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PART I — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
CARTER’S, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(dollars in thousands, except for share data)
(unaudited)
October 1, January 1,
2005 2005
ASSETS
Current assets:
Cash and cash equivalents 20,743 33,265
Investments 8,430 —
Accounts receivable, net 132,708 80,440
Inventories, net 209,895 120,792
Prepaid expenses and other current assets 8,426 4,499
Deferred income taxes 24,361 12,571
Total current assets 404,563 251,567
Property, plant, and equipment, net 74,952 53,187
Tradenames 322,233 220,233
Cost in excess of fair value of net assets acquired 287,431 139,282
Deferred debt issuance costs, net 9,166 5,867
Licensing agreements, net 18,214 —
Leasehold interests, net 1,735 —
Other assets 4,083 2,829
Total assets 1,122,377 672,965
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Current maturities of long-term debt 4,699 724
Accounts payable 46,810 26,453
Other current liabilities 83,622 38,422
Total current liabilities 135,131 65,599
Long-term debt 464,051 183,778
Deferred income taxes 127,004 83,579
Other long-term liabilities 29,697 12,076
Total liabilities 755,883 345,032
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Commitments and contingencies
Stockholders’ equity:
Preferred stock; par value $.01 per share; 100,000 shares authorized; none issued or outstanding at October 1, 2005
and January 1, 2005 — —

Common stock, voting; par value $.01 per share; 40,000,000 shares authorized; 28,828,969 and 28,432,452 shares

issued and outstanding at October 1, 2005 and January 1, 2005, respectively 288 284
Additional paid-in capital 257,816 247,610
Deferred compensation (2,420) (95)
Accumulated other comprehensive income 799 —
Retained earnings 110,011 80,134

Total stockholders’ equity 366,494 327,933
Total liabilities and stockholders’ equity $ 1,122,377  $ 672,965

See accompanying notes to the unaudited condensed consolidated financial statements
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CARTER’S, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(dollars in thousands, except for share data)

(unaudited)
For the For the
three-month periods ended nine-month periods ended
October 1, October 2, October 1, October 2,
2005 2004 2005 2004
Net sales $ 372,158 $ 251,357 $ 770,865 $ 590,384
Cost of goods sold 243,497 163,490 500,374 376,656
Gross profit 128,661 87,867 270,491 213,728
Selling, general, and administrative expenses 89,303 56,280 192,542 151,674
Closure costs 1,509 49 6,078 589
Royalty income (7,208) (3,589) (13,544) (9,257)
Operating income 45,057 35,127 85,415 70,722
Loss on extinguishment of debt 20,137 — 20,137 —
Interest expense, net 7,444 4,666 15,902 13,654
Income before income taxes 17,476 30,461 49,376 57,068
Provision for income taxes 6,898 12,049 19,499 22,426
Net income $ 10,578 $ 18,412 $ 29,877 $ 34,642
Basic net income per common share $ 037 $ 065 $ 1.05 % 1.24
Diluted net income per common share $ 035 $ 062 $ 098 $ 1.16
Basic weighted average number of shares outstanding 28,719,925 28,109,978 28,588,870 28,032,520
Diluted weighted average number of shares outstanding 30,466,028 29,902,137 30,336,310 29,887,853
See accompanying notes to the unaudited condensed consolidated financial statements
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CARTER’S, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)
(unaudited)
For the
nine-month periods ended
October 1, October 2,
2005 2004
Cash flows from operating activities:
Net income $ 29,877 $ 34,642
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Depreciation and amortization 16,207 15,145
Loss on extinguishment of debt 20,137 —
Amortization of inventory step up 10,370 —

Amortization of debt issuance costs 1,892 1,180



Accretion of debt discount 40 56
Amortization of deferred compensation 241 —
Tax benefit from exercise of stock options 5,184 2,887
Payment of OshKosh restructuring liabilities 714 —
Non-cash stock compensation expense 867 294
Non-cash closure costs 113 —
(Gain) loss on sale of property, plant, and equipment (109) 84
Deferred tax benefit (3,134) (2,765)
Effect of changes in operating assets and liabilities (net of assets acquired and liabilities assumed):
Accounts receivable (36,289) (37,790)
Inventories (14,627) (43,654)
Prepaid expenses and other assets (1,938) 3,899
Accounts payable and other liabilities 4,614 11,934
Net cash provided by (used in) operating activities 34,159 (14,088)
Cash flows from investing activities:
Acquisition of OshKosh B’Gosh, Inc., net of cash acquired (309,910) —
Capital expenditures (10,650) (13,967)
Proceeds from sale of property, plant, and equipment 528 408
Sale of investments 60,100 —
Purchase of investments (50,175) —
Collections on loan 2,954 600
Net cash used in investing activities (307,153) (12,959)
Cash flows from financing activities:
Proceeds from new term loan 500,000 —
Payments on new term loan (31,250) —
Payments on former term loan (71,326) (8,054)
Proceeds from former revolving loan facility — 89,760
Payments on former revolving loan facility — (79,760)
Repayment of 10.875% Senior Subordinated Notes (113,750) —
Payment of debt redemption premium (14,015) —
Payment of debt issuance costs (10,780) —
Payments of capital lease obligations — (164)
Proceeds from exercise of stock options 1,593 1,208
Net cash provided by financing activities 260,472 2,990
Net decrease in cash and cash equivalents (12,522) (24,057)
Cash and cash equivalents, beginning of period 33,265 36,061
Cash and cash equivalents, end of period $ 20,743 $ 12,004
See accompanying notes to the unaudited condensed consolidated financial statements
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CARTER'’S, INC.
CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
(dollars in thousands, except for share data)
(unaudited)
Accumulated
Additional other Total
Common paid-in Deferred comprehensive Retained stockholders’
stock capital compensation income earnings equity
Balance at January 1, 2005 $ 284 % 247,610 $ 95)$% — 3 80,134 327,933
Tax benefit from exercise of stock options — 5,184 — — — 5,184
Exercise of stock options (332,840 shares) 3 1,590 — — — 1,593
Compensation expense on stock options — 447 — — — 447
Compensation expense on share grant (9,177
shares) — 420 — — — 420
Issuance of restricted stock (54,500 shares) 1 2,565 (2,566) — — —
Amortization of deferred compensation — — 241 — — 241
Comprehensive income:
Net income — — — — 29,877 29,877
Unrealized gain on interest rate swap, net of
taxes — — — 799 — 799
Total comprehensive income — — — 799 29,877 30,676




Balance at October 1, 2005 $ 288 $ 257,816 $ (2,420) $ 799 $ 110,011 $ 366,494

See accompanying notes to the unaudited condensed consolidated financial statements.
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CARTER’S, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1 — THE COMPANY:

On July 14, 2005, Carter’s, Inc., through its wholly-owned subsidiary, The William Carter Company (“TWCC”) acquired all of the outstanding
common stock of OshKosh B’Gosh, Inc. (“OshKosh”) for a purchase price of $312.1 million, which included payment for vested stock options (the
“Acquisition”). The condensed consolidated statements of operations for the three and nine-month periods ended October 1, 2005 reflect the financial results
of OshKosh for the period from July 14, 2005 through October 1, 2005.

Carter’s, Inc., together with TWCC and, subsequent to July 14, 2005, OshKosh (collectively, the “Company,” “we,” “us,” and “our”) design, source,
manufacture, and market branded childrenswear under the Carter’s, Carter’s Classics, Child of Mine, Just One Year, OshKosh, OshKosh B’Gosh, OshKosh
Est. 1895, OshKosh Blue, and Genuine Kids from OshKosh labels. Our products are sourced through contractual arrangements with manufacturers worldwide
and through production at Company-managed sewing facilities in Mexico and Honduras for certain OshKosh products. Products are manufactured for
wholesale distribution to major domestic retailers, including the mass channel, and for our 338 retail stores that market our brand name merchandise and other
licensed products manufactured by other companies.

NOTE 2 — BASIS OF PREPARATION:

The accompanying unaudited condensed consolidated financial statements comprise the consolidated financial statements of Carter’s, Inc. and its
subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.

In our opinion, the Company’s accompanying unaudited condensed consolidated financial statements contain all adjustments necessary for a fair
statement of our financial position as of October 1, 2005, the results of our operations for the three and nine-month periods ended October 1, 2005 and October
2, 2004, cash flows for the nine-month periods ended October 1, 2005 and October 2, 2004 and changes in stockholders’ equity for the nine-month period
ended October 1, 2005. Operating results for the nine-month period ended October 1, 2005 are not necessarily indicative of the results that may be expected
for the fiscal year ending December 31, 2005. Our accompanying condensed consolidated balance sheet as of January 1, 2005 is from our audited
consolidated financial statements included in our most recently filed annual report on Form 10-K.

Certain information and footnote disclosure normally included in financial statements prepared in accordance with generally accepted accounting
principles in the United States of America have been condensed or omitted pursuant to the rules and regulations of the Securities and Exchange Commission
and the instructions to Form 10-Q. The accounting policies we follow are set forth in our most recently filed annual report on Form 10-K in the notes to our
consolidated financial statements for the fiscal year ended January 1, 2005.

Our fiscal year ends on the Saturday in December or January nearest to the last day of December. The accompanying unaudited condensed
consolidated financial statements for the first nine months of fiscal 2005 reflect our financial position as of October 1, 2005. The first nine months of fiscal
2004 ended on October 2, 2004.

A portion of the Company’s investments consist of highly-liquid debt instruments with short duration put features or auction rate debt securities.
These investments are classified as available for sale securities and are stated at cost, which approximates fair market value.

Accumulated other comprehensive income, shown as a component of stockholders’ equity on the accompanying consolidated balance sheet, reflects
unrealized gains and losses on the Company’s interest rate swap which are not included in the determination of net income. These gains and loss are recorded
directly into accumulated other comprehensive income and are referred to as other comprehensive income items. Comprehensive income for the three-month
period ended October 1, 2005 was approximately $11.4 million, including an unrealized gain on our interest rate swap of $0.8 million, net of tax.
Comprehensive income for the three and nine-month periods ended October 2, 2004 is equal to net income.
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Certain prior year amounts have been reclassified for comparative purposes.
NOTE 3 — BUSINESS COMBINATION AND REFINANCING:

As noted above, on July 14, 2005, Carter’s, Inc., through TWCC, acquired all of the outstanding common stock of OshKosh for a purchase price of
$312.1 million, which includes payment for vested stock options. As part of financing the Acquisition, the Company refinanced its existing debt (the
“Refinancing”), including its senior credit facility (“former senior credit facility”) and its $113.8 million 10.875% Senior Subordinated Notes due 2011
(together with the Acquisition, the “Transaction”).

Financing for the Transaction was provided by a new $500 million Term Loan B and a $125 million revolving credit facility (including a sub-limit for
letters of credit of $80 million, the “Revolver”) entered into by TWCC with Bank of America, N.A., as administrative agent, Credit Suisse, and certain other
financial institutions (the “Senior Credit Facility”). The term of the Revolver extends to July 14, 2011 and the term of the Term Loan B extends to July 14,
2012. Amounts outstanding under the Revolver initially accrue interest at a prime rate plus ..75% or, at our option, a LIBOR rate plus 1.75% and may be
reduced based upon the achievement of certain leverage ratios. Amounts outstanding under the Term Loan B accrue interest at a prime rate plus .75% or, at
our option, a LIBOR rate plus 1.75% and may be reduced based upon the achievement of certain leverage ratios and credit ratings. Interest is payable at the



end of interest rate reset periods, which vary in length but in no case exceed 12 months for LIBOR rate loans and quarterly for prime rate loans. The Senior
Credit Facility contains financial covenants, including a minimum interest coverage ratio, maximum leverage ratio, and minimum fixed charge coverage ratio.
The Senior Credit Facility also sets forth mandatory and optional prepayment conditions, including an annual excess cash flow requirement, as defined, that
may result in our use of cash to reduce our debt obligations. Our obligations under the Senior Credit Facility are collateralized by a first-priority lien on
substantially all of our assets, including the assets of our domestic subsidiaries.

Principal borrowings under the Term Loan B are due and payable in quarterly installments of $1.175 million from December 31, 2005 through June
30, 2012, with the remaining balance of $437 million due on July 14, 2012.

The proceeds of the financing were used to purchase the outstanding common stock and vested stock options of OshKosh ($312.1 million), pay
transaction expenses ($6.2 million), refinance the Company’s former senior credit facility ($36.2 million), repurchase the Company’s 10.875% Senior
Subordinated Notes ($113.8 million), pay a redemption premium on the Company’s 10.875% Senior Subordinated Notes ($14.0 million), along with accrued
and unpaid interest ($5.1 million), and pay debt issuance costs ($10.6 million). Other Transaction expenses paid prior and subsequent to the closing of the
Transaction totaled $1.3 million, including $0.2 million in debt issuance costs.

As aresult of the Refinancing, we wrote off $4.5 million in unamortized debt issuance costs related to the former senior credit facility and 10.875%
Senior Subordinated Notes and expensed $0.5 million related to the debt discount on the 10.875% Senior Subordinated Notes. Additionally, we expensed
approximately $1.1 million of debt issuance costs associated with the Senior Credit Facility in accordance with Emerging Issues Task Force (“EITF”) No. 96-
19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”

The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the term loan. On September 22, 2005, we entered into a
swap agreement to receive floating and pay fixed interest. This swap agreement is designated as a cash flow hedge of the variable interest payments on a
portion of our variable rate Term Loan B debt. The swap agreement matures July 31, 2010. The unrealized gain, net of taxes, related to the interest rate swap
was $0.8 million for the period from September 22, 2005 to October 1, 2005 and is included within accumulated other comprehensive income on the
accompanying unaudited condensed consolidated balance sheet.

As of October 1, 2005, $148.1 million of cost in excess of fair value of net assets acquired was recorded as the excess of the purchase price of $319.4
million, which includes approximately $7.3 million of transaction costs, over the fair value of the net amounts assigned to assets acquired and liabilities
assumed. The Company has received an independent appraisal for certain assets and liabilities and is in the process of refining its internal fair value estimates
for certain assets acquired and liabilities assumed; therefore, the allocations of the purchase price are preliminary and the final allocation may differ. Based on
the preliminary purchase price allocation, the following table summarizes estimated fair values of the assets acquired and liabilities assumed:

(dollars in thousands)

Historical value of assets acquired, as of July 14, 2005 $ 153,541
Historical value of liabilities assumed, as of July 14, 2005 (55,910)
Inventory step-up 13,900
Write-down of Lifestyle and outlet store inventory (7,395)
Adjustment from Last-In-First-Out (LIFO) to First-In-First-Out (FIFO) method of accounting for inventory 10,972
Property, plant, and equipment fair value adjustment 992
Tradename 102,000
Licensing agreements 19,100
Leasehold interests 1,833
Severance and relocation (9,840)
Other exit costs (2,075)
Lease termination costs (7,020)
Contract termination costs (2,000)
Retirement and other post-employment benefits (3,837)
Deferred taxes (43,000)
Cost in excess of fair value of net assets acquired 148,149
$ 319,410

As of October 1, 2005, the Company had accrued expenses of $9.2 million related to OshKosh severance and relocation, $2.0 million in other exit
costs, $7.0 million in lease termination costs associated with the closure of OshKosh’s 15 Lifestyle stores and certain outlet stores, and $1.9 million accrued
for contract termination costs. Those costs were accounted for under Emerging Issues Task Force (“EITF”) No. 95-3, “Recognition of Liabilities in
Connection with a Purchase Business Combination” and were recognized as liabilities assumed in the Acquisition. The Company is completing its integration
plans, which may result in changes to these liabilities.

The following table summarizes restructuring activity related to the acquisition of OshKosh in fiscal 2005:

Severance Other Lease Contract
and exit termination termination
(dollars in thousands) relocation costs costs costs Total
Balance at July 14, 2005 $ 9,840 $ 2,075 $ 7,020 $ 2,000 $ 20,935
Cash paid (599) (47) — (68) (714)
Balance at October 1, 2005 $ 9241  $ 2,028 $ 7,020 $ 1,932 $ 20,221
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The following unaudited pro forma summary presents information as if OshKosh had been acquired at the beginning of the periods presented with
financing obtained as described above and assumes that there were no other changes in our operations.



The pro forma information does not necessarily reflect the actual results that would have occurred had the Company been combined during the
periods presented, nor is it necessarily indicative of the future results of operations of the combined companies.

For the For the
three-month periods ended nine-month periods ended
October 1 October 2, October 1, October 2,
(dollars in thousands, except share data) 2005 2004 2005 2004
Pro forma net sales $ 383,065 $ 366,544 $ 944,191 $ 868,159
Pro forma net income $ 9,892 $ 4,795 $ 20,909 $ 12,317
Pro forma basic earnings per share $ 034 $ 017 $ 0.73 % 0.44
Pro forma diluted earnings per share $ 032 $ 016 $ 069 $ 0.41

Included in the pro forma results shown above for the three and nine-month periods ended October 1, 2005 and October 2, 2004 are a redemption
premium of $14.0 million related to the repurchase of the Company’s 10.875% Senior Subordinated Notes, a $4.5 million write off of unamortized debt
issuance costs related to the former senior credit facility and 10.875% Senior Subordinated Notes, a $0.5 million charge related to the discount on the 10.875%
Senior Subordinated Notes and a $1.1 million charge to write off new debt issuance costs incurred in connection with the Refinancing in accordance with
EITF No. 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.” Also included in the above pro forma results for the three and
nine-month periods ended October 1, 2005 and October 2, 2004 is a pre-tax charge of $10.4 million related to the amortization of the step-up of acquired
OshKosh inventory to fair value.

NOTE 4 — COST IN EXCESS OF FAIR VALUE OF NET ASSETS ACQUIRED AND OTHER INTANGIBLE ASSETS:

In connection with the Acquisition, the Company recorded cost in excess of fair value of net assets acquired and other intangible assets in accordance
with Statement of Financial Accounting Standards (“SFAS”) No. 141, “Business Combinations.”

As of October 1, 2005, cost in excess of net assets acquired and other intangible assets resulting from the acquisition of OshKosh were as follows:

Weighted
average
useful Gross Accumulated
(dollars in thousands) life amortization
Cost in excess of net assets acquired Indefinite $ 148,149 $ —
OshKosh tradename Indefinite $ 102,000 $ —
OshKosh licensing agreements 4.7 years $ 19,100 $ 886
Leasehold interests 4.1 years $ 1,833 $ 98
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Amortization expense for intangible assets subject to amortization was approximately $1.0 million for the period from July 14, 2005 through October
1, 2005. Annual amortization expenses for the OshKosh licensing agreements and leasehold interests are expected to be as follows:

Estimated

(dollars in thousands) amortization

Fiscal Year expense

2005 (fourth quarter) $ 1,181
2006 4,722
2007 4,447
2008 4,106
2009 3,717
2010 1,776
Total $ 19,949

As described in Note 2 to our consolidated financial statements in our most recently filed annual report on Form 10-K, our existing Carter's
tradename and cost in excess of net assets acquired have been deemed to have indefinite lives and are not being amortized. Amortization expense for the third
quarter and first nine-month period of fiscal 2004 was $0.6 million and $3.1 million, respectively. The Carter's licensing agreements were fully amortized as
of August 14, 2004.

NOTE 5 — STOCK-BASED COMPENSATION:

We account for stock-based compensation on stock options under the intrinsic value method consistent with Accounting Principles Board Opinion
(“APB”) No. 25 (“APB 25”). Under this method, we record compensation expense equal to the difference between the exercise price of the stock option and
the fair market value of the underlying stock as of the date of the stock option grant. For disclosure purposes only, we also estimate the impact on our net
income of applying the fair value method of measuring compensation cost on stock options with the fair value of Carter’s, Inc.’s common stock, prior to our
initial public offering, determined under the minimum value method as provided by SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS
123”) as amended by SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure” (“SFAS 148”). Stock options granted
subsequent to our initial public offering have been valued using the Black-Scholes option pricing method.
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The following table illustrates, for disclosure purposes only, the effect on net income as if compensation expense for our option grants had been
determined in accordance with the methodology of SFAS 123 and SFAS 148:



For the For the

three-month periods ended nine-month periods ended
October 1, October 2, October 1, October 2,
(dollars in thousands, except share data) 2005 2004 2005 2004
Net income, as reported $ 10,578 $ 18,412 $ 29,877 $ 34,642
Add:
Stock-based employee compensation (under APB 25) included in reported
net income, net of related tax effects 278 33 755 114
Deduct:
Total stock-based employee compensation expense determined under the
fair value based method (under SFAS 123 and SFAS 148) for all awards,
net of related tax effects (669) (497) (1,850) (1,020)
Pro forma net income $ 10,187 $ 17,948 $ 28,782 $ 33,736
Net income per common share:
Basic-as reported $ 037 $ 065 $ 1.05 $ 1.24
Basic-pro forma $ 035 $ 064 $ 1.01 $ 1.20
Diluted-as reported $ 035 $ 062 $ 098 $ 1.16
Diluted-pro forma $ 033 $ 060 $ 095 $ 1.13

For basic stock options, using a minimum value method, the fair value of each stock option as of the date of grant was estimated to range from $3.08
to $9.76 per share for stock options granted in fiscal 2003 and $2.44 to $3.95 per share for stock options granted in fiscal 2002. For basic stock options, using
the Black-Scholes option pricing method, the fair value of each stock option at the date of grant was estimated to range from $15.51 to $25.31 per share for
stock options granted in fiscal 2005, $12.67 to $15.41 per share for stock options granted in fiscal 2004, $6.40 to $13.55 per share for stock options granted in
fiscal 2003, and $6.31 per share for stock options granted from August 23, 2002 to December 28, 2002.

For performance stock options, using a minimum value method, the fair value of each stock option as of the date of grant was estimated to range from
$3.08 to $9.76 per share for stock options granted in fiscal 2003 and $2.44 to $3.95 per share for stock options granted in fiscal 2002. For performance stock
options, using the Black-Scholes option pricing method, the fair value of each stock option at the date of grant was estimated to range from $6.40 to $13.55
per share for stock options granted in fiscal 2003 and $6.31 per share for stock options granted from August 23, 2002 to December 28, 2002.
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We have determined that the effect on pro forma net income would have been immaterial had compensation expense for our stock option grants, for
periods prior to our initial public offering calculated using the minimum value method, been determined based on the fair value method as of the grant date
using the Black-Scholes option pricing method.

The fair value of stock options granted subsequent to August 23, 2002 was estimated at the date of grant using the Black-Scholes option pricing
method with the following weighted average assumptions:

For the period
For the from
nine-month August 23, 2002
period ended For the fiscal years ended through
October 1, January 1, January 3, December 28,
2005 2005 2004 2002
Volatility 38.33% 36.80% 49.58% 49.58%
Risk-free interest rate 3.92% 3.66% 4.03% 4.05%
Expected life (years) 5 7 10 10

Dividend yield — — — —

As further discussed in Note 7, in the second quarter of fiscal 2005, the Company approved the grant of 200,000 performance stock options, which
are being accounted for under variable stock option accounting. Under variable stock option accounting, the excess of market value over the stock option
price of outstanding stock options is determined at each reporting period, and aggregate compensation expense is adjusted and recognized over the vesting
period. Compensation expense associated with this stock option grant continues to be adjusted to the market value of the stock options until the stock options
are either exercised or expire.

NOTE 6 — INVENTORIES:

Inventories consisted of the following:

October 1, January 1,
(dollars in thousands) 2005 2005
Finished goods $ 202,333 $ 116,137
Work in process 5,776 3,241
Raw materials and supplies 1,786 1,414

Total $ 209,895 $ 120,792




NOTE 7 — STOCK TRANSACTIONS AND EXECUTIVE COMPENSATION:

During the third quarter and first nine months of fiscal 2005, certain employees exercised 117,680 and 332,840 stock options for cash proceeds to the
Company of $750,000 and $1,593,000. During the third quarter and first nine months of fiscal 2004, certain employees exercised 258,234 and 345,977 stock
options for cash proceeds to the Company of $1,008,000 and $1,208,000.
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During the third quarter and first nine months of fiscal 2005, we approved the grant of 19,500 and 92,000 options to purchase Carter’s, Inc.’s
common stock to employees at an exercise price equal to the fair market value of Carter’s, Inc.’s common stock as of the date of grant. Accordingly, no
compensation expense was recorded during fiscal 2005 as a result of these stock option grants. All of these stock options vest in equal annual installments
over a period of four years following the date of grant.

During the second quarter of fiscal 2005, we approved the grant of 200,000 options to purchase Carter’s, Inc.’s common stock to our Chief Executive
Officer at an exercise price equal to the fair market value of Carter’s, Inc.’s common stock at the date of grant. Vesting of these stock options is contingent
upon meeting specific performance targets through fiscal 2008. If such performance targets are not achieved, the stock options will not vest. Currently,
management believes that these performance targets will be achieved. Accordingly, under variable stock option accounting, we have recognized
approximately $148,900 and $249,500 of compensation expense during the third quarter and first nine months of fiscal 2005 for this stock option grant.

During the third quarter and first nine months of fiscal 2005, we approved the issuance of 8,500 and 54,500 restricted shares of Carter’s, Inc.’s
common stock to employees. Of the 54,500 restricted shares issued, 6,000 shares were issued when the fair market value of Carter’s, Inc. common stock was
$45.25, 40,000 shares when the fair market value was $44.01, and 8,500 shares when the fair market value was $62.85. We received no proceeds from the
issuances of restricted stock. Forty-thousand of these restricted shares cliff-vest four years following the date of grant. The remainder of the restricted shares
vest in equal annual installments over a period of four years following the date of grant. In connection with these grants, we recognized $146,000 and
$216,000 in compensation expense during the third quarter and first nine months of fiscal 2005.

During the second quarter of fiscal 2005, we issued 9,177 shares of Carter’s, Inc.’s common stock to our non-management directors. The fair market
value of Carter’s, Inc.’s common stock at the time of issuance was $45.75. Accordingly, we recognized $420,000 in compensation expense in the first nine
months of fiscal 2005. We received no proceeds from the issuance of these shares.

During the first quarter of fiscal 2004, we issued 220,000 options to purchase Carter’s, Inc.’s common stock and during the second quarter of fiscal
2004, we issued 71,200 of such stock options. These stock options were granted at an exercise price equal to the fair market value of Carter’s, Inc.’s common
stock on the date of grant. Accordingly, no compensation expense was recorded during the first nine months of fiscal 2004 or fiscal 2005 as a result of these
grants.

In May 2005, the Company’s Board of Directors approved a $2.5 million performance-based bonus related to the integration of OshKosh for the
Company’s Chief Executive Officer. The integration bonus can be earned based upon the achievement of predetermined financial and other goals from fiscal
2005 through the end of fiscal 2007. During the third quarter and first nine months of fiscal 2005, we have recognized approximately $195,000 and $306,000
of compensation expense in connection with this integration bonus arrangement.
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NOTE 8 — EMPLOYEE BENEFIT PLANS:

TWCC offers a comprehensive post-retirement medical plan to current and certain future retirees and their spouses until they become eligible for
Medicare or a Medicare supplement plan, in addition to life insurance to current and certain future retirees. We also have an obligation under a defined benefit
plan covering certain former officers. See Note 7 “Employee Benefit Plans” to our consolidated financial statements in our most recently filed annual report
on Form 10-K for further information.

The components of post-retirement life and medical benefit expense charged to operations are as follows:

For the For the
three-month periods ended nine-month periods ended
October 1, October 2, October 1, October 2,
(dollars in thousands) 2005 2004 2005 2004
Service cost — benefits attributed to service during the period $ 25 $ 23 $ 75 $ 70
Interest cost on accumulated post-retirement benefit obligation 171 162 504 468
Total net periodic pension benefit cost $ 196 $ 185 $ 579 $ 538
The components of pension expense charged to operations are as follows:
For the For the
three-month periods ended nine-month periods ended
October 1, October 2, October 1, October 2,
(dollars in thousands) 2005 2004 2005 2004
Service cost — benefits attributed to service during the period $ — 3 — $ — $ —
Interest cost on accumulated pension benefit obligation 20 20 60 59
Amortization of prior service cost — — — —
Amortization of net actuarial loss — — — —
Total net periodic post-retirement benefit cost $ 20 $ 20 $ 60 $ 59
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The Company acquired three defined benefit pension plans in connection with the purchase of OshKosh on July 14, 2005. Such pension plans cover
certain current and former employees. The fair value of plan assets for these plans as of the date of acquisition was approximately $50.9 million and the
accumulated benefit obligation was approximately $55.5 million.

The Company’s net periodic pension benefit is comprised of the following components:

For the For the
three-month periods ended nine-month periods ended
October 1, October 2, October 1, October 2,

(dollars in thousands) 2005 2004 2005 2004
Service cost $ 56 $ — $ 56 $ —
Interest cost 735 — 735 —
Expected return on assets (926) — (926) —
Net periodic pension benefit $ (135) $ — $ (135) $ —

The Company has not made any contributions to these defined benefit pension plans in fiscal 2005. The Company has determined that it does not
have a minimum funding obligation in fiscal 2005 for these defined benefit pension plans. However, the Company has decided to terminate one of these
defined benefit pension plans and expects to make distributions to participants totaling approximately $3.8 million during the fourth quarter of fiscal 2005.

The pension plan assets are invested in group annuity contracts and equity securities based on the Company’s overall strategic investment direction as
follows:

Target Expected

allocation long-term
percentage rate of return
Equity investments 50% 9-10%
Intermediate term debt investments 40% 5-7%
Real estate investments 10% 6-8%
100% 8%

The long-term rate of return assumption considers historic returns adjusted for changes in overall economic conditions that may affect future returns
and a weighting of each investment class.

The actuarial computations utilized the following assumptions:

Benefit obligation:

Discount rate 5.00%
Net periodic pension cost:
Discount rate 5.00%
Expected long-term rate of return on assets 8.00%
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Substantially all participants earned their fiscal 2005 benefits prior to July 14, 2005, and the Company intends to freeze these defined benefit pension
plans prior to year end. Accordingly, the fiscal 2005 remaining service cost is not material, and an assumption regarding rates of increase in compensation
levels is not applicable.

NOTE 9 — SEGMENT INFORMATION:
We report segment information in accordance with the provisions of SFAS No. 131, “Disclosure about Segments of an Enterprise and Related
Information,” which requires segment information to be disclosed based upon a “management approach.” The management approach refers to the internal

reporting that is used by management for making operating decisions and assessing the performance of our reportable segments.

The table below presents certain segment information for the periods indicated:

For the For the
three-month periods ended nine-month periods ended
October 1, % of October 2, % of October 1, % of October 2, % of
(dollars in thousands) 2005 Total 2004 Total 2005 Total 2004 Total
Net sales:
Wholesale-Carter’s $ 130,757 35.1% $ 113,932 45.3% $ 315,757 41.0% $ 278,020 47.1%
Wholesale-OshKosh 32,644 8.8% — — 32,644 4.2% — —
Retail-Carter’s 87,664 23.5% 86,186 34.3% 222,925 28.9% 205,421 34.8%
Retail-OshKosh 63,500 17.1% — — 63,500 8.2% — —
Mass Channel-Carter’s 57,593 15.5% 51,239 20.4% 136,039 17.7% 106,943 18.1%
Total net sales $ 372,158 100.0% $ 251,357 100.0% $ 770,865 100.0% $ 590,384 100.0%
% of % of % of % of
net sales net sales net sales net sales
Operating income:
Wholesale-Carter’s $ 27,494 21.0% $ 18,117 15.9% $ 58,956 18.7 % $ 40,440 14.5%
Wholesale-OshKosh(a) 2,071 6.3% — — 2,071 6.3% — —
Retail-Carter’s 21,297 24.3% 21,174 24.6 % 44,932 20.2% 40,466 19.7%
Retail-OshKosh(b) 1,040 1.6 % — — 1,040 1.6% — —
Mass Channel-Carter’s 7,542 13.1% 4,528 8.8% 14,889 10.9% 10,714 10.0%
Mass Channel-OshKosh(c) 188 0.3% — — 188 0.1% — —
Other reconciling items (14,575) (3.9)% (8,692) 3.5)% (36,661) (4.8)% (20,898) (3.5)%

Total operating income $ 45,057 121% $ 35,127 14.0% $ 85,415 11.1% $ 70,722 12.0%




(a) Includes a charge of $3.3 million related to a fair value step-up for wholesale inventory acquired from OshKosh.
(b) Includes a charge of $7.1 million related to a fair value step-up for retail store inventory acquired from OshKosh.

(c) OshKosh mass channel consists of a licensing agreement with Target Stores, a division of Target Corporation. Operating income consists of royalty income
net of related expenses.
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NOTE 10 — CLOSURE COSTS:

In May 2005, we decided to exit two sewing facilities in Mexico. We have developed alternative capabilities to source comparable products in Asia
at lower costs. For the majority of the affected employees, severance benefits were communicated on June 21, 2005. Our Board of Directors approved the
closure plans on June 15, 2005. The total number of employees terminated is approximately 1,124, and 36 employees are expected to be retained through
April 2006. Production at these facilities ceased on August 5, 2005.

As a result of these closures, we have recorded total charges of $2,142,000 including $1,125,000 of severance charges, $633,000 of accelerated
depreciation (included in cost of goods sold), $7,000 of asset impairment charges, and $377,000 of other exit costs during the third quarter of fiscal 2005.
During the first nine months of fiscal 2005, we have recorded total charges of $7,648,000 including $4,238,000 of severance charges, $1,320,000 of lease
termination costs, $1,570,000 of accelerated depreciation (included in cost of goods sold), $113,000 of asset impairment charges, and $407,000 of other exit
costs.

Additional charges to be incurred during the fourth quarter of fiscal 2005 include severance charges and other exit costs. We estimate these charges
for the fourth quarter of fiscal 2005 will be $1.1 million. Additional charges to be incurred during the first and second quarters of fiscal 2006 will primarily
include severance charges and other exit costs of approximately $0.5 million.

Restructuring provisions recorded as a result of these closures are as follows and are included in other current liabilities on the accompanying
unaudited condensed consolidated balance sheet:

July 5, October 1,
2005 2005
reserves Provisions Payments reserves
Severance and other termination benefits $ 3,113,000 $ 1,125,000 $ (3,456,000) $ 782,000
Lease termination costs 1,320,000 — (129,000) 1,191,000
Other exit costs 30,000 377,000 (36,000) 371,000
Total $ 4,463,000 $ 1,502,000 $ (3,621,000) $ 2,344,000

On July 3, 2004, we closed our distribution facility located in Leola, Pennsylvania in order to consolidate our shipping operations. This closure was
announced to affected employees on June 1, 2004. The total number of employees affected was 35. As a result of this closure, we recorded approximately
$95,000 in severance costs during the first nine months of fiscal 2004. All costs associated with this closure have been incurred.

In July of 2003, we decided to exit our Costa Rican sewing facilities given our ability to obtain lower costs from third-party suppliers. During fiscal
2003, we recorded approximately $1,041,000 in severance and other exit costs related to these closures. In the first nine months of fiscal 2004, we reversed
approximately $136,000 of severance costs and other termination benefits previously estimated for these closures and recorded approximately $74,000 of
severance and $371,000 of other closure costs. All costs associated with these closures have been incurred.
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NOTE 11 — EARNINGS PER SHARE:

In accordance with SFAS No. 128, “Earnings Per Share,” basic earnings per share is based on the weighted average number of common shares
outstanding during the year, whereas diluted earnings per share also gives effect to all potentially dilutive shares of common stock, including stock options and
unvested restricted stock, that were outstanding during the period. All such stock options are reflected in the denominator using the treasury stock method.
This method assumes that shares are issued for stock options that are “in the money,” but that we use the proceeds of such stock option exercises (generally,
cash to be paid plus future compensation expense to be recognized and the amount of tax benefits, if any, that will be credited to additional paid-in capital
assuming exercise of the stock options) to repurchase shares at the average market value of Carter’s, Inc.’s stock for the respective periods. Unvested shares of
restricted stock are reflected in the denominator using the treasury stock method with proceeds of the amount, if any, the employees must pay upon vesting, the
amount of compensation cost attributed to future services and not yet recognized in earnings, and the amount of tax benefits, if any, that would be credited to
additional paid-in capital (i.e., the amount of the tax deduction in excess of recognized compensation cost) assuming vesting of the shares at the current market
price. We have used our best estimate of the average fair market value of our shares for the respective periods prior to our initial public offering completed on
October 29, 2003.

For the third quarter and the nine months ended October 1, 2005, anti-dilutive shares of 228,000 and 274,000, respectively, were excluded from the
computations of diluted earnings per share.

For the third quarter and the nine months ended October 2, 2004, anti-dilutive shares of 366,200 and 291,200, respectively, were excluded from the
computations of diluted earnings per share.

The following is a reconciliation of basic number of common shares outstanding to diluted number of common and common equivalent shares
outstanding:

For the For the



three-month periods ended

nine-month periods ended

October 1, October 2, October 1, October 2,
2005 2004 2005 2004
Net income $ 10,578,000 $ 18,412,000 $ 29,877,000 $ 34,642,000
Weighted average number of common and common equivalent
shares outstanding:
Basic number of common shares outstanding 28,719,925 28,109,978 28,588,870 28,032,520
Diluted effect of unvested restricted stock 10,277 — 934 —
Dilutive effect of stock options 1,735,826 1,792,159 1,746,506 1,855,333
Diluted number of common and common equivalent shares
outstanding 30,466,028 29,902,137 30,336,310 29,887,853
Basic net income per common share $ 037 $ 065 $ 1.05 $ 1.24
Diluted net income per common share $ 035 $ 062 $ 098 $ 1.16
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NOTE 12 — LEASES:

The Company’s operating lease disclosure in its Annual Report on Form 10-K for the fiscal year ended January 1, 2005 has been updated to reflect
the acquisition of OshKosh, renewals of store leases, and payments made through October 1, 2005.

Minimum annual rental commitments under current non-cancelable operating leases as of October 1, 2005 are as follows:

Buildings, Data Total
(dollars in thousands) primarily Transportation processing Manufacturing non-cancelable
Fiscal Year retail stores equipment equipment equipment leases
2005 (fourth quarter) $ 9,962 $ 41 $ 431 $ 70 $ 10,504
2006 35,236 67 1,053 196 36,552
2007 29,480 50 736 68 30,334
2008 24,387 28 347 17 24,779
2009 20,022 18 59 6 20,105
Thereafter 57,167 2 — 5 57,174
Total $ 176,254 $ 206 $ 2,626 $ 362 $ 179,448

NOTE 13 — RECENT ACCOUNTING PRONOUNCEMENTS:

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (revised 2004), “Share-Based Payment” (“SFAS
123R”), which replaces SFAS 123, “Accounting for Stock-Based Compensation” and supercedes APB 25, “Accounting for Stock Issued to Employees.”
SFAS 123R requires all share-based payments to employees, including grants of employee stock options, to be recognized in the financial statements based on
their fair values. The pro forma disclosures previously permitted under SFAS 123, will no longer be an alternative to financial statement recognition. We
have selected the modified prospective method of adoption which requires that compensation expense be recorded for all unvested stock options and restricted
stock at the beginning of the first quarter of adoption of SFAS 123R and for all subsequent stock options granted thereafter. SFAS 123R is effective for public
companies for annual periods that begin after June 15, 2005. The impact of adoption beginning on January 1, 2006, is estimated to result in a reduction in
fiscal 2006 after-tax earnings of approximately $3.0 million or approximately $0.10 per diluted share.

In March 2005, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No. 107, “Share-Based Payment” (“SAB 107”).
The interpretations in SAB 107 express views of the staff regarding the interaction between SFAS 123R and certain SEC rules and regulations and provide the
staff’s views regarding the valuation of share-based payment arrangements for public companies. In particular, SAB 107 provides guidance related to share-
based payment transactions with non-employees, the transition from non-public to public entity status, valuation methods (including assumptions such as
expected volatility and expected term), the accounting for certain redeemable financial instruments issued under share-based payment arrangements, the
classification of compensation expense, non-GAAP financial measures, first-time adoption of SFAS 123R in an interim period, capitalization of compensation
cost related to share-based payment arrangements, the accounting for income tax effects of share-based payment arrangements upon adoption of SFAS 123R,
the modification of employee share options prior to adoption of SFAS 123R, and disclosures in Management’s Discussion and Analysis subsequent to
adoption of SFAS 123R.
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ITEM 2. MANAGEMENT”’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS:

The following is a discussion of our results of operations and current financial position. You should read this discussion in conjunction with our
unaudited condensed consolidated financial statements and notes included elsewhere in this quarterly report. Actual results may differ materially from those
suggested by our forward-looking statements for various reasons including those discussed in the sections entitled “Risks Factors” in Carter’s, Inc.’s and
OshKosh B’Gosh, Inc.’s most recently filed annual reports on Form 10-K. Those risk factors expressly qualify all subsequent oral and written forward-
looking statements attributable to us or persons acting on our behalf. Except for any ongoing obligations to disclose material information as required by the
federal securities laws, we do not have any intention or obligation to update forward-looking statements after we file this quarterly report.

On July 14, 2005, Carter’s, Inc., through its wholly-owned subsidiary The William Carter Company, acquired all of the outstanding common stock of
OshKosh. As a result of this acquisition, additional risks and uncertainties could arise that could impact our results for fiscal 2005 and beyond and cause them
to differ materially from those expressed or implied in any forward-looking statements included in this report or otherwise made by management. These risks
include those associated with combining businesses and achieving anticipated cost savings and operational synergies.



Our fiscal year ends on the Saturday in December or January nearest to the last day of December. The accompanying unaudited condensed
consolidated financial statements for the third quarter and first nine months of fiscal 2005 reflect our financial position as of October 1, 2005. The third
quarter and first nine months of fiscal 2004 ended on October 2, 2004.

Results of operations for the three and nine-months ended October 1, 2005 include OshKosh’s financial results for the period from July 14, 2005
through October 1, 2005.
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RESULTS OF OPERATIONS

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

Three-month periods ended Nine-month periods ended
October 1, October 2, October 1, October 2,
2005 2004 2005 2004
Wholesale sales:
Carter’s 35.1% 45.3% 41.0% 47.1%
OshKosh 8.8 — 4.2 —
Total wholesale sales 43.9 45.3 45.2 47.1
Retail store sales:
Carter’s 23.5 34.3 28.9 34.8
OshKosh 17.1 — 8.2 —
Total retail store sales 40.6 34.3 37.1 34.8
Mass channel sales 15.5 20.4 17.7 18.1
Consolidated net sales 100.0 100.0 100.0 100.0
Cost of goods sold 65.4 65.0 64.9 63.8
Gross profit 34.6 35.0 35.1 36.2
Selling, general, and administrative expenses 24.0 224 25.0 25.7
Closure costs 0.4 — 0.8 0.1
Royalty income (1.9) (1.4) (1.8) (1.6)
Operating income 12.1 14.0 11.1 12.0
Loss on extinguishment of debt 54 — 2.6 —
Interest expense, net 2.0 1.9 2.1 2.3
Income before income taxes 4.7 12.1 6.4 9.7
Provision for income taxes 1.9 4.8 2.5 3.8
Net income 2.8% 7.3% 3.9% 5.9%
Number of retail stores at end of period:
Carter’s 186 177 186 177
OshKosh 152 — 152 —
Total 338 177 338 177
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Three and nine-month periods ended October 1, 2005 compared to three and nine-month periods ended October 2, 2004
CONSOLIDATED NET SALES

In the third quarter of fiscal 2005, consolidated net sales increased $120.8 million, or 48.1%, to $372.2 million. In the first nine months of fiscal
2005, consolidated net sales increased $180.5 million, or 30.6%, to $770.9 million. These increases reflect growth in all channels of distribution and include
$96.1 million in net sales from OshKosh from July 14, 2005 through October 1, 2005.

CARTER’S WHOLESALE SALES

Carter’s brand wholesale sales increased $16.8 million in the third quarter of fiscal 2005, or 14.8%, to $130.8 million. Excluding off-price sales,
Carter’s wholesale sales increased $14.4 million in the third quarter of fiscal 2005, or 13.2%, to $123.8 million. The increase in Carter’s brand wholesale
sales reflects increased volume in our baby and playwear product categories, partially offset by lower sales in our sleepwear product category.

Carter’s brand wholesale sales increased $37.7 million in the first nine months of fiscal 2005, or 13.6%, to $315.8 million. Excluding off-price sales,
Carter’s wholesale sales increased $25.6 million in the first nine months of fiscal 2005, or 9.7%, to $290.3 million. The increase in Carter’s brand wholesale
sales was driven primarily by growth in our playwear product category. Sales of our baby and sleepwear product categories for the first nine months of fiscal



2005 were comparable to fiscal 2004. The increase in off-price sales reflects disposal of a larger percentage of our excess inventory through the off-price
channel rather than selling such excess in our retail stores.

OSHKOSH WHOLESALE SALES
OshKosh wholesale sales were $32.6 million for the period from July 14, 2005 through October 1, 2005, including $3.7 million in off-price sales.
MASS CHANNEL SALES

Mass channel sales in the third quarter of fiscal 2005 increased $6.4 million, or 12.4%, to $57.6 million. This increase reflects increased sales of our
Just One Year brand to Target, driven by increased sales in our baby and sleepwear product categories.

Mass channel sales in the first nine months of fiscal 2005 increased $29.1 million, or 27.2% to $136.0 million resulting from increased sales of our
Just One Year brand to Target driven by new door growth and increased sales in our baby and sleepwear product categories. Also contributing to year to date
sales growth were increased sales of our Child of Mine brand to Wal-Mart resulting from the timing of new product launches, the addition of our new Child of
Mine playwear product category, new door growth, and additional floor space.

CARTER’S RETAIL STORE SALES

Carter’s retail store sales increased $1.5 million in the third quarter of fiscal 2005, or 1.7%, to $87.7 million. Such growth was driven by incremental
sales of $2.3 million generated by new stores opened subsequent to October 2, 2004, offset by a decline in comparable store sales of (0.9%), or $0.8 million,
based on 174 locations. The decline in comparable store sales during the quarter was due primarily to lower levels of consumer traffic in our retail outlet
stores, primarily our “drive to” outlet stores, partially offset by a 5.5% increase in comparable store sales in our Carter’s “brand” stores.
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Carter’s retail store sales increased $17.5 million in the first nine months of fiscal 2005, or 8.5% to $222.9 million. Such revenue growth was driven
by incremental sales of $8.9 million generated from ten new stores opened subsequent to October 2, 2004 and a comparable store sales increase of $8.6
million, or 4.3%, based on 174 locations. The increase in comparable store sales during the first nine months of fiscal 2005 was driven by converting all stores
to our new store format beginning May of 2004, including moving baby products to the front of the store, more impactful window displays, and more effective
in-store merchandising and marketing. All stores were converted to the new store format as of April 2005. There were a total of 186 Carter’s retail stores as
of October 1, 2005. In total, we intend to open 17 to 19 stores in fiscal 2005 and close four stores. We plan to open eight to 10 Carter’s stores and close three
stores during the fourth quarter of fiscal 2005. We do not expect to incur any significant costs as a result of these store closures.

OSHKOSH RETAIL STORE SALES

OshKosh retail stores contributed $63.5 million in net sales during the third quarter and first nine months of fiscal 2005. In September 2005, we
engaged a third-party liquidator to manage the closure of all 15 OshKosh Lifestyle stores. In October 2005, the liquidator assumed closure responsibilities for
an additional eight outlet stores. This liquidator will manage these 23 stores through the remainder of this year at which time, they will be closed. In addition,
we closed four OshKosh outlet stores during the third quarter and we plan to close an additional six OshKosh outlet stores during the balance of fiscal 2005
and five outlet stores in the first half of fiscal 2006. Liabilities for such closure costs have been provided for as of the acquisition date as described in Note 3
to the accompanying unaudited condensed consolidated financial statements. There were a total of 152 OshKosh retail stores as of October 1, 2005.

GROSS PROFIT

Our gross profit increased $40.8 million, or 46.4%, to $128.7 million in the third quarter of fiscal 2005. Gross profit as a percentage of net sales in
the third quarter of fiscal 2005 decreased to 34.6% from 35.0% in the third quarter of fiscal 2004. The decline in gross profit as a percentage of net sales is
due to an amortization charge of $10.4 million related to a fair value step-up of inventory acquired from OshKosh and $0.6 million of accelerated depreciation
recorded in connection with our decision to close two sewing facilities in Mexico. Partially offsetting these declines were lower provisions for excess
inventory compared to the third quarter of fiscal 2004.

Gross profit increased $56.8 million, or 26.6%, to $270.5 million in the first nine months of fiscal 2005. As a percentage of net sales, gross profit in
the first nine months of fiscal 2005 decreased to 35.1% from 36.2% in the first nine months of fiscal 2004. The decline in gross profit as a percentage of sales
is due to amortization of the inventory step-up discussed above and $1.6 million of accelerated depreciation recorded in connection with the closure of Carter’s
sewing facilities in Mexico. As noted above, these declines were partially offset by lower provisions for excess inventory.

The Company includes distribution costs in its selling, general, and administrative expenses. Accordingly, the Company’s gross margin may not be
comparable to other companies that include such distribution costs in their cost of goods sold.
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SELLING, GENERAL, AND ADMINISTRATIVE EXPENSES

Selling, general, and administrative expenses for the third quarter of fiscal 2005 increased $33.0 million, or 58.7%, to $89.3 million. As a percentage
of net sales, selling, general, and administrative expenses in the third quarter of fiscal 2005 increased to 24.0% as compared to 22.4% in the third quarter of
fiscal 2004. This increase reflects the amortization of OshKosh intangible assets, including an amortization charge of $0.9 million related to the amortization
of the fair value of OshKosh licensing agreements and $0.1 million related to amortization of the fair value of OshKosh leasehold interests, and the impact of a
higher mix of retail related activities of OshKosh relative to Carter’s. These increases were partially offset by the benefit of leveraging operating expenses
against higher levels of revenue, most notably in the mass channel.

In the first nine months of fiscal 2005, selling, general, and administrative expenses increased $40.9 million, or 26.9%, to $192.5 million. As a
percentage of net sales, these expenses decreased to 25.0% in the first nine months of fiscal 2005 from 25.7% in the first half of fiscal 2004 due to operating



leverage partially offset by amortization of OshKosh intangibles and the addition of the OshKosh cost structure. Also contributing to this decrease was the
cessation of amortization of our Carter’s licensing agreements, which were fully amortized on August 15, 2004.

CLOSURE COSTS

In May 2005, we decided to exit two sewing facilities in Mexico. We have developed alternative capabilities to source comparable products in the
Far East at lower costs. For a majority of the affected employees, severance benefits were communicated on June 21, 2005. Our Board of Directors approved
the closure plans on June 15, 2005. The total number of employees terminated is approximately 1,124, and 36 employees are expected to be retained through
April 2006. Production at these facilities ceased on August 5, 2005.

As aresult of these closures, we have recorded total costs of $2,142,000 including $1,125,000 of severance charges, $633,000 of accelerated
depreciation (included in cost of goods sold), $7,000 of asset impairment charges, and $377,000 of other exit costs during the third quarter of fiscal 2005.

In the first nine months of fiscal 2005, we recorded total costs of $7,648,000, including $4,238,000 of severance charges, $1,320,000 of lease
termination costs, $1,570,000 of accelerated depreciation (included in cost of goods sold), $113,000 of asset impairment charges, and $407,000 of other exit
costs.

Additional charges to be incurred during the fourth quarter of fiscal 2005 include severance charges and other exit costs. We estimate these charges
for the fourth quarter of fiscal 2005 to be $1.1 million. Additional charges to be incurred during the first and second quarters of fiscal 2006 primarily include
severance charges and other exit costs of approximately $0.5 million.

In June of fiscal 2004, we decided to exit our distribution facility in Leola, Pennsylvania in order to consolidate our distribution operations and reduce
costs. We recorded approximately $95,000 of severance costs during the first nine months of fiscal 2004. All costs associated with this closure have been
incurred.

In July of 2003, we decided to exit our Costa Rican sewing facilities, given our ability to obtain lower costs from third-party suppliers. During the
first nine months of fiscal 2004, we reversed approximately $136,000 of severance costs and other termination benefits previously estimated for this closure.
In the first nine months of fiscal 2004, we recorded approximately $74,000 of severance and $371,000 of other closure costs. All costs associated with these
closures have been incurred.
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ROYALTY INCOME

We license the use of our Carter’s, Carter’s Classics, Just One Year, and Child of Mine names. In connection with the acquisition of OshKosh, as
discussed in Note 3 to the accompanying unaudited condensed consolidated financial statements, we now license the use of our OshKosh B’Gosh and Genuine
Kids from OshKosh brand names.

Our royalty income in the third quarter of fiscal 2005 increased $3.6 million to $7.2 million and includes $3.0 million from OshKosh.

During the first nine months of fiscal 2005, royalty income was approximately $13.5 million, an increase of $4.3 million, or 46.3%, over the first nine
months of fiscal 2004 and includes $3.0 million from OshKosh.

OPERATING INCOME

Operating income for the third quarter of fiscal 2005 increased $9.9 million, or 28.3%, to $45.1 million. As a percentage of net sales, operating
income decreased to 12.1% of sales in the third quarter of fiscal 2005 as compared to 14.0% in the third quarter of fiscal 2004. This decrease in operating
income as a percentage of net sales was driven by costs associated with the acquisition of OshKosh, including amortization of the fair value step-up of
inventory acquired from OshKosh of $10.4 million, amortization of OshKosh intangibles of $1.0 million, and $2.1 million in costs associated with the closure
of two sewing facilities in Mexico, including $0.6 million of accelerated depreciation.

Operating income for the first nine months of fiscal 2005 increased $14.7 million, or 20.8%, to $85.4 million.
LOSS ON EXTINGUISHMENT OF DEBT

As described in Note 3 to the accompanying unaudited condensed consolidated financial statements, in connection with the acquisition and
refinancing, we incurred a $14.0 million redemption premium in connection with the repurchase of our 10.875% Senior Subordinated Notes, wrote off a $0.5
million debt discount on our 10.875% Senior Subordinated Notes, wrote off $4.5 million in debt issuance costs associated with our former senior credit facility
and wrote off $1.1 million in new debt issuance costs associated with our new Senior Credit Facility in accordance with Emerging Issues Task Force No. 98-
14, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments.”

INTEREST EXPENSE, NET

Interest expense in the third quarter of fiscal 2005 increased $2.8 million, or 59.5%, to $7.4 million. In the first nine months of fiscal 2005, interest
expense increased $2.2 million, or 16.5%, to $15.9 million. These increases are attributable to the impact of additional borrowings associated with the
acquisition and refinancing as discussed in Notes 1 and 3 to the accompanying unaudited condensed consolidated financial statements.

INCOME TAXES

We recorded a provision for income taxes of $6.9 million in the third quarter of fiscal 2005 compared to $12.0 million in the third quarter of fiscal
2004. In the first nine months of fiscal 2005, we recorded a provision for income taxes of $19.5 million compared to $22.4 million in the first nine months of
fiscal 2004. Our effective tax rate was approximately 39.5% during the third quarter and first nine months of fiscal 2005, 39.6% during the third quarter of
fiscal 2004, and 39.3% during the first nine months of fiscal 2004.
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NET INCOME

As aresult of the factors noted above, our third quarter fiscal 2005 net income was approximately $10.6 million, compared to approximately $18.4
million in the third quarter of fiscal 2004.

Net income for the first nine months of fiscal 2005 was $29.9 million compared to $34.6 million in the first nine months of fiscal 2004.
FINANCIAL CONDITION, CAPITAL RESOURCES, AND LIQUIDITY

Our cash needs are working capital, capital expenditures, and debt service. Historically, we have financed these needs through operating cash flow
and funds borrowed under our former senior credit facility. Our primary source of liquidity will continue to be cash flow from operations and borrowings
under our new Revolving Credit Facility, discussed below, and we expect that these sources will fund our ongoing requirements for debt service and capital
expenditures. These sources of liquidity may be impacted by continued demand for our products and our ability to meet debt covenants under our new Senior
Credit Facility, as described below.

Net accounts receivable at October 1, 2005 were $132.7 million compared to $103.1 million at October 2, 2004 and $80.4 million at January 1, 2005.
The increase as compared to October 2, 2004 reflects $19.7 million of OshKosh receivables and higher levels of sales in the latter part of the third quarter of
fiscal 2005 as compared to the end of the third quarter of fiscal 2004, most notably in the mass channel. Due to the seasonal nature of our operations and the
acquisition of OshKosh, the net accounts receivable balance at October 1, 2005 is not comparable to the net accounts receivable balance at January 1, 2005.

Net inventories at October 1, 2005 were $209.9 million compared to $148.4 million at October 2, 2004 and $120.8 million at January 1, 2005. This
increase as compared to October 2, 2004 is due to $71.0 million of OshKosh inventory offset by a 6% decrease in Carter’s brand inventory due to the timing
of receipts from the Far East and lower levels of excess inventory. Due to the seasonal nature of our operations and the acquisition of OshKosh, net
inventories at October 1, 2005 are not comparable to net inventories at January 1, 2005.

Net cash provided by operating activities for the first nine months of fiscal 2005 was $34.2 million compared to net cash used in operating activities
of $14.1 million in the first nine months of fiscal 2004. The change in net cash provided by operating activities in the first nine months of fiscal 2005
compared to the first nine months of fiscal 2004 is primarily attributable to favorable changes in inventory and increased earnings, adjusted for charges related
to the acquisition and refinancing.

As a result of the decision to close our sewing facilities in Mexico, we have recorded total charges of $2,142,000 including approximately $1,125,000
of severance charges, $633,000 of accelerated depreciation (included in cost of goods sold), $7,000 of asset impairment charges, and $377,000 of other exit
costs during the third quarter of fiscal 2005. During the first nine months of fiscal 2005, we have recorded total charges of $7,648,000 including
approximately $4,238,000 of severance charges, $1,320,000 of lease termination costs, $1,570,000 of accelerated depreciation (included in cost of goods sold),
$113,000 of asset impairment charges, and $407,000 of other exit costs.

Additional charges to be incurred during the fourth quarter of fiscal 2005 include severance charges and other exit costs. We estimate these charges
for the fourth quarter of fiscal 2005 to be $1.1 million. Additional charges to be incurred during the first and second quarters of fiscal 2006 primarily include
severance charges and other exit costs of approximately $0.5 million.

We have invested $10.7 million in capital expenditures during the first nine months of fiscal 2005 compared to $14.0 million during the first nine
months of fiscal 2004. We plan to invest an additional $20 million to $22 million in capital expenditures during the remainder of fiscal 2005. Major
investments include retail store openings and remodeling, investments in information technology, and fixturing programs for wholesale and mass channel
customers.
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We are in the process of finalizing our integration plans that include severance and relocation costs, certain facility and related store closings, and
contract termination costs. The following liabilities, included in our other current liabilities in the accompanying unaudited consolidated financial statements,
were established at acquisition and will be funded by cash flows from operations and borrowings under our new revolving credit facility:

Severance Other Lease Contract
and exit termination termination
(dollars in thousands) relocation Costs costs costs Total
Balance at July 14, 2005 $ 9,840 $ 2,075 $ 7,020 $ 2,000 $ 20,935
Cash paid (599) 47) — (68) (714)
Balance at October 1, 2005 $ 9,241 $ 2,028 $ 7,020 $ 1,932 $ 20,221

In connection with the acquisition of OshKosh on July 14, 2005, we refinanced our senior credit facility (“former senior credit facility”), which
consisted of a $36.2 million Term Loan C and an available $80.0 million revolving loan facility under which no borrowings were outstanding, exclusive of
outstanding letters of credit, and we repurchased our 10.875% Senior Subordinated Notes due 2011 at a price that included a premium of $14.0 million in
addition to the principal amount of $113.8 million (collectively, the “Refinancing”). As a result of the Refinancing, we wrote off $4.5 million in debt issuance
costs related to the former senior credit facility and the 10.875% Senior Subordinated Notes and expensed $0.5 million related to the discount on the 10.875%
Senior Subordinated Notes.

Financing for the Acquisition and Refinancing was provided by a new $500 million Term Loan B and a $125 million revolving credit facility
(including a sub-limit for letters of credit of $80 million) (the “Revolver”) entered into by TWCC with Bank of America, N.A., as administrative agent, Credit
Suisse, and certain other financial institutions (the “Senior Credit Facility”). The proceeds from the Senior Credit Facility were used to purchase the
outstanding common stock and vested stock options of OshKosh ($312.1 million), pay transaction expenses ($6.2 million), refinance our former senior credit
facility ($36.2 million), repurchase our 10.875% Senior Subordinated Notes ($113.8 million), pay a redemption premium on our 10.875% Senior Subordinated



Notes ($14.0 million), along with accrued and unpaid interest ($5.1 million), and pay debt issuance costs of ($10.6 million). Approximately $1.1 million of
the debt issuance costs were expensed in accordance with Emerging Issues Task Force No. 96-19, “Debtor’s Accounting for a Modification or Exchange of
Debt Instruments.” Other costs paid prior and subsequent to the closing of the transaction totaled $1.3 million, including $0.2 million in debt issuance costs.

The term of the Revolver extends to July 14, 2011 and the term of the Term Loan B extends to July 14, 2012. Amounts outstanding under the
Revolver initially accrue interest at a prime rate plus ..75% or, at our option, a LIBOR rate plus 1.75% and may be reduced based upon the achievement of
certain leverage ratios. Amounts outstanding under the Term Loan B accrue interest at a prime rate plus .75% or, at our option, a LIBOR rate plus 1.75% and
may be reduced based upon the achievement of certain leverage ratios and credit ratings. Interest is payable at the end of interest rate reset periods, which
vary in length but in no case exceed 12 months for LIBOR rate loans and quarterly for prime rate loans. The Senior Credit Facility contains financial
covenants, including a minimum interest coverage ratio, maximum leverage ratio, and fixed charge coverage ratio. The Senior Credit Facility also sets forth
mandatory and optional prepayment conditions, including an annual excess cash flow requirement, as defined, that may result in our use of cash to reduce our
debt obligations. Our obligations under the Senior Credit Facility are collateralized by a first priority lien on substantially all of our assets, including the assets
of our domestic subsidiaries.

The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the term loan. On September 22, 2005, we entered into a
swap agreement to receive floating and pay fixed interest. This swap agreement is designated as a cash flow hedge of the variable interest payments on a

portion of our variable rate Term Loan B debt. The swap agreement matures July 31, 2010.
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Principal borrowings under the Term Loan B are due and payable in quarterly installments of $1.175 million from December 31, 2005 through June
30, 2012 with the remaining balance of $437 million due on July 14, 2012.

On September 30, 2005, we made a $30.0 million prepayment on our new term loan.

Our former senior credit facility, as amended, set forth mandatory and optional prepayment conditions that resulted in our use of cash to reduce our
debt obligations. Accordingly, we made an excess cash flow principal prepayment of approximately $2.4 million on March 22, 2004. No such prepayment
was required in fiscal 2005.

In September 2005, June 2005, March 2005, December 2004, and March 2004, we prepaid an additional $30.0 million, $15.0 million, $20.0 million,
$20.0 million, and $5.0 million of term loan indebtedness. At October 1, 2005, we had approximately $468.8 million in term loan borrowings and no borrowings
under our revolving loan facility, exclusive of approximately $18.9 million of outstanding letters of credit. At January 1, 2005, under our former senior credit
facility, we had approximately $184.5 million of debt outstanding, consisting of $113.2 million of senior subordinated notes, $71.3 million in term loan
borrowings under our former senior credit facility and no revolving loan facility borrowings, exclusive of approximately $6.8 million of outstanding letters of
credit.

Based on our current level of operations, we believe that cash generated from operations and available cash, together with amounts available under our
new Revolver, will be adequate to meet our debt service requirements, capital expenditures, and working capital needs for the foreseeable future, although no
assurance can be given in this regard. We may, however, need to refinance all or a portion of the principal amount of our Term Loan B under our new Senior
Credit facility on or before July 14, 2012.

EFFECTS OF INFLATION AND DEFLATION

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

SEASONALITY
We experience seasonal fluctuations in our sales and profitability, with generally lower sales and gross profit in the first and second quarters of our
fiscal year. Over the past five fiscal years, approximately 57% of Carter's consolidated net sales were generated in the second half of our fiscal year.

Accordingly, our results of operations for the first and second quarters of any year are not indicative of the results we expect for the full year.

As aresult of this seasonality, our inventory levels and other working capital requirements generally begin to increase during the second quarter and into
the third quarter of each year. During these peak periods we have historically borrowed under our revolving credit facility.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which have
been prepared in accordance with accounting principles generally accepted in the United States of America. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues, expenses, and related disclosure of contingent
assets and liabilities. We base our estimates on historical experience and on various other assumptions that we believe are reasonable under the circumstances,
the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates under different assumptions or conditions.

Our significant accounting policies are described in Note 2 to our consolidated financial statements contained in our most recently filed annual report
on Form 10-K. The following discussion addresses our critical accounting policies, which are those that require management’s most difficult and subjective
judgments, often as a result of the need to make estimates about the effect of matters that are inherently uncertain.



Revenue recognition: We recognize wholesale and mass channel revenue after shipment of products to customers, when title passes, and when all
risks and rewards of ownership have transferred. In certain cases, in which we retain the risk of loss during shipment, revenue recognition does not
occur until the goods have reached the specified customer. We consider revenue realized or realizable and earned when the product has been shipped
and when all risks and rewards of ownership have transferred, the sales price is fixed or determinable, and collectibility is reasonably assured. In the
normal course of business, we grant certain accommodations and allowances to our wholesale and mass channel customers. We provide
accommodations and allowances to our key wholesale and mass channel customers in order to assist these customers with inventory clearance and
promotions. Such amounts are reflected as a reduction of net sales and are recorded based upon historical trends and annual forecasts. For certain
accommodations related to cooperative (“co-op”) advertising for which we can determine the fair value, such amounts are classified as a component
of selling, general, and administrative expenses.

Retail store revenues are recognized at the point of sale. We reduce revenue for customer returns and deductions. We also maintain an allowance for
doubtful accounts for estimated losses resulting from the inability of our customers to make payments and other actual and estimated deductions. If
the financial condition of our customers were to deteriorate, resulting in an impairment of their ability to make payments, an additional allowance
could be required. Past due balances over 90 days are reviewed individually for collectibility. Our credit and collections department reviews all other
balances regularly. Account balances are charged off against the allowance when we feel it is probable the receivable will not be recovered.

We contract with a third-party service to provide us with the fair value of co-op advertising arrangements entered into with certain of our major
wholesale and mass channel customers. Such fair value is determined based upon, among other factors, comparable market analysis for similar
advertisements. In accordance with Emerging Issues Task Force Issue No. 01-09, “Accounting for Consideration Given by a Vendor to a
Customer/Reseller” (“EITF 01-09”), we have included the fair value of these arrangements of approximately $1,570,000 in the third quarter of fiscal
2005 and $3,178,000 in the first nine months of fiscal 2005 and $930,000 in the third quarter of fiscal 2004 and $2,582,000 in the first nine months of
fiscal 2004 as a component of selling, general, and administrative expenses on the accompanying unaudited condensed consolidated statement of
operations rather than as a reduction of revenue.

Inventory: We provide reserves for slow-moving inventory equal to the difference between the cost of inventory and the estimated market value
based upon assumptions about future demand and market conditions. If actual market conditions are less favorable than those we project, additional

write-downs may be required.
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Goodwill and tradename: As of October 1, 2005, we had approximately $610 million in goodwill and tradename assets. The fair value of the
Carter’s tradename was estimated at the 2001 acquisition to be approximately $220 million using a discounted cash flow analysis, which examined
the hypothetical cost savings that accrue as a result of our ownership of the tradename. The fair value of the OshKosh tradename was estimated at the
July 14, 2005 Acquisition to be approximately $102 million also using a discounted cash flow analysis. The cash flows, which incorporated both
historical and projected financial performance, were discounted using a discount rate of 10 and 12 percent for Carter’s and OshKosh, respectively.
The tradenames were determined to have indefinite lives. The carrying value of these assets is subject to annual impairment reviews as of the last day
of each fiscal year. Factors affecting such impairment reviews include the continued market acceptance of our offered products and the development
of new products. Impairment reviews may also be triggered by any significant events or changes in circumstances. Our impairment review of
goodwill is based on the estimated fair values of the underlying businesses. These estimated fair values are based on estimates of the future cash
flows of the businesses.

Accrued expenses: Accrued expenses for health insurance, workers’ compensation, incentive compensation, professional fees, and other outstanding
obligations are assessed based on actual commitments, statistical trends, and estimates based on projections and current expectations, and these
estimates are updated periodically as additional information becomes available.

Accounting for income taxes: As part of the process of preparing our consolidated financial statements, we are required to estimate our actual current
tax exposure (state, federal, and foreign), together with assessing permanent and temporary differences resulting from differing bases and treatment of
items for tax and accounting purposes, such as the carrying value of intangibles, deductibility of expenses, depreciation of property, plant, and
equipment, and valuation of inventories. Temporary differences result in deferred tax assets and liabilities, which are included within our
consolidated balance sheets. We must then assess the likelihood that our deferred tax assets will be recovered from future taxable income. Actual
results could differ from this assessment if sufficient taxable income is not generated in future periods. To the extent we determine the need to
establish a valuation allowance or increase such allowance in a period, we must include an expense within the tax provision in the accompanying
unaudited condensed consolidated statement of operations.

Stock-based compensation arrangements: We account for stock-based compensation on stock options under the intrinsic value method, whereby we
record compensation expense equal to the difference between the exercise price of the stock option and the fair market value of the underlying stock
at the date of the option grant. For disclosure purposes only, we also estimate the impact on our net income of applying the fair value method of
measuring compensation cost on stock options with the fair value, prior to our initial public offering, determined under the minimum value method as
provided by Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”) as
amended by SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure.” For stock issued or sold outright to employees,
directors, or third parties, we measure expense as the difference between the price paid by the recipient and the fair market value of the stock on the
date of issuance or sale. Prior to our initial public offering, in the absence of a public market for Carter’s, Inc.’s common stock, management and the
Board of Directors estimated the market value of Carter’s, Inc.’s common stock for all option grants and stock issuances using an approach that
applies a multiple to Adjusted EBITDA. Adjusted EBITDA represents earnings before interest, income tax expense, depreciation and amortization,
and also excludes Acquisition-related charges, write-downs of long-lived assets, closure costs, and a deferred charge write-off. Adjusted EBITDA is
a non-GAAP measure not a measurement under accounting principles generally accepted in the United States of America.
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RECENT ACCOUNTING PRONOUNCEMENTS



In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 (revised 2004), “Share-Based Payment” (“SFAS
123R”), which replaces SFAS 123, “Accounting for Stock-Based Compensation” and supercedes Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees.” SFAS 123R requires all share-based payments to employees, including grants of employee stock options, to be recognized in
the financial statements based on their fair values. The pro forma disclosures previously permitted under SFAS 123, will no longer be an alternative to
financial statement recognition. We have selected the modified prospective method of adoption which requires that compensation expense be recorded for all
unvested stock options and restricted stock at the beginning of the first quarter of adoption of SFAS 123R and for all subsequent stock options granted
thereafter. SFAS 123R is effective for public companies for annual periods that begin after June 15, 2005. The impact of adoption beginning January 1, 2006,
is estimated to result in a reduction in fiscal 2006 after-tax earnings of approximately $3.0 million or approximately $0.10 per diluted share.

In March 2005, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No.107, “Share-Based Payment” (“SAB 107”).
The interpretations in SAB 107 express views of the staff regarding the interaction between SFAS 123R and certain SEC rules and regulations and provide the
staff’s views regarding the valuation of share-based payment arrangements for public companies. In particular, SAB 107 provides guidance related to share-
based payment transactions with non-employees, the transition from non-public to public entity status, valuation methods (including assumptions such as
expected volatility and expected term), the accounting for certain redeemable financial instruments issued under share-based payment arrangements, the
classification of compensation expense, non-GAAP financial measures, first-time adoption of SFAS 123R in an interim period, capitalization of compensation
cost related to share-based payment arrangements, the accounting for income tax effects of share-based payment arrangements upon adoption of SFAS 123R,
the modification of employee share options prior to adoption of SFAS 123R, and disclosures in Management’s Discussion and Analysis subsequent to
adoption of SFAS 123R.

FORWARD-LOOKING STATEMENTS

Statements contained herein that relate to our future performance, including, without limitation, statements with respect to our anticipated results of
operations or level of business for fiscal 2005 or any other future period, are forward-looking statements within the meaning of the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. Such statements are based on current expectations only and are subject to certain risks, uncertainties,
and assumptions. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary
materially from those anticipated, estimated, or projected. The factors that could cause actual results to materially differ include a decrease in sales to, or the
loss of one or more of our key customers, downward pressure on our prices, disruptions in foreign supply sources, negative publicity, the loss of one or more
of our major suppliers for raw materials, increased competition in the baby and young children’s apparel market, our substantial leverage which increases our
exposure to interest rate risk and could require us to dedicate a substantial portion of our cash flow to repay principal, the impact of governmental regulations
and environmental risks applicable to our business, and seasonal fluctuations in the children’s apparel business. These risks are described in Carter’s, Inc.’s
and OshKosh B’Gosh, Inc.’s most recently filed annual reports on Forms 10-K under the headings “Risk Factors” and “Statement Regarding Forward-Looking
Statements.” We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events,
or otherwise.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

In the operation of our business, we have market risk exposures including those related to foreign currency risk and interest rates. These risks and our
strategies to manage our exposure to them are discussed below.

We contract for production with third parties primarily in the Far East and South and Central America. While these contracts are stated in United
States dollars, there can be no assurance that the cost for the future production of our products will not be affected by exchange rate fluctuations between the
United States dollar and the local currencies of these contractors. Due to the number of currencies involved, we cannot quantify the potential impact of future
currency fluctuations on net income in future years. In order to manage this risk, we source products from approximately 85 vendors worldwide, providing us
with flexibility in our production should significant fluctuations occur between the United States dollar and various local currencies. To date, such exchange
fluctuations have not had a material impact on our financial condition or results of operations. We do not hedge foreign currency exchange rate risk.

Our operating results are subject to risk from interest rate fluctuations on our new Senior Credit Facility, which carries variable interest rates. As of
October 1, 2005 our outstanding debt aggregated $469 million, all of which bore interest at a variable rate, so that an increase of 1% in the applicable rate
would increase our annual interest cost by $4,690,000 and could have an adverse effect on our net income and cash flow.

The Senior Credit Facility requires us to hedge at least 25% of our variable rate debt under the term loan. On September 22, 2005, we entered into a
swap agreement to receive floating and pay fixed interest. This swap agreement is designated as a cash flow hedge of the variable interest payments on a
portion of our variable rate Term Loan B debt. The swap agreement matures July 31, 2010. The unrealized gain, net of taxes, related to the interest rate swap
was $0.8 million for the three-month period ended October 1, 2005 and is included within accumulated other comprehensive income on the accompanying
unaudited condensed consolidated balance sheet.

OTHER RISKS
There also are other risks in the operation of our business specifically related to raw material pricing and our global sourcing network.

The principal raw materials we use are finished fabrics and trim materials. Prices for these materials are affected by changes in market demand, and
there can be no assurance that prices for these and other raw materials will not increase in the near future. These materials are available from more than one
supplier, which enables us to negotiate pricing. However, the loss of one or more of these suppliers could temporarily interrupt our supply, which could have
an adverse effect on our sales and increase our costs.

We currently source substantially all of our production from our offshore operations and third-party manufacturers located in foreign countries. As a
result, we may be adversely affected by political instability resulting in the disruption of trade from foreign countries, the imposition of new regulations
relating to imports, duties, taxes, and other charges on imports, including the China safeguards, any significant decreases in the value of the dollar against
foreign currencies, and restrictions on the transfer of funds. These and other factors could result in the interruption of production in offshore facilities, delay
receipt of the products into the United States, or affect our operating income. Our future performance may be subject to such factors, which are beyond our
control, and there can be no assurance that such factors would not have a material adverse effect on our financial condition and results of operations. We



carefully select our sourcing agents, and in an effort to mitigate the possible disruption in product flow, we place production in various countries we believe to
be of lower risk.

We enter into various purchase order commitments with full-package suppliers. We can cancel these arrangements, although in some instances, we
may be subject to a termination charge reflecting a percentage of work performed prior to cancellation. Historically, such cancellations and related termination
charges have occurred infrequently and have not had a material impact on our business. However, as we rely more heavily on our full-package global sourcing
network, we expect to incur more of these termination charges, which could increase our cost of goods sold.
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ITEM 4. CONTROLS AND PROCEDURES

(@ Evaluation of Disclosure Controls and Procedures

The Chief Executive Officer and Chief Financial Officer of Carter’s, Inc. have evaluated the effectiveness of the design and operation of our
disclosure controls and procedures (as defined under Rules 13a-15(e) and 15d-15(e) promulgated under the Securities Exchange Act of 1934, as amended) as
of the end of the period covered by this report. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer of Carter’s, Inc. have
concluded that our disclosure controls and procedures are adequate and effective.

(b) Changes in Internal Control over Financial Reporting

There were no changes in the Company’s internal controls over financial reporting during the period covered by this report that have materially
affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II — OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS:
N/A
ITEM 2. UNREGISTERED SALES OF EQUITY SECURTIES AND USE OF PROCEEDS:
N/A
ITEM 3. DEFAULTS UPON SENIOR SECURITIES:
N/A
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS:
N/A

ITEM 5. OTHER INFORMATION:

N/A
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ITEM 6. EXHIBITS:
(a) Exhibits:
Exhibit Number Description of Exhibits
31.1 Rule 13a-15(e)/15d-15(e) and 13a-15(f)/15d-15(f) Certification
31.2 Rule 13a-15(e)/15d-15(e) and 13a-15(f)/15d-15(f) Certification
32 Section 1350 Certification
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SIGNATURES



Pursuant to the requirements of the Securities and Exchange Act of 1934, the Registrants have duly caused this report to be signed on their behalf by
the undersigned thereunto duly authorized.

CARTER’S, INC.

Date: November 10, 2005 /s/ FREDERICK J. ROWAN, II
Frederick J. Rowan, II
Chairman of the Board of Directors and
Chief Executive Officer

Date: November 10, 2005 /s/ MICHAEL D. CASEY
Michael D. Casey
Executive Vice President and
Chief Financial Officer
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Exhibit 31.1
CERTIFICATION
I, Frederick J. Rowan, II, certify that:
1. Thave reviewed this quarterly report on Form 10-Q of Carter’s, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: November 10, 2005 /s/ FREDERICK J. ROWAN, II
Frederick J. Rowan, 11
Chief Executive Officer




Exhibit 31.2

CERTIFICATION

I, Michael D. Casey certify that:

1.

5.

I have reviewed this quarterly report on Form 10-Q of Carter’s, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: November 10, 2005 /s MICHAEL D. CASEY

Michael D. Casey
Chief Financial Officer




Exhibit 32
CERTIFICATION

Each of the undersigned in the capacity indicated hereby certifies that, to his knowledge, this Report on Form 10-Q for the quarter ended October 1,
2005 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and the information contained in this Report
fairly presents, in all material respects, the financial condition and results of operations of Carter’s, Inc.

Date: November 10, 2005 /s/ FREDERICK J. ROWAN, II
Frederick J. Rowan, II
Chief Executive Officer

Date: November 10, 2005 /s/ MICHAEL D. CASEY
Michael D. Casey
Chief Financial Officer

The foregoing certifications are being furnished solely pursuant to 18 U.S.C. § 1350 and are not being filed as part of the Report on Form 10-Q or as
a separate disclosure document.




