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carter’s principles
tell it like it is
Make all communications direct,
clear, and honest. Speak the
truth and welcome debate.
Share information. Collaborate.
trust the power of fewer things
Believe in the growth of our core
business and core customers. Give
equal weight to both “do” and “don’t.”
Grow by focusing in, not branching out.

carter’s principles
tell it like it is
trust the power of fewer things
keep every promise
live by higher standards
think horizontally
rely on the best talent

keep every promise
Let superb execution reflect a competitive spirit. Meet deadlines. Meet
or exceed commitments. Exceed
expectations. Count on each other.
live by higher standards
Be honest, modest, responsible, and
beyond reproach. Operate with
integrity. Trust each other.
think horizontally
Emphasize cause and effect across
functions. Depend on front-end
strategies for back-end results.
Enhance core competencies with
powerful repeating processes.
rely on the best talent
Start with great principles and great
people with disciplined egos. Look
for character, passion, a will to win,
and a strong personal code. Work
with coachable individuals who
solve problems, teach, and inspire.

tell it like it is
financial highlights
2005

2004

As reported (a)
Net sales
Gross margin
Operating income
Operating margin
Net income
Diluted earnings per share
Net cash provided by operations

$ 1,121.4
35.3%
$ 121.2
10.8%
$ 47.2
$ 1.55
$ 137.3

$ 823.1
36.2%
$ 101.0
12.3%
$ 49.7
$ 1.66
$ 42.7

As adjusted (b)
Gross margin
Operating income
Operating margin
Net income
Diluted earnings per share

36.7%
$ 145.7
13.0%
$ 74.3
$ 2.45

36.2%
$ 101.6
12.3%
$ 50.0
$ 1.67

dollars in millions, except EPS

(a) Results “as reported” are presented in accordance with generally accepted accounting
principles (GAAP). Fiscal 2005 results include OshKosh results for the period from
July 14, 2005 through December 31, 2005.
(b) Results “as adjusted” are non-GAAP financial measurements. See page 68 for a reconciliation
of results “as reported” to results “as adjusted” excluding certain costs related to the
acquisition of OshKosh, debt refinancing, and plant closures.
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to our shareholders

In 2006, we believe Carter’s
will continue to deliver
double-digit growth in sales
and earnings.
Fred Rowan (left) and Joe Pacifico

2005 was a record year for carter’s.
acquisition. The big news in 2005 was the acquisition
and integration of OshKosh B’Gosh. Like Carter’s,
OshKosh is one of America’s best-known children’s
apparel brands. We weren’t looking for a major
acquisition, but OshKosh presented a unique
opportunity to extend our annual 8-10% sales
and 15-20% earnings growth objectives.

sustainable advantages. A child is born every eight
seconds in the United States, and Carter’s and OshKosh
are two of the best-known brands in the baby and
young children’s apparel market. We are building
on this strong brand name recognition with product
leadership and innovation, supported by a broad
and deep talent base.

growth. Despite the focus of the acquisition, we
exceeded our 2005 growth objectives in every
important metric. In 2006, we believe Carter’s will
continue to deliver double-digit growth in sales
and earnings.

brands. Carter’s and OshKosh are distinct and
powerful brands. By maintaining our focus on essential
core products, elevating each brand’s image, and,
most importantly, continually meeting our consumers’
needs, we believe that each has the potential to be
a billion-dollar lifestyle brand.

sales. We achieved over $1.1 billion in total sales last
year, and we are projecting over $1.3 billion in sales
for 2006. Our top-line performance is supported
by our unique combination of category-dominant
brands, a diversified platform for growth, supply chain
expertise, and very favorable industry demographics.

family. We owe our success to the Carter’s family,
which now totals nearly 8,000 hardworking people.
Our business principles have helped us to build a
unique culture, which shows in our results. At the
same time, it is not our nature to be content.
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leading brands in an $18B market

Others
40%

Carter’s
OshKosh
7%
3% The Gap
6%
Old Navy
6%
Disney
6%
Children’s Place
5%
Gymboree
Private
3%
Labels
Hanes
21%
3%

NPD Fashionworld,YE 2005, All Channels

future. In 2006, we plan to make significant investments in
key areas, strengthen our product offering, and freshen our
brands to ensure that we have the resources to sustain our
growth objectives for years to come. We are confident
in our ability to deliver superior results for our customers,
our consumers, and you, our shareholders.

carter’s baby
• #1 in the $10 billion market (0-3)
• 28% share of layette
• 4x larger than the nearest competitor

Fred Rowan
Chairman and CEO

carter’s sleepwear
• #1 in the $700 million market
• 29% share of sleepwear
• 2x larger than the nearest competitor

carter’s baby gifts
• #1 in the $1.1 billion market
• 23% share of newborn gifts
• 3x larger than the nearest competitor

carter’s newborn playclothes
• #1 in the $1.3 billion market
• 18% share of newborn playclothes
• 36% larger than the nearest competitor

Joe Pacifico
President

oshkosh playclothes
• #6 in the $8 billion market
• 5% share
NPD Fashionworld, YE 2005
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trust the power
of fewer things
turning oshkosh around
the brand: focused, fresh and relevant. OshKosh
in 2004 resembled Carter’s in 1992: a strong but
underperforming brand. While OshKosh was
extremely well-known, its sales were less than
half the size of Carter’s. Given our successful
track record and the power of OshKosh, we
believe we can grow its share of the $18 billion
baby and young children’s market to be as
large or even larger than Carter’s.

product line. In contrast to Carter’s, where 10 baby
and sleepwear core products account for over 80%
of those sales, OshKosh had a complex assortment
of products and brands. We eliminated two of the
four OshKosh brands and shifted fashion collections
to a new focus on essential core products.
the outlook: growth. To turn OshKosh around, we
are leveraging our management expertise and our
proven formula for core product marketing that has
produced over a decade of double-digit top-line
and earnings growth for Carter’s.

the business: streamlined. We made significant
changes to OshKosh by closing unprofitable
stores and exiting the unsuccessful adult apparel
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play
is something we take
seriously at Carter’s.
It’s how children
learn, grow, wonder,
and dream. When you
think about it, a
child’s work is play.
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growing up
carter’s
Primary focus: babies
Bulk of sales: ages newborn to 2

others

6%
2+ years
sleepwear

22%

20%
0-2 years

78%

age segmentation

baby

42%

playwear

32%
product scope

Brand attributes: trusted, simple, real, fresh, warm
Market: United States
Wholesale: over 4,000 department and national chain stores; 47% of sales
Retail: 193 stores; 34% of sales
Mass: Child of Mine for Wal-Mart; Just One Year for Target; 19% of sales
Heritage: over 100 years of consumer trust and loyalty

advantages of integration
leadership
We’re implementing the same
disciplined process for growth that
has proven successful for Carter’s.
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synergy
We’re leveraging our proven
core product development
and marketing expertise.

side by side
oshkosh
Primary focus: young children
Bulk of sales: ages 2 to 7
0-2
years

baby

12%

15%
others

12%

playwear

73%

2+ years

88%

age segmentation

product scope

Brand attributes: active, American, authentic, fun, durable
Market: United States and over 40 countries
Wholesale: over 4,000 department and national chain stores; 30% of sales
Retail: 142 stores; 70% of sales
Mass: Genuine Kids from OshKosh for Target
Heritage: over 100 years of consumer trust and loyalty

discipline
We’ve exited marginally profitable
and unprofitable retail stores, including
all of the OshKosh lifestyle stores.

experience
We’re replicating our successful global
sourcing strategy and we’re exiting
all OshKosh manufacturing facilities.
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easy
to see why it’s a great
time to be Carter’s:
4 million children
born annually
28 million children
under age 7
78 million baby boomers
becoming grandparents
$23 billion spent
on grandchildren annually
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keep every
promise
focusing on growth
growing organically. In 2005, we successfully upgraded our Carter’s Starters product line,
which comprises 66% of our baby sales, and completed moving sleepwear production to fullpackage sourcing. Since launching playwear in 1999, Carter’s average annual sales growth has
been over 20%, and our 2005 share increased to 6% of the playwear market. Adding OshKosh
to our brand portfolio gives us an additional growth driver in the $8 billion playwear market.
serving our wholesale customers. In the wholesale channel, we have resources that enable
us to continually exceed customer expectations with innovative products, on-time deliveries,
frequency of new offerings, quick replenishment, and marketing support.
expanding in the mass channel. Carter’s has successfully grown in the mass channel with its
Just One Year brand for Target and its Child of Mine brand for Wal-Mart. In 2005, mass channel
sales were $178 million, or 16% of consolidated sales. Genuine Kids from OshKosh, which is
licensed to Target, contributes meaningfully to our royalty income.
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live by higher
standards
putting our consumers first
direct connections. Every day, we get invaluable
feedback from consumers in over 190 Carter’s and
140 OshKosh retail stores. In 2005, Carter’s stores
generated a same store sales increase of 4.8%, and
our new Carter’s brand stores, in high-traffic strip
centers, had a same store sales increase of 10.7%.
We have 41 Carter’s brand stores, and we plan to
expand our brand store base with new locations
for both Carter’s and OshKosh.

relevant brands. We have made a significant investment in our Carter’s brand, and have spent countless
hours interviewing, observing and listening to mothers,
to ensure that we put their needs first.
available products. Our diverse platform for growth
provides our consumers with multiple locations to
find our products: our wholesale customers including
Kohl’s, JCPenney, Federated, and Babies ‘R’ Us; our
mass channel customers, Wal-Mart and Target; and
our retail stores.

10

fun
and shopping aren’t
synonymous for most
moms, so we’ve got
kid-friendly stores
with specially trained
staff, wider aisles for
strollers, and new
packaging that makes
sizes easier to see.
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authentic
and trusted brands are
the result of years
of experience. Carter’s
and OshKosh have
met the needs of
generations of babies
and young children.
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think
horizontally
the business of children’s apparel
collaborative management. Our success is driven by cross-functional management that
focuses on developing essential core products. This in turn supports consistency in product
performance, an efficient and responsive supply chain, and reduced costs and complexities
throughout our business.
responsive sourcing. In 2005, we successfully completed the Carter’s transition to 100% fullpackage sourcing. We plan to transition OshKosh in the first half of 2006, which will allow
us to leverage our global sourcing capabilities to improve product and lower cost.
scope and flexibility. Carter’s is the largest branded marketer in the United States focused
exclusively on apparel for babies and young children. As the retail industry consolidates and
retailers rely on fewer and larger brands, we are well positioned for continued growth.
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rely on the
best talent

Fred Rowan

Joe Pacifico

Dave Brown

Suzanne Calkins

Chairman &
Chief Executive Officer

President

Executive Vice President &
Chief Operations Officer

Senior Vice President of
Strategic Business Development
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strong teams, inside and outside
a culture of performance. We have focused on attracting top talent in every key area of
our business, which has enabled us to achieve strong organic growth while integrating and
turning OshKosh around. We are fortunate to have the deep bench strength, skills, and
commitment to help us reach our next goal: $2 billion in annual sales.

Mike Casey

Patti DeRosa

Jim Martin

Charlie Whetzel

Executive Vice President &
Chief Financial Officer

President of Retail Stores

Executive Vice President &
General Manager of OshKosh

Executive Vice President &
Chief Sourcing Officer
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board of directors

from left to right: Brad Bloom (standing), Paul Fulton,Tom Whiddon, Jack Welch,
Liz Smith, Fred Rowan, Ross Jones, David Pulver
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business
and
financial
overview

The following table sets forth selected financial and other data as of and for the five fiscal years ended December 31,
2005 (fiscal 2005). On August 15, 2001, investment funds affiliated with Berkshire Partners LLC purchased control
of Carter’s, Inc. from Investcorp S.A. (the “2001 Acquisition”), which had been our controlling stockholder since
acquiring us in 1996. Financing for the 2001 Acquisition and related transactions totaled $468.2 million and
was provided by: the Company’s senior credit facility (“former senior credit facility”) including $24.0 million
in revolving loan facility borrowings and $125.0 million in term loan borrowings; $173.7 million from the sale by
The William Carter Company (“TWCC”) of 10.875% Senior Subordinated Notes; and $145.5 million of capital
invested by investment funds affiliated with Berkshire Partners LLC and other investors, which included rollover
equity by our management of $18.3 million.
The proceeds from the 2001 Acquisition and refinancing were used to purchase our existing equity ($252.5 million),
pay for selling stockholders’ transactions expenses ($19.1 million), pay for buyers’ transaction expenses ($4.0 million),
pay debt issuance costs ($13.4 million), and to retire all outstanding balances on previously outstanding long-term
debt, including accrued interest thereon ($174.8 million). In addition, $4.4 million of proceeds were held as cash
for temporary working capital purposes.
As a result of certain adjustments made in connection with the 2001 Acquisition, the results of operations for fiscal
2005, 2004, 2003, and 2002 and the period from August 15, 2001 through December 29, 2001 (the “Successor”
periods) are not comparable to prior periods (the “Predecessor” periods).
As a result of the 2001 Acquisition, our assets and liabilities were adjusted to their estimated fair values as of
August 15, 2001. The seven and one-half month period prior to the 2001 Acquisition includes certain acquisitionrelated charges, principally sellers’ expenses, such as management bonuses and professional fees, debt
extinguishment charges for debt redemption premiums, and the write-off of deferred debt issuance costs on
debt retired as a result of the 2001 Acquisition and refinancing. The Predecessor periods include amortization
expense on our tradename and goodwill. The Successor periods reflect increased interest expense, the amortization of licensing agreements, and cessation of amortization on our tradename and goodwill due to the adoption
of Statements of Financial Accounting Standards (“SFAS”) No. 141, “Business Combinations” (“SFAS 141”) and
SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142”). Accordingly, the results of operations for
the Predecessor and Successor periods are not comparable.
On October 29, 2003, we completed an initial public offering of Carter’s, Inc. (the ”Company“) common stock
including the sale of 5,390,625 shares by us and 1,796,875 shares by the selling stockholders, primarily Berkshire
Partners LLC and its affiliates. Net proceeds to us from the offering totaled $93.9 million. On November 28, 2003,
we used approximately $68.7 million of the proceeds to redeem approximately $61.3 million in outstanding
10.875% Senior Subordinated Notes and pay a redemption premium of approximately $6.7 million and related
accrued interest charges of $0.7 million. We used approximately $2.6 million of the net proceeds to terminate the
Berkshire Partners LLC management agreement and used approximately $11.3 million to prepay amounts
outstanding under the term loan as required by the senior credit facility. The remaining proceeds were used for
working capital and other general corporate purposes.

18

Carter’s, Inc.

On July 14, 2005, Carter’s, Inc., through TWCC, acquired all of the outstanding common stock of OshKosh B‘Gosh,
Inc. (”OshKosh“) for a purchase price of $312.1 million, which includes payment for vested stock options (the
“Acquisition”). As part of financing the Acquisition, the Company refinanced its existing debt (the “Refinancing”),
including its former senior credit facility and its $113.8 million 10.875% Senior Subordinated Notes due 2011
(together with the Acquisition, the “Transaction”).
Financing for the Transaction was provided by a new $500 million Term Loan B and a $125 million revolving credit
facility (including a sub-limit for letters of credit of $80 million, the “Revolver”) entered into by TWCC with Bank of
America, N.A., as administrative agent, Credit Suisse, and certain other financial institutions (the “Senior Credit Facility”).
The proceeds of the financing were used to purchase the outstanding common stock and vested stock options of
OshKosh ($312.1 million), pay transaction expenses ($6.2 million), refinance the Company’s former senior credit
facility ($36.2 million), repurchase the Company’s 10.875% Senior Subordinated Notes ($113.8 million), pay a
redemption premium on the Company’s 10.875% Senior Subordinated Notes ($14.0 million), along with accrued
and unpaid interest ($5.1 million), and pay debt issuance costs ($10.6 million). Other Transaction expenses paid
prior and subsequent to the closing of the Transaction totaled $1.4 million, including $0.2 million in debt issuance costs.
As a result of the Refinancing, we wrote off $4.5 million in unamortized debt issuance costs related to the former
senior credit facility and 10.875% Senior Subordinated Notes and expensed $0.5 million related to the debt
discount on the 10.875% Senior Subordinated Notes. Additionally, we expensed approximately $1.1 million of
debt issuance costs associated with the Senior Credit Facility in accordance with Emerging Issues Task Force
(“EITF”) No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”
On March 1, 2006, we announced our intention to split the Company’s common stock on a two-for-one basis
through a stock dividend entitling each stockholder of record to receive one additional share of common stock
for every one share owned. To accomplish the stock split, the Board of Directors has recommended that the
Company’s stockholders approve an amendment to the Company’s certificate of incorporation increasing the
number of authorized shares of the Company’s common stock from 40,000,000 to 150,000,000 at the Company’s
May 11, 2006 annual stockholders meeting. Following stockholder approval and subject to then-current market
conditions, the Company intends to announce the specific timing of the stock split and declare the stock dividend.
The Board of Directors, however, may determine not to declare the stock dividend.
The selected financial data for the five fiscal years ended December 31, 2005 were derived from our Audited
Consolidated Financial Statements. Our fiscal year ends on the Saturday in December or January nearest to the last
day of December. Consistent with this policy, fiscal 2005 ended on December 31, 2005 and fiscal 2004 ended on
January 1, 2005. Fiscal 2005 and fiscal 2004 each contained 52 weeks of financial results.
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The following table should be read in conjunction with Management’s Discussion and Analysis of Financial
Condition and Results of Operations and Financial Statements and Supplementary Data.
Successor (a)

Predecessor (b) (c)

continued

2004

2003

2002

For the
period from
August 15,
2001
through
December 29,
2001

$ 486,750
456,581
178,027
1,121,358
725,086
396,272

$385,810
291,362
145,949
823,121
525,082
298,039

$356,888
263,206
83,732
703,826
448,540
255,286

$301,993
253,751
23,803
579,547
352,151
227,396

$ 118,116
108,091
9,573
235,780
149,352
86,428

$144,779
127,088
10,860
282,727
182,863
99,864

288,624
–
6,828
–

208,756
–
620
–

188,028
–
1,041
–

174,110
–
150
923

57,987
–
(268)
–

88,895
11,289
4,272
–

–
(20,426)
121,246
(1,322)

–
(12,362)
101,025
(335)

2,602
(11,025)
74,640
(387)

–
(8,352)
60,565
(347)

–
(2,624)
31,333
(207)

–
(4,993)
401
(73)

20,137
24,564

–
18,852

9,455
26,646

–
28,648

–
11,307

12,525
11,803

77,867

82,508

38,926

32,264

20,233

(23,854)

30,665
47,202

32,850
$ 49,658

15,648
$ 23,278

13,011
$ 19,253

7,395
$ 12,838

(6,857)
$ (16,997)

$
$

$
$
$

$
$

$
$

$
$

Fiscal years

dollars in thousands,
except per share data

Operating Data:
Wholesale sales
Retail sales
Mass channel sales
Total net sales
Cost of goods sold
Gross profit
Selling, general, and
administrative expenses
Acquisition-related charges (d)
Closure costs (e)
Deferred charge write-off (f)
Management fee
termination (g)
Royalty income
Operating income
Interest income
Loss on extinguishment
of debt (h)
Interest expense
Income (loss) before
income taxes
Provision for (benefit from)
income taxes
Net income (loss)
Per Common Share Data (i):
Basic net income (loss)
Diluted net income (loss)
Dividends
Basic weightedaverage shares
Diluted weightedaverage shares
Balance Sheet Data
(end of period):
Working capital (j)
Total assets
Total debt, including
current maturities
Stockholders’ equity
Cash Flow Data:
Net cash provided by
operating activities
Net cash used in
investing activities
Net cash provided by
(used in) financing activities
Other Data:
Gross margin
Depreciation and amortization
Capital expenditures

2005

$
$
$

1.65
1.55
—

1.77
1.66
–

0.99
0.92
1.10

0.86
0.82
–

0.57
0.56
–

For the
period from
December 31,
2000
through
August 14,
2001

(0.44)
(0.44)
–

28,640,252

28,125,584

23,611,372

22,453,088

22,332,136

38,752,744

30,376,692

29,927,957

25,187,492

23,544,900

23,086,845

38,752,744

$ 242,442
1,116,727

$185,968
672,965

$150,632
646,102

$131,085
643,349

$ 111,148
604,162

430,032
386,644

184,502
327,933

212,713
272,536

297,622
179,359

298,742
158,338

$ 137,267

$ 42,676

$ 40,506

$ 27,304

$ 31,113

(308,403)

(18,577)

(16,472)

(15,554)

(247,459)

(9,266)

222,147

(26,895)

(23,535)

(880)

240,514

5,925

36.2%
$ 19,536
20,481

36.3%
$ 22,216
17,347

$

35.3%
21,912
22,588
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39.2%
$ 18,693
18,009

$

36.7%
6,918
9,556

$

168

35.3%
$ 12,245
9,480

Carter’s, Inc.

notes to selected financial data
(a)

As a result of the 2001 Acquisition, we adjusted our assets and liabilities to their estimated fair values as of August 15, 2001. In addition,
we entered into new financing arrangements and changed our capital structure in connection with the 2001 Acquisition. At the time of
the 2001 Acquisition, we adopted the provisions of SFAS 141 and SFAS 142, which affect the amortization of goodwill and other intangibles.
Accordingly, the results as of the end of and for the Successor period from August 15, 2001 through December 29, 2001 and the
Successor fiscal years 2002, 2003, 2004, and 2005 are not comparable to prior periods.

(b)

On a pro forma basis, assuming SFAS 142 was in effect for all periods presented, pro forma loss before income taxes would have
been $21.8 million for the Predecessor period from December 31, 2000 through August 14, 2001. Pro forma net loss would
have been $15.5 million for the Predecessor period from December 31, 2000 through August 14, 2001.

(c)

In the first quarter of fiscal 2003, we adopted the provisions of SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections” (“SFAS 145”). SFAS 145 rescinds Financial Accounting Standards
Board (“FASB”) Statement No. 4, which required all gains and losses from extinguishment of debt to be aggregated and, if material,
classified as an extraordinary item, net of the related income tax effect. As a result, the criteria in Accounting Principles Board Opinion 30
will now be used to classify those gains and losses. Accordingly, charges related to the extinguishment of debt during the Predecessor
period from December 31, 2000 through August 14, 2001, as more fully described in note (h) below, have been reclassified to conform
to the provisions of SFAS 145.

(d)

The Acquisition-related charges for the Predecessor period from December 31, 2000 through August 14, 2001 include $4.5 million in
management bonuses and $6.8 million in other seller expenses.

(e)

The $4.3 million in closure costs for the Predecessor period from December 31, 2000 through August 14, 2001 relate to closure costs
associated with two domestic manufacturing facilities, including a $3.2 million write-down of long-lived assets. The $1.0 million in closure
costs for the Successor 2003 fiscal year relate to the closure of our two sewing facilities located in Costa Rica. The $0.6 million in closure
costs for fiscal 2004 relate to closure costs associated with the closure of our Costa Rica facilities and our distribution facility in Leola,
Pennsylvania. The $6.8 million in closure costs for fiscal 2005 relate to the closure of our Mexico sewing facilities.

(f)

The deferred charge write-off in the Successor fiscal year 2002 reflects the write-off of $0.9 million of previously deferred costs
associated with the filing of a registration statement on Form S-1 in August 2002, to register an initial public offering of Carter’s, Inc.
common stock.

(g)

The $2.6 million reflects the payment to terminate the Berkshire Partners LLC management agreement upon completion of our initial
public offering of Carter’s, Inc. common stock on October 29, 2003.

(h)

Debt extinguishment charges for the Predecessor period December 31, 2000 through August 14, 2001 reflect the write-off of debt
issuance costs of approximately $4.7 million and a debt redemption premium of approximately $7.8 million. Debt extinguishment
charges for the Successor 2003 fiscal year reflect the write-off of $2.4 million of debt issuance costs resulting from the redemption
of $61.3 million of our 10.875% Senior Subordinated Notes and the prepayment of $11.3 million in term loan indebtedness, a debt
redemption premium of approximately $6.7 million, and a $0.4 million write-off of the related note discount. Debt extinguishment
charges for the Successor 2005 fiscal year reflect the payment of a $14.0 million redemption premium on the 10.875% Senior Subordinated Notes, the write-off of $4.5 million in unamortized debt issuance costs related to the former senior credit facility and 10.875%
Senior Subordinated Notes, and $0.5 million related to the debt discount on the 10.875% Senior Subordinated Notes. Additionally, we
expensed approximately $1.1 million of debt issuance costs associated with our new Senior Credit Facility in accordance with Emerging
Issuance Task Force (“EITF”) No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”

(i)

As a result of the 2001 Acquisition, our capital structure and the number of outstanding shares were changed. Accordingly, earnings per
share in Predecessor periods are not comparable to earnings per share in Successor periods.

(j)

Represents total current assets less total current liabilities.
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management’s
discussion
and analysis
of financial
condition
and results
of operations

The following is a discussion of our results of operations and current financial condition. You should read this
discussion in conjunction with our consolidated historical financial statements and notes included elsewhere in
this annual report. Our discussion of our results of operations and financial condition includes various forwardlooking statements about our markets, the demand for our products and services, and our future results. We based
these statements on assumptions that we consider reasonable. Actual results may differ materially from those suggested by our forward-looking statements for various reasons including those discussed in the “Risk Factors” section.
Those risk factors expressly qualify all subsequent oral and written forward-looking statements attributable to us
or persons acting on our behalf. Except for any ongoing obligations to disclose material information as required
by the federal securities laws, we do not have any intention or obligation to update forward-looking statements
after we file this annual report.

overview
Over the past 141 years, Carter’s has become one of the most highly recognized and most trusted brand names
in the children’s apparel industry. On July 14, 2005, we acquired OshKosh for a purchase price of $312.1 million,
which included payment for vested stock options (the “Acquisition”). Established in 1895, our OshKosh brand is
also highly recognized and well known for its high-quality apparel for children sizes newborn to 16. The Acquisition
has increased our market share in the wholesale and retail channels of distribution.
We sell our products under various Carter’s and OshKosh brands in the wholesale channel, which includes approximately 330 department store, national chain, and specialty store accounts. Additionally, we currently operate 193
Carter’s and 142 OshKosh brand retail stores located primarily in outlet and strip centers throughout the United
States and sell our products in the mass channel under our Just One Year brand to approximately 1,400 Target
stores and under our Child of Mine brand to approximately 3,200 Wal-Mart stores nationwide. We also extend
our brand reach by licensing our Carter’s, Child of Mine, Just One Year, and OshKosh B’Gosh and related brand
names through domestic licensing arrangements, including licensing of our Genuine Kids from OshKosh brand
to Target stores nationwide. Our OshKosh B’Gosh brand name is also licensed through international licensing
arrangements. During fiscal 2005, we earned approximately $20.4 million in licensing income, including
$6.6 million from our OshKosh B’Gosh and Genuine Kids from OshKosh brands for the period from
July 14, 2005 through December 31, 2005.
We are currently in the process of integrating the OshKosh business. Our plans are to integrate and grow our
OshKosh brand by implementing our core product development and marketing disciplines, leveraging Carter’s
relationships with key wholesale accounts, closing unprofitable stores, leveraging Carter’s infrastructure and supply
chain, and improving the productivity of our OshKosh brand retail stores.
We have reduced the number of OshKosh sub-brands and are in the process of simplifying the number of product
offerings under our OshKosh brand. This should allow us to reduce product complexity, focus our efforts on essential, core products, and streamline operations. Since the Acquisition, we have closed 15 unprofitable OshKosh
lifestyle stores, 14 OshKosh brand retail stores, and plan to close an additional three OshKosh brand retail stores
in fiscal 2006. We plan to implement various retail store productivity improvements that have been successful in
our Carter’s brand retail stores. Such improvements include more impactful window displays and better product
placement and in-store marketing programs.
We are also leveraging our existing infrastructure and supply chain expertise to reduce costs. In December 2005,
we closed the OshKosh Choloma, Honduras sewing facility and recently announced our plans to close the OshKosh
Uman, Mexico sewing facility during the first half of fiscal 2006. We intend to place such production primarily with
our vendors in the Far East. We are also in the process of integrating retail store operations and various other
support functions throughout the Company.
As part of financing the Acquisition, we refinanced our existing debt (the “Refinancing”), including our former
senior credit facility and our outstanding 10.875% Senior Subordinated Notes due 2011 (together with the
Acquisition, the “Transaction”). In connection with the Refinancing, we paid a $14.0 million redemption premium
on the Company’s 10.875% Senior Subordinated Notes, we wrote off $4.5 million in unamortized debt issuance
costs related to the former senior credit facility and repayment of the 10.875% Senior Subordinated Notes, and
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expensed $0.5 million related to the debt discount on the 10.875% Senior Subordinated Notes. Additionally, we
expensed approximately $1.1 million of debt issuance costs associated with our new Senior Credit Facility in accordance with Emerging Issues Task Force (“EITF”) No. 96-19, “Debtor’s Accounting for a Modification or Exchange of
Debt Instruments.”
As a result of the Transaction, we have had a significant increase in interest costs with average borrowings of
$169.1 million at an effective interest rate of 9.9% for the period from January 2, 2005 through July 14, 2005 and
average borrowings of $472.7 million at an effective interest rate of 5.9% subsequent to the Transaction. Additionally,
we have acquired certain indefinite-lived intangible assets in connection with the Acquisition of OshKosh including licensing agreements and leasehold interests which will result in annual amortization expense of $4.7 million
in fiscal 2006, $4.5 million in fiscal 2007, $4.1 million in fiscal 2008, $3.7 million in fiscal 2009, and $1.8 million in
fiscal 2010.
Effective January 1, 2006, we will adopt the provisions of SFAS No. 123 (revised 2004), “Share-Based Payment”
(“SFAS 123R”), which is estimated to result in a reduction in fiscal 2006 net income of approximately $3.0 million,
or approximately $0.10 per diluted share. The impact of adopting SFAS 123R is discussed further under “Recent
Accounting Pronouncements.”
Our fiscal year ends on the Saturday, in December or January, nearest the last day of December. Consistent
with this policy, fiscal 2005 ended on December 31, 2005 and as a result, contained 52 weeks of financial results.
Fiscal 2004 ended on January 1, 2005 and also contained 52 weeks of financial results. Fiscal 2003 ended on
January 3, 2004 and contained 53 weeks of financial results.

results of operations
The following table sets forth, for the periods indicated, (i) selected statement of operations data expressed as a
percentage of net sales and (ii) the number of retail stores open at the end of each period:
Fiscal years
2005

2004

2003

Wholesale sales:
Carter’s
OshKosh
Total wholesale sales

38.1%
5.3
43.4

46.9%
–
46.9

50.7%
–
50.7

Retail store sales:
Carter’s
OshKosh
Total retail store sales

28.2
12.5
40.7

35.4
–
35.4

37.4
–
37.4

15.9
100.0
64.7
35.3
25.7
0.6
(1.8)
10.8
1.8
2.1
6.9
2.7
4.2%

17.7
100.0
63.8
36.2
25.3
0.1
(1.5)
12.3
–
2.3
10.0
4.0
6.0%

11.9
100.0
63.7
36.3
26.7
0.5
(1.5)
10.6
1.4
3.7
5.5
2.2
3.3%

193
142
335

180
–
180

169
–
169

Mass channel sales
Consolidated net sales
Cost of goods sold
Gross profit
Selling, general, and administrative expenses
Closure costs
Royalty income
Operating income
Loss on extinguishment of debt
Interest expense, net
Income before income taxes
Provision for income taxes
Net income
Number of retail stores at end of period:
Carter’s
OshKosh
Total
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fiscal year ended december 31, 2005 compared
with fiscal year ended january 1, 2005
consolidated net sales
Consolidated net sales for fiscal 2005 were $1.1 billion, an increase of $298.2 million, or 36.2% compared to
$823.1 million in fiscal 2004. This increase reflects growth in all channels of distribution and includes $199.8 million
in net sales from OshKosh during the period from July 14, 2005 through December 31, 2005.
For the fiscal years ended
dollars in thousands

December 31,
2005

% of
Total

January 1,
2005

% of
Total

Net sales:
Wholesale – Carter’s
Wholesale – OshKosh
Retail – Carter’s
Retail – OshKosh
Mass Channel – Carter’s
Total net sales

$ 427,043
59,707
316,477
140,104
178,027
$1,121,358

38.1%
5.3%
28.2%
12.5%
15.9%
100.0%

$385,810
–
291,362
–
145,949
$823,121

46.9%
–
35.4%
–
17.7%
100.0%

carter’s wholesale sales
Carter’s brand wholesale sales increased $41.2 million in fiscal 2005, or 10.7%, to $427.0 million. Excluding
off-price sales, Carter’s brand wholesale sales increased $28.7 million in fiscal 2005, or 7.8%, to $394.5 million.
The increase in Carter’s brand wholesale sales, excluding off-price sales, was driven by a 3% increase in units
shipped and a 5% increase in average revenue per unit as compared to fiscal 2004.
Growth in units shipped was driven primarily by our playclothes product category, which accounted for approximately 30% of total Carter’s brand wholesale units shipped in fiscal 2005. We continue to focus on strengthening
our playclothes products by developing high-volume, essential core products in addition to leveraging the brand
strength of our baby and sleepwear products.
The increase in average revenue per unit as compared to fiscal 2004 was driven primarily by growth in our playclothes product category. In addition, favorable product mix in our sleepwear category, which accounted for 20%
of our Carter’s brand wholesale units shipped in fiscal 2005, also contributed to the increase in average revenue
per unit. Our playclothes and sleepwear product categories both carry higher average prices per unit than our
baby product category.
Off-price sales increased $12.6 million in fiscal 2005, or 63.0%, to $32.5 million. Off-price units shipped were
up 93% as compared to fiscal 2004 and average revenue per unit was down 16%. The increase in off-price units
shipped reflects the disposal of a larger percentage of our excess inventory through the off-price channel rather
than selling such excess in our retail stores. This strategy has enabled us to maintain a cleaner mix of higher-margin
inventory in our Carter’s brand retail outlet stores.

oshkosh wholesale sales
OshKosh brand wholesale sales were $59.7 million for the period from July 14, 2005 through December 31, 2005,
including $10.2 million in off-price sales. As the Acquisition was completed on July 14, 2005, all sales from OshKosh
brand products are incremental to our results. Since the Acquisition, we have reduced the number of OshKosh wholesale brands from three brands to one brand (OshKosh B’Gosh), significantly reduced the number of styles in order
to improve productivity, exited unprofitable and marginally profitable customer relationships, and have begun
leveraging our relationships with our key customers to build plans for growth.

mass channel sales
Mass channel sales increased $32.1 million in fiscal 2005, or 22.0%, to $178.0 million. The increase was driven
by increased sales of $23.4 million, or 26.6%, of our Child of Mine brand to Wal-Mart and increased sales of
$8.6 million, or 14.9%, of our Just One Year brand to Target. The increase in sales resulted primarily from selling
products at more Wal-Mart and Target stores, additional floor space at both Wal-Mart and Target, and $8.5 million
from new product introductions.
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carter’s brand retail stores
Carter’s brand retail store sales increased $25.1 million in fiscal 2005, or 8.6%, to $316.5 million. Such growth was
driven by incremental sales of $12.2 million generated by new store openings and a comparable store sales increase
of $13.8 million, or 4.8%, based on 174 locations. This growth was partially offset by the impact of four store closures
of $0.9 million.
The Company’s comparable store sales calculations include sales for all stores that were open during the comparable fiscal period, including remodeled stores and certain relocated stores. If a store relocates within the same
center with no business interruption or material change in square footage, the sales for such store will continue to
be included in the comparable store calculation. If a store relocates to another center or there is a material change
in square footage, such store is treated as a new store. Stores, which are closed, are included in the comparable
store sales calculation up to the date of closing.
The increase in comparable store sales was led by a comparable store sales increase of 10.7% in our “brand”
stores. Our “brand” stores are generally located in high-traffic strip centers located in or near major cities. As of
December 31, 2005, we had 41 “brand” stores as compared to 27 stores as of January 1, 2005. Our “drive to”
outlet stores, of which there were 71 as of December 31, 2005, had a comparable store sales increase of 2.8%
and were impacted by rising fuel prices as these locations are generally located within 20 to 30 minutes outside
of densely populated areas. Across the chain, comparable store sales have been driven by converting all stores to
our new format beginning May of 2004, including moving baby products to the front of the store, more impactful
window displays, and more effective in-store merchandising and marketing. All stores were converted to the new
store format as of April 2005.
There were a total of 193 Carter’s brand retail stores as of December 31, 2005. During fiscal 2005, we opened
17 stores and closed 4 stores. We plan to open 31 and close 10 stores during fiscal 2006.

oshkosh brand retail stores
OshKosh brand retail stores contributed $140.1 million in net sales from the period from July 14, 2005 through
December 31, 2005. During the period from July 14, 2005 through December 31, 2005, we closed 29 OshKosh
brand retail stores, including 15 OshKosh brand lifestyle stores. Liabilities for these store closures have been provided for in purchase accounting as described in Note 15 to the accompanying consolidated financial statements.
There were a total of 142 OshKosh brand retail stores as of December 31, 2005. We plan to open 14 and close 3
OshKosh brand retail stores during fiscal 2006.

gross profit
Our gross profit increased $98.2 million, or 33.0%, to $396.3 million in fiscal 2005. Gross profit as a percentage of
net sales was 35.3% in fiscal 2005 as compared to 36.2% in fiscal 2004.
The decrease in gross margin as a percentage of net sales reflects:
(i)

an amortization charge of $13.9 million related to a fair value step-up of inventory acquired from OshKosh
and sold during the period;

(ii) growth in our lower margin mass channel business;
(iii) the impact of lower margin OshKosh brand wholesale sales relative to Carter’s brand wholesale sales; and
(iv) $1.6 million of accelerated depreciation recorded in connection with our decision to close two sewing
facilities in Mexico.
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Partially offsetting these decreases were:
(i)

a reduction in product costs resulting from leveraging our full package sourcing network and completing the
transition of Carter’s brand products to full package sourcing;

(ii) significant growth in our higher margin retail business, resulting from the Acquisition of the OshKosh brand
retail stores (consolidated retail sales increased from 35% of total sales to 41% of total sales); and
(iii) a decrease of $2.5 million in charges related to excess inventory.
The Company includes distribution costs in its selling, general, and administrative expenses. Accordingly, the
Company’s gross margin may not be comparable to other companies that include such distribution costs in their
cost of goods sold.

selling, general, and administrative expenses
Selling, general, and administrative expenses in fiscal 2005 increased $79.9 million, or 38.3%, to $288.6 million.
As a percentage of net sales, selling, general, and administrative expenses in fiscal 2005 increased to 25.7% as
compared to 25.3% in fiscal 2004.
The increase in selling, general, and administrative expenses as a percentage of net sales was led primarily by:
(i)

the impact of a higher retail store cost structure at OshKosh as retail store selling, general, and administrative expenses, which comprise approximately 39% of consolidated selling, general, and administrative
expenses, grew from 23.6% of retail sales in fiscal 2004 to 24.8% of retail sales in fiscal 2005; and

(ii) amortization of OshKosh intangible assets including a charge of $2.2 million related to the OshKosh
licensing agreements and leasehold interests capitalized in connection with the Acquisition.
Partially offsetting these increases were:
(i)

a decline in distribution costs as a percentage of sales from 4.9% in fiscal 2004 to 4.2% in fiscal 2005, driven
primarily by efficiencies gained with our distribution center in Stockbridge, Georgia;

(ii) effectively managing growth in spending to a rate lower than the growth in net sales, most notably in the
mass channel; and
(iii) cessation of amortization of our Carter’s licensing agreements, which were fully amortized on August 15,
2004. Amortization expense in fiscal 2004 related to these agreements was approximately $3.1 million.

closure costs
In May 2005, we decided to exit two Carter’s brand sewing facilities in Mexico. We have developed alternative
capabilities to source comparable products in the Far East at lower costs. As a result of these closures, we have
recorded total costs of $8.4 million, including $4.6 million of severance charges, $1.3 million of lease termination
costs, $1.6 million of accelerated depreciation (included in cost of goods sold), $0.1 million of asset impairment
charges, and $0.8 million of other exit costs during fiscal 2005.
We anticipate additional charges to be incurred during the first half of fiscal 2006 to include severance charges and
other exit costs of approximately $0.5 million.

26

Carter’s, Inc.

royalty income
Our royalty income increased $8.1 million, or 65.2%, to $20.4 million in fiscal 2005.
We license the use of our Carter’s, Carter’s Classics, Just One Year, and Child of Mine names. Royalty income from
these brands was approximately $13.8 million in fiscal 2005, an increase of 11.8% or $1.5 million as compared to
fiscal 2004. This increase was driven primarily by increased sales of our Carter’s and Just One Year brand licensees.
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As a result of the Acquisition, as discussed in Note 1 to the accompanying consolidated financial statements, we
license the use of our OshKosh B’Gosh, OshKosh Est. 1895, and Genuine Kids from OshKosh brand names.
Royalty income from these brands was approximately $6.6 million for the period from July 14, 2005 through
December 31, 2005, including $2.6 million in international royalty income.

operating income
Operating income increased $20.2 million, or 20.0%, to $121.2 million in fiscal 2005. The increase in operating
income was due to the factors described above.

loss on extinguishment of debt
As described in Note 1 to the accompanying consolidated financial statements, as a result of the Refinancing, we
incurred a $14.0 million redemption premium in connection with the repurchase of our 10.875% Senior Subordinated Notes, wrote off $4.5 million in debt issuance costs associated with our former senior credit facility and
10.875% Senior Subordinated Notes, expensed $0.5 million related to the debt discount on the 10.875% Senior
Subordinated Notes, and wrote off $1.1 million in new debt issuance costs associated with our new Senior Credit
Facility in accordance with Emerging Issues Task Force No. 96-19, “Debtor’s Accounting for a Modification or
Exchange of Debt Instruments.”

interest expense, net
Interest expense in fiscal 2005 increased $4.7 million, or 25.5%, to $23.2 million. This increase is attributable to
the impact of additional borrowings associated with the Transaction as described in Note 1 to the accompanying
consolidated financial statements. Weighted-average borrowings in fiscal 2005 prior to the Transaction were
$169.1 million at an effective interest rate of 9.9%. Subsequent to the Transaction, weighted-average borrowings
were $472.7 million at an effective interest rate of 5.9%. In fiscal 2004, weighted-average borrowings were
$204.6 million at an effective interest rate of 8.6%.

income taxes
Our effective tax rate was 39.4% for fiscal 2005 and 39.8% for fiscal 2004. Our effective tax rate was slightly higher
in 2004 due primarily to the impact of certain non-deductible costs. See Note 8 to the accompanying consolidated
financial statements for the reconciliation of the statutory rate to our effective tax rate.

net income
Our fiscal 2005 net income decreased $2.5 million to $47.2 million as compared to $49.7 million in fiscal 2004 as a
result of the factors described above.

fiscal year ended january 1, 2005 compared
with fiscal year ended january 3, 2004
net sales
Consolidated net sales for fiscal 2004 were $823.1 million, an increase of $119.3 million, or 16.9%, compared
to $703.8 million in fiscal 2003. Revenue growth in all channels has been driven by the success of our focus on
high-quality essential core products. Revenue growth has also been driven by retail store growth, productivity
improvements in our retail stores, and a full year of revenue from our Child of Mine brand which launched
in June of 2003.
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Total wholesale sales increased $28.9 million, or 8.1%, to $385.8 million in fiscal 2004 from $356.9 million
in fiscal 2003. In fiscal 2004, wholesale sales, excluding off-price sales, increased $30.7 million, or 9.2%, to
$365.9 million from $335.2 million in fiscal 2003. The increase in wholesale sales, excluding off-price sales,
was driven by a 17% increase in units shipped offset by a 6% decrease in revenue per dozen as compared to
fiscal 2003. Growth in units shipped was driven by increased sales in all product categories driven by our focus
on consistently improving the value of our baby, playclothes, and sleepwear products and our focus on improving
customer service levels. The decrease in revenue per dozen was driven by product mix in all product categories.
Mass channel sales increased $62.2 million in fiscal 2004, or 74.3%, to $145.9 million. This increase was driven by
increased sales of $50.7 million of our Child of Mine brand to Wal-Mart and increased sales of $11.6 million, or
25%, of our Just One Year brand to Target. The growth in Child of Mine sales of $50.7 million to $88.0 million
in fiscal 2004 from $37.4 million in fiscal 2003 reflects a full year of sales as we began shipping our Child of Mine
brand to Wal-Mart in June of 2003. Also contributing to growth in the mass channel was new door growth and
additional floor space at both Wal-Mart and Target stores.
Retail store sales increased $28.2 million, or 10.7%, to $291.4 million in fiscal 2004 from $263.2 million in fiscal
2003. The driver of the revenue increase in fiscal 2004 was incremental revenue of $16.2 million generated from
new store openings offset by the impact of store closures of $0.8 million and a comparable store sales increase of
$15.9 million, or 6.2%, based on 166 locations. The increase in comparable store sales was driven by our focus on
improving the productivity of the stores. Such improvement was driven by converting approximately 100 stores to
a new format, including moving baby products to the front of the store, more impactful window displays, and more
effective in-store merchandising and marketing.

gross profit
In fiscal 2004, gross profit increased $42.8 million, or 16.7%, to $298.0 million compared to $255.3 million in
fiscal 2003. Gross profit as a percentage of net sales was 36.2% in fiscal 2004 and 36.3% in fiscal 2003. The impact
on gross margin from a higher mix of mass channel sales was largely offset by product cost reduction. Results for
fiscal 2003 also included approximately $1.3 million in accelerated depreciation related to the closure of our Costa
Rica sewing facilities.

selling, general, and administrative expenses
In fiscal 2004, selling, general, and administrative expenses increased $20.7 million, or 11.0%, to $208.8 million
from $188.0 million in fiscal 2003. As a percentage of net sales, these expenses decreased to 25.3% in fiscal 2004
from 26.7% in fiscal 2003. The decrease, relative to sales, reflects the benefit of leveraging operating expenses,
most notably in the mass channel, against higher levels of revenue. The decrease, relative to sales, also reflects
the cessation of the amortization of our licensing agreements as of August 15, 2004. During fiscal 2004, we
recorded approximately $3.1 million in amortization related to these agreements as compared to $5.0 million
in fiscal 2003. Results for fiscal 2003 included the payment of a $2.5 million special bonus to vested option
holders in July 2003.

closure costs
In June of 2004, we exited our distribution facility in Leola, Pennsylvania in order to consolidate our distribution
operations and reduce costs. We recorded approximately $175,000 of severance and other exit costs related to
this closure during fiscal 2004.
In July of 2003, we decided to exit our Costa Rican sewing facilities, given our ability to obtain lower costs from
third-party suppliers. During fiscal 2003, we recorded approximately $1,041,000 in severance and other exit costs
related to these closures. During fiscal 2004, we recorded approximately $74,000 and $371,000 in severance and
other exit costs related to these closures.

management fee termination
In the fourth quarter of 2003, upon completion of our initial public offering on October 29, 2003, we paid $2.6 million
to terminate the Berkshire Partners LLC management agreement. Under the agreement, which was scheduled to
expire in fiscal 2005, we paid an annual fee of $1.65 million.
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royalty income
We license the use of the Carter’s, Carter’s Classics, Just One Year, and Child of Mine names and sublicensed
the Tykes name to certain licensees. In fiscal 2004, royalty income increased 12.1% to $12.4 million compared
to $11.0 million in fiscal 2003. This increase primarily reflects increased licensed sales of our Child of Mine brand
by our licensee partners who began shipping their products during the third quarter of fiscal 2003.

continued

operating income
Operating income for fiscal 2004 increased $26.4 million, or 35.3%, to $101.0 million compared to $74.6 million
in fiscal 2003. Operating income, as a percentage of net sales, was 12.3% in fiscal 2004 as compared to 10.6% in
fiscal 2003 as a result of the factors described above.

interest expense, net
Interest expense in fiscal 2004 decreased $7.7 million, or 29.5%, to $18.5 million from $26.3 million in fiscal 2003.
This decrease is attributable to the redemption of approximately $61.3 million of our 10.875% Senior Subordinated
Notes on November 28, 2003, reduced levels of term loan indebtedness, and the additional week of interest expense
in fiscal 2003.

loss on extinguishment of debt
On November 28, 2003, we used the proceeds of the initial public offering to redeem $61.3 million of our
10.875% Senior Subordinated Notes. In connection with this redemption, we incurred redemption premiums
of approximately $6.7 million, wrote off $2.2 million of deferred debt issuance costs, and expensed $0.4 million
related to the note discount. We also prepaid $11.3 million in term loan indebtedness and subsequently wrote off
$0.2 million of deferred debt issuance costs.

income taxes
Our effective tax rate was 39.8% for fiscal 2004 and 40.2% for fiscal 2003. Our effective tax rates in fiscal 2004
and 2003 were higher than the statutory rates, due primarily to the impact of certain non-deductible costs. See
Note 8 to the accompanying consolidated financial statements for the reconciliation of the statutory tax rate
to our effective tax rate.

net income
Our fiscal 2004 net income increased to $49.7 million, compared to $23.3 million in fiscal 2003, as a result of the
factors described above.

liquidity and capital resources
Our primary cash needs are working capital, capital expenditures, and debt service. Historically, we have financed
these needs through operating cash flow and funds borrowed under our former senior credit facility. Our primary
source of liquidity will be cash flow from operations and borrowings under our new Revolver, and we expect that
these sources will fund our ongoing requirements for debt service and capital expenditures. These sources of
liquidity may be impacted by continued demand for our products and our ability to meet debt covenants under
our new Senior Credit Facility, described below.
Net accounts receivable at December 31, 2005 were $96.1 million, compared to $80.4 million at January 1, 2005.
This increase primarily reflects $13.3 million of OshKosh receivables and higher levels of wholesale and mass
channel revenue in the latter part of fiscal 2005, compared to the latter part of fiscal 2004.
Inventory levels at December 31, 2005 were $188.5 million, compared to $120.8 million at January 1, 2005.
Increased inventory levels as of December 31, 2005 include $57.6 million of OshKosh brand inventory and an
increase in Carter’s brand inventory of $10.1 million, due primarily to increases in forecasted demand. Excluding
OshKosh, average inventory levels increased 3.7% to $133.9 million in fiscal 2005, compared to $129.1 million in
fiscal 2004. Average inventory levels are expected to be higher in fiscal 2006 due to the Acquisition of OshKosh
and increases in forecasted demand.
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Net cash provided by operating activities during fiscal 2005 and fiscal 2004 was $137.3 million and $42.7 million.
This increase in net cash flow provided by operating activities in fiscal 2005 as compared to fiscal 2004 was driven
by the growth in earnings, adjusted for non-cash charges related to the Transaction, increases in accounts payable
and other current liabilities, and reductions in OshKosh brand inventory since the date of Acquisition. Net cash
provided by our operating activities in fiscal 2003 was approximately $40.5 million. The increase in net cash flow
provided by operating activities in fiscal 2004 as compared to fiscal 2003 was driven by the growth in earnings
and reductions in prepaid expenses, partially offset by increased levels of inventory to support demand and
increased levels of accounts receivable resulting from growth in revenue and the timing of shipments.
As a result of the decision to close our sewing facilities in Mexico, we have recorded total charges of
$8.4 million including approximately $4.6 million of severance charges, $1.3 million in lease termination
charges, $1.6 million of accelerated depreciation (included in cost of goods sold), $0.1 million of asset
impairment charges, and $0.8 million of other exit costs during fiscal 2005. Additional charges expected to
be incurred during the first half of fiscal 2006 primarily include severance charges and other exit costs of
approximately $0.5 million.
In connection with the Acquisition of OshKosh, we have developed an integration plan that includes severance
and relocation costs, certain facility and store closings, and contract termination costs. The following liabilities,
included in our other current liabilities in the accompanying consolidated financial statements, were established
at Acquisition and will be funded by cash flows from operations and borrowings under our new Revolver:

dollars in thousands

Severance
and
relocation

Other
exit
costs

Lease
termination
costs

Contract
termination
costs

Total

Balance at July 14, 2005
Payments
Adjustments to goodwill
Balance at December 31, 2005

$ 9,840
(2,304)
673
$ 8,209

$2,075
(71)
(78)
$1,926

$7,020
(468)
–
$6,552

$2,000
(934)
(168)
$ 898

$20,935
(3,777)
427
$17,585

Also in connection with the Acquisition, we refinanced our former senior credit facility, which consisted of a
$36.2 million Term Loan C and an available $80.0 million revolving loan facility under which no borrowings were
outstanding, exclusive of outstanding letters of credit, and we repurchased our 10.875% Senior Subordinated
Notes at a price that included a redemption premium of $14.0 million in addition to the principal amount of
$113.8 million. As a result of the Refinancing, we wrote off $4.5 million in debt issuance costs related to the
former senior credit facility and the 10.875% Senior Subordinated Notes and expensed $0.5 million related
to the discount on the 10.875% Senior Subordinated Notes.
Financing for the Transaction was provided by a new $500 million Term Loan B and a $125 million revolving
credit facility (including a sub-limit for letters of credit of $80 million) (the “Revolver”) entered into by TWCC with
Bank of America, N.A., as administrative agent, Credit Suisse, and certain other financial institutions (the “Senior
Credit Facility”). The proceeds from the Senior Credit Facility were used to purchase the outstanding common stock
and vested stock options of OshKosh ($312.1 million), pay transaction expenses ($6.2 million), refinance our former
senior credit facility ($36.2 million), repurchase our 10.875% Senior Subordinated Notes ($113.8 million), pay a
redemption premium on our 10.875% Senior Subordinated Notes ($14.0 million), along with accrued and unpaid
interest ($5.1 million), and pay debt issuance costs ($10.6 million). Approximately $1.1 million of the debt issuance
costs were expensed in accordance with Emerging Issues Task Force No. 96-19, “Debtor’s Accounting for a
Modification or Exchange of Debt Instruments.” Other costs paid prior and subsequent to the closing of the
transaction totaled $1.4 million, including $0.2 million in debt issuance costs.
The term of the Revolver expires July 14, 2011 and the term of the Term Loan B expires July 14, 2012. Amounts
outstanding under the Revolver initially accrue interest at a prime rate plus 0.75% or, at our option, a LIBOR rate
plus 1.75% and may be reduced based upon the achievement of certain leverage ratios. Amounts outstanding
under the Term Loan B accrue interest at a prime rate plus 0.75% or, at our option, a LIBOR rate plus 1.75% and
may be reduced based upon the achievement of certain leverage ratios and credit ratings. Interest is payable at
the end of interest rate reset periods, which vary in length but in no case exceed 12 months for LIBOR rate loans
and quarterly for prime rate loans. The effective interest rate on variable rate Term Loan B borrowings as of
December 31, 2005 was 5.7%. The Senior Credit Facility contains financial covenants, including a minimum
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interest coverage ratio, maximum leverage ratio, and fixed charge coverage ratio. The Senior Credit Facility also
sets forth mandatory and optional prepayment conditions, including an annual excess cash flow requirement, as
defined, that may result in our use of cash to reduce our debt obligations. There is no excess cash flow payment
required in fiscal 2006. Our obligations under the Senior Credit Facility are collateralized by a first priority lien on
substantially all of our assets, including the assets of our domestic subsidiaries.
The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the term loan. On
September 22, 2005, we entered into a swap agreement to receive floating rate interest and pay fixed interest.
This swap agreement is designated as a cash flow hedge of the variable interest payments on a portion of our
variable rate Term Loan B debt. The swap agreement matures July 30, 2010.
Principal borrowings under the Term Loan B are due and payable in quarterly installments of $1.1 million from
March 31, 2006 through June 30, 2012 with the remaining balance of $401.9 million due on July 14, 2012.
In addition to scheduled amortization payments made during the third and fourth quarters of fiscal 2005, we
prepaid an additional $67.6 million of Term Loan B indebtedness.
Our former senior credit facility, as amended, set forth mandatory and optional prepayment conditions that
resulted in our use of cash to reduce our debt obligations. Accordingly, we made an excess cash flow principal
prepayment of approximately $2.4 million on March 22, 2004. No such prepayment was required in fiscal 2005.
In June 2005, March 2005, December 2004, and March 2004, we prepaid an additional $15.0 million, $20.0 million,
$20.0 million, and $5.0 million, respectively, of term loan indebtedness under our former senior credit facility.
At December 31, 2005, we had approximately $430.0 million in term loan borrowings and no borrowings
under our Revolver, exclusive of approximately $20.2 million of outstanding letters of credit. At January 1, 2005,
under our former senior credit facility, we had approximately $184.5 million of debt outstanding, consisting
of $113.2 million of 10.875% Senior Subordinated Notes, $71.3 million in term loan borrowings under our
former senior credit facility and no revolving loan facility borrowings, exclusive of approximately $6.8 million
of outstanding letters of credit.
The following table summarizes as of December 31, 2005, the maturity or expiration dates of mandatory contractual obligations and commitments for the following fiscal years:
dollars in thousands

2006

Long-term debt
$ 3,241
Interest on debt:
Variable rate (a)
23,744
Operating leases
(see Note 9 to the
Consolidated Financial
Statements)
37,719
Total financial obligations
64,704
Letters of credit
20,179
Purchase obligations (b)
116,138
Total financial obligations
and commitments
$201,021

2007

2008

2009

2010

Thereafter

Total

$ 4,322

$ 5,402

$ 4,322

$ 4,322

$408,423

$430,032

23,744

23,744

23,744

23,744

35,615

154,335

30,572
58,638
–
–

25,065
54,211
–
–

19,648
47,714
–
–

14,841
42,907
–
–

40,716
484,754
–
–

168,561
752,928
20,179
116,138

$58,638

$54,211

$47,714

$42,907

$484,754

$889,245

(a)

Reflects estimated variable rate interest on obligations outstanding on our term loan as of December 31, 2005 using an interest rate of
5.7% (rate in effect at December 31, 2005).

(b)

Unconditional purchase obligations are defined as agreements to purchase goods or services that are enforceable and legally binding on
us and that specify all significant terms, including fixed or minimum quantities to be purchased; fixed, minimum, or variable price provisions; and the approximate timing of the transaction. The purchase obligations category above relates to commitments for inventory
purchases. Amounts reflected on the accompanying consolidated balance sheets in accounts payable or other current liabilities are
excluded from the table above.
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In addition to the total contractual obligations and commitments in the preceding table, we have post-retirement
benefit obligations, included in other current and other long-term liabilities, as further described in Note 7 to
the accompanying consolidated financial statements.
Based on our current level of operations, we believe that cash generated from operations and available cash,
together with amounts available under our new Revolver, will be adequate to meet our debt service requirements, capital expenditures, and working capital needs for the foreseeable future, although no assurance can
be given in this regard. We may, however, need to refinance all or a portion of the principal amount of amounts
outstanding under our Revolver on or before July 14, 2011 and amounts outstanding under our Term Loan B on
or before July 14, 2012.

effects of inflation and deflation
We are affected by inflation and changing prices primarily through the purchase of raw materials, increased operating costs and expenses, and fluctuations in interest rates. The effects of inflation on our net sales and operations have
not been material in recent years. In recent years, there has been deflationary pressure on selling prices. While we
have been successful in offsetting such deflationary pressures through product improvements and lower costs with
the expansion of our global sourcing network, if deflationary price trends outpace our ability to obtain further price
reductions from our global suppliers, our profitability may be affected.

seasonality
We experience seasonal fluctuations in our sales and profitability, with generally lower sales and gross profit in the
first and second quarters of our fiscal year. Excluding the impact of the Acquisition, over the past five fiscal years,
approximately 57% of our consolidated net sales were generated in the second half of our fiscal year. With a full
year of OshKosh net sales in fiscal 2006, we expect this trend to continue. Accordingly, our results of operations
for the first and second quarters of any year are not indicative of the results we expect for the full year.
As a result of this seasonality, our inventory levels and other working capital requirements generally begin to
increase during the second quarter and into the third quarter of each fiscal year. During these peak periods, we had
historically borrowed under our former revolving credit facility. We had no borrowings under our former revolving
credit facility or new Revolver during fiscal 2005 as compared to peak borrowings of $25.3 million in fiscal 2004.

critical accounting policies and estimates
Our discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States of America. The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues, expenses, and related disclosure of contingent assets
and liabilities. We base our estimates on historical experience and on various other assumptions that we believe are
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.
Our significant accounting policies are described in Note 2 to the accompanying consolidated financial statements.
The following discussion addresses our critical accounting policies and estimates, which are those that require
management’s most difficult and subjective judgments, often as a result of the need to make estimates about
the effect of matters that are inherently uncertain.
Revenue recognition: We recognize wholesale and mass channel revenue after shipment of products to customers,
when title passes, and when all risks and rewards of ownership have transferred. In certain cases, in which we retain
the risk of loss during shipment, revenue recognition does not occur until the goods have reached the specified
customer. We consider revenue realized or realizable and earned when the product has been shipped and when
all risks and rewards of ownership have transferred, the sales price is fixed or determinable, and collectibility is
reasonably assured. In the normal course of business, we grant certain accommodations and allowances to our
wholesale and mass channel customers. We provide accommodations and allowances to our key wholesale and
mass channel customers in order to assist these customers with inventory clearance and promotions. Such
amounts are reflected as a reduction of net sales and are recorded based upon historical trends and annual
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forecasts. Retail store revenues are recognized at the point of sale. We reduce revenue for customer returns and
deductions. We also maintain an allowance for doubtful accounts for estimated losses resulting from the inability
of our customers to make payments and other actual and estimated deductions. If the financial condition of
our customers were to deteriorate, resulting in an impairment of their ability to make payments, an additional
allowance could be required. Past due balances over 90 days are reviewed individually for collectibility. Our credit
and collections department reviews all other balances regularly. Account balances are charged off against the
allowance when we feel it is probable the receivable will not be recovered.
We contract with a third-party service to provide us with the fair value of cooperative (“co-op”) advertising arrangements entered into with certain of our major wholesale and mass channel customers. Such fair value is determined
based upon, among other factors, comparable market analysis for similar advertisements. In accordance with
Emerging Issues Task Force Issue No. 01-09, “Accounting for Consideration Given by a Vendor to a Customer/Reseller”
(“EITF 01-09”), we have included the fair value of these arrangements of approximately $4.8 million in fiscal 2005
as a component of selling, general, and administrative expenses on the accompanying consolidated statement of
operations rather than as a reduction of revenue. Amounts determined to be in excess of the fair value of these
arrangements are recorded as a reduction of net sales.
Inventory: We provide reserves for slow-moving inventory equal to the difference between the cost of inventory
and the estimated market value based upon assumptions about future demand and market conditions. If actual
market conditions are less favorable than those we project, additional write-downs may be required.
Goodwill and tradename: As of December 31, 2005, we had approximately $606.4 million in goodwill and tradename assets. The fair value of the Carter’s tradename was estimated at the 2001 Acquisition to be approximately
$220 million using a discounted cash flow analysis, which examined the hypothetical cost savings that accrue as a
result of our ownership of the tradename. The fair value of our OshKosh tradename was estimated as of the date
of the Acquisition to be approximately $102 million, also using a discounted cash flow analysis. The cash flows,
which incorporated both historical and projected financial performance, were discounted using a discount rate of
ten and twelve percent for Carter’s and OshKosh, respectively. The tradenames were determined to have indefinite
lives. The carrying value of these assets is subject to annual impairment reviews as of the last day of each fiscal
year. Factors affecting such impairment reviews include the continued market acceptance of our products and the
development of new products. Impairment reviews may also be triggered by any significant events or changes in
circumstances. Our impairment review of goodwill is based on the estimated fair values of the underlying businesses. These estimated fair values are based on estimates of the future cash flows of the businesses.
Accrued expenses: Accrued expenses for health insurance, workers’ compensation, incentive compensation,
professional fees, and other outstanding obligations are assessed based on actual commitments, statistical trends,
and estimates based on projections and current expectations, and these estimates are updated periodically as
additional information becomes available.
Accounting for income taxes: As part of the process of preparing our consolidated financial statements, we are
required to estimate our actual current tax exposure (state, federal, and foreign), together with assessing permanent and temporary differences resulting from differing bases and treatment of items for tax and accounting
purposes, such as the carrying value of intangibles, deductibility of expenses, depreciation of property, plant,
and equipment, and valuation of inventories. Temporary differences result in deferred tax assets and liabilities,
which are included within our consolidated balance sheets. We must then assess the likelihood that our deferred
tax assets will be recovered from future taxable income. Actual results could differ from this assessment if sufficient
taxable income is not generated in future periods. To the extent we determine the need to establish a valuation
allowance or increase such allowance in a period, we must include an expense within the tax provision in the
accompanying consolidated statements of operations.
Stock-based compensation arrangements: We account for stock-based compensation on stock options under the
intrinsic value method, whereby we record compensation expense equal to the difference between the exercise
price of the stock option and the fair market value of the underlying stock at the date of the option grant. For
disclosure purposes only, we also estimate the impact on our net income of applying the fair value method of
measuring compensation cost on stock options with the fair value, prior to our initial public offering, determined
under the minimum value method as provided by SFAS No. 123, “Accounting for Stock-Based Compensation”
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(“SFAS 123”) as amended by SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure”
(“SFAS 148”). Stock options granted subsequent to our initial public offering have been valued using the BlackScholes option pricing model. For stock issued or sold outright to employees, directors, or third parties, we
measure expense as the difference between the price paid by the recipient, if any, and the fair market value of the
stock on the date of issuance or sale.

recent accounting pronouncements
In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (revised 2004),
“Share-Based Payment” (“SFAS 123R”), which replaces SFAS 123, “Accounting for Stock-Based Compensation”
and supercedes Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees.”
SFAS 123R requires all share-based awards to employees, including grants of employee stock options, to be
recognized in the financial statements based on their fair values. The pro forma disclosures previously permitted
under SFAS 123, will no longer be an alternative to financial statement recognition. We have selected the modified
prospective method of adoption which requires that compensation expense be recorded for all unvested stockbased compensation awards, as they vest, beginning with the first quarter of adoption of SFAS 123R and for all
subsequent stock-based compensation awards granted thereafter. We will continue to use the Black-Scholes
method to determine the fair value of stock options at the date of grant. SFAS 123R is effective for public companies for annual periods that begin after June 15, 2005. The impact of adoption beginning January 1, 2006, is
estimated to result in a reduction in fiscal 2006 net income of approximately $3.0 million, or $0.10 per diluted share.
In March 2005, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No.107, “ShareBased Payment” (“SAB 107”). The interpretations in SAB 107 express views of the staff regarding the interaction
between SFAS 123R and certain SEC rules and regulations and provide the staff’s views regarding the valuation
of share-based payment arrangements for public companies. In particular, SAB 107 provides guidance related
to share-based payment transactions with non-employees, the transition from non-public to public entity status,
valuation methods (including assumptions such as expected volatility and expected term), the accounting for
certain redeemable financial instruments issued under share-based payment arrangements, the classification
of compensation expense, non-GAAP financial measures, first-time adoption of SFAS 123R in an interim period,
capitalization of compensation cost related to share-based payment arrangements, the accounting for income tax
effects of share-based payment arrangements upon adoption of SFAS 123R, the modification of employee share
options prior to adoption of SFAS 123R, and disclosures in Management’s Discussion and Analysis subsequent to
adoption of SFAS 123R.

forward-looking statements
Statements contained herein that relate to our future performance, including, without limitation, statements with
respect to our anticipated results of operations or level of business for fiscal 2006 or any other future period, are
forward-looking statements within the meaning of the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Such statements are based on current expectations only, and are subject to certain risks,
uncertainties, and assumptions. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those anticipated, estimated, or
projected. The factors that could cause actual results to materially differ include a decrease in sales to, or the
loss of one or more of our key customers, the acceptance of our products in the marketplace, deflationary pressures on our prices, disruptions in foreign supply sources, negative publicity, increased competition in the baby
and young children’s apparel market, our substantial leverage which increases our exposure to interest rate risk
and could require us to dedicate a substantial portion of our cash flow to repay principal, the impact of governmental regulations and environmental risks applicable to our business, our ability to identify new locations and
negotiate appropriate lease terms for our retail stores, our ability to attract and retain key individuals within
the organization, and seasonal fluctuations in the children’s apparel business. These risks are described under
the heading “Risk Factors.” We undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events, or otherwise.
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quantitative and qualitative disclosures about market risk
In the operation of our business, we have market risk exposures including those related to foreign currency risk and
interest rates. These risks and our strategies to manage our exposure to them are discussed below.
We contract for production with third parties, primarily in the Far East and South and Central America. While these
contracts are stated in United States dollars, there can be no assurance that the cost for the future production of
our products will not be affected by exchange rate fluctuations between the United States dollar and the local
currencies of these contractors. Due to the number of currencies involved, we cannot quantify the potential impact
of future currency fluctuations on net income in future years. In order to manage this risk, we source products from
approximately 100 vendors worldwide, providing us with flexibility in our production should significant fluctuations occur between the United States and various local currencies. To date, such exchange fluctuations have not
had a material impact on our financial condition or results of operations. We do not hedge foreign currency
exchange rate risk.
The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the term loan. On
September 22, 2005, we entered into a swap agreement to receive floating rate interest and pay fixed interest. This
swap agreement is designated as a cash flow hedge of the variable interest payments on a portion of our variable
rate Term Loan B debt. The swap agreement matures July 30, 2010. The unrealized gain, net of taxes, related to
the interest rate swap was $1.4 million for the fiscal year ended December 31, 2005 and is included within accumulated other comprehensive income on the accompanying consolidated balance sheet.
Our operating results are subject to risk from interest rate fluctuations on our new Senior Credit Facility, which carries
variable interest rates. At December 31, 2005, our outstanding debt aggregated approximately $430.0 million, of
which $261.7 million bore interest at a variable rate. An increase of 1% in the applicable rate would increase our
annual interest cost by $2.6 million, exclusive of variable rate debt subject to our swap agreement described above,
and could have an adverse effect on our net income and cash flow.

other risks
There also are other risks in the operation of our business specifically related to our global sourcing network.
We source substantially all of our production from third-party manufacturers located in foreign countries. As a
result, we may be adversely affected by political instability resulting in the disruption of trade from foreign countries, the imposition of new regulations relating to imports, duties, taxes, and other charges on imports, including
the China safeguards, any significant decreases in the value of the dollar against foreign currencies, and restrictions
on the transfer of funds. These and other factors could result in the interruption of production, delay receipt of the
products into the United States, or affect our sales and profitability. Our future performance may be subject to such
factors, which are beyond our control, and there can be no assurance that such factors would not have a material
adverse affect on our financial condition and results of operations. We carefully select our sourcing agents, and in
an effort to mitigate the possible disruption in product flow, we place production in various countries we believe
to be of lower risk.
We enter into various purchase order commitments with our suppliers. We can cancel these arrangements, although
in some instances, we may be subject to a termination charge reflecting a percentage of work performed prior to
cancellation. Historically, such cancellations and related termination charges have occurred infrequently and have
not had a material impact on our business. However, as we expand the use of this global sourcing network, we may
incur more of these termination charges, which could increase our cost of goods sold.
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report of
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registered public
accounting firm

To the Board of Directors and Stockholders of Carter’s, Inc.:
We have completed integrated audits of Carter’s, Inc. and its subsidiaries’ fiscal 2005 and 2004 consolidated financial statements and of its internal control over financial reporting as of December 31, 2005, and an audit of its fiscal
2003 consolidated financial statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Our opinions, based on our audits, are presented below.

consolidated financial statements
In our opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material
respects, the financial position of Carter’s, Inc. and its subsidiaries (the “Company”) at December 31, 2005 and
January 1, 2005, and the results of their operations and their cash flows for each of the three fiscal years in the
period ended December 31, 2005 in conformity with accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

internal control over financial reporting
Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over Financial
Reporting appearing on page 37, that the Company maintained effective internal control over financial reporting as
of December 31, 2005 based on criteria established in Internal Control – Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in all material respects,
based on those criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2005, based on criteria established in Internal Control –
Integrated Framework issued by the COSO. The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to express opinions on management’s assessment and on the effectiveness of the
Company’s internal control over financial reporting based on our audit. We conducted our audit of internal control
over financial reporting in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. An audit of internal
control over financial reporting includes obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal
control, and performing such other procedures as we consider necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinions.
A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could
have a material effect on the financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

PricewaterhouseCoopers LLP
Stamford, Connecticut
March 15, 2006
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Our management is responsible for establishing and maintaining adequate internal control over financial reporting,
as such term is defined in Exchange Act Rule 13a-15(f). Under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, we conducted evaluations of the
effectiveness of Carter’s, Inc. and its subsidiaries’ internal control over financial reporting based on the framework
in Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (“COSO”). Based on our evaluations under the framework in Internal Control – Integrated Framework
issued by the COSO, our management concluded that Carter’s, Inc. and its subsidiaries’ internal control over financial
reporting was effective as of December 31, 2005.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.
Our management’s assessment of the effectiveness of Carter’s, Inc. and its subsidiaries’ internal control over financial
reporting as of December 31, 2005 has been audited by PricewaterhouseCoopers LLP, an independent registered
public accounting firm, as stated in their report which appears herein.
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dollars in thousands, except for share data

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of reserve for doubtful accounts
of $3,947 in fiscal 2005 and $2,878 in fiscal 2004
Inventories, net
Prepaid expenses and other current assets
Deferred income taxes
Total current assets
Property, plant, and equipment, net
Tradenames
Cost in excess of fair value of net assets acquired
Licensing agreements, net of accumulated amortization of $1,950
Deferred debt issuance costs, net
Leasehold interests, net of accumulated amortization of $214
Other assets
Total assets
Liabilities and Stockholders’ Equity
Current liabilities:
Current maturities of long-term debt
Accounts payable
Other current liabilities
Total current liabilities
Long-term debt
Deferred income taxes
Other long-term liabilities
Total liabilities
Commitments and contingencies
Stockholders’ equity:
Preferred stock; par value $.01 per share; 100,000 shares authorized;
none issued or outstanding at December 31, 2005 and January 1, 2005
Common stock, voting; par value $.01 per share;
40,000,000 shares authorized; 28,909,729 shares issued and
outstanding at December 31, 2005; 28,432,452 shares issued and
outstanding at January 1, 2005
Additional paid-in capital
Deferred compensation
Accumulated other comprehensive income
Retained earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

December 31,
2005

January 1,
2005

$

84,276

$ 33,265

96,144
188,454
6,262
23,909
399,045
79,458
322,233
284,172
17,150
8,257
1,619
4,793
$1,116,727

80,440
120,792
4,499
12,571
251,567
53,187
220,233
139,282
–
5,867
–
2,829
$672,965

$

$

3,241
63,735
89,627
156,603
426,791
124,439
22,250
730,083

724
26,453
38,422
65,599
183,778
83,579
12,076
345,032

–

–

289
260,414
(2,749)
1,354
127,336
386,644
$1,116,727

284
247,610
(95)
–
80,134
327,933
$672,965

The accompanying notes are an integral part of the consolidated financial statements
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For the fiscal years ended
dollars in thousands, except per share data

December 31,
2005

January 1,
2005

January 3,
2004

Net sales
Cost of goods sold
Gross profit
Selling, general, and administrative expenses
Closure costs
Management fee termination
Royalty income
Operating income
Interest income
Loss on extinguishment of debt
Interest expense
Income before income taxes
Provision for income taxes
Net income

$1,121,358
725,086
396,272
288,624
6,828
–
(20,426)
121,246
(1,322)
20,137
24,564
77,867
30,665
$ 47,202

$823,121
525,082
298,039
208,756
620
–
(12,362)
101,025
(335)
–
18,852
82,508
32,850
$ 49,658

$703,826
448,540
255,286
188,028
1,041
2,602
(11,025)
74,640
(387)
9,455
26,646
38,926
15,648
$ 23,278

Basic net income per common share
Diluted net income per common share
Basic weighted-average number of shares outstanding
Diluted weighted-average number of shares outstanding

$
1.65
$
1.55
28,640,252
30,376,692

$
1.77
$
1.66
28,125,584
29,927,957

$
0.99
$
0.92
23,611,372
25,187,492

The accompanying notes are an integral part of the consolidated financial statements
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For the fiscal years ended
December 31,
2005

dollars in thousands

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Loss on extinguishment of debt
Amortization of debt issuance costs
Amortization of inventory step-up
Accretion of debt discount
Non-cash stock-based compensation expense
Non-cash closure costs
(Gain) loss on disposal of assets
Tax benefit from exercise of stock options
Deferred tax provision (benefit)
Effect of changes in operating assets and liabilities
(net of assets acquired and liabilities assumed):
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable
Other liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Acquisition of OshKosh B’Gosh, Inc., net of cash acquired
Capital expenditures
Proceeds from sale of property, plant, and equipment
Sale of investments
Purchase of investments
Collections on loan
Net cash used in investing activities
Cash flows from financing activities:
Payments on new term loan
Proceeds from new term loan
Proceeds from former revolving loan facility
Payments on former revolving loan facility
Payments on former term loan
Payment of 10.875% Senior Subordinated Notes
Payment of debt redemption premium
Payment of dividend
Payments of capital lease obligations
Proceeds from issuance of common stock,
net of offering costs
Payments of debt issuance costs
Proceeds from exercise of stock options
Proceeds from sale of common stock
Net cash provided by (used in)
financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

January 1,
2005

January 3,
2004

$ 47,202

$ 49,658

$ 23,278

21,912
20,137
2,802
13,900
40
1,824
113
(64)
6,590
380

19,536
–
1,799
–
75
377
–
164
3,807
(3,143)

22,216
9,455
1,939
–
126
323
184
61
–
299

275
4,639
543
18,230
(1,256)
137,267

(15,122)
(16,032)
2,132
(3,983)
3,408
42,676

(11,718)
940
(2,258)
(4,233)
(106)
40,506

(309,984)
(22,588)
2,860
229,180
(210,825)
2,954
(308,403)

–
(20,481)
1,304
–
–
600
(18,577)

–
(17,347)
275
–
–
600
(16,472)

(69,968)
500,000
–
–
(71,326)
(113,750)
(14,015)
–
–

–
–
90,510
(90,510)
(28,286)
–
–
–
(164)

–
–
91,600
(91,600)
(24,138)
(61,250)
(6,661)
(24,893)
(263)

–
(10,780)
1,986
–

–
–
1,555
–

93,869
(799)
–
600

222,147
51,011
33,265
$ 84,276

(26,895)
(2,796)
36,061
$ 33,265

(23,535)
499
35,562
$ 36,061

The accompanying notes are an integral part of the consolidated financial statements
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dollars in thousands, except for share data

Balance at December 28, 2002
Sales and issuances of
common stock (45,975 shares)
Public offering of common stock,
net of offering costs (5,390,625 shares)
Compensation expense on
stock options
Dividends
Net income
Balance at January 3, 2004
Tax benefit from exercise
of stock options
Exercise of stock options
(444,057 shares)
Compensation expense
on stock options
Issuance of restricted
stock (3,035 shares)
Amortization of
deferred compensation
Net income
Balance at January 1, 2005
Tax benefit from exercise
of stock options
Exercise of stock options
(403,000 shares)
Compensation expense on
stock options
Compensation expense on
share grant (9,177 shares)
Issuance of restricted
stock (65,100 shares)
Amortization of deferred compensation
Comprehensive income:
Net income
Unrealized gain on interest rate swap,
net of tax of $795
Total comprehensive income
Balance at December 31, 2005

Accumulated
other
Deferred
comprehensive
compensation
income

Common
stock

Additional
paid-in
capital

$225

$147,043

1

805

806

54

93,815

93,869

$

$

–

Total
stockholders’
equity

$ 32,091

$179,359

117

280

4

241,780

–

–

(24,893)
23,278
30,476

3,807

1,551

1,555

372

372

100

(100)
5

284

5

247,610

(95)

–

49,658
80,134

5
49,658
327,933

6,590

6,590

1,981

1,986

725

725

420

420

3,088

–
$289

117
(24,893)
23,278
272,536

3,807

–
$260,414

(3,088)
434

–
$(2,749)

The accompanying notes are an integral part of the consolidated financial statements
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434

1,354
1,354
$ 1,354

47,202

47,202

47,202
$127,336

1,354
48,556
$386,644

consolidated
statements of
changes in
stockholders‘
equity

notes to
consolidated
financial
statements

note 1: the company
On September 30, 2003, Carter Holdings, Inc., a Massachusetts corporation, re-incorporated in Delaware and
changed its name by forming and subsequently merging with and into its new wholly-owned Delaware subsidiary.
The surviving company is named Carter’s, Inc. In connection with the re-incorporation, Carter’s, Inc. effected a
4-for-1 split of its common stock.
On July 14, 2005, Carter’s, Inc., through its wholly-owned subsidiary, The William Carter Company (“TWCC”)
acquired all of the outstanding common stock of OshKosh B’Gosh, Inc. (“OshKosh”) for a purchase price of
$312.1 million, which included payment for vested stock options (the “Acquisition”). Established in 1895,
OshKosh designs, sources, manufactures, and markets apparel for children sizes newborn to 16. The consolidated statement of operations for the fiscal year ended December 31, 2005 reflects the financial results of
OshKosh for the period from July 14, 2005 through December 31, 2005.
Carter’s, Inc., and its wholly-owned subsidiaries (collectively, the “Company,” “we,” “us,” “its,” and “our”) design,
source, manufacture, and market branded childrenswear under the Carter’s, Child of Mine, Just One Year, OshKosh
B’Gosh, and related labels. Our products are sourced through contractual arrangements with manufacturers worldwide and through production at a Company-managed sewing facility in Mexico for certain OshKosh brand products
(see Note 15 regarding the closure of this facility). Products are manufactured for wholesale distribution to major
domestic retailers, including the mass channel, and for our 193 Carter’s brand and 142 OshKosh brand retail stores
that market our brand name merchandise and other licensed products manufactured by other companies.
As part of financing the Acquisition, the Company refinanced its existing debt (the “Refinancing”), including its
senior credit facility (“former senior credit facility”) and its $113.8 million 10.875% Senior Subordinated Notes
due 2011 (together with the Acquisition, the “Transaction”).
Financing for the Transaction was provided by a new $500 million Term Loan B and a $125 million revolving credit
facility (including a sub-limit for letters of credit of $80 million, the “Revolver”) entered into by TWCC with Bank of
America, N.A., as administrative agent, Credit Suisse, and certain other financial institutions (the “Senior Credit
Facility,” see Note 5).
The proceeds of the financing were used to purchase the outstanding common stock and vested stock options of
OshKosh ($312.1 million), pay transaction expenses ($6.2 million), refinance the Company’s former senior credit
facility ($36.2 million), repurchase the Company’s 10.875% Senior Subordinated Notes ($113.8 million), pay a
redemption premium on the Company’s 10.875% Senior Subordinated Notes ($14.0 million), along with accrued
and unpaid interest ($5.1 million), and pay debt issuance costs ($10.6 million). Other Transaction expenses paid
prior to and subsequent to the closing of the Transaction totaled $1.4 million, including $0.2 million in debt
issuance costs.
As a result of the Refinancing, we wrote off $4.5 million in unamortized debt issuance costs related to the former
senior credit facility and 10.875% Senior Subordinated Notes and expensed $0.5 million related to the debt
discount on the 10.875% Senior Subordinated Notes. Additionally, we expensed approximately $1.1 million of
debt issuance costs associated with the Senior Credit Facility in accordance with Emerging Issues Task Force
(“EITF”) No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”
The Acquisition was accounted for under the purchase method of accounting. The purchase price for the Acquisition,
including related fees and expenses, was allocated to the fair value of tangible and identifiable intangible assets
and liabilities acquired with the remainder allocated to goodwill.
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A summary of the Acquisition purchase price allocation is as follows:
dollars in thousands

Cash and cash equivalents
Investments
Accounts receivable
Inventory
Deferred tax assets
Property, plant, and equipment
Tradename
Licensing agreements
Leasehold interests
Other assets
Accounts payable
Severance and relocation (Note 15)
Other exit costs (Note 15)
Lease termination costs (Note 15)
Contract termination costs (Note 15)
Deferred tax liabilities
Accrued and other liabilities
Cost in excess of fair value of net assets acquired

$

9,500
18,355
15,979
86,201
13,453
26,107
102,000
19,100
1,833
5,075
(19,052)
(10,513)
(1,997)
(7,020)
(1,832)
(41,800)
(40,795)
144,890
$319,484

The following unaudited pro forma summary presents information as if OshKosh had been acquired at the beginning of the periods presented with financing obtained as described above, and assumes that there were no other
changes in our operations.
The pro forma information does not necessarily reflect the actual results that would have occurred had the Company
been combined during the periods presented, nor is it necessarily indicative of the future results of operations of
the combined companies.
For the fiscal years ended
dollars in thousands, except per share data

Pro forma net sales
Pro forma net income
Pro forma basic earnings per share
Pro forma diluted earnings per share

December 31,
2005

January 1,
2005

$1,294,684
$ 38,881
$
1.36
$
1.28

$1,221,861
$ 32,183
$
1.14
$
1.08

Included in the pro forma results shown above for the fiscal years ended December 31, 2005 and January 1, 2005
are a redemption premium of $14.0 million related to the repurchase of the Company’s 10.875% Senior Subordinated
Notes, a $4.5 million write-off of unamortized debt issuance costs related to the former senior credit facility and
10.875% Senior Subordinated Notes, a $0.5 million charge related to the discount on the 10.875% Senior Subordinated Notes, and a $1.1 million charge to write off new debt issuance costs incurred in connection with the Refinancing
in accordance with EITF No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”
Also included in the above pro forma results for the fiscal years ended December 31, 2005 and January 1, 2005 is a
pre-tax charge of $13.9 million related to the amortization of the step-up of acquired OshKosh inventory to fair value.
On October 29, 2003, we completed an initial public offering of Carter’s, Inc. common stock (the “offering”)
including the sale of 5,390,625 shares by us and 1,796,875 shares by the selling stockholders, primarily Berkshire
Partners. Net proceeds to us from the offering totaled $93.9 million. On November 28, 2003, we used approximately $68.7 million of the proceeds to redeem approximately $61.3 million in outstanding 10.875% Senior
Subordinated Notes and pay a redemption premium of approximately $6.7 million and related accrued interest
charges of $0.7 million. We used approximately $2.6 million of the net proceeds to terminate the Berkshire
Partners management agreement. We also used approximately $11.3 million to prepay amounts outstanding
under the term loan, as required by the former senior credit facility. The remaining proceeds of approximately
$11.3 million were utilized for working capital and other general corporate purposes.
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On July 12, 2001, a special purpose entity formed by Berkshire Partners entered into a stock purchase agreement
with Carter’s, Inc. and all of Carter’s, Inc. stockholders to acquire substantially all of the stock of Carter’s, Inc. except
for some equity interests held by our management (the “2001 Acquisition”). The Acquisition was consummated on
August 15, 2001 and was accounted for under the purchase method of accounting.

continued

note 2: summary of significant accounting policies
principles of consolidation
The accompanying consolidated financial statements include the accounts of Carter’s, Inc. and its wholly-owned
subsidiaries. Total net assets (primarily property, plant, and equipment and inventory) at our international subsidiaries
were approximately $0.6 million at December 31, 2005 and $4.6 million at January 1, 2005. All intercompany
transactions and balances have been eliminated in consolidation.

reclassifications
Certain prior year amounts have been reclassified for comparative purposes.

fiscal year
Our fiscal year ends on the Saturday in December or January nearest to the last day of December. The accompanying consolidated financial statements reflect our financial position as of December 31, 2005 and January 1, 2005
and results of operations for the fiscal years ended December 31, 2005, January 1, 2005, and January 3, 2004.
The fiscal years ended December 31, 2005 (fiscal 2005) and January 1, 2005 (fiscal 2004), each contain 52 weeks.
The fiscal year ended January 3, 2004 (fiscal 2003) contains 53 weeks.

cash and cash equivalents
We consider all highly liquid investments that have original maturities of three months or less to be cash equivalents.
We had cash deposits, in excess of deposit insurance limits, in ten banks at December 31, 2005 and three banks at
January 1, 2005.

accounts receivable
Approximately 81% of our gross accounts receivable at December 31, 2005 and 85% at January 1, 2005 were
from our ten largest wholesale and mass channel customers. Of these customers, three have individual receivable
balances in excess of 10% of our gross accounts receivable (but not more than 19%) at December 31, 2005 and
January 1, 2005. Sales to these customers represent comparable percentages to total wholesale and mass channel
net sales. In fiscal 2005, two customers each accounted for 10% of our consolidated net sales.
Components of accounts receivable as of December 31, 2005 and January 1, 2005 are as follows:
dollars in thousands

Trade receivables, net
Royalties receivable
Other
Total

December 31,
2005

January 1,
2005

$87,675
6,639
1,830
$96,144

$76,939
3,056
445
$80,440

inventories
Inventories are stated at the lower of cost (first-in, first-out basis for wholesale and mass channel inventory and
average cost for retail inventories) or market. We provide reserves for slow-moving inventory equal to the difference between the cost of inventory and the estimated market value based upon assumptions about future demand
and market conditions.
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property, plant, and equipment
Property, plant, and equipment are stated at cost, less accumulated depreciation and amortization. When fixed
assets are sold or otherwise disposed, the accounts are relieved of the original costs of the assets, and the related
accumulated depreciation and any resulting profit or loss is credited or charged to income. For financial reporting
purposes, depreciation and amortization are computed on the straight-line method over the estimated useful
lives of the assets as follows: buildings – 15 to 26 years and machinery and equipment – 3 to 10 years. Leasehold
improvements and fixed assets purchased under capital leases are amortized over the lesser of the asset life or
related lease term. We capitalize the cost of our fixtures designed and purchased for use at major wholesale and
mass channel accounts. The cost of these fixtures is amortized over a three-year period.

cost in excess of fair value of net assets acquired and other intangible assets
Cost in excess of fair value of net assets acquired (“goodwill”) represents the excess of the cost of the Acquisition
and the 2001 Acquisition over the fair value of the net assets acquired. Our goodwill is not deductible for tax purposes.
In connection with the 2001 Acquisition, we adopted the provisions of Statements of Financial Accounting
Standards (“SFAS”) No. 141, “Business Combinations” (“SFAS 141”), and applied the required provisions of
SFAS No. 142, “Goodwill and other Intangible Assets” (“SFAS 142”). Accordingly, our tradename and goodwill
are deemed to have indefinite lives and are not being amortized. Our licensing agreements, however, recognized
in the allocation of the 2001 Acquisition purchase price, were amortized over the average three-year life of such
agreements, as it was determined that these agreements had finite lives. Amortization expense on our licensing
agreements was $3.1 million for fiscal 2004 and $5.0 million in fiscal 2003. The licensing agreements were fully
amortized as of August 15, 2004.
In connection with the Acquisition of OshKosh on July 14, 2005, the Company recorded cost in excess of fair value
of net assets acquired and other intangible assets in accordance with SFAS 141.
As of December 31, 2005, cost in excess of net assets acquired and other intangible assets resulting from the
Acquisition of OshKosh were as follows:

dollars in thousands

Cost in excess of net assets acquired
OshKosh tradename
OshKosh licensing agreements
Leasehold interests

Weightedaverage
useful life

Gross
amount

Indefinite
Indefinite
4.7 years
4.1 years

$144,890
$102,000
$ 19,100
$ 1,833

Accumulated
amortization

$
–
$
–
$1,950
$ 214

Amortization expense for intangible assets subject to amortization was approximately $2.2 million for the period
from July 14, 2005 through December 31, 2005. Annual amortization expenses for the OshKosh licensing agreements and leasehold interests are expected to be as follows:
Estimated
amortization
expense

dollars in thousands
Fiscal Year

2006
2007
2008
2009
2010
Total

$ 4,722
4,447
4,106
3,717
1,777
$18,769

We measure our goodwill and tradename for impairment (by comparing the fair values of our reporting units to
their respective carrying values, including allocated goodwill) on at least an annual basis or if events or changes in
circumstances so dictate. Based upon our most recent assessment performed as of December 31, 2005, we found
there to be no impairment of our goodwill or tradename assets.
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impairment of other long-lived assets
We review other long-lived assets, including property, plant, and equipment and licensing agreements, for impairment whenever events or changes in circumstances indicate that the carrying amount of such an asset may not be
recoverable. Management will determine whether there has been a permanent impairment on such assets held for
use in the business by comparing anticipated undiscounted future cash flows from the use and eventual disposition
of the asset or asset group to the carrying value of the asset. The amount of any resulting impairment will be calculated by comparing the carrying value to fair value, which may be estimated using the present value of the same
cash flows. Long-lived assets that meet the definition of held for sale are valued at the lower of carrying amount
or fair value, less costs to sell.

deferred debt issuance costs
Debt issuance costs are deferred and amortized to interest expense using the straight-line method, which approximates the effective interest method, over the lives of the related debt. Amortization approximated $2,802,000 for
the fiscal year ended December 31, 2005, $1,799,000 for the fiscal year ended January 1, 2005, and $1,939,000
for the fiscal year ended January 3, 2004.

cash flow hedges
On September 22, 2005, we entered into a swap agreement to receive floating rate interest and pay fixed rate
interest. This swap agreement is designated as a cash flow hedge of the variable interest payments on a portion
of our variable rate Term Loan B debt. The unrealized gain, net of taxes, related to the interest rate swap was
$1.4 million for the period from September 22, 2005 to December 31, 2005 and is included within accumulated
other comprehensive income on the accompanying consolidated balance sheet.

accumulated other comprehensive income
Accumulated other comprehensive income, shown as a component of stockholders’ equity on the accompanying
consolidated balance sheet, reflects unrealized gains or losses on the Company’s interest rate swap, net of tax, which
are not included in the determination of net income. These unrealized gains and losses are recorded directly into
accumulated other comprehensive income and are referred to as comprehensive income items.

revenue recognition
Revenues consist of sales to customers, net of returns, accommodations, deductions, and cooperative (“co-op”)
advertising. We recognize wholesale and mass channel revenue after shipment of products to customers, when title
passes and when all risks and rewards of ownership have transferred. In certain cases, in which we retain the risk of
loss during shipment, revenue recognition does not occur until the goods have reached the specified customer. We
consider revenue realized or realizable and earned when the product has been shipped and when all risks and rewards
of ownership have transferred, the sales price is fixed or determinable, and collectibility is reasonably assured. In the
normal course of business, we grant certain accommodations and allowances to our wholesale and mass channel
customers. We provide accommodations and allowances to our key wholesale and mass channel customers in order
to assist these customers with inventory clearance and promotions. Such amounts are reflected as a reduction of net
sales and are recorded based on annual trends and annual forecasts. Retail store revenues are recognized at the point
of sale. We reduce revenue for customer returns and deductions. We also maintain an allowance for doubtful accounts
for estimated losses resulting from the inability of our customers to make payments and other actual and estimated
deductions. If the financial condition of our customers were to deteriorate, resulting in an impairment of their ability
to make payments, an additional allowance could be required. Past due balances over 90 days are reviewed individually for collectibility. Our credit and collections department reviews all other balances regularly. Account balances
are charged off against the allowance when we feel it is probable the receivable will not be recovered.
We contract with a third-party service to provide us with the fair value of co-op advertising arrangements entered into
with certain of our major wholesale and mass channel customers. Such fair value is determined based upon, among
other factors, comparable market analysis for similar advertisements. In accordance with Emerging Issues Task Force
Issue No. 01-09, “Accounting for Consideration Given by a Vendor to a Customer/Reseller” (“EITF 01-09”), we have
included the fair value of these arrangements of approximately $4.8 million in fiscal 2005 and $3.3 million in fiscal
2004 as a component of selling, general, and administrative expenses on the accompanying consolidated statement of operations rather than as a reduction of revenue. Amounts determined to be in excess of fair value are
recorded as a reduction of revenue.
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accounting for shipping and handling fees and costs
Shipping and handling costs include shipping supplies, related labor costs, third-party shipping costs, and certain
distribution overhead. Such costs are generally absorbed by us and are included in selling, general, and administrative expenses. These costs amounted to approximately $37,089,000 for fiscal 2005, $26,955,000 for fiscal 2004,
and $22,620,000 for fiscal 2003.
With respect to the freight component of our shipping and handling costs, certain customers arrange for shipping
and pay the related freight costs directly to third-parties. However, in the event that we arrange and pay the freight
for these customers and bill them for this service, such amounts billed would be included in revenue and the related
cost would be charged to cost of goods sold. For fiscal years 2005, 2004, and 2003, no such arrangements or
billings to customers occurred.

royalties and license fees
We license the Carter’s, Carter’s Classics, Just One Year, Child of Mine, OshKosh B’Gosh, OshKosh Est.1895, and
Genuine Kids from OshKosh trademarks to other companies for use on baby and young children’s products, including
bedding, outerwear, sleepwear, shoes, socks, room décor, toys, stationery, strollers, hair accessories, and related
products. These royalties are recorded as earned, based upon the sales of licensed products by our licensees.

stock-based compensation arrangements
We account for stock-based compensation on stock options under the intrinsic value method consistent with
Accounting Principles Board Opinion No. 25 (“APB 25”). Under this method, we record compensation expense
equal to the difference between the exercise price of the stock option and the fair market value of the underlying
stock as of the date of the option grant. For disclosure purposes only, we also estimate the impact on our net
income of applying the fair value method of measuring compensation cost on stock options with the fair value of
Carter’s, Inc. common stock, prior to our initial public offering, determined under the minimum value method
as provided by SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”) as amended by
SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure” (“SFAS 148”). Stock options
granted subsequent to our initial public offering have been valued using the Black-Scholes option pricing model.
See Note 6 to the consolidated financial statements for additional information. For stock issued or sold outright to
employees, directors, or third parties, we measure expense as the difference between the price paid by the
recipient, if any, and the fair market value of the stock on the date of issuance or sale.
For disclosure purposes only, we have measured compensation expense, in accordance with SFAS 123. The following table illustrates the effect on net income if we had applied the fair value recognition provisions of SFAS 123:
For the fiscal years ended
dollars in thousands, except per share data

December 31,
2005

January 1,
2005

January 3,
2004

$47,202

$49,658

$23,278

Net income, as reported
Add:
Stock-based employee compensation (under APB 25) included in
reported net income, net of related tax effects
Deduct:
Total stock-based employee compensation expense determined
under the fair value based method (under SFAS 123 and SFAS 148)
for all awards, net of related tax effects
Pro forma net income

1,103

227

72

(2,952)
$45,353

(1,747)
$48,138

(645)
$22,705

Net income per common share:
Basic – as reported
Basic – pro forma
Diluted – as reported
Diluted – pro forma

$
$
$
$

$
$
$
$

$
$
$
$

1.65
1.58
1.55
1.49

1.77
1.71
1.66
1.61

0.99
0.96
0.92
0.90

income taxes
The accompanying consolidated financial statements reflect current and deferred tax provisions. The deferred tax
provision is determined under the liability method. Deferred tax assets and liabilities are recognized based on
differences between the book and tax bases of assets and liabilities using presently enacted tax rates. Valuation
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allowances are established when it is more likely than not that a deferred tax asset will not be recovered. The provision for income taxes is generally the sum of the amount of income taxes paid or payable for the year as determined
by applying the provisions of enacted tax laws to the taxable income for that year, the net change during the year
in our deferred tax assets and liabilities, and the net change during the year in any valuation allowances.

continued

supplemental cash flow information
Interest paid in cash approximated $21,720,000 for the fiscal year ended December 31, 2005, $16,979,000 for the
fiscal year ended January 1, 2005, and $24,580,000 for the fiscal year ended January 3, 2004. Income taxes paid in
cash approximated $20,245,000 for the fiscal year ended December 31, 2005, $33,970,000 for the fiscal year
ended January 1, 2005, and $10,968,000 for the fiscal year ended January 3, 2004.

use of estimates in the preparation of the consolidated financial statements
The preparation of these consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires our management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities, at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

earnings per share
In accordance with SFAS No. 128, “Earnings Per Share,” basic earnings per share is based on the weighted-average
number of common shares outstanding during the year, whereas diluted earnings per share also gives effect to all
potentially dilutive common shares, which include stock options and certain non-vested restricted stock, that were
outstanding during the period. All such stock options are reflected in the denominator using the treasury stock
method. This method assumes that shares are issued for stock options that are “in the money,” but that we use
the proceeds of such stock option exercises (generally, cash to be paid plus future compensation expense to be
recognized and the amount of tax benefits, if any, that will be credited to additional paid-in capital assuming
exercise of the stock options) to repurchase shares at the average market value of our shares for the respective
periods. Certain non-vested shares of restricted stock are reflected in the denominator using the treasury stock
method with proceeds of the amount, if any, the employees must pay upon vesting, the amount of compensation
cost attributed to future services and not yet recognized in earnings, and the amount of tax benefits, if any, that
would be credited to additional paid-in capital (i.e., the amount of the tax deduction in excess of recognized
compensation cost) assuming vesting of the shares at the current market price. We have used our best estimate
of the average fair market value of our shares for the respective periods prior to our initial public offering
completed on October 29, 2003.
For the fiscal years ended December 31, 2005 and January 1, 2005, antidilutive and performance-based shares
of 434,800 and 304,235 were excluded from the computations of diluted earnings per share. There were no
antidilutive shares for the fiscal year ended January 3, 2004.
The following is a reconciliation of basic number of common shares outstanding to diluted number of common
and common equivalent shares outstanding for Carter’s, Inc.
For the fiscal years ended

Net income
Carter’s, Inc. weighted-average number of common and
common equivalent shares outstanding:
Basic number of common shares outstanding
Diluted effect of unvested restricted stock
Dilutive effect of stock options
Diluted number of common and common equivalent
shares outstanding
Basic net income per common share
Diluted net income per common share

December 31,
2005

January 1,
2005

January 3,
2004

$47,202,000

$49,658,000

$23,278,000

28,640,252
1,070
1,735,370

28,125,584
–
1,802,373

23,611,372
–
1,576,120

30,376,692
$
$

48

1.65
1.55

29,927,957
$
$

1.77
1.66

25,187,492
$
$

0.99
0.92
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recent accounting pronouncements
In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (revised 2004),
“Share-Based Payment” (“SFAS 123R”), which replaces SFAS 123, “Accounting for Stock-Based Compensation”
and supercedes Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees.”
SFAS 123R requires all share-based awards to employees, including grants of employee stock options, to be
recognized in the financial statements based on their fair values. The pro forma disclosures previously permitted
under SFAS 123 will no longer be an alternative to financial statement recognition. We have selected the modified
prospective method of adoption which requires that compensation expense be recorded for all unvested stockbased compensation awards, as they vest, beginning with the first quarter of adoption of SFAS 123R and for all subsequent stock-based compensation awards granted thereafter. We will continue to use the Black-Scholes method
to determine the fair value of stock options at the date of grant. SFAS 123R is effective for public companies for
annual periods that begin after June 15, 2005. The impact of adoption beginning January 1, 2006, is estimated
to result in a reduction in fiscal 2006 net income of approximately $3.0 million, or $0.10 per diluted share.
In March 2005, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No.107, “ShareBased Payment” (“SAB 107”). The interpretations in SAB 107 express views of the staff regarding the interaction
between SFAS 123R and certain SEC rules and regulations, and provide the staff’s views regarding the valuation
of share-based payment arrangements for public companies. In particular, SAB 107 provides guidance related to
share-based payment transactions with non-employees, the transition from non-public to public entity status,
valuation methods (including assumptions such as expected volatility and expected term), the accounting for
certain redeemable financial instruments issued under share-based payment arrangements, the classification of
compensation expense, non-GAAP financial measures, first-time adoption of SFAS 123R in an interim period,
capitalization of compensation cost related to share-based payment arrangements, accounting for income tax
effects of share-based payment arrangements upon adoption of SFAS 123R, modification of employee share
options prior to adoption of SFAS 123R, and disclosures in Management’s Discussion and Analysis subsequent to
adoption of SFAS 123R.

note 3: inventories
Inventories consisted of the following:

dollars in thousands

Finished goods
Work in process
Raw materials and supplies
Total

December 31,
2005

January 1,
2005

$185,472
2,336
646
$188,454

$116,137
3,241
1,414
$120,792

December 31,
2005

January 1,
2005

note 4: property, plant, and equipment
Property, plant, and equipment consisted of the following:
dollars in thousands

Land, buildings, and improvements
Machinery and equipment
Marketing fixtures
Construction in progress

$ 49,401
65,759
4,904
8,093
128,157
(48,699)
$ 79,458

Accumulated depreciation and amortization
Total

$ 27,333
53,863
11,301
2,064
94,561
(41,374)
$ 53,187

Depreciation and amortization expense was approximately $19,748,000 for the fiscal year ended December 31, 2005,
$16,411,000 for the fiscal year ended January 1, 2005, and $17,216,000 for the fiscal year ended January 3, 2004.
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note 5: long-term debt
Long-term debt consisted of the following:
December 31,
2005

dollars in thousands

Senior Credit Facility Term Loan B
Former senior credit facility term loan
10.875% Series B Senior Subordinated Notes due 2011,
net of unamortized discount of $574 in fiscal 2004
Current maturities
Total

January 1,
2005

$430,032
–

$

–
71,326

–
430,032
(3,241)
$426,791

113,176
184,502
(724)
$183,778

refinancing
In connection with the Acquisition of OshKosh on July 14, 2005, we refinanced our former senior credit facility,
consisting of a $36.2 million Term Loan C and an available $80.0 million revolving loan facility under which
no borrowings were outstanding, exclusive of outstanding letters of credit, and we repurchased our 10.875%
Senior Subordinated Notes due 2011 at a price that included a redemption premium of $14.0 million in addition
to the principal amount of $113.8 million. As a result of the Refinancing, we wrote off $4.5 million in unamortized
debt issuance costs related to the former senior credit facility and the 10.875% Senior Subordinated Notes, and
expensed $0.5 million related to the discount on the 10.875% Senior Subordinated Notes. The effective interest
rate on variable rate senior credit facility borrowings outstanding was 5.1% as of July 14, 2005, 5.0% on January 1,
2005, and 3.7% on January 3, 2004.

senior credit facility
Financing for the Transaction was provided by a new Senior Credit Facility comprised of a $500 million Term Loan B
(“Term Loan”) and a $125 million Revolver (including a sub-limit for letters of credit of $80 million) with Bank of
America, N.A., as administrative agent, Credit Suisse, and certain other financial institutions. In September 2005
and December 2005, we made voluntary prepayments on our Term Loan of $30.0 million and $37.6 million
respectively.
In connection with the Senior Credit Facility, the Company incurred approximately $10.8 million in debt issuance
costs, of which approximately $1.1 million was expensed in accordance with Emerging Issues Task Force No. 96-19,
“Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”
The term of the Revolver expires July 14, 2011 and the term of the Term Loan expires July 14, 2012. Amounts
outstanding under the Revolver initially accrue interest at a Prime rate plus 0.75% or, at our option, a LIBOR rate
plus 1.75%, and may be reduced based upon the achievement of certain leverage ratios. There were no borrowings
outstanding under the Revolver at December 31, 2005. Amounts outstanding under the Term Loan accrue interest at
Prime rate plus 0.75% or, at our option, a LIBOR rate plus 1.75% and may be reduced based upon the achievement
of certain leverage ratios and credit ratings. Interest is payable at the end of interest rate reset periods, which vary
in length but in no case exceed 12 months for LIBOR rate loans and quarterly for prime rate loans. The effective
interest rate on variable rate Term Loan borrowings as of December 31, 2005 was 5.7%. The Senior Credit Facility
contains financial covenants, including a minimum interest coverage ratio, maximum leverage ratio, and fixed
charge coverage ratio. The Senior Credit Facility also sets forth mandatory and optional prepayment conditions,
including an annual excess cash flow requirement, that may result in our use of cash to reduce our debt obligations.
Our obligations under the Senior Credit Facility are collateralized by a first priority lien on substantially all of our
assets, including the assets of our domestic subsidiaries.
The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the Term Loan. On
September 22, 2005, we entered into a swap agreement to receive floating rate interest and pay fixed rate interest.
This swap agreement is designated as a cash flow hedge of the variable interest payments on a portion of our
variable rate Term Loan borrowings as of December 31, 2005. The swap agreement matures July 30, 2010.
Principal borrowings under the Term Loan are due and payable in quarterly installments of $1.1 million from
March 31, 2006 through June 30, 2012 with the remaining balance of $401.9 million due on July 14, 2012.
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note 6: stockholders’ equity
The total amount of Carter’s, Inc. authorized capital stock consists of 40,000,000 shares of common stock,
$0.01 par value per share, and 100,000 shares of preferred stock, $0.01 par value per share. As of December 31,
2005, Carter’s, Inc. had outstanding 28,909,729 shares of common stock and no shares of preferred stock.
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The issued and outstanding shares of common stock are validly issued, fully paid, and nonassessable. Holders of
Carter’s, Inc. common stock are entitled to share equally, share for share, if dividends are declared on Carter’s, Inc.
common stock, whether payable in cash, property, or our securities. The shares of common stock are not convertible and the holders thereof have no preemptive or subscription rights to purchase any of our securities. Upon
liquidation, dissolution, or winding up of our Company, the holders of common stock are entitled to share equally,
share for share, in our assets that are legally available for distribution, after payment of all debts and other liabilities
and subject to the prior rights of any holders of any series of preferred stock then outstanding. Each outstanding
share of common stock is entitled to one vote on all matters submitted to a vote of stockholders. There is no
cumulative voting. Except as otherwise required by law or the certificate of incorporation, the holders of common
stock vote together as a single class on all matters submitted to a vote of stockholders.
Our Board of Directors may issue preferred stock from time to time. Subject to the provisions of our certificate of
incorporation and limitations prescribed by law, the Board of Directors is expressly authorized to adopt resolutions
to issue the shares, to fix the number of shares, to change the number of shares constituting any series, and to
provide for or change the voting powers, designations, preferences and relative participating, optional or other
special rights, qualifications, limitations or restrictions thereof, including dividend rights (including whether dividends are cumulative), dividend rates, terms of redemption (including sinking fund provisions), redemption prices,
conversion rights, and liquidation preferences of the shares constituting any series of the preferred stock, in each
case without any further action or vote by the shareholders.

stock option plans and stock issuances
At the time of the 2001 Acquisition, as described in Note 1 to the consolidated financial statements, we terminated
our existing Management Stock Incentive Plan (the “Former Plan”), which had been formed to provide incentives
to our employees and directors. All outstanding stock options under the Former Plan are subsequently covered by
the basic component of the 2001 Equity Incentive Plan, which was amended and restated on October 10, 2003 and
renamed as our 2003 Equity Incentive Plan (the “Plan”) described below, and expire on August 15, 2011. Stock
options awarded under the Former Plan and retained by management after the Acquisition (“retained stock
options”) entitle recipients to purchase Carter’s, Inc. common stock. The exercise price of all stock options granted
under the Former Plan was $1.50 per share, which was deemed to be the fair market value of the stock at the time
the stock options were granted. Accordingly, no compensation expense was recognized on the stock options
granted. All stock options granted under the Former Plan vested immediately upon the 2001 Acquisition.
At the time of the 2001 Acquisition, we adopted the 2001 Equity Incentive Plan in order to provide incentives to
our employees and directors. Awards under the 2001 Equity Incentive Plan provided recipients with options to
purchase shares of Carter’s, Inc. common stock. There were 4,344,196 shares, as amended and described below,
of Carter’s, Inc. common stock made available under the 2001 Equity Incentive Plan. Two types of stock option
awards were issued under the Plan — basic stock options and performance stock options. Basic stock options
vest ratably over a five-year period, but immediately vest upon a change in control, as defined. Under the plan,
performance stock options vest after eight years, but may vest earlier, either all or in part, upon our achievement
of certain defined performance objectives as of approximately five years after the grant date or the occurrence of
one of several events, including a change of control, as defined, or termination of employment. Coincident with
the completion of a secondary offering of Carter’s, Inc. common stock in September 2004, certain performance
objectives had been met and a determination event, as defined, had occurred. Accordingly, performance stock
options now vest ratably over a five-year period from the grant date and are now classified as basic options, as
there are no longer any performance conditions tied to these awards.
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On October 10, 2003, we amended and restated the 2001 Equity Incentive Plan and renamed it the 2003 Equity
Incentive Plan. Under the Plan, as amended, the compensation committee of our Board of Directors may award
incentive stock options (ISOs and non-ISOs), stock appreciation rights (SARs), restricted stock, unrestricted stock,
stock deliverable on a deferred basis, performance-based stock awards, and cash payments intended to help
defray the cost of awards. On May 12, 2005, our Board of Directors adopted, and the stockholders approved, an
amendment to the plan to increase the number of shares available to be delivered under the plan by 1,400,000
to 5,744,196, with no more than 630,000 of such additional shares able to be used for awards other than stock
options, and to reduce the number of shares for which stock options may be granted to any individual or which
can be subject to SARs granted to any individual in any calendar year from 4,000,000 to 1,000,000. As of
December 31, 2005, there are 1,244,628 shares available for grant under the Plan. The amended and restated
Plan makes provision for the treatment of awards upon termination of service or in the case of a merger or similar
corporate transaction. Participation in the amended and restated Plan is limited to those key employees and
others who are selected by the compensation committee. The limit on shares available under the Plan, the
individual limits, and other award terms are subject to adjustment to reflect stock splits or stock dividends,
combinations, and certain other events.
With the exception of certain performance stock options issued during fiscal 2005, discussed below, the number
of shares and the exercise price per share are known at the time of grant, and basic stock options and retained
stock options qualify for fixed plan accounting. All stock options issued under the Plan expire ten years from the
date of grant. The exercise price of the basic options issued at the time of the 2001 Acquisition was $6.16 per
share, which was deemed to be the fair market value of Carter’s, Inc. common stock at the time the stock
options were granted, based upon the purchase price of common stock in the 2001 Acquisition. These were
the only stock options granted during fiscal 2001.
In fiscal 2002, we issued 117,000 stock options and recognized approximately $14,500 in compensation expense
related to these stock option grants, based upon the difference in the estimated fair value of Carter’s, Inc. common
stock at the time the stock options were granted and the exercise price. During fiscal 2002, we also sold shares of
Carter’s, Inc. common stock to two of our directors and issued shares of Carter’s, Inc. common stock to a consultant.
In fiscal 2003, we issued 398,000 stock options, 321,200 of which were issued at an exercise price that was below
the fair value at the date of grant. In connection with these issuances, we recognized approximately $116,800 in
compensation expense based upon the difference in the estimated fair value of Carter’s, Inc. common stock at the
time the stock options were granted and the exercise price. The weighted-average exercise price and weightedaverage fair value for the stock options issued below fair value were $13.95 and $19.00, respectively. For the
remaining stock options issued during fiscal 2003, for which the exercise price was equal to the fair value, the
weighted-average exercise price and weighted-average fair value were $9.88. During fiscal 2003, we also sold
shares of Carter’s, Inc. common stock to two of our directors for cash proceeds of $600,000. In connection with
these transactions, as well as the stock option grants to certain employees, we recorded compensation expense
of $206,000 and additional paid-in capital in the amount of $600,000.
In fiscal 2004, we issued 396,200 stock options to purchase Carter’s, Inc. common stock to certain employees.
No compensation expense was recorded during fiscal 2004 as a result of stock options granted during that
period, as the stock options were issued as of the date of grant with an exercise price equal to the fair market
value of a share of stock. The weighted-average exercise price and weighted-average fair value were $29.47.
During fiscal 2004, certain employees exercised 444,057 stock options for cash proceeds to the Company of
approximately $1.6 million.
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In fiscal 2004, we issued 3,035 shares of restricted stock to one of our directors on November 4, 2004 with a fair
market value of $32.95 on the date of the grant. We received no proceeds from the issuance of restricted stock.
In connection with this issuance, we recognized $5,000 in compensation expense in fiscal 2004 and $33,000 in
compensation expense in fiscal 2005. These restricted shares vest over 3 years.
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In fiscal 2005, we issued 143,200 stock options to purchase Carter’s, Inc. common stock to certain employees. No
compensation expense was recorded during fiscal 2005 as a result of issuing these stock options, as the stock options
were issued as of the date of grant with an exercise price equal to the fair market value of a share of Carter’s, Inc.
common stock. The weighted-average exercise price and weighted-average fair value of these stock options were
$49.80. During fiscal 2005, certain employees exercised stock options for cash proceeds to the Company of
approximately $2.0 million. None of the options issued during fiscal 2005 were exercisable at December 31, 2005.
During the second quarter of fiscal 2005, we approved the grant of 200,000 options to purchase Carter’s, Inc.
common stock to our Chief Executive Officer at an exercise price equal to the fair market value of Carter’s, Inc.
common stock at the date of grant. Vesting of these stock options is contingent upon meeting specific performance targets through fiscal 2008. If such performance targets are not achieved, the stock options will not vest.
Currently, management believes that these performance targets will be achieved. Accordingly, under variable stock
option accounting treatment, we have recognized approximately $475,000 of compensation expense during fiscal
2005 for this stock option grant.
During the fourth quarter of fiscal 2005, we approved the grant of 100,000 options to purchase Carter’s, Inc.
common stock to our President at an exercise price equal to the fair market value of Carter’s, Inc. common stock at
the date of grant. Vesting of these stock options is contingent upon meeting specific performance targets through
fiscal 2009. If such performance targets are not achieved, the stock options will not vest. Currently, management
believes that these performance targets will be achieved. Accordingly, under variable stock option accounting
treatment, we have not recognized any compensation expense during fiscal 2005 for this stock option grant as the
fair market value of Carter’s, Inc. common stock as of December 31, 2005 did not exceed the grant date price.
In fiscal 2005, we issued 65,100 restricted shares of Carter’s, Inc. common stock to employees. Of the 65,100
restricted shares issued, 6,000 shares were issued when the fair market value of Carter’s, Inc. common stock was
$45.25, 40,000 shares were issued when the fair market value was $44.01, 8,500 shares were issued when the fair
market value was $62.85, 10,000 shares were issued when the fair market value was $52.46, and 600 shares were
issued when the fair market value was $64.10. We received no proceeds from the issuances of restricted stock.
Forty-thousand of these restricted shares cliff-vest four years following the date of grant. The remainder of the
restricted shares vest in equal annual installments over a period of four years following the date of grant. In connection with these issuances, we recognized approximately $401,000 in compensation expense during fiscal 2005.
During the second quarter of fiscal 2005, we issued 9,177 shares of Carter’s, Inc. common stock to our nonmanagement directors. The fair market value of Carter’s, Inc. common stock at the time of issuance was $45.75.
Accordingly, we recognized $420,000 in compensation expense in fiscal 2005. We received no proceeds from the
issuance of these shares.
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A summary of stock option activity under this Plan (in number of shares that may be purchased) is as follows
(including options retained by management, which were all originally issued under the Former Plan):

continued

Outstanding,
December 28, 2002
Granted
Exercised
Forfeited
Expired
Outstanding,
January 3, 2004
Granted
Exercised
Forfeited
Expired
Outstanding,
January 1, 2005
Granted
Exercised
Forfeited
Expired
Outstanding,
December 31, 2005
Exercisable,
December 31, 2005

Basic
stock
options

Weightedaverage
exercise
price
per share

Retained
stock
options

Weightedaverage
exercise
price
per share

2,108,812
398,000
–
(52,000)
–

$ 6.19
$13.16
$
–
$ 6.16
$
–

–
–
–
–
–

$
$
$
$
$

–
–
–
–
–

1,379,620
–
–
–
–

$1.50
$ –
$ –
$ –
$ –

2,454,812
396,200
(187,471)
(113,677)
–

$ 7.33
$29.47
$ 6.24
$ 8.05
$
–

–
–
–
–
–

$
$
$
$
$

–
–
–
–
–

1,379,620
–
(256,585)
–
–

$1.50
$ –
$1.50
$ –
$ –

2,549,864
143,200
(134,100)
(136,900)
–

$10.81
$49.80
$11.80
$21.76
$
–

–
300,000
–
–
–

$
–
$50.12
$
–
$
–
$
–

1,123,035
–
(268,900)
–
–

$1.50
$ –
$1.50
$ –
$ –

2,422,064

$12.45

300,000

$50.12

854,135

$1.50

1,496,841

$ 7.54

–

$

854,135

$1.50

Performance
stock
options

Weightedaverage
exercise
price
per share

–

Retained stock options relate to stock options that were outstanding prior to the 2001 Acquisition and became fully
vested in connection with the 2001 Acquisition.
A summary of basic stock options outstanding and exercisable at December 31, 2005 is as follows:
Outstanding

Range of
exercise prices

$ 6 – $10
$13 – $14
$27 – $33
$44 – $53
$62 – $65

Exercisable

Number

Weightedaverage
remaining
contractual life

Weightedaverage
exercise
price

Number

Weightedaverage
exercise
price

1,789,484
175,680
316,200
120,000
20,700
2,422,064

5.78 years
7.71 years
8.35 years
9.55 years
9.60 years
6.47 years

$ 6.30
$13.95
$29.73
$47.63
$62.92
$12.45

1,372,241
61,360
63,240
–
–
1,496,841

$ 6.23
$13.95
$29.73
$
–
$
–
$ 7.54

A summary of performance stock options outstanding and exercisable at December 31, 2005 is as follows:
Outstanding

Range of
exercise prices

Number

$44 – $63

300,000

Exercisable

Weightedaverage
remaining
contractual life

Weightedaverage
exercise
price

9.53 years

$50.12

Weightedaverage
exercise
price

Number

–

$

–

There were 854,135 retained stock options outstanding and exercisable as of December 31, 2005 with a weightedaverage exercise price of $1.50 and weighted-average contractual life of 5.63 years.
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The weighted-average contractual life for the retained and basic stock options in aggregate as of December 31, 2005
is approximately 6.53 years.
For disclosure purposes only, we have measured compensation expense, in accordance with SFAS 123, “Accounting
for Stock-Based Compensation.” The following table illustrates the effect on net income if we had applied the fair
value recognition provisions of SFAS 123:
For the fiscal years ended
dollars in thousands, except per share data

December 31,
2005

January 1,
2005

January 3,
2004

$47,202

$49,658

$23,278

Net income, as reported
Add:
Stock-based employee compensation (under APB 25) included in
reported net income, net of related tax effects
Deduct:
Total stock-based employee compensation expense determined under
the fair value based method (under SFAS 123 and SFAS 148) for all awards,
net of related tax effects
Pro forma net income

1,103

227

72

(2,952)
$45,353

(1,747)
$48,138

(645)
$22,705

Net income per common share:
Basic – as reported
Basic – pro forma
Diluted – as reported
Diluted – pro forma

$
$
$
$

$
$
$
$

$
$
$
$

1.65
1.58
1.55
1.49

1.77
1.71
1.66
1.61

0.99
0.96
0.92
0.90

For basic stock options, using a minimum value method, the fair value of each stock option as of the date of grant
was estimated to range from $3.08 to $9.76 per share for stock options granted in fiscal 2003, and $2.44 to $3.95 per
share for stock options granted in fiscal 2002. For basic stock options, using the Black-Scholes method, the fair value
of each stock option at the date of the grant was estimated to range from $17.42 to $26.14 per share for stock options
granted in fiscal 2005, $12.67 to $15.41 per share for stock options granted in fiscal 2004, $6.40 to $13.55 per share
for stock options granted in fiscal 2003, and $6.31 per share for stock options granted from August 23, 2002 to
December 28, 2002.
For performance stock options, using the Black-Scholes method, the fair value of each stock option at the date of
grant has been estimated to range from $15.51 to $22.56 per share for stock options granted in fiscal 2005.
We have determined that the effect on pro forma net income would have been immaterial had compensation
expense for our stock option grants, for periods prior to our initial public offering calculated using the minimum
value method, been determined based on the fair value method as of the grant date using the Black-Scholes
option pricing model.
The fair value of options granted subsequent to August 23, 2002 was estimated at the date of grant using the
Black-Scholes method with the following weighted-average assumptions:
For the fiscal years ended

Volatility
Risk-free interest rate
Expected lives (years)
Dividend yield
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December 31,
2005

January 1,
2005

January 3,
2004

38.33%
4.06%
4
–

36.80%
3.66%
7
–

49.58%
4.03%
10
–
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note 7: employee benefit plans
Under a defined benefit plan frozen in 1991, we offer a comprehensive post-retirement medical plan to current and
certain future retirees and their spouses until they become eligible for Medicare or a Medicare Supplement plan.
We also offer life insurance to current and certain future retirees. Employee contributions are required as a condition
of participation for both medical benefits and life insurance and our liabilities are net of these employee contributions.
The following is a reconciliation of the Accumulated Post-Retirement Benefit Obligations (“APBO”) under this plan:
For the fiscal years ended
dollars in thousands

Benefit Obligation (APBO) at beginning of period
Service cost
Interest cost
Plan participants’ contributions
Actuarial loss
Benefits paid
APBO at end of period

December 31,
2005

January 1,
2005

$11,486
149
605
–
40
(525)
$11,755

$10,439
89
631
–
888
(561)
$11,486

Our contribution for these post-retirement benefit obligations was $952,074 in fiscal year 2005, $857,796 in fiscal
year 2004, and $824,948 in fiscal year 2003. We expect that our contribution for post-retirement benefit obligations each year from fiscal 2006 through fiscal 2015 will be approximately $700,000. We do not pre-fund this plan
and as a result there are no plan assets. The measurement date used to determine the post-retirement benefit
obligations is as of the end of the fiscal year.
The funded status of the plan is reconciled to the accrued post-retirement benefit liability recognized primarily in
other long-term liabilities in the accompanying consolidated balance sheets, as follows:
dollars in thousands

Funded status (unfunded APBO)
Unrecognized net loss from past experience different from that assumed and
from changes in assumptions
Accrued benefit cost

December 31,
2005

January 1,
2005

$11,755

$11,486

(2,202)
$ 9,553

(2,198)
$ 9,288

Post-retirement benefit obligations under the plan are measured on a discounted basis at an assumed discount
rate. At each measurement date, the discount rate is based on Moody’s Aa Corporate bond rate. We believe
Moody’s Aa Corporate bond index, which is typically comprised of bonds with longer maturities (typically 20 to
30 year maturities) is comparable to the timing of expected payments under the plan. The discount rates used
in determining the APBO were as follows:
December 31,
2005

Discount rates

5.50%

January 1,
2005

5.75%

The components of post-retirement benefit expense charged to operations are as follows:
For the fiscal years ended
December 31,
2005

dollars in thousands

Service cost – benefits attributed to service during the period
Interest cost on accumulated post-retirement benefit obligation
Amortization of net actuarial loss
Total net periodic post-retirement benefit cost

$149
605
37
$791

January 1,
2005

$ 89
631
97
$817

The discount rates used in determining the net periodic post-retirement benefit costs were as follows:
For the fiscal years ended
December 31,
2005

Discount rates

5.75%

56

January 1,
2005

6.00%
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The effects on our plan of all future increases in health care costs are borne by employees; accordingly, increasing
medical costs are not expected to have any material effect on our future financial results.
We have an obligation under a defined benefit plan covering certain former officers and their spouses. At
December 31, 2005 and January 1, 2005, the present value of the estimated remaining payments under this plan
was approximately $1.3 million and is included in other current and long-term liabilities in the accompanying
consolidated balance sheets.

continued

The Company acquired three defined benefit pension plans in connection with the Acquisition of OshKosh. Such
pension plans cover certain current and former employees. The fair value of plan assets for these plans as of the
date of Acquisition was approximately $50.9 million and the accumulated benefit obligation was approximately
$55.5 million. One of these defined benefit pension plans, with an unfunded accumulated benefit obligation of
$3.8 million, was terminated and distributions were made to participants in December 2005.
These pension plan assets are invested in group annuity contracts based on the Company’s overall strategic
investment direction as follows:
Target
allocation percentage

Equity investments
Intermediate term debt investments
Real estate investments
Total

50%
40%
10%
100%

Expected long-term
rate of return

9 – 10%
5 – 7%
6 – 8%
8%

The long-term rate of return assumption considers historic returns adjusted for changes in overall economic conditions that may affect future returns and a weighting of each investment class.
The defined benefit pension plan assets were invested as follows as of the end of the year:
2005

Equity investments
Intermediate term debt investments
Real estate investments
Total

56%
31%
13%
100%

Pension liabilities are measured on a discounted basis at an assumed discount rate. The discount rate used at
December 31, 2005 was based upon Moody’s Aa Corporate bond index, adjusted for the timing of expected plan
distributions. The actuarial computations utilized the following assumptions, using year-end measurement dates:
Benefit obligation

2005

Discount rate

5%

Net periodic pension cost

2005

Discount rate
Expected long-term rate of return on assets

5%
8%

Net periodic pension benefit included in operations was comprised of:
For the period from
July 14, 2005 through
December 31, 2005

dollars in thousands

Service cost
Interest cost
Expected return on plan assets
Recognized actuarial loss (gain)
Net periodic pension benefit
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112
1,470
(1,852)
–
$ (270)
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A reconciliation of changes in the projected pension benefit obligation and plan assets is as follows:
For the
period from
July 14, 2005
through
December 31, 2005

dollars in thousands

Change in projected benefit obligation:
Projected benefit obligation at beginning of year
Service cost
Interest cost
Amendments
Actuarial loss
Benefits paid
Projected benefit obligation at end of year

$55,523
112
1,470
–
811
(5,158)
$52,758

Change in plan assets:
Fair value of plan assets at beginning of year
Actual return on plan assets
Company contributions
Benefits paid
Fair value of plan assets at end of year

$50,920
2,618
4,084
(5,158)
$52,464

Funded status:
Funded status of plan
Unrecognized net actuarial loss
Unrecognized prior service cost
Accrued benefit cost

$

(294)
(922)
–
$ (1,216)

Amounts recognized in the accompanying consolidated balance sheet:
dollars in thousands

December 31, 2005

Prepaid benefit cost
Accrued benefit liability

$ 1,138
$ (2,354)

Amounts applicable to the Company’s pension plans with accumulated benefit obligations in excess of plan assets
are as follows:
ABO>Assets
December 31, 2005

dollars in thousands

Projected benefit obligations
Accumulated benefit obligations
Fair value of plan assets

$44,277
$44,277
$42,846

The Company currently expects benefit payments for its defined benefit pension plans as follows for the next ten
fiscal years.
dollars in thousands
Fiscal year

2006
2007
2008
2009
2010
2011 – 2015

$ 1,460
$ 9,700
$ 940
$ 1,690
$ 1,400
$12,080

The Company has not made any contributions to these defined benefit pension plans in fiscal 2005. The Company
has determined that it does not have a minimum funding obligation in fiscal 2005 for these defined benefit pension
plans. The retirement benefits under these plans have been frozen as of December 31, 2005. The Company intends
to terminate one of the plans and distribute benefits to participants after receiving permission from the Internal
Revenue Service. The Company currently anticipates that the plan has sufficient assets to make distributions to
all participants.
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We also sponsor a defined contribution plan within the United States. The plan covers employees who are at least
21 years of age and have completed three months of service, during which at least 257 hours were served. The
plan provides for the option of employee contributions up to statutory limits, which we match up to 4% of the
employee contribution, at a rate of 100% on the first 3% and 50% of the second 2%. Our expense for the defined
contribution plan totaled approximately $2,029,000 for the fiscal year ended December 31, 2005, $1,761,000 for
the fiscal year ended January 1, 2005, and $1,649,000 for the fiscal year ended January 3, 2004.
In connection with the Acquisition, we acquired a defined contribution plan covering certain OshKosh salaried
and hourly employees, whereby participants may contribute a percentage of compensation up to statutory limits.
Our expenses for this defined contribution plan totaled approximately $187,000 for the period from July 14, 2005
to December 31, 2005. Effective January 1, 2006, this plan was merged into our defined contribution plan
described above.

note 8: income taxes
The provision (benefit) for income taxes consisted of the following:
For the fiscal years ended
dollars in thousands

Current tax provision (benefit):
Federal
State
Foreign
Total current provision
Deferred tax provision (benefit):
Federal
State
Total deferred provision (benefit)
Total provision

December 31,
2005

January 1,
2005

January 3,
2004

$26,226
4,402
(343)
30,285

$30,224
5,570
199
35,993

$12,858
2,122
369
15,349

(203)
583
380
$30,665

(2,800)
(343)
(3,143)
$32,850

266
33
299
$15,648

December 31,
2005

January 1,
2005

$

6,712
4,435
13,573
109
(920)
$ 23,909

$ 3,777
5,465
3,205
(369)
493
$ 12,571

$ (6,497)
(125,510)
7,054
514
$(124,439)

$ (6,085)
(81,486)
3,939
53
$(83,579)

Components of deferred tax assets (liabilities) were as follows:
dollars in thousands

Current deferred taxes:
Accounts receivable allowance
Inventory
Accrued liabilities
Deferred employee benefits
Other
Total current deferred taxes
Non-current deferred taxes:
Depreciation
Tradename and licensing agreements
Deferred employee benefits
Other
Total non-current deferred taxes

The difference between our effective income tax rate and the federal statutory tax rate is reconciled below:
For the fiscal years ended
December 31,
2005

Statutory federal income tax rate
State income taxes, net of federal income tax benefit
U.S. tax on closure of foreign facilities
Non-deductible stock offering expenses
Foreign income, net of tax
Federal tax-exempt income
Other
Total
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35.0%
4.2
0.8
–
(0.3)
(0.5)
0.2
39.4%
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2005

35.0%
4.1
0.3
0.3
0.1
–
–
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The portion of (loss) income before income taxes attributable to foreign income was approximately $(243,000)
for the fiscal year ended December 31, 2005, $390,000 for the fiscal year ended January 1, 2005, and
$750,000 for the fiscal year ended January 3, 2004.

note 9: lease commitments
Rent expense under operating leases was approximately $40,864,000 for the fiscal year ended December 31, 2005,
$24,416,000 for the fiscal year ended January 1, 2005, and $22,356,000 for the fiscal year ended January 3, 2004.
Minimum annual rental commitments under current noncancelable operating leases as of December 31, 2005 were
as follows:
dollars in thousands
Fiscal Year

Buildings,
primarily
retail stores

Transportation
equipment

Data
processing
equipment

Manufacturing
equipment

Total
noncancelable
leases

2006
2007
2008
2009
2010
Thereafter
Total

$ 35,885
29,257
24,327
19,527
14,835
40,716
$164,547

$ 84
67
46
18
1
–
$216

$1,498
1,180
675
97
–
–
$3,450

$252
68
17
6
5
–
$348

$ 37,719
30,572
25,065
19,648
14,841
40,716
$168,561

We currently operate 335 leased retail stores located primarily in outlet and strip centers across the United States,
having an average size of approximately 4,800 square feet. Generally, leases have an average term of approximately five years with additional five-year renewal options.
In addition, the Company leases the following facilities:

Location

Approximate
floor space in
square feet

Stockbridge, Georgia 505,000
Atlanta, Georgia
102,000
Griffin, Georgia
11,000
Shelton, Connecticut
33,000
Choloma, Honduras
47,000
Uman, Mexico
134,000
Montemorelos, Mexico 55,000
Linares, Mexico
55,000
New York, New York
12,000
New York, New York
19,000
New York, New York
14,000

Principal use

Lease
expiration
date

Renewal
options

Distribution/warehousing
Executive office, Carter’s design and merchandising
Information technology
Finance and retail store administration
Manufacturing – closed December 2005
Manufacturing – to be closed April 2006
Manufacturing – closed August 2005
Manufacturing – closed August 2005
Carter’s sales office
OshKosh’s sales offices/showroom
OshKosh’s design center

April 2010
June 2015
December 2006
December 2006
March 2006
January 2006*
May 2008**
July 2007
January 2015
April 2007
August 2008

13 years
5 years
–
5 years
–
–
–
–
–
–
–

*Leased month to month until closure
**Lease terminated January 2006

In accordance with SFAS No. 13, “Accounting for Leases,” we review all of our leases to determine whether
they qualify as operating or capital leases. As of December 31, 2005, all of our leases are classified as operating.
Leasehold improvements are amortized over the lesser of the useful life of the asset or current lease term. We
account for free rent periods and scheduled rent increases on a straight-line basis over the lease term. Landlord
allowances and incentives are recorded as deferred rent and are amortized as a reduction to rent expense over
the lease term.

note 10: commitments and contingencies
We are subject to various federal, state, and local laws that govern activities or operations that may have adverse
environmental effects. Noncompliance with these laws and regulations can result in significant liabilities, penalties,
and costs. From time to time, our operations have resulted or may result in noncompliance with or liability pursuant
to environmental laws. Generally, compliance with environmental laws has not had a material impact on our operations, but there can be no assurance that future compliance with such laws will not have a material adverse affect
on our operations.
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As of December 31, 2005, we have entered into various purchase order commitments with full-package suppliers
for merchandise for resale that approximates $116.1 million. We can cancel these arrangements, although in some
instances, we may be subject to a termination charge reflecting a percentage of work performed prior to cancellation.
The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the term loan. On
September 22, 2005, we entered into a swap agreement to receive floating rate interest and pay fixed rate interest.
This swap agreement is designated as a cash flow hedge of the variable interest payments on a portion of our variable rate Term Loan B debt. The swap agreement matures July 30, 2010. The unrealized gain, net of taxes, related
to the interest rate swap was $1.4 million for the period from September 22, 2005 to December 31, 2005 and is
included within accumulated other comprehensive income on the accompanying consolidated balance sheet.
In May 2005, the Company’s Board of Directors approved a $2.5 million performance-based bonus related to the
integration of OshKosh for the Company’s Chief Executive Officer. The integration bonus can be earned based
upon the achievement of predetermined financial and other goals from fiscal 2005 through the end of fiscal 2007.
During fiscal 2005, we have recognized approximately $500,000 of compensation expense in connection with this
integration bonus arrangement.

note 11: other current liabilities
Other current liabilities consisted of the following:
dollars in thousands

Accrued purchase accounting reserves (see Note 15)
Accrued income taxes
Accrued incentive compensation
Accrued workers’ compensation
Other current liabilities
Total

December 31,
2005

January 1,
2005

$17,585
16,994
14,777
10,700
29,571
$89,627

$
–
10,726
9,378
3,700
14,618
$38,422

Sales
returns

Excess and
obsolete
inventory
reserves

note 12: valuation and qualifying accounts
Information regarding accounts receivable and inventory reserves is as follows:
Accounts
receivable
reserves

dollars in thousands

Balance, December 28, 2002
Additions, charged to expense
Charges to reserve
Balance, January 3, 2004
Additions, charged to expense
Charges to reserve
Balance, January 1, 2005
Additions, charged to expense
Charges to reserve
Balance, December 31, 2005

$ 1,880
2,161
(1,678)
2,363
3,520
(3,005)
2,878
4,833
(3,764)
$ 3,947

$

150
824
(824)
150
1,087
(1,087)
150
1,040
(1,040)
$ 150

$ 2,858
6,682
(4,508)
5,032
11,119
(6,267)
9,884
8,638
(10,222)
$ 8,300

note 13: related party transactions
In connection with the 2001 Acquisition, we entered into a management agreement with Berkshire Partners LLC.
Under this agreement, we agreed, among other things, to pay Berkshire Partners LLC an annual management fee
of $1.65 million commencing on the first anniversary of the 2001 Acquisition. This agreement was terminated
for $2.6 million upon completion of the initial public offering in fiscal 2003 as further described in Note 1 to the
consolidated financial statements.
In January 2000, we issued a loan to Frederick J. Rowan, II, our Chairman and Chief Executive Officer, in the amount
of $4.3 million, the proceeds of which were used by Mr. Rowan to repay a previous loan from us in the amount of
$1.5 million. In connection with the 2001 Acquisition, we amended the terms of this loan. Neither the original loan
nor the amended loan was issued in connection with the purchase of Carter’s, Inc. common stock. As amended,
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the $4.3 million loan was payable in annual installments of $600,000 commencing on March 31, 2003, and thereafter on each anniversary thereof until such principal amount and all accrued and unpaid interest thereon has been
repaid (interest was payable at the average rate payable by us under the revolving term loan). In August 2005,
Mr. Rowan repaid the entire outstanding balance of $2.4 million.

continued

note 14: segment information
We report segment information in accordance with the provisions of SFAS No. 131, “Disclosure about Segments of
an Enterprise and Related Information” which requires segment information to be disclosed based upon a “management approach.” The management approach refers to the internal reporting that is used by management for
making operating decisions and assessing the performance of our reportable segments.
Segment results include the direct costs of each segment and all other costs are allocated based upon detailed
estimates and analysis of actual time and expenses incurred to support the operations of each segment or units
produced or sourced to support each segment’s revenue. Certain costs, including incentive compensation for
certain employees, the Berkshire Partners LLC management fee (see Note 13 to the consolidated financial statements), plant closure costs, and various other general corporate costs that are not specifically allocable to our
segments, are included in other reconciling items below. Intersegment sales and transfers are recorded at cost
and are treated as a transfer of inventory. The accounting policies of the segments are the same as those
described in Note 2 “Summary of Significant Accounting Policies” to the consolidated financial statements.
The table below presents certain segment information for the periods indicated:
For the fiscal years ended (a)
dollars in thousands

December 31,
2005

Net sales:
Wholesale – Carter’s
Wholesale – OshKosh
Retail – Carter’s
Retail – OshKosh
Mass Channel – Carter’s
Total net sales

$ 427,043
59,707
316,477
140,104
178,027
$1,121,358

% of
Total

38.1%
5.3%
28.2%
12.5%
15.9%
100.0%

January 1,
2005

$385,810
–
291,362
–
145,949
$823,121

% of
segment
net sales

Operating income:
Wholesale – Carter’s
Wholesale – OshKosh (b)
Retail – Carter’s
Retail – OshKosh (c)
Mass Channel – Carter’s
Mass Channel – OshKosh (d)
Segment operating
income
Other reconciling items
Total operating income

$

% of
Total

46.9%
–
35.4%
–
17.7%
100.0%

January 3,
2004

$356,888
–
263,206
–
83,732
$703,826

% of
segment
net sales

% of
Total

50.7%
–
37.4%
–
11.9%
100.0%
% of
segment
net sales

81,896
666
62,074
8,702
21,366
801

19.2%
1.1%
19.6%
6.2%
12.0%
–

$ 59,574
–
58,058
–
15,312
–

15.4%
–
19.9%
–
10.5%
–

$ 51,443
–
49,878
–
4,833
–

14.4%
–
19.0%
–
5.8%
–

175,505
(54,259)
$ 121,246

15.7%
(4.8%)
10.8%

132,944
(31,919)
$101,025

16.2%
(3.9%)
12.3%

106,154
(31,514)
$ 74,640

15.1%
(4.5%)
10.6%

(a)

Includes OshKosh results from the July 14, 2005 Acquisition date through December 31, 2005.

(b)

Includes a charge of $3.3 million related to a fair value step-up for wholesale inventory acquired from OshKosh.

(c)

Includes a charge of $10.6 million related to a fair value step-up for retail store inventory acquired from OshKosh.

(d)

OshKosh mass channel consists of a licensing agreement with Target Stores, a division of Target Corporation. Operating income consists
of royalty income, net of related expenses.

In fiscal 2005, one customer in our wholesale segment accounted for 10% of consolidated net sales and one
customer in our mass channel segment accounted for 10% of consolidated net sales.
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The table below represents inventory, net, by segment:
dollars in thousands

Wholesale – Carter’s
Wholesale – OshKosh
Retail – Carter’s
Retail – OshKosh
Mass Channel – Carter’s
Total

December 31,
2005

January 1,
2005

$ 63,401
37,195
28,470
20,397
38,991
$188,454

$ 70,435
–
25,116
–
25,241
$120,792

December 31,
2005

January 1,
2005

$78,902
556
$79,458

$51,055
2,132
$53,187

Wholesale inventories include inventory produced and warehoused for the retail segment.
The following represents property, plant, and equipment, net, by geographic area:
dollars in thousands

United States
International
Total

Our international operations consist of sewing facilities and, accordingly, no revenues are recorded at these locations.
The following represents goodwill by segment:
dollars in thousands

Wholesale – Carter’s
Wholesale – OshKosh
Retail – Carter’s
Retail – OshKosh
Mass channel – Carter’s
Total

December 31,
2005

January 1,
2005

$ 52,843
36,500
83,654
108,390
2,785
$284,172

$ 52,843
–
83,654
–
2,785
$139,282

note 15: restructuring and closure costs
In connection with the Acquisition of OshKosh on July 14, 2005, management has formulated a plan to restructure
and integrate the operations of OshKosh. In accordance with emerging Issuance Task Force (“EITF”) No. 95-3,
“Recognition of Liabilities in Connection with a Purchase Business Combination,” liabilities have been established
for OshKosh severance and relocation, lease termination costs associated with the closure of OshKosh’s 15 Lifestyle
stores and 14 outlet stores, contract termination costs, and other exit costs. These liabilities also cover costs related
to the closure of the OshKosh Choloma, Honduras sewing facility, the Uman, Mexico sewing facility, and Liberty,
Kentucky distribution center. The Choloma, Honduras and Liberty, Kentucky facilities were closed during the fourth
quarter of fiscal 2005. The Uman, Mexico facility is scheduled to be closed during the first half of fiscal 2006. We
expect to pay these liabilities during fiscal 2006.
The following table summarizes restructuring activity related to the Acquisition in fiscal 2005:

dollars in thousands

Balance at July 14, 2005
Payments
Adjustments to goodwill
Balance at December 31, 2005

Severance
and
relocation

Other
exit
costs

Lease
termination
costs

Contract
termination
costs

Total

$9,840
(2,304)
673
$8,209

$2,075
(71)
(78)
$1,926

$7,020
(468)
–
$6,552

$2,000
(934)
(168)
$ 898

$20,935
(3,777)
427
$17,585

In May 2005, we decided to exit two Carter’s sewing facilities in Mexico. We have developed alternative capabilities to source comparable products in Asia at lower costs. For the majority of the affected employees, severance
benefits were communicated on June 21, 2005. Our Board of Directors approved the closure plans on June 15,
2005. The total number of employees terminated is approximately 1,124, and 36 employees are expected to be
retained through April 2006. Production at these facilities ceased on August 5, 2005.
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As a result of these closures, we have recorded total charges of $8.4 million including $4.6 million of severance
charges, $1.3 million in lease termination charges, $1.6 million of accelerated depreciation (included in cost of
goods sold), $0.1 million of asset impairment charges, and $0.8 million of other exit costs during fiscal 2005.
Additional charges expected to be incurred during the first half of fiscal 2006 will primarily include severance
charges and other exit costs of approximately $0.5 million.
Restructuring provisions recorded as a result of these closures are as follows and are included in other current liabilities on the accompanying consolidated balance sheet:

Severance and other termination benefits
Lease termination costs
Other exit costs
Total

July 2,
2005
reserves

Provisions

Payments

December 31,
2005
reserves

$3,113,000
1,320,000
30,000
$4,463,000

$1,549,000
–
703,000
$2,252,000

$(4,292,000)
(507,000)
(583,000)
$(5,382,000)

$ 370,000
813,000
150,000
$1,333,000

On July 3, 2004, we closed our distribution facility located in Leola, Pennsylvania in order to consolidate shipping
operations with our remaining three distribution facilities located in Georgia. This closure was announced to
affected employees on June 1, 2004. Total employees terminated as of December 31, 2005 were 35. As a result of
this closure, we recorded approximately $175,000 in severance and other exit costs. As of December 31, 2005, all
costs previously accrued for these closures have been paid.
In July of 2003, we decided to exit our sewing facilities located in Costa Rica given our ability to obtain lower costs
from third-party suppliers. Such closures were announced on September 16, 2003 and the facilities were held and
used for production through the end of November 2003. Total employees terminated as a result of these closures
were 1,474. As a result of these closures, we recorded approximately $1,306,000 in accelerated depreciation
during the third and fourth quarters of fiscal 2003 (included in cost of goods sold). Additionally, in fiscal 2003 we
recorded closure costs of $1,041,000 comprised of $184,000 of asset impairment charges, $483,000 of severance,
and $374,000 in other exit costs. We also incurred approximately $424,000 in the fourth quarter of fiscal 2003 and
$285,000 in fiscal 2004 of federal income tax expense related to the dissolution of the Costa Rican subsidiaries
(included in the provision for income taxes). During fiscal 2004, we reversed approximately $136,000 of severance
costs and other termination benefits previously accrued for these closures and recorded approximately $74,000 of
severance and $371,000 of other exit costs related to these closures.
Activity associated with the closure cost reserves for our Costa Rican sewing facility and our distribution facility in
Leola, Pennsylvania for the fiscal year ended December 31, 2005 is as follows:

Severance and other
termination benefits
Other exit costs
Total

January 3,
2004
reserves

Provisions

$274,000
–
$274,000

$172,000
448,000
$620,000

64

Payments

January 1,
2005
reserves

Provisions

Payments

$(428,000)
(448,000)
$(876,000)

$18,000
–
$18,000

$–
–
$–

$(18,000)
–
$(18,000)

December 31,
2005
reserves

$–
–
$–
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note 16: unaudited quarterly financial data
Unaudited summarized financial data by quarter for the fiscal years ended December 31, 2005 and January 1, 2005
is presented in the table below:
dollars in thousands, except per share data

Quarter 1

Quarter 2

Quarter 3

Quarter 4

2005:
Net sales
Gross profit
Selling, general, and administrative expenses
Royalty income
Operating income
Net income
Basic EPS
Diluted EPS

$206,207
75,765
51,996
3,523
27,292
13,849
0.49
0.46

$192,500
66,065
51,243
2,813
13,066
5,450
0.19
0.18

$372,158
128,661
89,303
7,208
45,057
10,578
0.37
0.35

$350,493
125,781
96,082
6,882
35,831
17,325
0.60
0.57

2004:
Net sales
Gross profit
Selling, general, and administrative expenses
Royalty income
Operating income
Net income
Basic EPS
Diluted EPS

$182,720
66,270
47,370
3,164
21,530
10,313
0.37
0.35

$156,307
59,591
48,024
2,504
14,065
5,917
0.21
0.20

$251,357
87,867
56,280
3,589
35,127
18,412
0.65
0.62

$232,737
84,311
57,082
3,105
30,303
15,016
0.53
0.50

note 17: subsequent event
On March 1, 2006, we announced our intention to split the Company’s common stock on a two-for-one basis
through a stock dividend entitling each stockholder of record to receive one additional share of common stock for
every one share owned. To accomplish the stock split, the Board of Directors has recommended that the Company’s
stockholders approve an amendment to the Company’s certificate of incorporation increasing the number of
authorized shares of the Company’s common stock from 40,000,000 to 150,000,000 at the Company’s May 11,
2006 annual stockholders meeting. Following stockholder approval and subject to then-current market conditions,
the Company intends to announce the specific timing of the stock split and declare the stock dividend. The Board
of Directors, however, may determine not to declare the stock dividend.
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stock price,
dividend
information,
and related
stockholder
matters

Carter’s, Inc. common stock trades on the New York Stock Exchange under the symbol CRI. The last reported sale
price per share of Carter’s, Inc. common stock on March 8, 2006 was $65.55. On that date there were approximately 7,090 holders of record of Carter’s, Inc. common stock.
The following table sets forth for the period indicated the high and low sales prices per share of common stock as
reported by the New York Stock Exchange:
2005

First quarter
Second quarter
Third quarter
Fourth quarter
2004

First quarter
Second quarter
Third quarter
Fourth quarter

High

Low

$41.20
$60.50
$65.65
$65.00

$32.46
$37.30
$52.84
$51.38

High

Low

$31.35
$31.72
$29.64
$35.59

$24.90
$27.75
$24.67
$27.89

No purchases of Carter’s, Inc. common stock were made by or on behalf of the Company or any affiliated purchaser
during the fourth quarter of fiscal 2005.

dividends
Provisions in our Senior Credit Facility currently restrict the ability of our operating subsidiary, TWCC, from paying
cash dividends to our parent company, Carter’s, Inc., in excess of $15.0 million, which thereby materially restricts
Carter’s, Inc. from paying cash dividends on our Carter’s, Inc. common stock. We do not anticipate paying cash
dividends on Carter’s, Inc. common stock in the foreseeable future but intend to retain future earnings, if any, for
reinvestment in the future operation and expansion of our business and related development activities. Any future
decision to pay cash dividends will be at the discretion of our Board of Directors and will depend upon our financial
condition, results of operations, terms of financing arrangements, capital requirements, and such other factors as
our Board of Directors deems relevant.
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The following table provides information about our equity compensation plan as of our last fiscal year:
Equity Compensation Plan Information

Plan Category

Number of securities to
be issued upon exercise
of outstanding options,
warrants, and rights

Weighted-average
exercise price of
outstanding options,
warrants, and rights

3,576,199

$12.99

1,244,628

–
3,576,199

–
$12.99

–
1,244,628

Equity compensation plans
approved by security holders (1)
Equity compensation plans
not approved by security holders
Total
(1)

Number of securities
remaining available for
future issuance under
equity compensation
plans (excluding
securities reflected
in first column)

Represents stock options that are outstanding or that are available for future issuance pursuant to the Carter’s, Inc. Amended and
Restated 2003 Equity Incentive Plan.

recent sales of unregistered securities
Not applicable.
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use of non-GAAP
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The Company prepares its financial statements in accordance with GAAP; these financial statements appear on
pages 38 – 41 of this annual report. In addition to presenting results “as reported” under GAAP, results have been
provided “as adjusted,” which are non-GAAP financial measurements. Results “as adjusted” exclude the following
after-tax adjustments:
Fiscal year ended December 31, 2005
Gross
profit

dollars in millions, except EPS

Results, as reported (GAAP)
Refinancing:
Tender premium(a)
Debt issuance costs(b)
Unamortized discount(c)
Acquisition charges:
Inventory step-up(d)
Intangible amortization(e)
Facility closings:
Mexico closure costs(f)
Results, as adjusted

Operating
income

Net
income

Diluted
EPS

$396.3

$121.2

$47.2

$1.55

–
–
–
–

–
–
–
–

8.5
3.4
0.3
12.2

0.28
0.11
0.01
0.40

13.9
–
13.9

13.9
2.2
16.1

8.5
1.3
9.8

0.28
0.04
0.32

1.6
15.5
$411.8

8.4
24.5
$145.7

5.1
27.1
$74.3

0.18
0.90
$2.45

(a)

Tender premium to repurchase the Company’s 10.875% Senior Subordinated Notes.

(b)

Non-cash charge to write off debt issuance costs associated with the refinancing of the Company’s former senior credit facility.

(c)

Non-cash charge related to the write-off of the unamortized discount on the Company’s 10.875% Senior Subordinated Notes.

(d)

Fair value step-up of inventory acquired from OshKosh included in cost of goods sold.

(e)

Non-cash charges associated with the acquisition of OshKosh, including the amortization of OshKosh intangible assets,
primarily licensing agreements.

(f )

Charges associated with the closure of the Company’s sewing facilities in Mexico, including $1.6 million of accelerated
depreciation in cost of goods sold.

Adjusted results for fiscal 2004 exclude $0.4 million in after-tax restructuring charges related to the closures of the
Carter’s sewing facilities in Costa Rica and a distribution facility in Leola, Pennsylvania.
The above adjustments have been made to our “as reported” results as these items are not part of the Company’s
normal business operations, and therefore are not indicative of trends and do not provide meaningful comparisons
to other periods. Accordingly, management excludes such items when evaluating financial performance and in
determining financial incentives which are approved by the Compensation Committee of our Board of Directors.
These non-GAAP financial measurements are not a substitute for GAAP measures of financial performance and it
should not be assumed that our future results will be unaffected by unusual or non-recurring items.
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board of directors
Frederick J. Rowan, II
Chairman & Chief Executive Officer
Frederick J. Rowan, II joined us in 1992
as President and Chief Executive Officer
and became Chairman of the Board of
Directors in October 1996. Prior to joining
us, Mr. Rowan was Group Vice President
of VF Corporation, a multi-division
apparel company and, among other
positions, served as President and Chief
Executive Officer of both The HD Lee
Company, Inc. and Bassett-Walker, Inc.,
divisions of VF Corporation. Mr. Rowan,
who has been involved in the textile and
apparel industries for over 40 years, has
been in senior executive positions for
nearly 29 of those years. Mr. Rowan began
his career at the DuPont Corporation and
later joined Aileen, Inc., a manufacturer of
women’s apparel, where he subsequently
became President and Chief Operating
Officer. On June 1, 2004, the Company
named Joseph Pacifico, formerly Carter’s
President of Marketing, as President
of Carter’s, Inc. Mr. Rowan continues
to serve as our Chairman of the Board
of Directors and Chief Executive Officer.
Bradley M. Bloom
Managing Director, Berkshire Partners LLC
Bradley M. Bloom became a Director in
August 2001. Mr. Bloom is a Managing
Director of Berkshire Partners LLC, which
he co-founded in 1986. He has been a
Director of several of Berkshire Partners’
consumer and retailing companies
including Bare Escentuals, Inc., Acosta,
Inc., Gordon Brothers Group, Sterling,
Inc., America’s Best Contacts and
Eyeglasses, L.P., and Miami Cruiseline
Services Holdings I.B.V.
Paul Fulton 1,2 (chair)
Non-Executive Chairman,
Bassett Furniture Industries
Paul Fulton became a Director in May
2002. Mr. Fulton retired as President of
Sara Lee Corp. in 1993, after spending
34 years with the company. He is currently
non-Executive Chairman of the Board of
Bassett Furniture Industries, Incorporated,
where he has been a board member
since August 1993. Mr. Fulton is also
a current board member of Bank of
America Corporation, has been a board
member since October 1989 of Sonoco
Products Company, Inc., and has been
on the board of Lowe’s Companies, Inc.
since December 1996.
Ross M. Jones
Managing Director, Berkshire Partners LLC
Ross M. Jones became a Director in
August 2001. Mr. Jones is a Managing
Director of Berkshire Partners LLC,
which he joined in 1993. He has been a
Director of several of Berkshire Partners’
consumer, retailing, manufacturing, and
business services companies including
Bare Escentuals, Inc., AVW-TelAv, Inc.,
Sterling Collision Centers, Inc., and
Thomas Built Buses, Inc. Mr. Jones has
resigned from the Board of Directors
effective as of the end of the Board of
Directors meeting immediately following
the Annual Meeting.
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David Pulver 1 (chair)
President, Cornerstone Capital
David Pulver became a Director
in January 2002. Mr. Pulver has been a
private investor for approximately 23 years,
is the President of Cornerstone Capital,
Inc., and has been a board member
of Hearst-Argyle Television, Inc., since
August of 1997. Mr. Pulver was a founder
of The Children’s Place, Inc., and served
as its Chairman and Co-Chief Executive
Officer until 1982.
Elizabeth A. Smith 2,3
Executive Vice President, President
North America and Global Marketing,
Avon Products, Inc.
Elizabeth A. Smith became a Director
in November 2004. In January 2005, Ms.
Smith became Executive Vice President
and Brand President of Avon Products,
Inc. In August 2005, Ms. Smith became
Executive Vice President, President North
America and Global Marketing for Avon
Products, Inc. Ms. Smith was formerly the
Group Vice President for Kraft Foods
North America and President of Beverage
and Grocery Sectors. From 1990 to 2004,
she held various management positions
at Kraft Foods, Inc. including President,
Beverages, Desserts and Cereals where
she had responsibility for managing many
well known brands.
John R. Welch 2,3 (chair)
Former President of Mast Industries
(Far East) Ltd., a global sourcing company
John R. Welch became a Director in
February 2003. Mr. Welch retired as
President of Mast Industries (Far East)
Ltd. in April 2002 after spending the
previous 18 years with the company.
Mr. Welch also served as Executive
Vice President of Operations at Warnaco
Knitwear, a division of Warnaco, Inc.
from August 1978 to December 1983.
Mr. Welch is currently a board member
of Brandot International Ltd.
Thomas Whiddon 1,3
Retired Executive Vice President –
Logistics & Technology and
Chief Financial Officer, Lowe’s Companies
Thomas Whiddon became a Director
in August 2003. Mr. Whiddon retired as
Executive Vice President – Logistics and
Technology of Lowe’s Companies, Inc.
in March 2003, a position he held since
2000 after serving as the company’s
Chief Financial Officer from 1996 to
2000. Since his retirement, Mr. Whiddon
has worked as a consultant, serving various companies in executive capacities on
an interim basis. Mr. Whiddon has over
30 years of accounting and financial
experience. Mr. Whiddon is currently a
board member of Bare Escentuals, Inc.,
Sonoco Products Company, Inc., and of
Dollar Tree Stores, Inc. Mr. Whiddon has
been an Advisory Director of Berkshire
Partners, LLC since October 2005.
Committees:
1 Audit
2 Compensation
3 Nominating and
Corporate Governance
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executive officers and
senior management
Frederick J. Rowan, II
Chairman & Chief Executive Officer
Joseph Pacifico
President
David A. Brown
Executive Vice President &
Chief Operations Officer
Michael D. Casey
Executive Vice President &
Chief Financial Officer
Charles E. Whetzel
Executive Vice President &
Chief Sourcing Officer

Doug Boyle
Senior Vice President of
Global Sourcing
Suzanne Calkins
Senior Vice President of
Strategic Business Development
Patricia DeRosa
President of Retail Stores
Joseph Elles
Senior Vice President of Sales
Thomas E. Hurney
Senior Vice President of Retail Stores
James J. Martin
Executive Vice President &
General Manager of OshKosh
Clyde D. Stutts
Senior Vice President of
Human Resources

leadership
team

company address
Carter’s, Inc.
1170 Peachtree Street NE, Suite 900
Atlanta, Georgia 30309
Web site: www.carters.com
annual meeting
The Annual Meeting of Stockholders is scheduled
for 9:00 a.m., Thursday, May 11 at The Four Seasons Hotel,
75 Fourteenth Street NE, Atlanta, Georgia 30309
stock exchange listing
New York Stock Exchange (Trading Symbol “CRI”)
independent registered public accounting firm
PricewaterhouseCoopers LLP
300 Atlantic Street
Stamford, Connecticut 06901
legal counsel
Ropes & Gray LLP
One International Place
Boston, Massachusetts 02110
transfer agent
American Stock Transfer and Trust Company
59 Maiden Lane
New York, New York 10038
investor relations
For further information on Carter’s, Inc., additional copies of
this report, Form 10-K, or other financial information, contact:
Eric Martin
Vice President, Investor Relations
1170 Peachtree Street NE, Suite 900
Atlanta, Georgia 30309
404.745.2700

References to market share in this annual report reflect our estimated share of a market expressed as a percentage
of total retail revenues, derived from NPD Fashionworld data issued February 3, 2006. Carter’s revised the NPD
market definitions to better reflect the nature of the childrenswear business.
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corporate
information

carter’s principles
tell it like it is
Make all communications direct,
clear, and honest. Speak the
truth and welcome debate.
Share information. Collaborate.
trust the power of fewer things
Believe in the growth of our core
business and core customers. Give
equal weight to both “do” and “don’t.”
Grow by focusing in, not branching out.

carter’s principles
tell it like it is
trust the power of fewer things
keep every promise
live by higher standards
think horizontally
rely on the best talent

keep every promise
Let superb execution reflect a competitive spirit. Meet deadlines. Meet
or exceed commitments. Exceed
expectations. Count on each other.
live by higher standards
Be honest, modest, responsible, and
beyond reproach. Operate with
integrity. Trust each other.
think horizontally
Emphasize cause and effect across
functions. Depend on front-end
strategies for back-end results.
Enhance core competencies with
powerful repeating processes.
rely on the best talent
Start with great principles and great
people with disciplined egos. Look
for character, passion, a will to win,
and a strong personal code. Work
with coachable individuals who
solve problems, teach, and inspire.
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giant steps

we love children
We celebrate and support families, and we never
forget that parents need to feel cared for too.

Carter’s, Inc.

1170 Peachtree Street NE, Suite 900, Atlanta, Georgia 30309

404.745.2700

www.carters.com
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