.

Waterman Pen Company

Acquisition of the 84 year-old Waterman Pen
Company marks the start of Gruen’s long-term
program for further consumer product activity
and growth.

For generations, a leader among makers of
quality writing instruments, the Waterman Pen
Company manufactures and markets fountain
pens and pencils throughout North America
and in sixty-five countries abroad.

Waterman’'searning potential greatly exceeds
that company’s actual performance during the
last several years. After a succession of business
difficulties. Waterman turned the trend toward
substantial recovery only to be struck with se-
vere damage to its principal plant during the
Connecticut floods of 1955. Production was
halted, shipments delayed, and the upturn in
sales arrested.

Fundamentally, however, Waterman pos-
sesses sufficient product strength to make a
healthy recovery. Brand identification is good
and Waterman’'s pens are acknowledged trade
leaders in design, quality, and styling.

In the accomplishment of this task, we anti-
cipate some difficulties for there is need to revive
dealer relationships and greatly expand the
company’'s base of distribution.

Signpost of the Waterman campaign will be
“Waterman—The Newest Word in Writing."

Full use will be made of the same ad media and
devices that sold Gruen as “The Newest Look
in Time.”

In summary, we believe Waterman to be a
potentially valuable asset. For the immediate
future, there iswork to be done.

First to introduce a cartridge-filled fountain pen,
Waterman has put its strength behind the C/F pen
with its disposable cartridge of ink.



For prototype development; pro-
duction engineering, limited and
large scale manufacture of pre-

For the conceptual and
creative engineering and
development of new

For feasibility studies,
engineering, develop-
ment, and limited pro-
duction on systems,

cision electronics equipment.

ideas, systems, and

products. equipment.

The above chart illustrates how Gruen has centered its
industrial, engineering, and manufacturing operations
into four distinct but related subsidiary organizations.

Industrial

Since reorganization of Gruen in 1955, major
emphasis has been directed toward the achieve-
ment of increased stability through diversifica-
tion with first emphasis on the production of
defense and industrial equipment.

Current value of orders in these areas now
exceeds $6,000,000.

Projects under contract include electro-
mechanical devices, electronic equipment, sub-
miniature relays, intercontinental missile test
equipment, advanced gyroscopic systems, new’
jet instrumentation, anti-skid devices, potenti-
ometers, accelerometers, oscilloscopes, and fre-
quency meters.

Each of these undertakings is new and unique
to Gruen. Most are unique to the watchmaking

projects, and component

GRUEN

DIVISION

For prototype development, pro-
duction engineering, toolmaking,
limited and large-scale manufac-
ture of precision electro-mechan-
ical equipment.

and Defense

industry. Several are altogether unique in that
they represent genuine scientific advances.

Your company functions not only as a prime
contractor but as a subcontractor on vital de-
fense projects. Work is presently in progress for
the Convair Division of General Dynamics, the
Hughes Aircraft Company, General Electric,
Minneapolis-Honeywell, Army Ordnance, the
Army Signal Corps, Navy Bureau of Ships, the
Navy Bureau of Ordnance, and others.

In most instances, these devices are appli-
cable not only to a variety of military uses but
to versatile employment in civilian industry.
As a consequence, this program is geared to
the long-term growth of Gruen as a manufac-
turerofcritical industrial equipment.



In the accomplishment of this program.
Gruen has centered its industrial engineering
and manufacturing operations in four distinct
but related subsidiary organizations. Each com -
plements the specialized technological capabili-
ties of the other. Individually, they enable
Gruen to bid on separate phases of industrial
and defense undertakings. Together, they con-
stitute an integrated capability for the engineer-
ing. the development, and manufacture of a
wide range of essential products. And each is
linked to the other through coordinated man-
agement control.

To man these organizations, Gruen has ac-
quired a scientific staff of demonstrated com -
petence. Chief of The Planning Board is Dr.

Corporate Activities

Gruen Industries, Inc.

In March 1956, shareholders authorized a
change in name of The Gruen Watch Company
to Gruen Industries, Inc. The change will be
instituted later this year. Purpose of the change
is to establish an identity which will better de-
scribe the expanding industrial, defense, and
consumer activities of your company. Linder the
new corporate structure. The Gruen W atch
Company will retain its identity as a division;
Waterman will be listed as a subsidiary. Other
divisions and subsidiaries will include manufac-
turing, casing, and marketing operations for
watches; engineering, development, and pro-
duction for defense and industrial equipment.

Theodore von Karman, senior advisor on aero-
nautics to NATO and chairman emeritus of the
Scientific Advisory Board of the United Stales
Air Force. Other distinguished personnel in-
clude Major General Leslie E. Simon (ret.),
former chief of Research and Development for
United States Army Ordnance, as well as a
corps of scientists with outstanding reputations
in diverse areas and fields.

Inundertaking thisprogram,Gruen hasgreat-
ly expanded its interests and opportunities for
growth. Gruen is no longer just another Ameri-
can watch manufacturerwith an occasionalside-
line in defense production. Gruen has hitched
its future to progress in electronics to become
part of the new frontier of American industry.

Common Stock Increase

Authorization of 650,000 additional shares of
Gruen common stock was approved by share-
holders on March 19th of this year. This act in-
creased to 1,300,000 shares the authorized

common stock of your company. A total of

Dr. Theodore Von Karman and Gmen
engineering executives



394,920 shares are currently outstanding. Pur- Ave., Rockefeller Center, New York. This late

pose of the increased authorization is to make Spring move to the mercantile center of the na-
available an additional source of equity capital tion and the jewelry hub of the world has facili-
for use in strengthening your company and its tated increased emphasis on Gruen watch sales.
profit-making potential. Corporate headquarters remain at Time Hill,

Cincinnati. Space vacated by watch operations

New York Marketing Headquarters ) ) o : )
there is being utilized by defense and industrial

Advertising, merchandising, marketing and fi- divisions. Shareholders are cordially invited to
nance activities are now located at 630 Fifth visit the company’snew offices in New York.
|
I LE ka GRUEN WATCH GRUEN GRUEN
PEN COMPAf MANUFACTURING WATCH APPLIED SCIENCE
L0 iRAID COMPANY, SA. COMPANY LABORATORIES,

INC.

W

GRUEN
NATIONAL
WATCH CASE
COMPANY, INC

GRUEN

WATCH

EXPORT
COMPANY

Illustrative of Gruen s expanded activity during the last
fiscal year is this chart of subsidiary organizations.



Consolidated Statement of

Income and Retained Earnings

Gross profit 0N Sales........cccvvveveiiciic e
Selling, advertising, administrative, and general expenses
Operating 10SS.....occevveiieece e

Other INCOME..uiiiiciii et e e

Cash discount allowed, interest, and other eXpenses..........ccoceeeeereereeereenne.

Loss before taxes 0N iNCOME......cccoiviieiiiiie et

Provision for taxes on income:

Domestic (represents estimated recovery under carry-back provisions).

[T £=TTo | o H PSSR

Retained earnings, beginning of year

Retained earnings, end of year.........

YEAR ENDED

196 6

$3,262,869

4,527,854

1,264,985

251,088

1,013,897

316,566

1,330,463

(590,769)

226,104

(364,665)

965,799

8,518,268

$7,552,469

The accompanying notes are an integral part of the financial statements.

MARCH 31

1955

$2,837,212

4,686,560

1,849,348

131,070

1,718,278

533,091

2,251,369

(1,361,888)

236,193

(1,125,695)

1,125,674

9,643,942

$8,518,268



1fHE
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Notes and accounts receivable, trade, less allowance for doubtful

NOtES AN ACCOUNTS......eeivieieeiieie ettt e et e sre e sneens ..

Refundable Federal taxes on income resulting from carry-back
Provisions, esStimated..........ccccecivieiiiiiie e

Inventories, at the lower of cost or market, and in process costs
accumulated under U. S. Government contractsS.........ccccoeevvevvnennne

Claims against the U. S. Government resulting from contract
terminations, at estimated realizable amounts, less partial
PAYMENT .ottt sb et e st e e st e e e e re e reenas

Emergency facilities purchased, to be acquired by U. S. Government, ,

CURRENT ASSETS .o

Cash surrender value of life INSUranCe........ccccceeeiiiiieiceeec e
Other receivables, less allowance for doubtful accounts........cccccceeen.....
Due from employees under stock purchase plans.........ccccceecvvveviviiiiinennnns
INVESTMENTS, A COST.ouuiiiiiii i e e e s e e e a e e e e eees

Property, plant, improvements to leased property, and equipment,
at cost, less allowances for depreciation and amortization:
1956—$2,734,779; 1955-$2,561,537 coiiiiiiiicieeieeeeeee

Prepaid expenses and deferred Charges........cccocevvvieviveviecienesce e

Licenses, patents and trade-marks..........ccocceveeveiieeiiiiese e

The accompanying notes are an integral

Consolidated
MARCH Jt

19 S 6 t9e 6
.3 845,419 $ 2,534,784
4,874,965 5,059,653
599,514 784,098
4,171,050 3,649,985
127,766 503,227
- 19,230
10,618,714 12,550,977
69,725 92,221
137,928 173,681
420,300 6,075
236,264 136,264
2,205,342 1,997,074
241,025 158,724
30,001 1
$13,959,299 $15,115,017



THE GRUEN

Balance Sheet

Liabilities:

Notes payable, banks

Loans payable, foreign banks

Accounts payable

Accrued items

Provision for foreign taxes on income

CURRENT LIABILITIES

Notes payable, bank, converted during 1956 to short term note
(current portion of 1955 balance included above)

Shareholders' Equity:
Capital stock:

Preferred stock, 4-Vi per cent cumulative; SI100 par value;
authorized 25,000 shares, issued and outstanding, none

Common stock, $1 par value; authorized 650,000 shares; issued
505,337-% Shares, lessin treasury: 1956—166,611 -% shares;
1955-196,61 1-% shares; outstanding: 1956—338,726
shares; 1955—308,726 shares

Capital contributed in excess of par value for 30,000 shares of
common stock issued under stock purchase plan

Retained earnings, as annexed

part of the financial statements.

iese

$ 3,244,093

543,049

1,037,587

525,861

297,514

5,648,104

420,000

7,552,469

$13,959,299

WATCH COMPANY

and Subsidiaries

CH 31

1955

$ 3,050,000

351,102

577,071

762,209

247,641

4,988,023

1,300,000

308,726

8,518,268

$15,115,017



Notes to Consolidated Financial

1 The consolidated statements include the accounts of the Com-
pani/1 and its wholly-owned domestic and foreign subsidiaries.
e difference between the investment in the consolidated
subsidiaries and the Company's equity in the net assets of such
subsidiaries, as shown by their books, amounting to $4,176,784
at March 31 1956 and $4,253,928 at March 31, 1955, less con-
solidating adjustments of $3,200 and $3,900, respectively, is in-
cluded in consolidation in retained earnings.

With respect to the Company's consolidated Swiss and Ca-
nadian subsidiaries, the amounts of net non-current assets have
been translated into United States currency generally at the
approximate exchange rates in effect at the lime of acquisition.

Net current assets have been translated generally at appropriate
market rates of exchange at the respective dates or at par.

It is estimated (based on present laws) that additional foreign
taxes on transfers to the parent company of the retained earn-
ings of foreign subsidiaries would approximate $181,000 at
March 31, 1956, and $186,000 at March 31, 1955. The amount
of United States taxes, if any, which may be payable on such
transfers is not presently determinable.

No provision has been made in the accompanying financial
statements for such foreign or United States taxes as may be
payable if and when the earnings of the foreign subsidiaries are
distributed to the parent company.

The Company has an employment contract with its President,
which continues until March 31, 1960. The contract provides,
among other things, for options to purchase an aggregate of
30,000 shares of the common stock of the Company held in its
treasury, each option having a term of five years from the date
granted. On February 25, 1955 the Company granted one
option for 10,000 shares (uncxercised at March 31, 1956) at a
purchase price of $13.89375 per share. Options for the remain-
ing 20,000 shares shall be granted in varying amounts in
subsequent years. Only one option may be granted in a single
fiscal year and only when consolidated net profits reach a speci-
fied amount. In each instance, the purchase price shall be 959€£
of the fair market price at the date of grant.

In March 1956 the shareholders authorized an increase in the
common capital stock of the Company to 1,300,000 shares. No
application for the increase has yet been filed with the Secretary
of State (Ohio),

The Company has reserved, for sale to employees, 45,000

Statements

shares of its common capital slock held in treasury, the sales
price of such shares to be no less than market value at date of
sale.

Certain sales of the Company made in the fiscal years ended
March 31, 1956 and 1955 under contracts with the U, S. Gov-
ernment are subject to renegotiation. It is the opinion of man-
agement that no refund will be required,

No contributions were made to the Gruen Employees’ Savings
and Profit Sharing Plan during the fiscal years ended March 31,
1956 and 1955.

Depreciation and amortization amounting to $305,002 in
1956 and $352,189 in 1955 are included in costs and expenses.

Event subsequent to balance sheet date;

On April 30, 1956, the Company acquired by an exchange of
securities, a 5|xty percent interest in the Waterman Pen Com-
pany L|m|ted a Canadian Corporation, (hereinafter called
Waterman).

The agreement pertaining to the acquisition provides, among
other things, as follows:

(@) For the transfer of 56,194 shares of the Company's common
capital stock in exchange for 277,174 shares of Waterman’s
common capital stock.

<h) For the transfer of 500 shares (total outstanding% of com-
mon capital stock of Gruen Watch Company of Canada.
Ltd. in exchange for 30,000 shares of Waterman's common
capita! stock.

(e) For the transfer of additional shares (not to exceed 74,051
in total) of the Company's common capital stock when
Waterman earns consolidated net income. The number of
shares transferred in any one year to be determined by
formula in direct proportion to Waterman's consolidated
net income for such year.

(d) For Waterman to contract with an underwriter for an
offering of 68,261 shares of its common capital stock at an
offering price of $10 per share.

(e) For an option to the Company (may be exercised in whole
or in part anytime within three years) to purchase 130,742
additional shares of Waterman’s common capital stock at
a price of $10 per share. Option permits the Company to
retain its sixty percent interest after issuance of above
68,261 shares and 18,900 shares on employee stock options.

LYBRAND, ROSS BROS. & MONTGOMERY
CERTIFIED PUBLIC ACCOUNTANTS
CAREW TOWER
CINCINNATI 2

To the Board of Directors
The Gruen Watch Company
Cincinnati, Ohio

We have examined the consolidated balance sheet of The Gruen Watch Company and subsidiaries as of March 31, 1956 and the
related consolidated statement of income and retained earnings for the year then ended. Our examination was made in accordance
with generally accepted auditing standards, and accordingly included such tests of the accounting records of the companies and such
other auditing procedures as we considered necessary in the circumstances. It was not practicable for us to confirm certain accounts
receivable from United States government departments and agencies as to which we have satisfied ourselves by other auditing
procedures.

In our opinion, the accompanying consolidated balance sheet and consolidated statement of income and retained earnings present
fairly the consolidated financial position of The Gruen Watch Company and subsidiaries at March 31, 1956 and the consolidated
results of their operations for the year then ended, in conformity with generally accepted accounting principles applied on a basis
consistent with that of the preceding year.
Cincinnati, Ohio
June 25, 1956

Lvbrand, Ross Bros. & Montgomery
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Factories and Laboratories

Time Hill, Cincinnati, Ohio
Norwood, Ohio

Reading. Ohio

Hempstead, Long Island, New York
Pasadena, California

Bienne, Switzerland

Sales Offices

New York. New York
Chicago, lllinois

Los Angeles, California
Geneva. Switzerland
Paris, France

Toronto, Canada
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