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Company Overview: 
Abercrombie & Fitch Company retails lines of men's, women's, and children's clothing. Abercrombie & Fitch operates four branded retail concepts: Abercrombie & Fitch(361 stores), abercrombie(164), Hollister(318), and RUEHL(8), and e-commerce sites for the three larger retail concepts. Originally established in 1892 to supply apparel for the rugged outdoors. Now, the company is better known for its youthful, fashion-oriented casual apparel. Each concept targets a different age demographic and all employ comp casual luxury position. Hollister targets 14 to 17 year old high school boys and girls at lower price points than traditional A&F stores, thereby minimizing cannibalization between brands.
Market Profile: 
The company participates in the specialty apparel retail market targeted at youth, spanning the tween to young adult demographic. While the U.S. apparel market is considered mature, with demand mirroring population growth and a modicum related to fashion, the youth marketplace is generally considered attractive based on its spending clout. According to NPD consumer data, collectively, this group accounts for approximately 35% of total apparel spending, with the "sweet spot" being teenagers, who represent about 20%.
Competitive Landscape:
The retail landscape is consolidating, with share accruing to the mass merchants and specialty chains while the traditional department store is losing ground. Specialty chains compete on customer knowledge garnered from daily interactions, focus groups and marketing intelligence, and this knowledge is often combined with high customer service levels to result in an attractive price/value equation for the consumer. ANF's target demographic is attracted to strong brands, as well as fashion and value, when determining apparel selections. While the specialty channel holds the largest share of the apparel market, S&P estimates that the sub segment serving the youth demographic represents about 3% of total retail sales. With barriers to entry minimal (capital investment in merchandise, rent and labor expense) and potential returns on investment high and quick (four wall return on investment exceed 40% in 12 months for many specialty retailers), there is a steady flow of new industry participants. In addition to competing with other apparel retailers, regardless of channel, for the youth's discretionary spending, ANF competes with merchandise and services, especially consumer electronics and entertainment services. 

Primary Business Dynamics:
As a growth retailer, ANF grows sales by opening new stores and same-store sales (or comp) increases. FY 06 (Jan.) comps were driven by double digit increases in the average transaction value and transactions per store, according to S & P, providing for significant market share gains, at abercrombie, in particular. S & P estimates ANF's consolidated retail sales per gross sq. ft. were $480 in FY 06, versus $360 in FY 05, $345 in FY 04, and $379 and $401 in FY 03 and FY 02, respectively. Hollister, at about $1 billion in sales and $528 sales per square foot remains a significant growth vehicle, with a U.S. store potential of 600 to 800 stores. ANF's newest concept, RUEHL, was launched in the fall of 2004 to target a 22 to 35 aged demographic. A core competency and competitive advantage is ANF's brand strategy. ANF has organically grown iconic retail brands that resonate with their target consumer (the "cool" factor), and kept to a disciplined amount of new store growth, thereby maintaining strong supply demand dynamics and while avoiding brand dilution. Brand building is done at the store level via extensive customer service, store graphics and fixtures as well as traditional marketing. In keeping with an aspirational casual luxury brand positioning, ANF pursues a non-promotional merchandise strategy (which contributes to elevating the brand), and a merchandise mix of casual basics limits inventory (and markdown) risk. ANF is pursuing international growth opportunities in Canada and the U.K. 

Financial Highlights: 
(Q4, Ending January 28, 2006)
· Fourth Quarter Sales up 40.0% 
· Earnings per Share up 57.0%
(Fiscal 2005 Results)

· Net sales were up 28% to 2.785 billion for the year

· EPS up 48% to $3.70
· Dividends paid totaled $.60 up from $.50
Fiscal 2006 Outlook
They recently annualized strong comparable store sales growth which started in January 2005, reporting 33% comparable store sales increase in January 2006. A & F believes the strong comparable store sales growth in January was due to a continuation of strong sales momentum, gift card redemption, and the benefit of unseasonable warm temperatures. The company expects comp sales to be positive but not at the rate of the last 13 months. Earnings per share should be in the range of $1.23 to $1.28 for the first half of 2006. 
Abercrombie & Fitch expects to increase gross square footage by approximately 11% primarily through the addition of 64 Hollister Co. stores, 19 abercrombie stores, 12 Abercrombie & Fitch stores, and 8 RUEHL stores. 

Judgements:

· I stuck with Value Line’s estimate of future sales growth at 13.0%

· I also used 15% for EPS growth 

· I used the average high and low P/E’s from the last 10 years as my averages
· I used the low for the year as my low price
Recommendation:

ANF has a Upside/Downside ratio of 4.2 to 1. Its Relative Value is 114.2.  And returns are 13% -14% range. ANF’s current price of $65.00 is in the buy range. As this point, I would recommend waiting for the 1Q 2006 results due out May 16 and discuss whether or not we need another retail stock on our watchlist at June’s meeting. 
