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carter’s,inc.

April 12, 2007

Dear Stockholder:

It is my pleasure to invite you to attend our 2@@ihual Meeting of Stockholders on May 11, 2007. Tieeting will be held at The
Proscenium, 1170 Peachtree Street NE, 6  Flooan#st| Georgia 30309, and will begin at 8:00 a.m.

The attached Notice of 2007 Annual Meeting of Stmtélers and Proxy Statement describe the formahbéss to be transacted at the
meeting. Whether or not you plan to attend the AhiMeeting, your shares can be represented if yomptly submit your voting instructio
by telephone, by internet, or by completing, signidating, and returning your proxy card in thelesed envelope.

On behalf of the Board of Directors and managernéfarter’s, Inc., thank you for your continued pag.
Sincerely,

= S S o

Frederick J. Rowan, I
Chairman of the Board of Directors
and Chief Executive Officer




carter’s,inc.

The Proscenium
1170 Peachtree Street NE, Suite 900
Atlanta, Georgia 30309
Tel: (404) 745-2700
Fax: (404) 892-3079

NOTICE OF 2007 ANNUAL MEETING OF STOCKHOLDERS

Notice is hereby given that the 2007 Annual Meetih@tockholders of Carter’s, Inc. (the “Annual Meg”) will be held at 8:00 a.m. ¢
May 11, 2007 at The Proscenium, 1170 Peachtreet\ie, 6" Floor, Atlanta, Georgia 30309. At the AahMeeting, we will vote on the
election of two Class | Directors and address adlifbess that may properly come before the meeting.

Stockholders of record at the close of businedslarch 16, 2007 are entitled to receive notice tigral, and vote at thennual Meeting
Your vote is very important. Whether or not yourpta attend the Annual Meeting, please completm, siate, and return the proxy card in
the envelope provided or submit your voting insiiares by telephone or through the internet so yoat shares will be represented at the
Annual Meeting.

If you plan to attend the Annual Meeting and aregistered stockholder, please bring the invitatitinched to your proxy card. If your
shares are registered in the name of a bank orbyroler, please bring your bank or brokerage statg¢rshowing your beneficial ownership
with you to the Annual Meeting or request an inwita by writing to our Vice President of InvestoelRtions at the address set forth above.

By order of the Board of Directors,

Brendan M. Gibbons
Secretary of Carter’s, Inc.
Atlanta, Georgia

April 12, 2007
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carter’s,inc.

GENERAL INFORMATION ABOUT THE PROXY MATERIALS AND T HE ANNUAL MEETING
Why am | receiving this proxy statement?

The Board of Directors of Carter’s, Inc. (“we,” ;uSour,” “Carter’s,” or the “Company”) is solicitig proxies for our May 11, 2007
Annual Meeting of Stockholders. This proxy statetreard accompanying proxy card are being maileddackéolders of record on or about
April 12, 2007. You are receiving this proxy statarhbecause you owned shares of Carter's commok stothe record date and are
therefore entitled to vote at the Annual Meeting.uBe of a proxy, you can vote regardless of whathaot you attend the Annual Meeting.
This proxy statement provides information on theteraon which the Company’s Board of Directors (tBeard”) would like you to vote so
that you can make an informed decision.

What is the purpose of the Annual Meeting?

The purpose of the Annual Meeting is for our stadllbrs to vote on the election of two Class | Dioegs and address all business that
may properly come before the meeting.
Who is asking for my vote?

The Company is soliciting your proxy on behalfloé Board. The Company is paying for the costsigfdtlicitation and proxy
statement.
Who can attend the Annual Meeting?

All stockholders of record, or their duly appointaxies, at the close of business on March 167 20 record date, may attend the
Annual Meeting. As of the record date, there wet@858,472 shares of common stock issued and odtatan
What are my voting rights?

Each share of common stock is entitled to one wnteach matter submitted to stockholders at thauAhkleeting.

What is the difference between holding shares ag@ckholder of record and as a beneficial owner?

If your shares are registered directly in your namta the Company’s transfer agent, American Sfodnsfer and Trust Company, you
are considered the stockholder of record for tisbsees. As the stockholder of record, you haveitjit to grant your voting proxy directly to
persons listed on your proxy card or vote in pessothe Annual Meeting.

If your shares are held in a brokerage accouny@mother nominee, you are considered the benkfigiaer of shares held “in street
name.” These proxy materials are being forwardegtotogether with a voting instruction card. Akemeficial owner, you have the right to
direct your broker, trustee, or nominee how to yatel you are also invited to attend the Annual tMige Because you are a beneficial owner
and not the stockholder of record, you may not yoigr shares in person at the Annual Meeting unfessobtain a “legal proxy” from the
broker, trustee, or nominee that holds your shafesr broker, trustee, or nominee should have esclmr provided directions for you to use
to instruct the broker, trustee, or nominee howdit® your shares.




If the brokers do not receive timely instructionsni the beneficial owner regarding how the benaficivner wants the shares voted,
brokers holding shares of record for a beneficiaher have discretionary authority to vote on theppisal to elect two Class | Directors.
What are my choices when voting on the electiorGéiss | Directors, and what vote is needed to etbet Director nominees?

In voting on the election of Class | Directors,ciiioolders may:

1.  vote for all nominees,
2. vote to withhold authority for all nominees
3.  vote for all nominees, except specific noseis.

The two nominees for election as Class | Directane receive the greatest number of votes will leeteld as Class | Directors. Votes
that are withheld will be counted toward a quoribrt, will be excluded entirely from the tabulatiohvotes for each nominee, and, therefore,
will not affect the outcome of the vote on this posal.

What constitutes a quorum?

A quorum is the minimum number of shares requicellet present to transact business at the Annualimge®ursuant to the Company’s
by-laws, the presence at the Annual Meeting, isq@erby proxy, or by remote communication, of tb&lars of at least a majority of the
shares entitled to be voted will constitute a quarBroker non-votes will be counted as sharesdhapresent at the meeting for purposes of
determining a quorum. If a quorum is not presédrg,reeting may be adjourned until a quorum is obthi

How does the Board recommend that | vot

The Board recommends a v#REOR the election of the nominees for Class | Direc{see page 10).

Unless you give instructions on your proxy care, piersons named as proxy holders on the proxyvaifirdote in accordance with the
recommendations of the Board.

How do | vote?

If you are a stockholder of record, you may votere of four ways. First, you may vote by mail iynéng, dating, and mailing your
proxy card in the enclosed envelope. Second, youvute in person at the Annual Meeting. Third, yoay vote through the internet by
completing the voting instruction form found at wvpnoxyvote.com. You will need your proxy card whagiing through the internet. Fourth,
you may vote by telephone by using a tc-tone telephone and calling 1-800-690-6903.

If your shares are held in a brokerage accouny@mother nominee, these proxy materials are Heiwgarded to you together with a
voting instruction card. Follow the instructions thie voting instruction card in order to vote yshares by proxy or in person.

Can | change my vote after | return my proxy card?

Yes. Even after you have submitted your proxy cgod, may change your vote at any time before yooxyvotes your shares by
submitting written notice of revocation to BrenddnGibbons, Secretary of Carter’s, Inc., at the @any’s address set forth in the Notice of
the Annual Meeting, or by submitting another pragyd bearing a later date. Alternatively, if yowdaoted by telephone or through the
internet, you may change your vote by calling 1-890-6903 and following the instructions. The posvef




the proxy holders will be suspended if you attdrelAnnual Meeting in person and so request, alth@atigndance at the Annual Meeting \
not by itself revoke a previously granted proxyydti hold your shares through a broker or othetoelian and would like to change your
voting instructions, please review the directionsviled to you by that broker or custodian.

May | vote confidentially?

Yes. Our policy is to keep your individual votesifidential, except as appropriate to meet legaliregqents, to allow for the tabulation
of votes and certification of votes, and to faati proxy solicitation.
Who will count the votes?

A representative of Automatic Data Processing, Witt.count the votes and act as the inspectodedten for the Annual Meeting.

What happens if additional matters are presentedted Annual Meeting?

As of the date of this proxy statement, the Boardvks of no matters other than those set forth heheit will be presented for
determination at the Annual Meeting. If, howevery ather matters properly come before the Annuattihg and call for a vote of
stockholders, the Board intends proxies to be vistettcordance with the judgment of the proxy hdde

Where can | find the voting results of the Annual &&ting?

We intend to announce preliminary voting resultthatAnnual Meeting and publish final results ie ttompany’s quarterly report on
Form 10-Q for the second quarter of fiscal 2007.

How may | obtain information about the Compan

A copy of our 2006 Annual Report accompanies thisxp statement and is available on our websitevawearters.com. Stockholders
may also obtain a free copy of our Annual ReporForm 10-K by visiting our website or by sendingeguest in writing to Eric Martin, Vice
President of Investor Relations, at the Compangtiess set forth in the Notice of the Annual Megtin

When are stockholder proposals due for consideratat next year’s annual meeting?

Any proposals to be considered for inclusion intn@ar’s proxy statement must be submitted in ngitio Brendan M. Gibbons,
Secretary of Carter’s, Inc., at the Company’s asklget forth in the Notice of the Annual Meetingopto the close of business on
December 8, 2007. There are additional requiremamdsr our by-laws and the proxy rules to presgrbposal, including continuing to own
a minimum number of shares of our stock until nedr’'s annual meeting and appearing in persoreaaimual meeting to explain your
proposal. Stockholders who wish to make a propmshé considered at next year’s annual meetingrdtian proposals to be considered for
inclusion in next year’s proxy statement, mustfiyatie Company in the same manner specified aboweanlier than January 11, 2008 and no
later than February 10, 2008.

Who can help answer my questions?

If you have any questions about the Annual Meetingow to submit or revoke your proxy, or to reduesinvitation, contact Eric
Martin, Vice President of Investor Relations, & @ompany’s address set forth in the Notice oftheual Meeting.




BOARD OF DIRECTORS AND CORPORATE GOVERNANCE INFORMA TION
Board of Directors

Frederick J. Rowan, lljoined us in 1992 as President and Chief Exec@ffieer and became Chairman of the Board of Dinecio
October 1996. Prior to joining us, Mr. Rowan was@ Vice President of VF Corporation, a multi-dien apparel company and, among
other positions, served as President and ChieflxecOfficer of both The HD Lee Company, Inc. @aksett-Walker, Inc., divisions of VF
Corporation. Mr. Rowan, who has been involvedhimtextile and apparel industries for over 40 ydaas been in senior executive positions
for nearly 30 of those years. Mr. Rowan begarchrgeer at the DuPont Corporation and later joingelefy, Inc., a manufacturer of women’s
apparel, where he subsequently became Presidei@taatiOperating Officer. On June 1, 2004, the @any named Joseph Pacifico,
President of Carter’s, Inc. Mr. Rowan continueseove as our Chairman of the Board of Directos@hief Executive Officer.

Bradley M. Bloombecame a Director in August 2001. Mr. Bloom is anliging Director of Berkshire Partners LLC, whichdoe
founded in 1986. He is or has been a director edist of Berkshire Partners’ consumer and retaiiagnpanies. Mr. Bloom is a current
director of Bare Escentuals, Inc., Citizens of Haia LLC, and Gordon Brothers Group, and a formiieector of Acosta, Inc., Sterling, Inc.,
America’s Best Contacts and Eyeglasses, L.P., amathMCruiseline Services Holdings I.B.V.

Paul Fulton became a Director in May 2002. Mr. Fulton retiredPaesident of Sara Lee Corporation in 1993 afiending 34 years wi
the company. He is currently non-Executive Chairobiihe Board of Bassett Furniture Industries, Iadere he has served since
August 1993. Mr. Fulton is also a current direcbBank of America Corporation, where he has sesirde 1993, and Lowe’s
Companies, Inc., where he has served since DecelBbér Mr. Fulton was previously a director at Ssm&roducts Company, Inc., where
served from 1989 to 2005.

Ross M. Joned®ecame a Director in August 2001. Mr. Jones residraam the Board in May 2006.

David Pulverbecame a Director in January 2002. Mr. Pulver leenta private investor for approximately 24 yeausia the President
Cornerstone Capital, Inc. Mr. Pulver is a currdreator of Hearst-Argyle Television, Inc., wherelies served since August of 1997.
Mr. Pulver was a founder of The Children’s Place, | and served as its Chairman and Co-Chief Exex@fficer until 1982.

Elizabeth A. Smithbecame a Director in November 2004. Ms. Smith isenily Executive Vice President, President Northekica and
Global Marketing for Avon Products, Inc. Ms. Smitias formerly the Group Vice President for Kraft BsdNorth America and President of
Beverage and Grocery Sectors. From 1990 to 20@hshl various management positions at Kraft Foloats,including President, Beverag
Desserts and Cereals where she had responsibilitpdnaging many well-known brands.

John R. Welchbecame a Director in February 2003. Mr. Welch eetias President of Mast Industries (Far East)ihtépril 2002 after
spending 18 years with the company. Mr. Welch alswed as Executive Vice President of OperatioMganhaco Knitwear, a division of
Warnaco, Inc. from August 1978 to December 1983.\Melch is currently a director of Brandot Inteiinagl Ltd.

Thomas E. Whiddorbecame a Director in August 2003. Mr. Whiddon egtins Executive Vice President-Logistics and Teldgyoof
Lowe’s Companies, Inc. in March 2003, a positiorhkll since 2000. From 1996 to 2000, Mr. Whiddawes as Lowe’s Chief Financial
Officer. Since his retirement, Mr. Whiddon has waxtlkas a consultant, serving various companiesdouive capacities on an interim basis.
Mr. Whiddon has over 30 years of accounting andrfaial experience. Mr. Whiddon is currently a dice®f Sonoco Products Company, |
and of Dollar Tree Stores, Inc. Mr. Whiddon hasrbae




Advisory Director of Berkshire Partners LLC sincet@ber 2005 and previously served as a direct®ané Escentuals, Inc.

Board Meetings

Our Corporate Governance Principles require Carterhave at least four regularly scheduled Boagdtings each year, and each
Director is expected to attend each meeting. Ther@met seven times during fiscal 2006, includiegularly scheduled and special meeti
In 2006, each Director participated in all of thealsd’s regularly scheduled meetings, and no Dirquasticipated in less than 75% of the
aggregate number of all of the Board and applicabiemittee meetings. The Company does not havéieypaith regard to Director
attendance at the Annual Meeting. Each of our Barscattended the Company’s annual meetings ialfi804 and 2005, and all but one of
our Directors attended the 2006 annual meeting.

Executive Session

Executive sessions of non-management Directorbelckat least four times a year, and executive@essf independent, non-
management Directors will be held at least onceypar. Any non-management Director can requestthadditional executive session be
scheduled. The Chairman of the Nominating and QatpdGovernance Committee, currently John R. Wéilak,been chosen to be the
presiding Director at the executive sessions ofmamagement Directors (the “Presiding Director”).

Board Committee:

Our Board has an Audit Committee, a Compensatiani@ittee, and a Nominating and Corporate Govern@wemittee. The Board
may also establish other committees to assisteibcharge of its responsibilities.

The current members of each Board committee anduh#er of committee meetings held during fiscdl@@re listed below.

Nominating and

Corporate

Audit Compensation Governance
Name of Director Committee Committee Committee
Paul Fulton X X*
David Pulver X*
Elizabeth A. Smitt X X
John R. Welct X X*
Thomas E. Whiddo X X
Number of Meetings in Fiscal 2006 8 4 4

* Chairman

Audit Committee
The primary responsibilities of the Audit Commitieelude:

« oversight of the quality and integrity of the colidated financial statements, including the accmgtauditing, and reporting
practices of the Company;

» oversight of the effectiveness of the Company’srimal control over financial reporting;

« appointment of the independent registered publoaating firm and oversight of its performance Juging its qualifications and
independence;




« oversight of the Company’s compliance with legal asgulatory requirements; and
« oversight of the performance of the Company’s imaérudit function.

The Audit Committee operates pursuant to a writtegrter that addresses the requirements of the N&/I&iing standards. The charte
available on our website at www.carters.com orrinty contacting Eric Martin, Vice President of/estor Relations, at the Company’s
address set forth in the Notice of the Annual MegtiThe Board has determined that each membeeditlit Committee is independent and
meets the financial literacy requirements set fortthe NYSE's listing standards. The Board hase distermined that each member of the
Audit Committee is an “audit committee financiapext” as defined by the Securities and Exchanger@ission.

The Audit Committee Report is included in this prastatement on page 30.

Compensation Committee

The primary responsibilities of the Compensatiom@uttee include:

» establishing the Comparsyphilosophy, policies, and strategy relative teaesive compensation, including the mix of basaryalanc
short-term and long-term incentive compensatiomiwithe context of stated guidelines for compensatélative to peer companies;

< evaluating the performance of the Chief Executific@r and other executive officers relative to epped performance goals and
objectives;

setting the compensation of the Chief Executivad@ffand other executive officers based upon atuatian of their performance;

 assisting the Board in developing and evaluatinglichates for key executive positions and ensuriagaeession plan is in place for
the Chief Executive Officer and other executivaaaffs;

« evaluating compensation plans, policies, and prograith respect to the Chief Executive Officer,estbxecutive officers, and non-
management Directors;

* monitoring and evaluating benefit programs for @m@mpany’s Chief Executive Officer and other exeaitfficers; and

« reviewing and discussing with management the Coripa@ompensation Discussion and Analysis for indosn the Company’s
annual proxy statement. The fiscal 2006 Compens&iscussion and Analysis is included in this pretgtement beginning on
page 14.

The Compensation Committee operates pursuant tittemcharter that addresses the requirementseoNY SE’s listing standards. The
charter is available on our website at www.carters. or in print by contacting Eric Martin, Vice Bigent of Investor Relations, at the
Company’s address set forth in the Notice of theuatl Meeting. The Board has determined that eachbree of the Compensation
Committee is independent.

The Compensation Committee Report is includedigghoxy statement on page 21.

Nominating and Corporate Governance Committ
The primary responsibilities of the Nominating abarporate Governance Committee include:
« identifying and recommending candidates qualifetdécome Board members;

« recommending Directors for appointment to Board Guttees;




» developing and recommending to the Board a sebigiozate governance principles and monitoring tbm@any’s compliance with
and effectiveness of such principles; and

« evaluating Board and Committee performance and reewplalifications.

The Nominating and Corporate Governance Commifpegates pursuant to a written charter that addsebserequirements of the
NYSE's listing standards. The charter is available onwebsite at www.carters.com or in print by cotitag Eric Martin, Vice President of
Investor Relations, at the Compas@ddress set forth in the Notice of the Annual fikge The Board has determined that each membie
Nominating and Corporate Governance Committeedspendenti

Consideration of Director Nominees

The Nominating and Corporate Governance Committigalarly assesses the appropriate size of the Bddddtectors. In the event that
vacancies occur or are anticipated, the Commiti#edentify prospective nominees that come toatgention through current Board memb
professional search firms, or stockholders who naddte than 1% of our common stock. The Board bedhat it is appropriate to limit the
group of stockholders who can propose nomineedaltime constraints on the Nominating and Corpo@at&ernance Committee. The
Committee will consider persons recommended byksimders who hold more than 1% of our common sfoclnclusion as nominees for
election to the Board if the names of such perssasubmitted to Brendan M. Gibbons, Secretaryastel's, Inc., at the Company’s address
set forth in the Notice of the Annual Meeting. Thigomission must be made in writing and in accardamith our by-laws, including mailing
the submission in a timely manner and includingrtbminee’s name, address, and qualifications far@membership.

When evaluating a potential candidate for membprshithe Board, the Committee considers each catel&skills and experience and
assesses the needs of the Board and its comnattéest point in time. In connection with this assment, the Committee will determine
whether to interview prospective nominees, andafranted, one or more members of the Committeeptivats as appropriate, will intervie
prospective nominees in person or by telephonee@his evaluation is completed, if warranted, tleenGittee recommends candidates to the
Board for nomination, and the Board determines fredr not to select the nominees after considaliagecommendation of the Commiti

Interested Party Communication

A stockholder or other interested party may sulamitritten communication to the Board, nhon-managerbéectors, or Presiding
Director. The submission must be delivered to Baenill. Gibbons, Secretary of Carter’s, Inc., at@oenpany’s address set forth in the
Notice of the Annual Meetin(

The Board, non-management Directors, or Presidingcibr may require the submitting stockholdertmfsh such information as may
be reasonably required or deemed necessary taisutfy review and consider the submission of sstoleckholder.

Each submission will be forwarded, without editorgalteration, to the Board, non-management Dirsciar Presiding Director, as
appropriate, on or prior to the next scheduled imgeif the Board. The Board, non-management Dirscr Presiding Director, as
appropriate, will determine, in their sole disavatithe method by which such submission will beéeeed and considered.

Corporate Governance Principles and Code of Ethics

Carter’s is committed to conducting its businesthuthie highest level of integrity and maintainihg highest standards of corporate
governance. Our Corporate Governance Principlean@€ode of Business Ethics and Professional Cainmhovide the structure within
which our Board and management operate the ComdmyCompany’s Code of Business Ethics and PrafeakiConduct applies to all




Directors and Company employees, including the Gomgjs executive officers. Our Corporate Governapidaciples and Code of Business
Ethics and Professional Conduct are available erCthmpany’s website at www.carters.com or in gsintontacting Eric Martin, Vice
President of Investor Relations, at the Compangtiess set forth in the Notice of the Annual Megtin

Director Independenct

The Company’s Corporate Governance Principles requmajority of the Company’s Directors to be ipeledent. For a Director to be
considered independent, the Board must determatahb Director has no direct or indirect matemihtionship with Carter’s. The Board
considers all relevant information provided by eBitector regarding any relationships the Directa@y have with Carter's or management.
To assist it in making such independence deterioimatthe Board has established the following irdelence tests, which address all the
specific independence tests of the New York StaakhBnge’s (“NYSE”) listing standards.

A Director will not be considered independent if:

« the Director is, or within the last three years hasn, employed by the Company; or an immediatéyfanmember of the Director is,
or within the last three years has been, emplogeghaxecutive officer of the Company;

« the Director, or an immediate family member of Bieector, has received, during any twelve-monthqaewithin the last three years,
direct compensation from the Company exceeding $000 other than Director or committee fees andsjpenor other forms of
deferred compensation for prior service (providechscompensation is not contingent in any way artinaed service);

* (a) the Director, or an immediate family membett&f Director, is a current partner of a firm thethie Company’s internal auditor or
independent registered public accounting firm;tfig) Director is a current employee of such a fifthithe Director has an immediate
family member who is a current employee of suciima &nd who participates in the firm’s audit, asswoe, or tax compliance (but not
tax planning) practice; or (d) the Director, oriammediate family member of the Director, was witttie last three years (but is no
longer) a partner or employee of such a firm and@wlly worked on the Company’s audit within ttiate;

« the Director, or an immediate family member of Bieector, is, or within the last three years hasrhemployed as an executive
officer of another company where any of the Commpyesent executive officers serve or served ah¢bmpany’s compensation
committee;

 the Director is a current employee, or has an imiatedamily member who is an executive officeraabther company that has made
payments to, or receives payments from, the Comfmmgroperty or services in an amount which, igr ahthe last three fiscal years,
exceeds the greater of $1.0 million, or 2%, of soitter company’s consolidated gross revenues;

 the Director, or an immediate family member of Bieector, is, or within the last three years hasemployed by a company that
has a director who is an officer of the Company;

« the Director serves as an officer, director, ostieg, or as a member of a fund raising organizati@mommittee of a not-for-profit
entity to which the Company made contributionsxoess of $50,000; or

 the Director is, or within the last three years hasn, an executive officer of another companyithetdebted to the Company, or to
which the Company is indebted, and the total amotieither company’s indebtedness to the otherensé&% of the total
consolidated assets of such company.




Applying these standards, the Board has deternthdive of our six non-management Directors atkependent: Ms. Smith and
Messrs. Fulton, Pulver, Welch, and Whiddon. Indbarse of making these determinations, the Boandidered the following:

Mr. Bloom’s status as a managing director and apleyee of Berkshire Partners LLC (“Berkshire Parsiie In October 2003, the
Company paid Berkshire Partners $2.6 million tonieate a management fee arrangement, and in JOly, 28e Company paid
Berkshire Partners a transaction fee of $1.5 milfar its services as our financial advisor in cection with our acquisition of
OshKosh B’Gosh, Inc. Because of these paymentethsBire Partners, Mr. Bloom failed to meet theeppehdence tests listed above.

Mr. Whiddon’s status as an advisory director atkBbire Partners in light of the payments made tk&ere Partners described
above. Mr. Whiddon is not an employee of BerksRiagtners, and, therefore, the Board determinechthdbes not fail to meet the
independence tests listed above, and does nowdsiegehave a material relationship with the Company.

Mr. Fulton’s status as a director at Bank of Amai@orporation. Bank of America is the administratagent and a party to our senior
credit facility. Mr. Fulton is not an employee ofiBk of America, and, therefore, the Board deterthihat he does not fail to meet the
independence tests listed above, and does notatieehave a material relationship with the Company.




PROPOSAL TO ELECT CLASS | DIRECTORS

The Board proposes that the two Class | Directoninees be re-elected to the Board to serve untiD20he Company’s Board is
divided into three classes with each Director sena three-year term or until his or her earlisigeation, death, or removal. In addition to
the two Class | nominees, the Company’s currerg<leand Class Il Directors are listed below. lEaominee currently serves as a Class |
Director.

Class | Nominees—Terms Expiring at the Annual Meetig

Name Age
David Pulver 65
Elizabeth A. Smitt 43

The individuals who will continue to serve as Cldsand Class Ill Directors after the Annual Meetiare:

Class Il Directors—Terms Expiring in 2008

Name Age
Bradley M. Bloom 54
Frederick J. Rowan, 67

Class Il Directors—Terms Expiring in 2009

Name Age
Paul Fulton 72
John R. Welct 75
Thomas E. Whiddo 54

The Board recommends a vote FOR the election of DaVvPulver and Elizabeth A. Smith as Class | Directrs.
Vote Required

The two nominees for election as Class | Directdns receive the greatest number of votes will leeted as Class | Directors. Votes
may be cast in favor of all nominees, withheldddmominees, or for all nominees, except specifiminees. Votes that are withheld will be
counted toward a quorum, but will be excluded ehtifrom the tabulation of votes for each nomiree®], therefore, will not affect the
outcome of the vote on this proposal. Proxies d@hatgranted without providing voting instructioni#l e voted FOR the election of the two
Class | Director nominees.
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COMPENSATION OF DIRECTORS

Each of our non-management Directors receives anametainer and meeting fees. In fiscal 2006hdzicector’'s annual retainer was
comprised of a $20,000 cash payment and a gramirafommon stock valued at approximately $90,0@@hBDirector also received per
meeting fees of $2,500 for regularly scheduled Boaeetings and $1,000 for special Board or speciamittee meetings. We also
compensate our new non-management Directors withial grant of restricted common stock valuedpproximately $100,000. This
restricted stock vests after three years followhrgydate of grant.

In addition to the Director fees described above pay each member of our Audit, Compensation, amdiNating and Corporate
Governance Committees per meeting fees of $1,0@0p&y an additional $10,000 retainer to the Chairofahe Audit Committee and a
$5,000 retainer to the Chairmen of the CompensatimhNominating and Corporate Governance Committees

We reimburse Directors for travel expenses incumezbnnection with attending Board and committesetings and the Annual Meeting
and for other expenses incurred while conducting@any business. We pay no additional remuneratidvirt Rowan for serving as a
Director. There are no family relationships amonyg af the Directors or executive officers.

The following table provides information concerniing compensation of our non-management Directorfistal 2006.

FISCAL 2006 DIRECTORS COMPENSATION TABLE

Stock
Fees Earnec Awards Option

(or paid in cash) (%) Awards Total
Name (c) (d) $) ($)
Bradley M. Bloom (a) $33,00¢ $ 89,99 $ —  $122,99¢
Ross M. Jones (a), (I $26,00( $ — 3 — $ 26,00C
Paul Fultor $49,00( $ 89,99¢ $ 2,695f) $141,69]
David Pulver $51,00( $ 89,99¢ $ 1,14&(Qg) $142,14«
Elizabeth A. Smitt $40,00(¢ $ 123,23¢e) $ —  $163,23¢
John R. Welcl $46,00( $ 89,996 $ 4,915h) $140,911
Thomas E. Whiddo $44,00( $ 89,99¢ $ 15,54¢(i) $149,54¢

(&) All compensation earned by Mr. Bloom and Mr. Jowes paid to Berkshire Partners.
(b) Mr. Jones resigned from the Board effective ahefdnd of the Board’s May 12, 2006 meeting.
(c) This column reports the amount of cash compensationed in fiscal 2006 for Board and committeeisepincluding the annual cash retainer.

(d) On May 11, 2006, we issued each of our ntamagement Directors 2,862 shares of common stdekfair market value of the common stock issua
was approximately $31.45 per share and was bas#teariosing market price on the date of issuance.

(e) Upon joining the Board in November 2004, the Conypaaued Ms. Smith 6,070 shares of restricted sidtkh vest in November 2007. These shares
had a grant date fair value of $16.48 per sharactmrdance with Statement of Financial Accoun8tendards (“SFAS”) No. 123 (revised 2004),
“Share-Based Payment” (“SFAS 123R"), we assumeetkhares will vest in November 2007 and record ms@eatably over the vesting period.

() On May 15, 2002, Mr. Fulton was granted 16,000kstitions with an exercise price of $3.08, whicls\8.85 lower than the fair market value of the
stock on the date of grant. The amount disclosehisncolumn equals the Company’s expense for statk options, which equals the difference
between the exercise price and fair market valudestock on the date of grant recorded ratabéy the vesting period through fiscal 2007.
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(@) OnJanuary 9, 2002, Mr. Pulver was granted 16,08koptions with an exercise price of $3.08, whics $0.36 lower than the fair market value of
the stock on the date of grant. The amount disdlgs¢his column equals the Company’s expenseuoh stock options, which equals the difference
between the exercise price and fair market valubettock on the date of grant recorded ratabdy the vesting period through fiscal 2007.

(h) On April 5, 2003, Mr. Welch was granted 16,000 ktoptions with an exercise price of $4.94 and aBl&choles fair value of $1.54. The amount
disclosed in this column equals the Company’s egpdor such stock options in accordance with SFAERIrecorded ratably over the vesting period

through fiscal 2008.

(i) On September 17, 2003, Mr. Whiddon was granted0D6sfock options with an exercise price of $6.98 amlack-Scholes fair value of $4.88. The
amount disclosed in this column equals the Compaeypense for such stock options in accordanceSHHS 123R recorded ratably over the vesting
period through fiscal 2008.

For stock options, the SFAS 123R fair value is wlalied based on assumptions summarized in Not@drtaudited consolidated
financial statements which are included in our AadriReport on Form 10-K. For complete beneficial evahip information of our common
stock for each of our Directors, see heading “SdearOwnership of Beneficial Owners, Directorsd dxecutive Officers” on page 27.
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EXECUTIVE OFFICERS ' BIOGRAPHICAL INFORMATION AND EXPERIENCE
The following table sets forth the name, age, avgitjpn of each of our executive officers as of dage of this proxy statement.

Name Age Position

Frederick J. Rowan, I 67 Chairman of the Board of Directors and Chief
Executive Officel

Joseph Pacific 57 Presiden

Charles E. Whetzel, Jr. 56 Executive Vice President and Chief Sourcing
Officer

David A. Brown 49 Executive Vice President and Chief Operations
Officer

Michael D. Casey 46 Executive Vice President and Chief Financial
Officer

Frederick J. Rowan, lljoined us in 1992 as President and Chief Exec@ffieer and became Chairman of the Board of Dinecio
October 1996. Prior to joining us, Mr. Rowan wa®@r Vice President of VF Corporation, a multi-digis apparel company and, among
other positions, served as President and ChieflxecOfficer of both The HD Lee Company, Inc. @aksett-Walker, Inc., divisions of VF
Corporation. Mr. Rowan, who has been involved mtdxtile and apparel industries for over 40 ydaas, been in senior executive positions
for nearly 30 of those years. Mr. Rowan began aieer at the DuPont Corporation and later joinddeX, Inc., a manufacturer of women'’s
apparel, where he subsequently became Presidei@taatiOperating Officer. On June 1, 2004, the Canypnamed Joseph Pacifico,
President of Carter’s, Inc. Mr. Rowan continueseove as our Chairman of the Board of Directors@higf Executive Officer.

Joseph Pacificgoined us in 1992 as Executive Vice President-SatesMarketing and was named President of Markétiri@97. On
June 1, 2004, Mr. Pacifico was named Presidentofe€s, Inc. Mr. Pacifico began his career with @6rporation in 1981 as a sales
representative for The HD Lee Company, Inc. and pvamoted to the position of Vice President of Maitkg in 1989, a position he held
until 1992.

Charles E. Whetzel, Jijoined us in 1992 as Executive Vice President-Qpmra and was named Executive Vice President-
Manufacturing in 1997. In 2000, Mr. Whetzel was rahixecutive Vice President-Global Sourcing, angld@5 he was named Executive
Vice President and Chief Sourcing Officer. Mr. Whadtbegan his career at Aileen, Inc. in 1971 inGality function and was later promor
to Vice President of Apparel. Following Aileen, Indr. Whetzel held positions of increased respaitigi with Health-Tex, Inc., Mast
Industries, Inc., and Wellmade Industries, Inc1%88, Mr. Whetzel joined Bassett-Walker, Inc. arabwater promoted to Vice President of
Manufacturing for The HD Lee Company, Inc.

David A. Brownjoined us in 1992 as Senior Vice President-Busiféssning and Administration. In 1997, Mr. Brownsvzamed
Executive Vice President-Operations, and in 2005 mamed Executive Vice President and Chief Opersit@fficer. Prior to 1992,
Mr. Brown held various positions at VF Corporatianluding Vice President-Human Resources for bdia HD Lee Company, Inc. and
Bassett-Walker, Inc. Mr. Brown also held human uese positions with Blue Bell, Inc. and Milliken &ompany earlier in his career.

Michael D. Caseyoined us in 1993 as Vice President-Finance andnaased Senior Vice President-Finance in 1997. B819
Mr. Casey was named Senior Vice President and Gimefncial Officer. In March 2003, Mr. Casey wasnea Executive Vice President and
Chief Financial Officer. Prior to joining us, Mra8ey was a Senior Manager with Price Waterhouse ptélecessor to
PricewaterhouseCoopers LLP.

13




COMPENSATION DISCUSSION AND ANALYSIS
Overview

This Compensation Discussion and Analysis, or CD&Antended to provide information regarding thangpany’s executive
compensation program and practices. This CD&A cowevariety of topics, including: the Company’s gamsation philosophy regarding
executive compensation, the role of our Compens&iommittee in setting the compensation of our ettee officers, and executive
compensation decisions for fiscal 2006.

Compensation Philosophy

The Company is committed to achieving long-ternstaimable growth and increasing stockholder valiie. Company’s compensation
program for our executive officers is designeduport these objectives and encourage strong fiagperformance on an annual and long-
term basis by linking a significant portion of axecutive officers’ total compensation to Compaagf@rmance in the form of incentive
compensation. The principal elements of our exgeutompensation structure are base salary, anetf@rmance bonus, and long-term
equity incentives. In addition, the Company offeesquisites and other personal benefits to ourwgikexofficers. Our executive officers may
also receive special bonuses, generally in the fdfrlong-term equity incentives, in recognitionsgfecial circumstances or superior
performance.

The Company’s compensation philosophy is to seeaacutive officers’ compensation, including baakry, annual performance
bonus, and long-term equity incentives, at levadd will attract, motivate, and retain superior@xéve talent in a highly competitive
environment. The total compensation of the Compapykcutive officers is targeted between the fhtend seventy-fifth percentile of
compensation paid to executives at companies ipeer group, with maximum compensation in the toartije if superior performance is
achieved.

Role of the Compensation Committ:

Our Compensation Committee sets the compensatioaraxecutive officers, including the mix of basdary, annual performance
bonus, and long-term equity incentives. Our Comagois Committee also sets the financial performaaogets for our executive officers’
annual performance bonuses and performance stdichogesting.

To maintain the effectiveness of our executivecefficompensation program, and keep it consistehtaur compensation philosophy,
our Compensation Committee regularly reviews tlasoeableness of our executive compensation usibigcpaformation about companies
in our peer group and the industry in general. &kimg compensation determinations, our Compens&@mmmittee takes into account the
Company'’s growth and profitability, individual exgive officer performance, the nature and scopeagh executive offices’ responsibilities
and each officer’s effectiveness in supportingGloenpany’s long-term goals. Our Compensation Conemi#ilso considers the
recommendations of our Chief Executive Officer relgag the base salary, annual performance bonuslomg-term equity incentives of our
President and Executive Vice Presidents. In addittar Chief Executive Officer, Chief Financial @#r, and Senior Vice President of
Human Resources make recommendations to the Coatmn&€ommittee regarding executive compensation.

Our Compensation Committee utilizes Hay Group, mmensation consulting firm retained by the Compasyits advisor to make
recommendations on executive compensation makiess Group provides our Compensation Committee déta to benchmark the total
annual cash, annual performance bonus, and longeguity incentive compensation of similar execaibfficers in our peer group and the
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industry in general. Hay Group serves at the doaaf the Compensation Committee, and meets mliyatith the Compensation Committee
and with its Chairman.

Total Compensation

In setting a total compensation target for eacltatee officer, we consider objective and subjezfiactors, such as individual and
Company performance, prior equity awards, potefiire earnings from equity awards, retention, aradivation. Our Compensation
Committee reviews competitive market data using Bayup's Retail Industry Total Remuneration Survey andkyiatements of compan
in our peer group. The retail survey provides miadega by position, controlling for differencesrasponsibility and revenue size. The peer
group data allows the Compensation Committee te itaio consideration total compensation of siméiaecutives at comparable companies.
The data from both of these sources includes kalaeysannual performance bonus, and long-termtgingentives for the named executive
officers. The Company’s goal is to set total congation for each of our executive officers betwdenfiftieth and seventy-fifth percentile of
similar executives at companies in our peer gramp, to award our executive officers total compeaasah the top quartile if superior
performance is achieved.

Our peer group is comprised of companies in thalret wholesale industries that primarily condhasiness in apparel or related
accessories, have revenues between $500 millio$2ubdlion, and whom we consider to be high-parforg companies, generally with three
years of growth in revenue and net income. In 2006 peer group was comprised of Abercrombie &lFitseropostale, American Eag
Ouitfitters, Ann Taylor, Chico’s, The Children’s Bé&g Coach, Columbia Sportswear, Dick’s Sporting @pé-ossil, Guess, Gymboree, Hot
Topic, New York & Company, Pacific Sunwear, Quitkst, Talbots, Timberland, Tween Brands, and UrbDaitfitters.

To account for our Company’s recent growth anditmaour peer group more closely with our industiyr Compensation Committee
reviewed our peer group and, with the assistanétagfGroup, developed and approved a revised gpeapdo benchmark 2007 executive
compensation. Our Compensation Committee removedTaylor, Columbia Sportswear, Dick’s Sporting GsoHossil, Guess, Hot Topic,
New York & Company, Talbots, and Urban Outfittersnfi our peer group, and added Coldwater Creek;elvGnd Oxford Industries. Tt
Company has generally been at or above the medlhisayroup in terms of revenue and key finanpeiformance metrics, including total
shareholder return and net income growth.

In 20086, as set forth in more detail in the Sumn@oynpensation Table, the total compensation ofdhief Executive Officer was
$4,022,775, which included a $1,000,000 cash pedioce bonus for his leadership over the integratfddshKosh B’Gosh, which we
acquired in July 2005. The total compensation af@hief Financial Officer was $1,213,919; the tatampensation of our President was
$2,365,172; the total compensation of our Chiefr8iog Officer was $1,205,720; and the total compénsa of our Chief Operations Officer
was $1,163,571. In general, the total compensati@ur executive officers is at or above the mediampensation of similar executives at
companies in our peer group.

Base Salary

The Company’s goal is to set our executive offickese salaries at approximately the fiftieth patite of the base salaries paid to
similar executives in our peer group. In setting éxecutive officers’ base salaries we also take @gonsideration subjective factors, such as
the relative responsibilities of each executiveceff and the cross-functional leadership rolestamsiness contributions shared equally by our
Executive Vice Presidents.

In 2006, we provided our Chief Executive Officere$ident, and Executive Vice Presidents with bataies of $812,000, $600,000, i
$375,000, respectively. Our executive officers hamloyment
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agreements that provide them with threshold baseyskevels, subject to annual cost of living adifusnts and other adjustments our
Compensation Committee deems appropriate. ExcepufoChief Executive Officer, each of our execatofficers has a base salary in exc
of the threshold base salary levels set forth @irtamployment agreements. These employment agrésmere entered into in August 2001,
prior to the promotions of each of Messrs. Pacjf8mwn, Casey and Whetzel, and prior to the sigaift increase in the scope of each of
their responsibilities.

Annual Performance Bonus

Our practice is to make cash performance bonuseméicant component of our executive officergaiocompensation, while
maintaining the Company’s compensation philosophyatget total compensation between the fiftietth seventy-fifth percentile of our peer
group, and in the top quartile when superior penfamce is achieved. We believe this design aligasrterests of our executive officers with
the interests of our stockholders.

Our Compensation Committee approves a target biongsach executive officer that is based on a peage of their base salaries. In
establishing these bonus targets, the Compendatiomittee considers our executive officers’ potdrtital compensation in light of the
Company’s compensation philosophy and market mrestiOur Compensation Committee approves thesestiargets before the end of the
first quarter of each fiscal year. The executiviicefs can earn their target bonuses based upo@idh®any’s achievement of pre-determined
financial performance targets. Our Compensation @ittee has the discretion not to award performdimrises, even if the Company
achieves its financial performance targets.

In accordance with our Amended and Restated Anngehtive Compensation Plan (the “Incentive Compg&os Plan”), which has
been approved by our stockholders, the Compens@oommittee has selected earnings per share, astedjffor unusual or non-recurring
items, as the financial performance metric to deiee the amount, if any, of annual performance kesuo be paid under our Incentive
Compensation Plan. Our Compensation Committeetsel@arnings per share because it believes ibselyl aligned with the interests of our
stockholders.

Our executive officers can earn from 0% to 200%heir target performance bonus based upon the Cayrgpachievement of pre-
determined earnings per share targets establightteliCompensation Committee. In 2006, the Comaeginings per share had to be at
least $1.26 per share, representing approxima@&fy growth in earnings per share, before any anmerdbrmance bonus could be earned. To
earn 100% of their target bonus, the Company’siegsrper share had to be at least $1.40 per stegmesenting approximately 23% growth
in earnings per share; and for our executive affite earn a maximum bonus, the Company’s earmegshare had to be at least $1.47 per
share, representing approximately 29% growth iniags per share.

In accordance with the terms of our Chief Execu®fficer's employment agreement, his annual perforoe bonus target must be at
least 150% of his base salary. In 2006, we seChigf Executive Officer's performance bonus tamget50% of his base salary. Based upon
the achievement of the Company’s earnings per sheget of $1.40 in 2006, our Chief Executive Gdficeceived an annual performance
bonus of $1,218,000, or 150% of his base salary.

In accordance with the terms of our President’sleympent agreement, his annual performance bongsttanust be no less than 65% of
his base salary. Mr. Pacifico entered into this legypent agreement in August 2001, prior to beingnpoted to President in June 2004. In
recognition of an increase in his scope of resgailitgés resulting from his promotion to Presidetiie Compensation Committee set
Mr. Pacifico’s 2006 performance bonus target at%a@d his base salary. Based upon the achievemahedompany’s earnings per share
target of $1.40 in 2006, our President receivedratual performance bonus of $600,000, or 100%base salary.
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In accordance with the terms of each of our ExgeWiiice Presidents’ employment agreements, theiuahperformance bonus target
must be no less than 65% of his base salary. Oeciive Vice Presidents entered into their emplaynagreements in August 2001, prior to
each executive officer's promotion and the increasscope and responsibilities of their respecgigsitions. In recognition of these factors,
the Compensation Committee set each of the ExexMice Presidents’ performance bonus targets &806f their base salaries. Based upon
the achievement of the Company’s earnings per dheget of $1.40 in 2006, our Chief Financial OéficChief Sourcing Officer, and Chief
Operations Officer each received an annual perfoomdonus of $328,125 in 2006, or 87.5% of eadheaif base salaries.

Internal Revenue Code Section 162(i

Section 162(m) of the Internal Revenue Code of 188@&mended, imposes a $1 million limit on the @mh¢hat a public company may
deduct for compensation paid to a company’s chietaetive officer and any of the company’s four otim@st highly compensated executive
officers. This limitation generally does not appdyperformance-based compensation that is awandéerra plan that is approved by the
stockholders of a company and that also meetsigeartiaer technical requirements. Our compensatiognam for our executive officers
generally operates within the deductibility reqments under Section 162(m). However, the Compears@ommittee realizes that individual
exceptions may occur.

Equity Incentives

Our Amended and Restated 2003 Equity Incentive @len“Equity Incentive Plan”) allows for variougoes of equity awards, including
stock options, restricted stock, stock appreciatights, and deferred stock. Awards under our Bduitentive Plan are granted to recruit,
motivate, and retain employees and are grantedrinaction with promotions or increases in respalityibThese awards have been limitec
time and performance-based stock options and timdgparformance-based restricted stock, althouglCounpensation Committee could use
other forms of equity awards in the future.

All awards under our Equity Incentive Plan musiberoved by our Compensation Committee. Our CongtemsCommittee
determines the type, timing, and amount of equitgirals granted to each of our executive officersrafbnsidering their base salary and ta
performance bonus in relation to the Company’s cemsption philosophy. Our Compensation Committe® @ssiders the competitive
analysis of our peer group, the value of previaystg awards, and our desire to retain and motieateexecutive officers and to align their
goals with the long-term goals of our stockholdéronsidering the impact of equity awards onltoteanpensation, we calculate the value of
equity awards by using the Black-Scholes valuatmthod. In addition, our Compensation Committeeilaaty reviews the equity ownership
of our executives compared to the Company’s mininswmership guidelines. These minimum ownership gjiiés require our Chief
Executive Officer and President to own at leasttii@es their base salary in Company stock (or titénisic value of options to purchase
Company stock that were granted prior to the Comga2001 acquisition). The minimum ownership guide$ require our Executive Vice
Presidents to each own five times their base s&alaBompany stock.

Our Compensation Committee’s practice is to appgraats of stock options and restricted stock gtilaly scheduled meetings. Our
Compensation Committee may also make equity gergpecial meetings or by unanimous written conseat Compensation Committee
sets the exercise prices of equity awards at t&rgj price of our common stock on the New Yorkc&tBxchange on the date of grant.

In May 2005, our Compensation Committee grantedGhief Executive Officer 400,000 performantased stock options. These opti
vest in varying percentages in February 2009 baped Mr. Rowan’s continued employment with the Camp the Company’s achievement
of specified levels of
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fiscal 2008 net income, as adjusted for presemtatidhe financial markets, ranging from $75 millim $100 million, and other individual
performance criteria that we believe Mr. Rowan wadhieve.

In March 2004, our Compensation Committee grantedPoesident 200,000 stock options that vest ia éigual, annual installments
based on Mr. Pacifico’s continued employment whith €ompany. In November 2005, the Compensation Gtieergranted our President
200,000 performance-based stock options. Theseraptiest in February 2010 based upon Mr. Pacificorginued employment with the
Company, the Company’s achievement of fiscal 208i9ntome, as adjusted for presentation to then&iizh markets, of at least $116 million,
and other individual performance criteria that vedidve Mr. Pacifico will achieve.

In March 2004, our Compensation Committee granteddhief Financial Officer 200,000 stock optionatthest in five equal, annual
installments based on Mr. Casey’s continued empémtrwith the Company. In each of February 2006Retatuary 2007, our Compensation
Committee granted our Chief Financial Officer 18 &fock options and 12,000 shares of restrictezkstach of which vest in four equal,
annual installments based on Mr. Casey’s contirmgloyment with the Company.

In May 2005, our Compensation Committee grantedGhief Sourcing Officer and Chief Operations Offieach 60,000 stock options
that vest in four equal, annual installments basedach’s continued employment with the Company&y 2005, our Compensation
Committee also granted our Chief Sourcing Offiasdt &hief Operations Officer each 40,000 sharegstficted stock, all of which vest in
May 2009 based on each’s continued employment tiv#lfCompany.

Perquisites and Other Benefil

The Company provides perquisites and other bertefibsir executive officers as part of their toainpensation. In 2006, the
Compensation Committee established a perquisb&ahce from which each executive officer is reingeak for various expenses, including
automobile allowances, financial and tax planntmgglth club dues, and related tax gropgpayments. Amounts from the perquisite allow:
that are unused at the end of the fiscal yearafeifed.

The 2006 perquisite allowances for our executifeefs were: $60,000 for our Chief Executive Officg45,000 for our President, and
$30,000 for each of our Executive Vice Presideintaddition to the perquisite allowances, our Clirécutive Officer, President, and Chief
Operations Officer are each provided a country chémbership. Additional information on executivéiagr perquisites can be found in the
footnotes to the Fiscal 2006 Summary CompensatadieTin this proxy statement.

Pursuant to the Company’s 401(k) plan, the Commmaayides its executives the same level of matchongributions available to all
eligible employees, which is equal to 100% of eaxdcutive officer’s first 3% of pre-tax contributi® and 50% of each executive officer’s
next 2% of pre-tax contributions each year, suldeénternal Revenue Service limitations. In 208&ch of our executive officers received
$8,800 in matching contributions.

The Company also made premium payments on behaliroPresident and Executive Vice Presidents oin peesonally owned
insurance policies. In 2006, including the asseddax gross-ups, the Company made payments of&1®2n behalf of our President,
$69,505 on behalf of our Chief Financial Office89§044 on behalf of our Chief Sourcing Officer, &%9,079 on behalf of our Chief
Operations Officer.

The Company also provides our executive officeth an excess supplementary health insurance piblatyreimburses our executives
for certain qualified health expenses not coverdenthe Company’s ERISA medical plan.
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Retirement Benefit:

Under an agreement with Mr. Rowan, the Companyalgased to provide him with a supplemental executitieement defined benefit
according to a formula based on his final averagrial salary during the highest 36 consecutive hmaf his last 60 months of employment,
offset by other external retirement benefits andi@&ecurity benefits to which he is entitled. §benefit is subject to an overall annual
maximum payment of $385,000. Based on the estimatirt of his other retirement and Social Secuégefits, Mr. Rowan’s annual
payment is projected to be approximately $334,d@huretirement. The plan is fully funded througlo tiwsurance policies, and the Comp:
was not required to make any premium payments @% 20 meet the plan’s benefit obligation. In aduitino other premiums are expected to
be required in the future to meet the plan’s bemddfigation.

Pursuant to his employment agreement, the Compganypeovides Mr. Rowan with life insurance equaR&®% of his annual base
salary. This life insurance benefit is providedtigh two split-dollar life insurance policies. Tiiemium and gross-up payment for fiscal
2006 was $48,106, which was included in Mr. Rowasipensation. Upon Mr. Rowan'’s retirement, thé&-sjalllar arrangement will be
terminated. A portion of the cash value of the gie will be used to reimburse the Company for puempayments made prior to 2003. A
portion of this reimbursement will be used to pda/Mr. Rowan with a gross-up payment for taxes kMatRowan will incur upon
termination of the policy.

Potential Payments upon a Termination or Change@ontrol
Termination

In the event that any of our executive officerteisninated by the Company for “cause,” retires dnees disabled, or dies, the executive
or his estate will be provided his base salaryfande and medical and dental benefits throughténmination of his employment. If any of
our executive officers is terminated “without calise if any of our executive officers terminates Bmployment for “good reason,” the
executive officer shall receive his base salarymedical and dental benefits for 24 months (36 im®int the case of our Chief Executive
Officer) following the date of his termination,ttfie executive officer complies with confidentialityitellectual property assignment, non-
competition, and non-solicitation obligations, wiigenerally last for a period of one to two yeditse executive officers have the option of
receiving these payments in one lump sum equaleadtal payment’s then present value. The exeeufficers shall also receive the annual
performance bonus that he would have earned a&shal been employed at the end of the year in whgbmployment was terminated. The
determination of whether an annual performance b@mpayable to the executive officer may take atoount whether the Company
achieved its performance targets, but may not itatheaccount whether personal performance targetthé executive officer were achieved.
The vesting of equity incentives for our executdiéicers is not required to be accelerated in thené of a termination of employment.

In determining whether a termination occurred waittwithout cause, “cause” is deemed to exist wheretxecutive officer has: been
convicted of a felony (or the entering of a pleayoiity or no contest to a felony); committed at @fcfraud involving an act of dishonesty for
personal gain which is materially injurious to thempany; willfully breached his obligations of cim@ntiality, intellectual property
assignment, non-competition, or non-solicitationiagt the Company; willfully engaged in gross misthact which is materially injurious to
the Company; or, after a cure period, willfullywséd to perform his duties.

In determining whether an executive officer hasdgjoeason” to terminate his employment, “good reasogenerally deemed to exist
when the Company has: materially reduced an exexofficer's duties, responsibilities, or statussigned to the executive a material amount
of additional duties that are significantly incatent with his previous duties; required the exgeub relocate or imposed a material amount
of increased travel obligations; or materially lmtead his employment agreement.
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Based upon a hypothetical termination “without eduw for “good reason” as of December 30, 2006,gbverance and other benefits
each executive officer would be entitled to aréotlews:

Chief Executive
Executive Vice
Officer President Presidents
Base Salary $2,436,00( $1,200,00( $ 750,00(
Performance Bont 1,218,00( 600,00( 328,12¢
Health and Other Benefits 41,79¢€ 27,864 27,864
Total $3,695,79¢ $1,827,86: $1,105,98¢

In addition, our executive officers are entitledéoeive any benefits that they would have beeitleshto under our 401(k) plan and
supplemental retirement plans. These severancéditseare provided under the terms of each of owcekve’'s employment agreements.

Changein Control

In the event of a change in control of the Compafiyuynvested stock options shall vest. The clogirige on the New York Stock
Exchange of the Company’s common stock on thetdading day of fiscal 2006 was $25.50 per sharseBaipon a hypothetical change in
control of the Company on December 30, 2006, tiransic value of accelerated option vesting for executive officers would be as follows:

Chief Chief Chief Chief
Executive Financial Sourcing Operations
Officer Officer President Officer Officer
Option Value $1,396,00( $1,282,80( $1,282,80( $157,05( $157,05(

In the event of a change in control of the Compamg,Compensation Committee also has the abilitgt@ove the vesting restrictions
all unvested shares of restricted stock. Based apoypothetical change in control of the Companypercember 30, 2006, the intrinsic value
of accelerated option vesting and the value oflacaed vesting of restricted shares for our exeeufficers would be as follows:

Chief Chief Chief Chief
Executive Financial Sourcing Operations
Officer Officer President Officer Officer
Option and Restricted Stock Value $1,396,00( $1,588,80( $1,282,80( $1,177,05( $1,177,05!(
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COMPENSATION COMMITTEE REPORT

The Compensation Committee of the Board has revdeamel discussed with Company management the Cormpem®iscussion and
Analysis included in this proxy statement. Basedwch review and discussions, the Compensation Gieenthas recommended to the Bc
that the Compensation Discussion and Analysis tleidied in this proxy statement for filing with tBecurities and Exchange Commission.

Submitted by the Compensation Committee

Mr. Paul Fulton, Chairman
Ms. Elizabeth A. Smith
Mr. John R. Welch

Compensation Committee Interlocks and Insider Parttipation

None of the members of our Compensation Committed@rsy during fiscal 2006 has been an officer tleoemployee of the Company.
None of our executive officers has served as a reewitthe board of directors or compensation cotemiof any entity that has one or m
executive officers serving on our Board or the Cengation Committee.
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FISCAL 2006 SUMMARY COMPENSATION TABLE

The table below provides information concerningdbmpensation of our named executive officersifaal 2006.
In the “Salary” column, we disclose the base satatig to each of our named executive officers dyfiscal 2006.

In the “Bonus” column, we disclose the cash bonesesed during fiscal 2006, other than amountsegbpursuant to the Company’s
Incentive Compensation Plan.

In the “Stock Awards” and “Option Awards” columnge disclose the 2006 compensation expense the Gompeorded in accordance
with SFAS 123R relating to awards of stock or opsiowvithout a reduction for assumed forfeitures. féstricted stock, the SFAS 123R fair
value is calculated using the closing price onNI&E of our stock on the date of grant and expénsecorded ratably over the vesting
period. For time-based and performance-based sigibbns, the SFAS 123R fair value is calculatededamn assumptions summarized in
Note 7 to our audited consolidated financial staets, which are included in our 2006 Annual ReparfForm 1-K. For time-based stock
options, we recognize expense ratably over theéngeperiod. For performance-based stock optionsrastlicted stock awards that cliff-vest,
we have assumed the performance criteria will beame restricted stock awards will cliff-vest, andaccordance with SFAS 123R, we
record expense ratably over the vesting period.

In the column “Non-Equity Incentive Plan Compensati we disclose the dollar value of all compensatiamed in fiscal 2006 pursue
to the Company’s Incentive Compensation Plan, ¢lvengh payments of such amounts were made in Fghb2087.

In the column “All Other Compensation,” we discldke dollar value of all other compensation thatldaot properly be reported in
other columns of the Fiscal 2006 Summary Compemsdtable, including perquisites, amounts reimbufsethe payment of taxes, and
insurance premiums paid by the Company for the fitesfeour named executive officers.

Change in
Pension Value and
Nonqualified
Deferred
Stock Option Non-Equity Compensation All Other
Awards Awards Incentive Plan Earnings Compensation
Fiscal Salary Bonus ($) $) Compensation ($) $) Total
Name and Principal Position Year (%) ($) (b) (c) (%) (d) (e) ($)
Frederick J. Rowan, Il 200€ $ 812,00C $ 1,000,00( (a) $ — $ 849,17: $ 1,218,00( $— $ 143,60 $ 4,022,77:
Chairman of the Board and Chief
Executive Officel
Michael D. Case! 200€ $ 375,00C $ — $ 89,68¢ $ 302,06¢ $ 328,12t $— $ 119,03¢ $ 1,213,91¢
Executive Vice President and Chief
Financial Officer
Joseph Pacific 200€ $ 600,00 $ = $ — $ 880,96: $ 600,00( $— $ 284,21C $ 2,365,17:
Presiden
Charles E. Whetzel, J 200€ $ 375,00 $ — $ 219,297 $ 130,19¢ $ 328,12t $— $ 153,10t $ 1,205,72(
Executive Vice President and Chief
Sourcing Officel
David A. Brown 200€ $ 375,00C $ = $ 219,297 $ 130,19: $ 328,12t $— $ 110,95¢ $ 1,163,57:

Executive Vice President and Ch
Operations Office

(a) Bonus award earned in fiscal 2006 based on the @oypachievement of performance criteria relatethe integration of OshKosh as set forth in Mrwao's amended and restated
employment agreement. This award was paid in fidear.
(b) The amounts disclosed in this column for Mr. Cadéy,Whetzel, and Mr. Brown reflect the expenseresorded in accordance with SFAS 123R during fi2€8l6 for the following grants,
without a reduction for assumed forfeitures:
(0] Mr. Casey was granted 12,000 shares of restritomik ®n February 16, 2006 with a grant date falugaf $34.32 per share, the closing price of tbenffany’s common stock on the date
of grant. These shares vest in four equal, anmsghliments. In accordance with SFAS 123R, we keapense for this grant ratably over the four-yezsting period.
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(ii) Mr. Whetzel and Mr. Brown were each granted 40 $l@dres of restricted stock on May 13, 2005 witheangdate fair value of $22.01 per share, the otpgrice of the Compars
common stock on the date of grant. These sharfévest on May 13, 2009. We have assumed theseslvell vest on May 13, 2009, and in accordancé BfAS 123R, we record
expense for these grants ratably over the four-yesting period.

The amounts disclosed in this column represenéxipense we recorded in accordance with SFAS 128Rgdfiscal 2006 for the following grants, withocaireduction for assumed forfeitures:

(i) Mr. Rowan was granted 400,000 performance-baset sfations on May 13, 2005 with a Black-Scholes Yailue of $7.76 per share and an exercise pri§g22f01 per share, the closing
price of the Company’s common stock on the dagraft. These stock options vest in February 20@§est to the achievement of individual and Comppesformance criteria. We have
assumed these performance criteria will be metlaesk shares will vest, and in accordance with SEZER, we record expense ratably over the vesenpg.

(ii) Mr. Casey was granted 200,000 time-based stockmgptn March 22, 2004 with a Black-Scholes faiueadf $6.56 per share and an exercise price oB&Iger share, the closing price of
the Company’s common stock on the date of grares@&lshares vest in five equal, annual installnfetiving the date of grant. In accordance with SFP23R, we record expense for this
grant ratably over the five-year vesting period. Masey was also granted 12,000 time-based stdizsmn February 16, 2006 with a Black-Scholes\alue of $15.59 per share and an
exercise price of $34.32 per share, the closincepsf the Company’s common stock on the date oftgfizhese stock options vest in four equal, anmsahliments. In accordance with
SFAS 123R, we record expense for this grant ratabéy the four-year vesting period.

(iii) Mr. Pacifico was granted 200,000 time-based stqtlons on March 22, 2004 with a Black-Scholes Yailue of $6.56 per share and an exercise pricd 484 per share, the closing price
of the Company’s common stock on the date of gfEimtse shares vest in five equal, annual instalisniefiowing the date of grant. In accordance vVBffAS 123R, we record expense for
this grant ratably over the five-year vesting periblr. Pacifico was also granted 200,000 perfornean@sed stock options on November 10, 2005 witlaekBScholes fair value of $12.68
and an exercise price of $31.18 per share, thénggsice of the Company’s common stock on the dagrant. These stock options vest in February028libject to the achievement of
individual and Company performance criteria. Weéhassumed these performance criteria will be métlase shares will vest, and in accordance withSSE23R, we record expense
ratably over the vesting period.

(iv) Mr. Whetzel and Mr. Brown were each granted 6080@k options on May 13, 2005 with a Black-Schdéesvalue of $8.71 per share and an exercise fi¢22.01 per share, the
closing price of the Company’s common stock ondhte of grant. These stock options vest in foumggnnual installments following the date of grantaccordance with SFAS 123R, we
record expense for these grants ratably over tlieyfear vesting period.

The fair values of these stock option awards wateutated based on assumptions summarized in Nmt®ur audited consolidated financial statemertware included in our 2006 Annual
Report on Form 10-K.

(d) There was no change in the present value of Mr.@swsupplemental executive retirement plan beifrefih the end of fiscal 2005 to the end of fiscaD@ due to a combination of a decreased
benefit and the mortality factors used.
(e) The amounts shown as “All Other Compensation” csirei the following:
Excess

Insurance Personal

Premium Liability Medical 401(k) Tax

Payments Insurance Reimbursements Company Perquisites Gross-Ups
Name 0] Premiums (i) Match (iii) (iv) Total
Frederick J. Rowan, Il $ 27,68t $ 3,52¢ $ 7,91¢ $ 8,80C $ 46,841 $ 48,82¢ $ 143,60z
Michael D. Case' $ 40,00 $ 3,52¢ $ 4,59¢ $ 8,80C $ 19,33 % 42,772 $ 119,03¢
Joseph Pacific $ 111,00¢ $ 3,52¢ $  14,04¢ $ 8,80C $ 38971 $ 107,861 $ 284,21(
Charles E. Whetzel, J $ 57,00 $ 3,52¢ $ 9,12¢ $ 8,80C $ 2428 % 50,35¢ $ 153,10¢
David A. Brown $ 34,00 $ 3,52¢ $ 5,643 $ 8,80C $ 2451z % 34,47z $ 110,95¢€

@®

(if)
(i)

(iv)

Amount for Mr. Rowan relates to split-dollar lifesurance premiums paid by the Company and payr@Msssrs. Casey, Pacifico, Whetzel, and Browrteelacontributions made
to individual whole-life insurance policies.

Amounts relate to medical reimbursements and mtledsts pursuant to a supplemental executive miediicabursement plan.

Mr. Rowan'’s perquisites are comprised of $20,25laftomobile-related costs, $11,858 for fundraisingvities, $7,250 for financial planning, $5,1f@t country club dues, and
$2,381 for spousal travel; Mr. Casey’s perquisitesscomprised of $18,011 for automobile-relatedscand $1,325 for a health club membership; MrifRats perquisites are
comprised of $22,432 for automobile-related cdk$s750 for financial planning, $5,648 for a healthlb membership, and $5,141 for country club divrs;Whetzel's perquisites are
comprised of $22,964 for automobile-related conts $1,325 for a health club membership; and MrwBr's perquisites are comprised of $23,210 for autoibe-related costs and
$1,302 for country club dues.

Mr. Rowan'’s gross-ups are comprised of $20,421nfsurance premium payments, $14,938 for automobikgted costs, $5,348 for financial planning, $3,7& country club dues,
$2,603 for excess personal liability insurance, $hd55 for spousal travel; Mr. Casey’s gross-agtiide $29,505 for insurance premium payments,8#9fér automobile-related
costs, $2,603 for excess personal liability insoeamnd $977 for a health club membership; Mr.fRats gross-ups include $81,876 for insurance poempayments, $10,274 for
automobile-related costs, $4,242 for financial plag, $5,072 for a health club membership, $3,#46unty club dues, and $2,603 for excess persiatiity insurance;

Mr. Whetzel's gross-ups include $42,044 for insespremium payments, $4,734 for automobile-relateds, $2,603 for excess personal liability insoearand $977 for a health
club membership; and Mr. Brown’s gross-ups incl&@8,079 for insurance premium payments, $6,79@doomobile-related costs, and $2,603 for excessopet liability insurance.
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FISCAL 2006 GRANTS OF PLAN-BASED AWARDS

The following table provides information concerniegch grant of plan-based awards made to a naneeditése officer in fiscal 2006.
This includes incentive compensation awards grantetkr our Incentive Compensation Plan and stotikmmpand restricted stock awards
granted under our Equity Incentive Plan. The tholsharget, and maximum columns reflect the rapfgestimated payouts under these plans
for fiscal 2006. The exercise price disclosed isatdo the closing market price of our common storkhe date of grant. Finally, in the last
column, we report the aggregate SFAS 123R valwad efvards made in fiscal 2006 as if they wereyfultsted on the grant date.

Estimated Future Payouts Under Estimated Future Payouts Undetr
Non-Equity Incentive Plan Awards Equity Incentive Plan Awards
Grant
Date
Exercise Fair
or Value
Base of
Equity Price Stock
Award Target of and
Award Grant Threshold $) Maximum Threshold  Target Maximum Option Awards Option
Name Type Date ($) (@) ($) (#) (#) (#) ($/Sh) Awards
Frederick J. Rowan, Cash Bonu: — $— $ 1,218,000 $ 2,436,00( — — — $ — $ =
Shares — $— $ — $ — — — = $ — $ =
Options — $— $ — $ — — — — $ — $ —
Michael D. Case' Cash Bonu — $— $ 328,12¢ $ 656,25( — — — $ — $ —
Shares (b 2/16/200¢ $— $ — $ — — 12,00C 12,00C $ $  411,78C
Options (c) 2/16/200¢ $— $ — $ — — 12,00C 12,00C $ 34.32 $ 187,12¢
Joseph Pacific Cash Bonu — $— $ 600,000 $ 1,200,00( — — — $ $ =
Shares — $— $ — $ — — — = $ — $ =
Options — $— $ — $ — — — — $ — $ —
Charles E. Whetzel, J Cash Bonu: — $— $ 328,12F $ 656,25( — — — $ — $ —
Shares — $— $ — $ — — — — s — $ —
Options — $— $ — $ — — — — 5 — $ —
David A. Brown Cash Bonu: — $— $ 328,12¢ $ 656,25( — — — $ — $ =
Shares = $— $ — $ = = = = $ — $ =
Options — $— $ — $ — — — — $ — $ —

(a) Each executive officer earned his target bonussegaf 2006, which was paid in fiscal 2007.

(b) Shares of restricted stock granted to Mr. Caselyebruary 16, 2006 pursuant to the Company’s Ednitgntive Plan. These restricted shares vest satalibur equal, annual installments
following the date of grant. In accordance with SFP23R, we record expense related to this graablsabver the vesting period.

(c) Time-based stock options granted to Mr. Casey dmugey 16, 2006 pursuant to the Comparigfuity Incentive Plan. These stock options vassthly in four equal, annual installments follow
the date of grant. In accordance with SFAS 123Rregerd expense related to this grant ratably tweresting period.

OPTION EXERCISES AND STOCK VESTED IN FISCAL 2006

The following table provides information concernimgr named executive officers’ exercises of stqufoms and vesting of restricted
stock during fiscal 2006. The table reports, oraggregate basis, the number of securities acquped exercise of stock options, the dollar
value realized upon exercise of stock optionsntimaber of shares of restricted stock that haveedesind the dollar value realized upon the
vesting of restricted stock.

Option Awards Stock Awards
Number of Number of
Shares Acquired Shares Acquired Value Realized
Value Realized
on Exercise on Exercise on Vesting on Vesting
Name #) (%) #) $
Frederick J. Rowan, I 636,40( $ 17,453,73(a) — —

(@) Aggregate dollar amount was calculated by multigyihe number of shares acquired by the differéreteeen the market price of the underlying seasiéit the time of exercise and the exer
price of the stock options.
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OUTSTANDING EQUITY AWARDS AT FISCAL 2006 YEAR -END

The following table provides information regardimgexercised stock options, stock that has not gsted, and equity incentive plan
awards for each named executive officer outstandggf the end of fiscal 2006. Each outstandingdiugarepresented by a separate row
which indicates the number of securities underlyhyaward.

Option Awards Stock Awards
Equity
Equity Incentive
Incentive Plan
Plan Awards:
Equity Awards: Market or
Incentive Number of Payout
Plan Unearned Value of
Awards: Shares, Unearned
Number of Number of Units or Shares,
Number of Securities Securities Other Units or
Securities Underlying Underlying Rights Other
Underlying Unexercised Unexercised That Have Rights
Unexercised Options Unearned Option Not Vested That Have
Options #) Options Exercise Option Not Vested
#) (a) #) Price Expiration #) %)
Name (Exercisable)  (Unexercisable) (b) ($) Date (© (d)
Frederick J. Rowan, Il 958,35¢ — — $ 0.75 — — —
1,060,71( — — $ 3.08 8/15/2011 — —
— — 400,00( $22.01 5/13/201¢ — —
Michael D. Case! 389,68¢ — — $ 3.08 8/15/2011 — —
80,00C 120,00( — $14.81 3/22/201¢ — —
— 12,00C — $34.32 2/16/201¢ — —
— — — $ — — 12,00C $ 306,00(
Joseph Pacific 389,68¢ — — $ 3.08 8/15/2011 — —
80,00C 120,00( — $14.81 3/22/201¢ — —
— — 200,00( $31.1€  11/10/201¢ — —
Charles E. Whetzel, J 389,68¢ — — $ 3.08 8/15/2011 — —
15,00( 45,00C — $22.01 5/13/201¢ — —
— — — $ — — 40,00C  $1,020,00(
David A. Brown 389,68¢ — — $ 3.08 8/15/2011 — —
15,00( 45,00C — $22.01 5/13/201¢ — —
— — — $ — — 40,00C  $1,020,00(

@

(b)

Unexercised options relate to the following awards:

@

(i)

(iii)

Mr. Casey was granted 200,000 time-based stockmgptin March 22, 2004 with a Black-Scholes faiueadf $6.56 per share and an exercise price oB®lger
share, the closing price of the Company’s commoaoksbn the date of grant. These shares vest irefiuml, annual installments following the date iafrg. In
accordance with SFAS 123R, we record expense yatafelr the five-year vesting period. Mr. Casey wk® granted 12,000 time-based stock options on
February 16, 2006 with a Black-Scholes fair valti®15.59 per share and an exercise price of $3deB2hare, the closing price of the Company’s comstock on
the date of grant. These stock options vest in énural, annual installments following the date @fng. In accordance with SFAS 123R, we record ex@eatably
over the four-year vesting period.

Mr. Pacifico was granted 200,000 time-based stqtlons on March 22, 2004 with a Black-Scholes Yailue of $6.56 per share and an exercise pricd 484 per
share, the closing price of the Company’s commookson the date of grant. These stock optionsinefte equal, annual installments. In accordangh BFAS
123R, we record expense ratably over the five-yeating period.

Mr. Whetzel and Mr. Brown were each granted 60,808k options on May 13, 2005 with a Black-Schdéesvalue of $8.71 per share and an exercise miice
$22.01 per share, the closing price of the Commaoginmon stock on the date of grant. These stoti&rpvest in four equal, annual installments.dnaxdance
with SFAS 123R, we record expense ratably ovefdheyear vesting period.

Unexercised, unearned stock options relate toaheing awards:

@

Mr. Rowan was granted 400,000 performance-baset stotions on May 13, 2005 with a Black-Scholes Yaiue of $7.76 per share and an exercise pri§2»f01l
per share, the closing price of the Company’s comstock on the date of
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grant. These stock options vest in February 20@i§iest to the achievement of individual and Comppesformance criteria. We have assumed these peafore
criteria will be met and these shares will vest] anaccordance with SFAS 123R, we record expesisdly over the vesting period.

(i)  Mr. Pacifico was granted 200,000 performance-baseck options on November 10, 2005 with a Blackefeh fair value of $12.68 and an exercise pricg3if.18
per share, the closing price of the Company’s comstock on the date of grant. These stock opti@ss m February 2010, subject to the achievememdidual
and Company performance criteria. We assume the$ermance criteria will be met and these shardlsvest, and in accordance with SFAS 123R, we récor
expense ratably over the vesting period.

(c)  Equity Incentive Plan awards relate to the follogvgrants:

0] Mr. Casey was granted 12,000 shares of restrid¢tedk ®n February 16, 2006 with a grant date falue@af $34.32 per share, the closing price of tben@any’s
common stock on the date of grant. These sharésn/irir equal, annual installments. In accordanith SFAS 123R, we record expense ratably ovefaheyear
vesting period.

(i)  Mr. Whetzel and Mr. Brown were each granted 40 §lidres of restricted stock on May 13, 2005 withamdate fair value of $22.01 per share, the ofpgrice of
the Company’s common stock on the date of grargs&fshares cliff-vest on May 13, 2009. We haverasdithese share will vest on May 13, 2009 and in
accordance with SFAS 123R, we record expense &setigrants ratably over the four-year vesting perio

(d)  Amount based on the closing market price per sbatiee Company’s common stock on Friday, DecemBe2206 of $25.50.

FISCAL 2006 PENSION BENEFITS TABLE

The following table provides information with regpéo Mr. Rowan'’s supplemental executive retiren@an (“SERP”). Mr. Rowan’s
SERP provides him with a defined benefit according formula based on his final average annuahgdiaring the highest 36 consecutive
months of his last 60 months of employment, offsebther external retirement benefits and Sociau8ty benefits to which he is entitled.
This benefit is subject to an overall annual maximpayment of $385,000. Based on the estimated wdlhis other retirement and Social
Security benefits, Mr. Rowan’s annual payment @gjguted to be approximately $334,000 upon retiranieme plan is fully funded through
two insurance policies, and the Company was natired to make any premium payments in fiscal 2@0@ &et the plan’s benefit obligation.
In addition, no other premiums are expected toelgeired in the future to meet the plan’s benefiigaiion.

The amounts below reflect the actuarial presentevaf Mr. Rowan’s accumulated benefit under the pt@mputed as of December 30,
2006.

Present Value of Payments
Number of Years During Last
Accumulated
Credited Service Benefit Fiscal Year
Name Plan Name (#) ($) (%)
Frederick J. Rowan, Il SERF — $3,228,00( —
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SECURITIES OWNERSHIP OF BENEFICIAL OWNERS,
DIRECTORS, AND EXECUTIVE OFFICERS

The following table sets forth the number of sharethe Company’s common stock owned by each ofdhewing parties as of

March 19, 2007, or as of such other date as inglicdt) each person known by the Company to owefméally more than five percent of tl
outstanding common stock; (b) the Company’s nanxedgive officers; (c) each Director; and (d) altdztors and named executive officers
as a group. Unless otherwise indicated below, theens address is The Proscenium, 1170 Peachireet SiE, 9" Floor, Atlanta, Georgia
30309.

Beneficial Ownership
Name of Beneficial Ownel Shares Percent
AMVESCAP PLC(1) 5,985,50:  10.4%
Baron Capital Group, Inc.( 5,520,40( 9.6%
The Guardian Life Insurance Company of Americi 4,604,20( 8.0%
Columbia Wanger Asset Management, L.P 3,444,40( 6.0%
Frederick J. Rowan, II(& 2,019,06¢ 3.4%
Charles E. Whetzel, Jr.( 856,70¢ 1.5%
Joseph Pacifico(i 832,97¢ 1.4%
David A. Brown(6) 801,27: 1.4%
Michael D. Casey(8 713,00( 1.2%
David Pulver(9 238,66¢ *
Paul Fulton(10 187,95¢ *
Bradley M. Bloom(11 150,00¢ *
Thomas E. Whiddon(1- 86,794 *
John R. Welch(13 38,52¢ *
Elizabeth A. Smith(14 11,554 *
All directors and executive officers as a group( 5,936,52( 9.6%

*

@)

@)

@)

Indicates less than 1% of our common stock

This information is based on a Schedule/A3f¢ed with the Securities and Exchange CommisgiSEC”) on January 25, 2007. AMVESCAP PLC
has sole voting and sole dispositive power covesi®85,503 shares of our common stock. AMVESCA®elding company for AIM Advisors, Inc.,
AIM Capital Management, Inc., Invesco Private Calpiinc. and PowerShares Capital Management, LIie. dddress for AMVESCAP PLC is 30
Finsbury Square, London EC2A 1AG England. AIM Adris Inc. has shared voting and dispositive powgeiing 5,535,942 shares of our common
stock. AIM Capital Management, Inc. has sharedngpéind dispositive power covering 355,447 sharesiotommon stock. Invesco Private
Capital, Inc. has shared voting and dispositive grosovering 30,436 of our common stock. PowerSh@egstal Management, LLC has shared voting
and dispositive power covering 63,678 shares ottoutmon stock.

This information is based on a Schedule/A3i@ed with the SEC on February 14, 2007. Barapifal Group, Inc. has shared voting power covering
5,069,400 shares and shared dispositive power iogvg/520,400 shares of our common stock. Barornit@laproup, Inc. and Ronald Baron are the
parent of BAMCO, Baron Capital Management and B&oowth Fund. The address for Baron Capital Grénp,is 767 Fifth Avenue, New York, Ne
York 10153. BAMCO, Inc. has shared voting powerarivg 4,797,000 shares and shared dispositive poswaring 5,217,000 shares of our common
stock. Baron Capital Management, Inc. has sharédg/power covering 272,400 shares and shared sitbgopower covering 303,400 shares of our
common stock. Baron Growth Fund has shared votidgdispositive power covering 2,900,000 sharesuoftcommon stock. Ronald Baron has shared
voting power covering 5,069,400 shares and shasgpsitive power covering 5,520,400 shares of oanmon stock.

This information is based on informatiomyided in a Schedule 13G filed with the SEC on Eabr 9, 2007. The Guardian Life Insurance Compdny o
America shares voting and dispositive power cogedii804,200 shares of our common stock. The Gualtdfa Insurance Company of America is the
parent company of Guardian
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(4)

®)

(6)

@)

®)

(©)

Investor Services LLC and RS Investment Manager@ent.LC. The address for The Guardian Life Insuea@ompany of America is 388 Market
Street, Suite 1700, San Francisco, California 94Gifardian Investor Services LLC shares voting diedositive power covering 4,604,200 shares of
our common stock. RS Investment Management Co. $ha&Zes voting and dispositive power covering 480@ shares of our common stock.

This information is based on informatioyided in a Schedule 13G filed with the SEC on dayd2, 2007. Columbia Wanger Asset Management,
L.P. is an investment adviser and has sole votimbdispositive power covering 3,444,400 sharesuotommon stock. The address for Columbia
Wanger Asset Management, L.P. is 227 West Monrme&tSuite 3000, Chicago, lllinois 60606.

Represents 2,019,066 shares subject taieabte stock options.

Includes 419,688 shares subject to exdst@sstock options, including stock options that Wwécome exercisable during the 60 days after Magch
2007 and 40,000 restricted shares.

Includes 509,688 shares subject to exdst@sstock options, including stock options that Wwécome exercisable during the 60 days after Magch
2007.

Includes 512,688 shares subject to exdst@sstock options, including stock options that Wwécome exercisable during the 60 days after Magch
2007 and 21,000 restricted shares.

Mr. Pulver is the sole stockholder of Caatene Capital, Inc., which is the record holdeR®?2,666 of the shares set forth next to Mr. Pldveame
above. The total shown next to Mr. Pulver’s nanatuides 16,000 shares subject to exercisable sioodns.

(10) Mr. Fulton’s address is c/o Bassett Furnifadustries, Inc., 380 Knollwood Street, Suite 6nston-Salem, North Carolina 27103. The total show

next to Mr. Fulton’s name includes 16,000 shardsesii to exercisable stock options, including stopkions that will become exercisable during the
60 days following March 19, 2007.

(11) Mr. Bloom’s address is c/o Berkshire Partidr€, One Boston Place, Suite 3300, Boston, Masssatts 02108.
(12) The total shown next to Mr. Whiddon’s namdunes 9,600 shares subject to exercisable stoderspt

(13) The total shown next to Mr. Welch’s name iigls 12,800 shares subject to exercisable stocnspti

(14) The total shown next to Ms. Smith’s name idelsi 6,070 shares of restricted common stock.

(15) Includes 3,935,218 shares subject to exerdeisabck options, including stock options that wilcome exercisable during the 60 days following

March 19, 2007.
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Section 16(a) Beneficial Ownership Reporting Congice

Section 16(a) of the Securities Exchange Act of4123 amended, requires that the Company’s execatficers and directors, and
persons who beneficially own more than ten per(Edfs6) of the Company’s common stock, file initiaports of ownership and changes in
ownership with the Securities and Exchange Comauonisand the NYSE. Based on a review of the copiesiofi forms furnished to the
Company, the Company believes that all forms wided fn a timely manner during fiscal 2006.

EQUITY COMPENSATION PLAN INFORMATION

The following table provides information about tBempany’s equity compensation plan as of the erits ¢dist fiscal year:

Number of securities
remaining available for

Number of securities to be future issuance under
Weighted average the equity compensation
issued upon exercise exercise price of plans (excluding
of outstanding options, outstanding options, securities reflected in
Plan Category warrants and rights warrants and rights first column)
Equity compensation plans approved b
security holdery(1) 6,358,54¢ $7.95 2,173,28:
Equity compensation plans not approved
by security holder — — —
Total 6,358,54¢ $7.95 2,173,28:

(1) Represents stock options that are outstandingabratie available for future issuance pursuantecdbmpany’s Equity Incentive Plan.

TRANSACTIONS WITH RELATED PERSONS, PROMOTERS, AND C ERTAIN CONTROL PERSONS

The Company has a written policy that requiresratisactions with related persons be reviewed byChief Financial Officer, and all
such transactions involving more than $10,000 beveed with and approved by our Audit Committeer Ghief Financial Officer annually
reviews all transactions with related persons with Audit Committee.

In the second quarter of fiscal 2006, the Compaaigt PJM Asset Management, LLC (“DJM”) approximat&§22,000 for DIM’s
services in assisting the Company to exit leasigatibns for some of its retail stores. BerkshiagtRers has an equity investment in DJM.
Until May 2006, Berkshire Partners owned more th@% of our common stock. In addition, one of ourent Directors, Bradley M. Bloom,
and our former Director, Ross M. Jones, are MampBimectors of Berkshire Partners. The financi#&iast of Berkshire Partners, Bradley
Bloom, and Ross M. Jones in the transaction betix¥h and the Company is neither material nor reallyncalculable.
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AUDIT COMMITTEE REPORT

The following Report of the Audit Committee does not constitute soliciting material and should not be deemed filed or incorporated by
reference into any other Company filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the extent the
Company specifically incorporates this Report by reference therein.

The Audit Committee (the “Committee”) is currentigmposed of three directors who satisfy the inddpeoe requirements of the New
York Stock Exchange'’s listing standards (the “lrigtiStandards”). The Board of Directors has deteethihat all of the Committee’s
members qualify as “audit committee financial exgieas defined by the Securities and Exchange Casion (“SEC”). The Committee
operates pursuant to a written charter adoptetidBoard of Directors that satisfies the Listingriétards. A current copy of the Committee’s
Charter, which the Committee reviews annually vigilable on the Company’s website at www.carters.co

The Committee’s primary responsibilities includemeeing: the quality and integrity of the Comparfiiancial statements, including
the Company’s accounting, auditing and reportiracfices; the effectiveness of the Company’s interaatrol over financial reporting; the
Company’s compliance with legal and regulatory regfuents; and the performance of the Company’snateaudit function. The Committee
also appoints and oversees the Company'’s IndepeRagistered Public Accounting Firm, Pricewaterlaglisopers LLP (“PwC”), and in
doing so, reviews the independence, qualificatiang, performance of PwC.

The Company’s management is responsible for thegpadion and presentation of the Company’s findrst&ements; complying with
accounting and financial reporting principles; b&hing, maintaining, and evaluating the effeatiess of the Company’s disclosure controls
and procedures; and establishing, maintaining exatliating the effectiveness of the Company'’s im@kecontrols over financial reporting.
PwC is responsible for performing an audit of tlmmany’s consolidated financial statements, exprgsmn opinion on the conformity of
such financial statements in accordance with adoegiprinciples generally accepted in the Unitedt& of America, and expressing opini
on management’s assessment of the effectivenasteafial control over financial reporting and oe #ffectiveness of internal control over
financial reporting.

The Committee met eight times during fiscal 200@iszuss, among other things, the objectivity ef @ompany’s financial results, the
adequacy of internal controls over financial rejpgytand other requirements of the Sarbanes-Oxt#yA2002. The Committee met with the
Company'’s Chief Financial Officer, Vice Presideot$-inance, Vice President of Corporate Compliaaoe, PwC prior to the public release
of the Company’s quarterly and annual earningsasgle in order to discuss the financial informationtained in the announcements. During
fiscal 2006, management advised the Committeecthett set of financial statements it reviewed hamhlpeepared in accordance with
generally accepted accounting principles in theté¢hStates of America, and management reviewedisignt accounting policies and
disclosure items with the Committee. The Committlse met privately on a number of occasions wittCRwd the Company’s internal
auditors, management, and general counsel, eagharfi has unrestricted access to the Committee. rewi€wed with the Committee its
Report of Independent Registered Public Accounfiing relating to its audit of (i) the consolidatiiancial statements, (i) management’s
assessment of the effectiveness of internal cootret financial reporting, and (iii) the effectivess of internal control over financial
reporting.

The Committee obtained from PwC written disclosutescribing all relationships between PwC and tbmg@any that might bear on
PwC'’s independence, as required by Independencel@tds Board Statement No. 1, “Independence Dismssvith Audit Committees,” as
amended. The Committee also discussed with PwCeaatjonships that may affect their objectivity éndependence.
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The Committee discussed and reviewed with PwC comcations required by generally accepted audittagdards, as described in the
Codification of Statements on Auditing Standards 6l as amended, “Communication with Audit Comeeitt.” Additionally, with and
without management present, the Committee discumseédeviewed the results of Pve@&xamination of the consolidated financial statei

Based on these reviews and discussions with marageand PwC, the Committee recommended to the Bafdbitectors that the
Company’s audited consolidated financial statemeetmcluded in its Annual Report on Form 10-K tlee fiscal year ended December 30,
2006 for filing with the SEC.

Submitted by the Audit Committee
Mr. David Pulver, Chairma

Mr. Paul Fultor
Mr. Thomas E. Whiddo
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

PwC has been tentatively selected by the Audit Citteenand Board of Directors as the IndependentdRegd Public Accounting Firm
of the Company for the current fiscal year. A regrgative of PwWC is expected to be present at tmepany’s Annual Meeting of
stockholders and will be available to respond terapriate questions.

The Audit Committee has also adopted policies andquures for pre-approving all non-audit work perfed by PwC. The Audit
Committee has pre-approved the use of PwC for Bpdgpes of services that fall within categoriggon-audit services, including various
tax services. In advance of its regularly schedutegtings, the Audit Committee receives updatde #se fees associated with the services
subject to pre-approval. Services that do notvf&ltin a pre-approved category require specificsid@ration and pre-approval by the Audit
Committee.

AUDIT AND NON-AUDIT FEES

The aggregate fees that the Company incurred fdegsional services rendered by PwC for the figeats ended December 30, 2006
and December 31, 2005 were:

2006 2005

Audit Fees $ 970,87¢ $1,197,75(
Audit-Related Fee 69,99t 138,801
Tax Fees 44 52t 603,27¢
All Other Fees 15,99( 3,25C
Total Fees $1,101,38¢ $1,943,07¢

Audit Feesfor the fiscal years ended December 30, 2006 amei@ber 31, 2005 were for professional servicesarattifor the audits
of the consolidated financial statements and irtlecontrol over financial reporting, reviews of qugaly results, foreign statutory
audits, and assistance with the review of docunfdatswith the SEC and related out-of-pocket exgem

* Audit-Related Fees for the fiscal years ended December 30, 2006 areidber 31, 2005 were for assurance services rdlated
employee benefit plan audits, due diligence sesvieeeonnection with the acquisition of OshKosh B48, Inc. in fiscal 2005, and
related out-of-pocket expenses.

» TaxFeesfor the fiscal years ended December 30, 2006 amémber 31, 2005 were for services related to taswtation and
compliance, special projects, and related out-afkpbexpenses.

All Other Feesfor the fiscal years ended December 30, 2006 ameidber 31, 2005 were for software licenses.

OTHER MATTERS

As of the date of this proxy statement, we knowm@business that will be presented for considemagiche Annual Meeting, other than
the item referred to above. If any other mattgrperly brought before the Annual Meeting for actby stockholders, proxies in the
enclosed form returned to the Company will be vategiccordance with the recommendation of the Boarih the absence of such a
recommendation, in accordance with the judgmett@froxy holder.
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Invitation to Carter's, Inc.

2007 Annual Meeting of Stockholders

Carter's, Inc. will conduct its Annual Meeting ab&kholders on Friday, May 11, 2007, at 8:00 a.hre Meeting will be held at The Proscenium, 1170
Peachtree St. NE,% Floor, Atlanta, Georgia 30309.

You are cordially invited to join us for refreshnteprior to the Annual Meeting, beginning at 7:3®aThe meeting will convene promptly at 8:00 a.m.

In order to expedite your entrance into the meefihgpse present this invitation at the registratiesk. Invitations or proof of stock ownershipéghe
record date of March 16, 2007 will be requiredritee the meeting. Photo identification is also ieggifor admission.

We look forward to your participation.

PROXY

CARTER'S, INC.
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS OF CARTER'S, INC.
ANNUAL MEETING OF STOCKHOLDERS - MAY 11, 2007

The undersigned hereby appoints Frederick J. RolkaBradley M. Bloom, and Michael D. Casey as pesx(each
with the power to act alone and with full powersobstitution) to vote, as designated herein, a@fehthe
undersigned is entitled to vote at the Annual Megbf Stockholders of Carter’s, Inc. to be heldvay 11, 2007,
and at any and all adjournments thereof. The psoxie authorized to vote in their discretion upachsother
business as may properly come before the meetithguayr and all adjournments there

Your vote on the election of Class | Directors mayspecified on the reverse side. The nomineeS|&ss |
Directors are: David Pulver and Elizabeth A. Sir

IF PROPERLY SIGNED, DATED, AND RETURNED, THIS PROXY WILL BE VOTED AS SPECIFIED
ON THE REVERSE SIDE OR, IF NO CHOICE IS SPECIFIED, THIS PROXY WILL BE VOTED “FOR”
THE ELECTION OF ALL NOMINEES IN PROPOSAL 1.

(Continued and to be signed on the reverse side)




carter’s, inc.

VOTE BY INTERNET - www.proxyvote.com

1170 PEACHTREE STREET NE Use the Internet to transmit your voting instrueti@nd for

SUITE 900 electronic delivery of information up until 11:59\P.
Eastern Time the day before the cut-off date ortimgelate.

ATLANTA, GEORGIA 3030¢ Have your proxy card in hand when you access thesiie

and follow the instructions to obtain your recoeshsl to
create an electronic voting instruction for

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your gotin
instructions up until 11:59 P.M. Eastern Time tlag before
the cut-off date or meeting date. Have your proasddn
hand when you call and then follow the instructic

VOTE B Y MAIL

Mark, sign, and date your proxy card and retuin the
postage-paid envelope we have provided or retum it
Carter’s, Inc., c/o ADP, 51 Mercedes Way, Edgewddd,
11717.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK ASFOLLOWS:

__.CARTE1 KEEP THIS PORTION FOR YOUR RECORL
DETACH AND RETURN THIS PORTION ONL*

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED

CARTER'S, INC.
1. Election of Class | Directors: . To withhold authority to vote for any individual
';(I)Ir \A'Qg;rfllld 'I:E[;::eA”t nominee, mark “FOR ALL EXCEPT" and write the
P number of the nominee on the line belc
Nominees: O O O

01) David Pulvel
02) Elizabeth A. Smitl

PLEASE SIGN, DATE, AND RETURN PROMPTLY IN THE ENCLO SED ENVELOPE.

Note: Please sign exactly as your name or namesaa(s) on this Proxy. When shares are held joie@igh holder should sign. When signing as execatbmjinistrator,
attorney, trustee, or guardian, please give fti is such. If the signer is a corporation, plesage full corporate name by duly authorized offiggiving full title as such. If
signer is a partnership, please sign in partnensaipe by authorized persc

Yes No
Please indicate if you plan to attend this mee o O

Signature [PLEASE SIGN WITHIN BOX Date Signature (Joint Owner: Date




