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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

y QUARTERLY REPORT PURSUANT TO SECTION 13 OR
15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2008

or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR
15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File No. 000-51754

Crocs, Inc.

(Exact name of registrant as specified in its charter)

Delaware 20-2164234
(State or other jurisdiction of (ILR.S. Employer
incorporation or organization) Identification No.)

6328 Monarch Park Place, Niwot, Colorado 80503
(Address of registrant's principal executive offices)
(303) 848-7000
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yesy No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of "large accelerated filer," "accelerated filer," and "smaller reporting company" in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated Accelerated Non-accelerated Smaller reporting
filer y filer o filer o company o
(Do not check if a
smaller reporting
company)
Indicate by check mark whether the registrant is shell company (as defined in Rule 12b-2 of the Exchange Act). Yeso Noy
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ITEM 1.

PART I FINANCIAL INFORMATION

Financial Statements

CROCS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except share and per share data)

Revenues
Cost of sales

Gross profit

Selling, general and administrative expenses
Restructuring charges

Impairment charges

Income (loss) from operations
Interest expense
Other income

Income (loss) before income taxes
Income tax expense

Net income (loss)

Income (loss) per common share:
Basic

Diluted

Weighted average common shares:
Basic

Diluted

$

$

$

$

(Unaudited)
Three Months Ended
September 30,

2008 2007
174,187 $ 256,275
171,788 100,883

2,399 155,392
104,391 77,156
2,450
31,584
(136,026) 78,236
413 191
(734) (1,158)
(135,705) 79,203
12,275 22,655
(147,980) $ 56,548
1.79) $ 0.69
1.79) $ 0.66

82,854,419 81,543,769

82,854,419 85,370,351

Nine Months Ended
September 30,
2008 2007
$ 595,497 622,554
417,575 250,729
177,922 371,825
271,224 187,958
6,769
45,301
(145,372) 183,867
1,385 306
(782) (2,074)
(145,975) 185,635
4,399 55,690
$ (150,374) 129,945
$ (1.82) 1.62
$ (1.82) 1.55
82,687,861 80,362,112
82,687,861 83,842,675

See notes to condensed consolidated financial statements.
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CROCS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable, net
Inventories
Deferred tax assets, net
Income tax receivable
Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Restricted cash
Goodwill
Intangible assets, net
Deferred tax assets, net
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Accrued restructuring charges
Deferred tax liabilities, net
Income taxes payable
Note payable, current portion of long-term debt and capital lease
obligations

Total current liabilities
Long-term debt and capital lease obligations, net of current portion
Deferred tax liabilities, net
Long term restructuring
Other liabilities

Total liabilities

Commitments and contingencies (notes 8, 13 and 16)
Stockholders' equity:
Common shares, par value $0.001 per share; 250,000,000 shares

authorized, 83,521,064 and 82,997,064 shares issued and outstanding
in 2008 and 82,722,426 and 82,198,426 shares issued and outstanding

in 2007

Treasury Stock, 524,000 shares, at cost
Additional paid-in capital

Deferred compensation

September 30,
2008

$ 56,580
3,255
71,000
140,965
5,804
21,453
17,342

316,399
93,357
933

40,988
6,562
11,521

$ 469,760

$ 44,199
52,308

872

54

9,211

19,836

126,480

2,194
1,124
28,424

158,222

84
(25,022)
227,459

(536)

December 31,

$

2007

36,335
300
152,919
248,391
12,140

17,865

467,950
88,184
1,014
23,759
31,634
8,051
6,833

627,425

82,979
57,246

265
19,851

7,107

167,448
9
1,858

13,997

183,312

83
(25,022)

211,936
(2,402)
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Retained earnings 98,935
Accumulated other comprehensive income 10,618
Total stockholders' equity 311,538
Total liabilities and stockholders' equity $ 469,760

See notes to condensed consolidated financial statements.

249,309
10,209

444,113

$ 627,425
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CROCS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)
For the Nine Months
Ended September 30,
2008 2007
Cash flows from operating activities:
Net income (loss) $(150,374) $ 129,945
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 27,751 13,608
Loss (gain) on disposal of fixed assets (796) 225
Unrealized loss (gain) on foreign exchange rates 3,753 (5,484)
Deferred income taxes 8,057 (128)
Asset impairment 45,301
Inventory writedown charge 75,630 463
Accrued loss on purchase commitments 4,200
Share-based compensation 14,110 16,041
Excess tax benefit on share-based compensation (38,602)
Bad debt expense 1,773 1,395
Changes in operating assets and liabilities:
Accounts receivable 81,161 (92,134)
Income tax receivable (21,453)
Inventories 27,678 (102,130)
Prepaid expenses and other assets (3,911) (14,931)
Accounts payable (42,666) 30,347
Accrued expenses and other liabilities 3,859 83,590
Cash provided by operating activities 74,073 22,205
Cash flows from investing activities:
Purchases of short-term investments (66,780)
Sales of short-term investments 72,405
Cash paid for purchases of property and equipment (49,537) (41,605)
Proceeds from disposal of property and equipment 1,964
Cash paid for intangible assets (10,620) (14,160)
Acquisition of businesses, net of cash acquired (8,143) (11,280)
Restricted cash (2,801) (1,083)
Cash used in investing activities (69,137) (62,503)
Cash flows from financing activities:
Proceeds from note payable, net 73,400
Repayment of note payable and capital lease obligations (60,680) (621)
Excess tax benefit on share-based compensation 38,602
Exercise of stock options 3,280 13,992
Cash provided by financing activities 16,000 51,973
Effect of exchange rate changes on cash (691) 1,328
Net increase in cash and cash equivalents 20,245 13,003
Cash and cash equivalents beginning of period 36,335 42,656
Cash and cash equivalents end of period $ 56,580 $ 55,659

Supplemental disclosure of cash flow information cash paid during the period for:
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Interest $ 1,287 % 175
Income taxes $ 15508 $ 12,760
Supplemental disclosure of non-cash, investing, and financing activities:
In conjunction with the acquisitions made, liabilities were assumed as follows:
Fair value of assets acquired $ $ 7,074
Cash paid for capital stock 5,093
Liabilities assumed $ $ 1,981
Accrued purchases of property and equipment $ 2,698 $ 4724
Accrued purchases of intangibles $ 476 $ 6
Accrued acquisition purchase price $ 220 $ 5,011

See notes to condensed consolidated financial statements.
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Crocs, Inc. ("Crocs" or the "Company") is a designer, manufacturer, distributor, worldwide marketer, and brand manager of footwear and
accessories for men, women, and children. From its inception through the year ended December 31, 2007, the Company experienced rapid
revenue growth and had difficulty meeting demand for its footwear products. During this period, the Company increased production capacity
and increased inventory in an effort to meet demand. This pattern changed in 2008. The Company's revenue growth moderated in the three
months ended March 30, 2008. The Company's total revenues declined during the three months ended June 30, 2008. During the three months
ended September 30, 2008, revenues declined in the North American and European markets. The Company believes the decline in revenues in
the North American and European markets are largely attributable to the following factors:

economic conditions in the United States and Europe, namely reduced consumer spending and decreased foot traffic at
shopping malls; and

the challenges it faces in merchandising expanded product lines in existing wholesale channels as well as lessening demand
for core products as such products reach a more mature stage in their product life.

Continued declines in revenues could have a material adverse effect on the Company's overall cash flow and capital resources. The
Company currently has the financial resources to meet its obligations when they come due; however, the Company cannot fully anticipate future
conditions given the substantial uncertainties in the credit markets and the economy in general. The Company may have unexpected costs and
liabilities; revenue and cash provided by operations may decline; economic conditions may continue to weaken; and competitive pressures may
increase, resulting in difficulty maintaining liquidity. Due to recent turmoil in the credit markets and the continued decline in the economy, the
Company may not be able to obtain additional financing on terms that are acceptable to the Company or at all.

The Company's current credit agreement expires on December 31, 2008 (see Note 9). The Company is currently exploring alternatives for a
new borrowing arrangement or an extension of the existing credit facility and may seek other sources of capital for ongoing needs. There is no
assurance that any such lending arrangement or capital will be available on terms acceptable to the Company or at all.

The accompanying unaudited condensed consolidated financial statements of Crocs, Inc. and its subsidiaries have been prepared in
accordance with generally accepted accounting principles in the United States ("GAAP") for interim financial information and with the rules and
regulations for reporting on Form 10-Q. Accordingly, they do not include certain information and disclosures required for complete financial
statements. In the opinion of management, all adjustments considered necessary for a fair presentation have been included and are of a normal,
recurring nature, except for asset impairment and restructuring charges recorded in the three and nine months ended September 30, 2008, as
further discussed in these notes. Operating results for the three and nine months ended September 30, 2008 are not necessarily indicative of the
results that may be expected for the fiscal year ending December 31, 2008.

These statements should be read in conjunction with the consolidated financial statements and footnotes included in the Company's Annual
Report on Form 10-K for the year ended December 31,
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)

1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2007 (the "2007 Form 10-K"). The accounting policies used in preparing these condensed consolidated financial statements are the same as
those described in Note 2 to the consolidated financial statements in the 2007 Form 10-K.

The Company reclassified inventory write-down charges in the statement of cash flows from changes in inventories to non-cash
adjustments within operating activities. These write-down charges were previously included within changes in inventories because they were
immaterial. There was no change to operating cash flows as a result of this reclassification.

2. RECENT ACCOUNTING PRONOUNCEMENTS

In December 2007, the Financial Accounting Standards Board ("FASB") issued FASB Statement No. 141(R), Business Combinations
("SFAS 141(R)"), which amends SFAS 141 and provides revised guidance for recognizing and measuring identifiable assets and goodwill
acquired, liabilities assumed, and any noncontrolling interest in the acquiree. It also provides disclosure requirements to enable users of the
financial statements to evaluate the nature and financial effects of the business combination. SFAS 141(R) is effective for the Company's fiscal
year beginning January 1, 2009 and is to be applied prospectively. Accordingly, the Company will record and disclose business combinations
under SFAS 141(R) beginning January 1, 2009.

The Company has adopted FASB Statement No. 157, Fair Value Measurements ("SFAS 157"), which defines fair value, establishes a
framework for measuring fair value in accordance with GAAP, and expands disclosures about fair value measurements. SFAS 157 is effective
January 1, 2008 for financial assets and liabilities measured on a recurring basis. SFAS 157 applies to all financial assets and financial liabilities
that are being measured and reported on a fair value basis. There was an immaterial impact of the adoption of SFAS 157 to the condensed
consolidated financial statements as of September 30, 2008.

In December 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements- an
amendment of ARB No. 51("SFAS 160"), which establishes accounting and reporting standards pertaining to ownership interests in subsidiaries
held by parties other than the parent, the amount of net income attributable to the parent and to the noncontrolling interest, changes in a parent's
ownership interest, and the valuation of any retained noncontrolling equity investment when a subsidiary is deconsolidated. SFAS 160 also
establishes disclosure requirements that clearly identify and distinguish between the interests of the parent and the interests of the noncontrolling
owners. SFAS 160 is effective for the Company's fiscal year beginning January 1, 2009. The Company is currently evaluating the impact this
new standard will have on its consolidated financial position, results of operations and cash flows but does not expect the adoption of SFAS 160
will have a material impact on its consolidated financial position or results of operations.

In March 2008, the FASB issued FASB Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities
("SFAS 161"), which is intended to improve financial reporting regarding derivative instruments and hedging activities by requiring enhanced
disclosures to provide transparency to these activities and their effects on an entity's financial position, financial performance and cash flows.
The provisions of SFAS 161 are effective for the Company's fiscal year beginning January 1, 2009. The Company is currently evaluating the
impact this new standard will have on its consolidated

10
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)

2. RECENT ACCOUNTING PRONOUNCEMENTS (Continued)

financial position, results of operations and cash flows but does not expect that the adoption of SFAS 161 will have a material impact on its
consolidated financial position or results of operations.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting Principles ("SFAS 162"), which identifies
the sources of accounting principles and the framework for selecting principles used in the preparation of financial statements of
nongovernmental entities that are presented in conformity with GAAP. SFAS 162 emphasizes that an organization's management and not its
auditors has the responsibility to follow GAAP and categorizes sources of accounting principles that are generally accepted in descending order
of authority. The Company will be required to adopt SFAS 162 within 60 days following the Securities and Exchange Commission's ("SEC")
approval of the Public Company Accounting Oversight Board amendments to AU Section 411, The Meaning of Present Fairly in Conformity
With Generally Accepted Accounting Principles. SFAS 162 will not impact the Company's consolidated financial statements.

3. INVENTORIES

Inventories by major classification are as follows (in thousands):

September 30, December 31,

2008 2007
Finished goods $ 120,588 $ 224,658
Work-in-progress 279 3,346
Raw materials 20,098 20,387
Net Inventory $ 140,965 $ 248,391

In the three and nine months ended September 30, 2008, the Company recorded approximately $65.8 million and $75.6 million,
respectively, of inventory write-downs related to certain discontinued products, core products in colors that have experienced substantial
declines in consumer demand and defective Jibbitz products. An additional $4.2 million was recorded related to expected losses on future
purchase commitments and is included in accrued expenses at September 30, 2008. These charges are reported in the cost of sales line item in
the condensed consolidated statement of operations for the three and nine months ended September 30, 2008.

4. PROPERTY AND EQUIPMENT

Property and equipment includes the following (in thousands):

September 30, December 31,
2008 2007
Machinery and equipment $ 104,055 $ 103,049
Leasehold improvements 25,040 12,322
Subtotal 129,095 115,371
Less: Accumulated depreciation (35,738) (27,187)
$ 93,357 $ 88,184

11
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)
4. PROPERTY AND EQUIPMENT (Continued)

During the three and nine months ended September 30, 2008, the Company recognized an impairment charge of $8.0 million and
$20.4 million, respectively, on fixed assets, primarily related to equipment and shoe molds. Management evaluated the production capacity at
the Company operated facilities compared with demand projections and capacity requirements and made the decision to abandon certain
manufacturing equipment that represented excess capacity. The impairment charge on molds relate primarily to shoe styles that the Company
either no longer intends to manufacture or to styles for which the Company has more molds on hand than is necessary to meet projected demand.
These charges are recorded in the impairment charges line item of the condensed consolidated statement of operations for the three and nine

months ended September 30, 2008, and are accounted for as assets to be abandoned in accordance with FASB Statement 144, Accounting for the
Impairment and Disposal of Long-Lived Assets ("SFAS 144").

5. ASSETS HELD FOR SALE

At June 30, 2008, the Company had assets held for sale of $1.1 million in connection with the restructuring of the Company's Canadian
manufacturing operations. The assets held for sale consisted of production equipment used in the Company's Canadian manufacturing facilities.
During the three months ended September 30, 2008, the Company sold all assets held for sale for a net gain of approximately $779,000. The
gain on disposal of assets is recorded in the line item selling, general and administrative expenses on the condensed consolidated statement of
operations for the three and nine months ended September 30, 2008. As of September 30, 2008, the Company had no remaining assets held for
sale. There were no assets held for sale as of December 31, 2007.

6. GOODWILL AND INTANGIBLE ASSETS

The following table summarizes the Company's identifiable intangible assets as of September 30, 2008, and December 31, 2007 (in
thousands):

September 30, 2008 December 31, 2007
Gross Net Gross Net
Carrying  Accumulated Carrying Carrying  Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Finite lived intangible assets:
Patents, copyrights, and $ 8,708 $ 636 $ 8,072 $ 4344 $ 201 $ 4,143
trademarks
Customer relationships 6,154 3,174 2,980 5,437 2,437 3,000
Core technology 4,664 3,966 698 4,931 3,455 1,476
Non-competition agreement 636 435 201 636 339 297
Capitalized software 32,912 3,875 29,037 24,177 1,612 22,565
Total finite lived intangible 53,074 12,086 40,988 39,525 8,044 31,481
assets
Indefinite lived intangible assets:
Jibbitz tradename 153 153
Total intangible assets $53,074 $ 12,086 $40,988 $39,678 $ 8,044  $ 31,634
9

13
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)
6. GOODWILL AND INTANGIBLE ASSETS (Continued)

A portion of the incremental change in the gross carrying amounts of intangibles and goodwill from December 31, 2007 to September 30,
2008, is due to the impact of foreign exchange rate fluctuations, since a portion of intangibles and goodwill are denominated in foreign
currencies, including the Canadian dollar (CAD), the Japanese Yen (JPY), the Euro (EUR) and the South African Rand (ZAR).

Intangible Assets

On April 1, 2008, the Company acquired substantially all of the assets of Tidal Trade, Inc. ("Tidal Trade"), the Company's third party
distributor in South Africa, for $4.6 million. The Company recorded $1.4 million in customer relationships on the date of acquisition. As part of
the acquisition, the Company repurchased inventory previously sold to Tidal Trade and accordingly recognized a reduction of revenue of
approximately $2.1 million.

On April 2, 2008, the Company acquired substantially all of the assets of Tagger International B.V. ("Tagger"), a private limited liability
company incorporated under the laws of the Netherlands that manufactures messenger bags. Tagger was partially owned by the Managing
Director of Crocs Europe B.V. The Company acquired all of the assets of Tagger for $2.0 million, of which approximately $90,000 was assigned
to inventory and the remaining $1.9 million was assigned to the value of the Tagger trademark on the date of acquisition.

In June 2008, the Company decided to liquidate Fury, Inc. ("Fury") after efforts to sell the entity were unsuccessful. As a result, the
Company wrote off $250,000 related to the remaining customer relationships intangible asset and trademarks in the three months ended June 30,
2008.

As aresult of the Company's evaluation of indefinite lived intangible assets, the Jibbitz, LLC ("Jibbitz") trade name of $150,000 was fully
impaired and written off as of September 30, 2008. The Company recognized additional impairment charges of $632,000 in the three months
ended September 30, 2008, related to patents which the Company no longer intends to utilize.

Goodwill

The Company's goodwill balance of $23.8 million as of December 31, 2007, was primarily related to the acquisitions of Ocean
Minded, LLC ("Ocean Minded") and Bite, LLC ("Bite") in 2007, Jibbitz and Fury in 2006, and Foam Creations, Inc. ("Foam Creations") in
2004.

The goodwill balance of Fury in the amount of $1.0 million was written off in the three months ended March 31, 2008 prior to its
liquidation in June 2008.

During the three months ended September 30, 2008, the Company's stock price declined substantially, which represented a triggering event
for potential goodwill impairment. As of September 30, 2008, the Company has performed an interim goodwill impairment evaluation, as
required under FASB Statement No. 142, Goodwill and Other Intangible Assets ("SFAS 142"). Pursuant to SFAS 142, goodwill and intangible
assets with indefinite lives must be tested for impairment at least once a year or more frequently if management believes indicators of
impairment exist. Carrying values are compared with fair values, and when the carrying value exceeds the fair value, the carrying value of the
impaired asset is reduced to its fair value. The performance of the test involves a two-step process.

10

14
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)

6. GOODWILL AND INTANGIBLE ASSETS (Continued)

Step 1 of the impairment test involves comparing the fair values of the applicable reporting units with their aggregate carrying values, including
goodwill. If the carrying amount of a reporting unit exceeds the reporting unit's fair value, the Company performs Step 2 of the goodwill
impairment test to determine the amount of impairment loss. Step 2 of the goodwill impairment test involves comparing the implied fair value of
the affected reporting unit's goodwill against the carrying value of that goodwill.

The Company has completed Step 1 of the impairment test and has concluded that a potential impairment exists. The Company is in the
process of conducting the Step 2 analysis; however, that analysis remains incomplete as of the date of this report. The Company will complete
the Step 2 analysis during the fourth quarter of 2008. Management has reviewed the results of the Step 1 analysis and concluded that an
impairment of goodwill exists at September 30, 2008 and has estimated that the entire balance of goodwill at that date is impaired. This
provisional impairment adjustment will be revised, if necessary, during the fourth quarter of 2008. Management believes any adjustment to this
preliminary charge will not be material; however, until such time as the evaluation is complete any potential changes are uncertain. Additionally,
if management concludes based on the results of the Step 2 analysis that goodwill is not fully impaired as of September 30, 2008, the Company
will be required to reassess the remaining balance as of December 31, 2008, which is the Company's annual goodwill impairment evaluation
date. Through November 14, 2008, the Company's stock price has experienced further significant reductions in value.

The non-cash impairment of goodwill and the Jibbitz trade name of $22.8 million and $150,000, respectively, were recorded in the three
months ended September 30, 2008. The following table summarizes the activity affecting the Company's goodwill balance as of September 30,
2008 (in thousands):

Balance at December 31, 2007 $ 23,759
Less: Fury goodwill impairment loss in the three months ended
March 31, 2008 (1,000)
Less: Additional goodwill impairment losses in the three months
ended September 30, 2008 (22,759)
Balance at September 30, 2008 $

11
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)
7. ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES
Accrued expenses and other current liabilities include the following (in thousands):

September 30, December 31,

2008 2007

Accrued compensation and benefits $ 13,987 $ 22416
Professional services 5,217 5,625
Fulfillment and freight and duties 5,603 4,065
Accrued loss on purchase commitments 4,197

Sales/Use taxes and VAT payable 4,023 2,573
Accrued purchase price related to Jibbitz/Bite/Tidal 220 3,429
Trade

Other 19,061 19,138

$ 52,308 $ 57,246
8. RESTRUCTURING ACTIVITIES

On April 14, 2008, the Company announced its intent to restructure its North American operations. In connection with these actions, the
Company made the decision to cease Canadian manufacturing activities and consolidate Canadian manufacturing and distribution into existing
North American operations. The Company has established reserves to cover the future known obligations related to the closure of manufacturing
and distribution operations at its Canadian facility. These reserves are included in the line items accrued restructuring and long-term
restructuring in the Company's condensed consolidated balance sheets and are recorded under the line items restructuring charges and cost of
sales on the Company's condensed consolidated statement of operations.

Reserves at September 30, 2008, were $2.0 million, consisting of $1.8 million of rent obligations for the leased facilities, net of expected
sublease income, and $200,000 of contract termination fees and termination benefits accounted for in accordance with SFAS 112, Employers'
Accounting for Post Employment Benefits an amendment of FASB Statements No. 5 and 43.

The Company recorded $3.8 million, $1.4 million and $2.5 million of expenses associated with the closure of the Canadian facilities in the
three months ended March 31, June 30 and September 30, 2008, respectively. The expenses consisted of the following:

®
termination benefits of $3.8 million for the three months ended March 31, 2008;

(i)
rent obligations for leased facilities, net of expected sublease income of $1.7 million, in the three months ended
September 30, 2008; and

(iii)
early termination costs for operating leases, cancellation of purchase obligations and freight and duty charges related to
transferring inventory and equipment to the United States and Mexico facilities of $1.4 million and $715,000 for the three
months ended June 30, 2008 and September 30, 2008, respectively, of which $901,000 was recorded in cost of sales.

12
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CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)
8. RESTRUCTURING ACTIVITIES (Continued)

The following table details the changes in the restructuring accruals during the nine months ended September 30, 2008 (in thousands):

December 31, Cash September 30,
Description 2007 Additions  Payments  Adjustments 2008
Termination benefits $ $ 3849 $ (3849 $ $
Operating lease exit costs 1,766 $ 1,766
Other restructuring costs(1) 2,056 (1,826) 230
$ $ 7,671 $ 5,675 $ $ 1,996

M
Other restructuring costs include cancellation of purchase obligations and freight and duty charges related to transferring inventory and
equipment to our United States and Mexico facilities.

In addition to these amounts, the Company recognized $2.6 million related to the write down of inventory included within the line item cost
of sales on the Company's condensed consolidated statement of operations, and $10.7 million in asset impairment charges in the nine months
ended September 30, 2008. The asset impairments charges are comprised of $9.4 million related to the write down of equipment and molds,
$1.0 million related to the write off of Fury goodwill and $250,000 related to Fury customer relationships and intangible assets.

9. NOTES PAYABLE
Notes payable include the following (in thousands):

September 30, December 31,
2008 2007
Revolving credit facility 19,800 7,000

$ 19,800 $ 7,000

On May 8, 2007, the Company entered into a credit agreement with Union Bank of California, N.A. ("Revolving Credit Facility"). The
Revolving Credit Facility consisted of a $15.0 million revolving loan facility. Included within the Revolving Credit Facility was $10.0 million
available for the issuance of letters of credit. On November 21, 2007, the Company amended the Revolving Credit Facility, increasing the
available borrowing amount to $25.0 million. Under the amended Revolving Credit Facility, the Company must satisfy specified financial
covenants, such as a minimum level of consolidated EBITDA, minimum net worth requirement and a minimum adjusted quick ratio.

On January 4, 2008, the Company entered into a second amendment of the Revolving Credit Facility to increase the borrowing amount to
$50.0 million. No financing fees were incurred as part of the amendment. In addition, terms of specified financial covenants were modified.

On March 6, 2008, the Company entered into a third amendment of the Revolving Credit Facility to increase the borrowing amount to
$60.0 million. No financing fees were incurred as part of the amendment.

13

17



Edgar Filing: Crocs, Inc. - Form 10-Q

Table of Contents

CROCS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Unaudited)
9. NOTES PAYABLE (Continued)

On August 7, 2008, the Company entered into a fourth amendment of the Revolving Credit Facility to decrease the borrowing amount to
$40.0 million. As part of this amendment, the borrowing amount further decreased to $30.0 million as of October 1, 2008, and matures on
December 31, 2008. Borrowings under the Revolving Credit Facility are unsecured and bear an interest rate based, at the option of the Company,
on (i) a base rate defined as the Bank's LIBOR rate plus 3.0%, or (ii) 1.0% in excess of the Reference Rate. In addition, terms of specified
financial covenants were modified.

As of June 30, 2008, the Company was not in compliance with the financial covenants of the Revolving Credit Facility related to the
minimum quarterly EBITDA test. The Company obtained a waiver of such covenants, effective June 30, 2008, and was required to pay a fee to
Union Bank in the amount of $40,000. The fee addressed charges associated with the covenant violation and those necessary to amend the then
current agreement.

On November 17, 2008, the Company entered into a fifth amendment of the Revolving Credit Facility. The amendment removed all
financial covenants in the Revolving Credit Facility as of September 30, 2008. In addition, the amendment limits the available borrowings to
$19.8 million plus an outstanding $2.6 million letter of credit, subject to the total outstanding amount not being in excess of the "borrowing
base," defined as the sum of 70% of the Company's U.S. receivables plus 40% of the Company's U.S. inventories. If at any time the amount
outstanding is in excess of the borrowing base, the Company must pay down the loan to the borrowing base. Any amounts repaid on the
Revolving Credit Facility cannot be borrowed again. The amendment also requires that the Company pay a fee of $112,000 to Union Bank. The
Revolving Credit Facility matures on December 31, 2008.

10. STOCK-BASED COMPENSATION

During the three months ended September 30, 2008, the Company granted 1,206,800 options to purchase shares of its common stock to
eligible employees with a weighted average grant date fair value of $2.00 per share and a weighted average exercise price of $4.49. All options
granted will vest ratably over four years with the first year vesting on a "cliff" basis followed by monthly vesting for the remaining three years.
Compensation expense is recognized equally over the four year vesting period. The Company also granted 45,000 shares of restricted stock to
employees, which vest over three years and have a grant date fair value of $4.48 per share.

During the three months ended June 30, 2008, the Company granted 672,200 options to purchase shares of its common stock to eligible
employees with a weighted average grant date fair value of $4.52 per share and a weighted average exercise price of $10.01 per share. All
options granted will vest ratably over four years with the first year vesting on a "cliff" basis followed by monthly vesting for the remaining three
years. The Company also granted 283,500 shares of restricted stock to employees, which vest over three years and have a grant date fair value of
$10.77 per share, and issued 68,964 shares of restricted stock to non-employee directors, which were immediately vested, with a grant date fair
value of $8.70 per share.

During the three months ended March 31, 2008, the Company issued 985,900 options to purchase shares of its common stock, with a
weighted average grant date fair value of $14.55 per share and a weighted average exercise price of $32.31 per share. All options granted will

vest ratably over four
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10. STOCK-BASED COMPENSATION (Continued)

years with the first year vesting on a "cliff" basis followed by monthly vesting for the remaining three years.

Stock-based compensation expense, including options and non-vested shares, was $3.2 million and $14.0 million in the three and nine
months ended September 30, 2008, respectively, and $6.3 million and $16.0 million in the three and nine months ended September 30, 2007,
respectively. For the three and nine months ended September 30, 2008, $566,671 and $789,452, respectively, of the stock-based compensation
was capitalized in inventory as part of the overhead allocation. For the three and nine months ended September 30, 2007, $658,000 and
$2.5 million, respectively, of the stock-based compensation was capitalized in inventory as part of the overhead allocation.

During the three and nine months ended September 30, 2008, 159,429 and 642,116 options to purchase common shares were exercised,
707,801 and 1,160,698 options to purchase common stock were forfeited, and 29,142 and 156,522 shares of restricted stock vested, respectively.
During the three and nine months ended September 30, 2007, 775,095 and 2,821,519 options to purchase common shares were exercised, 39,210
and 405,589 options to purchase common stock were forfeited, and 208,626 and 490,926 shares of restricted stock vested, respectively.

11. INCOME TAXES

During the three and nine months ended September 30, 2008, the provision for income taxes included tax charges of approximately
$1.4 million and $9.6 million, respectively, related to amounts required to be recorded on our uncertain tax positions under FASB Interpretation

No. 48, Accounting for Uncertainty in Income Taxes.

The Company has deferred tax assets primarily related to net operating losses in certain tax jurisdictions. Due to a negative trend in the
Company's financial outlook during the three months ended September 30, 2008, the Company has concluded that it is no longer more likely
than not that the Company will be able to realize certain deferred tax assets. Therefore, the Company has recorded valuation allowances totaling
$40.6 million on these deferred tax assets.

During the three months ended September 30, 2008, the Company recognized an income tax expense of $12.3 million on a pre-tax loss of
$135.7 million, compared to income tax expense of $22.7 million on pre-tax income of $79.2 million during the three months ended
September 30, 2007. The net expense primarily resulted from the application of valuation allowances against deferred tax assets resulting from
the tax benefits on net operating losses caused by impairment and other charges and other deferred tax asset balances for which the Company
believes it is not more likely than not that that those tax benefits will be realized, due to the Company's financial outlook as of September 30,
2008.

During the nine months ended September 30, 2008, the Company recognized an income tax expense of $4.4 million on a pre-tax loss of
$146.0 million, compared to income tax expense of $55.7 million on pre-tax income of $185.6 million during the nine months ended
September 30, 2007. The net expense resulted from the application of valuation allowances against deferred tax assets resulting from the tax
benefits on net operating losses caused by impairment and other charges and other deferred tax asset balances for which the Company believes it
is not more likely than not that
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11. INCOME TAXES (Continued)

that those tax benefits will be realized, due to the Company's financial outlook as of September 30, 2008.
12. EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share is computed by dividing net income (loss) by the weighted average number of shares outstanding for the
period. Diluted earnings (loss) per share reflects the potential dilution from securities that could share in the earnings of the Company.
Anti-dilutive securities are excluded from diluted earnings (loss) per share. Earnings (loss) per share for the three and nine months ended
September 30, 2008 and 2007 is as follows (in thousands except share and per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Reconciliation of net income (loss) for
dilutive computation:
Net income (loss) for dilutive
computation $ (147,980) $ 56,548 $ (150,374) $ 129,945
Basic income (loss) per common share:
Weighted average common shares
outstanding 82,854,419 81,543,769 82,687,861 80,362,112
Basic income (loss) per common share $ a1.79) $ 069 $ (1.82) $ 1.62
Diluted income (loss) per common share:
Weighted average common shares
outstanding 82,854,419 81,543,769 82,687,861 80,362,112
Dilutive effect of stock options 3,587,728 3,109,047
Dilutive effect of unvested stock 238,854 371,516
Weighted average diluted common shares
outstanding 82,854,419 85,370,351 82,687,861 83,842,675
Diluted income (loss) per common share $ a1.79) $ 0.66 $ (1.82) $ 1.55

Due to the Company's net loss for the three and nine months ended September 30, 2008, the dilutive effect of stock options and awards
were not included in the computation of diluted earnings (loss) per share, as their inclusion would have been anti-dilutive. For the three and nine
months ended September 30, 2008 and 2007, there were options outstanding to purchase 8.0 million and 647,100 shares of the Company's
common stock, respectively, with a weighted average exercise price of $8.88 and $50.44, respectively, which could potentially dilute basic
earnings (loss) per share in the future, but were not included in diluted earnings (loss) per share as their effect would have been anti-dilutive.

13. COMMITMENTS AND CONTINGENCIES

At September 30, 2008, the Company had committed to purchase 3.1 million pairs of shoes, with certain of its third-party manufacturers
during the three months ended December 31, 2008, at prices in
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13. COMMITMENTS AND CONTINGENCIES (Continued)

excess of net realizable value, given the Company's current plans for sales of the product. The Company recorded an expected loss on the
purchase commitments of $4.2 million in the three months ended September 30, 2008.

On July 26, 2005, the Company entered into an amended and restated four-year supply agreement with Finproject S.P.A., the former
majority owner of Crocs Canada, in which the Company has the exclusive right to purchase the material for the manufacture of finished shoe
products, except for certain current customer dealings (including boot manufacturers). Based on the supply agreement, the Company has
contractual purchase requirements to maintain exclusivity throughout the term of the agreement. The pricing is to be agreed upon each quarter
and fluctuates based on order volume, currency fluctuations, and raw material prices.

The Company guarantees the payment of its third-party manufacturer in China for purchases of material for the manufacture of finished
shoe products. The maximum potential amount of future payments the Company could be required to make under the guarantee is €2.1 million
(approximately $3.0 million at September 30, 2008). The Company evaluates the estimated loss for the guarantee under FASB Statement No. 5,

Accounting for Contingencies ("SFAS 5"), as interpreted by FIN No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others ("FIN 45"). The Company considers such factors as the degree of probability of an
unfavorable outcome and the ability to make a reasonable estimate of the amount of loss. The Company has recourse as a matter of common
law. To date, the Company has not made any payments under the guarantee and, as of September 30, 2008, has not recorded a liability related to
the guarantee in its financial statements, as the Company does not believe the potential obligation under this guarantee is material.

The Company leases space for certain of its offices, warehouses, vehicles and equipment under leases expiring at various dates through
2026. Certain leases also contain rent escalation clauses (step rents) that require additional rental amounts in the later years of the term. Rent
expense for leases with step rents is recognized on a straight-line basis over the minimum lease term. Step rents, tenant improvement allowances,
rent holidays and other items are factored into the minimum lease payment and recognized on a straight-line basis over the minimum lease term.
Deferred rent is included in the balance sheet in accrued expenses.

The Company indemnifies certain of its vendors and its directors and executive officers for specified claims. To date, the Company has not
paid or been required to defend any indemnification claims, and accordingly, has not accrued any amounts for its indemnification obligations.

14. OPERATING SEGMENTS AND RELATED INFORMATION

The Company operates in the consumer products industry in which the Company designs, manufactures, markets and distributes footwear,
apparel and accessories. Operating results are assessed on an aggregate basis to make decisions about necessary resources and in assessing
performance. Consequently, under the provisions of FASB Statement No. 131, Disclosure About Segments of an Enterprise and Related
Information ("SFAS 131"), and based on the nature of the financial information that is received by the chief executive officer, as chief operating
decision maker, the Company has one reportable segment for financial statement purposes.
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The Company's sales by product line are as follows (in thousands):

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007
Footwear $158,552  $228,445 $544,474  $557,067
Other 15,635 27,830 51,023 65,487

$174,187  $256,275 $595,497 $622,554

The Company has allocated revenues to geographical locations based on the location of the customer. Geographic information about the
United States and international territories is presented below (in thousands):

Three Months Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007

Revenue
United States $ 69,537 $125,403 $254,817 $323,768
Canada 4,603 10,116 19,858 36,293
Mexico 2,432 1,242 5,856 5,533
North America Total 76,572 136,761 280,531 365,594
Asia 61,394 53,902 161,389 110,356
Europe 29,044 58,083 139,916 134,437
Other 1,177 7,529 13,661 12,167
$174,187 $256,275 $595,497 $622,554
Total for countries outside the United States $104,650 $130,872 $340,680 $298,786

September 30, December 31,

2008 2007

Long-lived assets
United States $ 58,705 $ 47,144
Canada 1,935 14,111
Mexico 3,010 2,988

North America Total 63,650 64,243
Asia 12,432 7,793
Europe 15,923 12,379
Other 1,352 3,769
Total Long Lived Assets $ 93357 $ 88,184

Total for countries outside the United States $ 34652 % 41,040
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There were no customers that comprised greater than 10% of the consolidated revenues of the Company for the three or nine months ended
September 30, 2008 and 2007.
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