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AROUT THIS REPORT

In th

our first annual report, we at
Paragon Trade Brands have provided answers to our
customers’ and investors’ most frequently asked questions

about the Company and the industry. The information

appears in sections designed to allow

easy access.
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ABOUT THE COMPANY

TOVSSAR

For over twanty yaars, Paragon Trade Brands has

TOH¥I0LE O

besn the leading supplisr of store brand disposable

baby diapers in North America, The company manufac

tures @ line of premium guality diapers known as

"Wtra” as well as a line of cconomy dispers that

has fewer features. These products are distributed

throughout the United States and Canada, primarily

through grocery and food stores, mass merchandisers,

warehouse clubs, toy stores and drugstores that

market the products under their own sture brands.

Paragon’s success has been driven by a commitment

to work with retailers in building their store brand

share and category profits By focusing on continual

improvement, Paragon has sot the standards for

product quality and profitability in store brands

for our retail trade partners, while providing

significant savings and value to the consumer.



To QuR STOCKHOLDIRS:

Paragon Trade Brands is the leading supplier
of store brand disposable diapers in Morth America.
We have achieved that position by adharing to our
unwavering mission Lo provide our customers with the
highast quality products and valus-added services
at the Towest price possible.

In our first year of independent existence, we have
far exceeded our performance targets despite price
reductions by the national brands. We owe this accom
plishment ta the ensrgy, dedication, and taamwork of
our 1700 Company esscciates and the solid partnerships
that wa have formed with our customers and suppliers
aver the years.

Paragon Trade Brands became a public company on
January 26, 1983 through an initial public offering
(IPO) of 11.5 million shares of common stock at $18
per share. The proceeds from the sala of 10 million
shares and a bank Toan of $35 million were paid to
Weyerhasuser Company for the acquisition of its
Private Label Baby Diaper Business. The proceeds
from the remaining 1.5 million shares were used by
the Company to reduce its bank debt to $B.1 million

Operating Results and Financial Highlights

In fiscal 1993, sales increased by 16% from
$484.8 million to 3562.9 million. Operating earnings
on a pro forma basis incrassed by 60% from $30.6 mil-
Tion to $4B.8 million. Net income on a pro forma basis,
excluding the tax benefit of $15.6 million due to
changes in the tax law, increased by 84% from
§18.3 million to $30.0 million.

During our first year as a public company our raturn
on average equity. excluding the one-time tax benefit
of $15,588.,000, was 21.7% on & book basis and 13.7% an
an IP0 market capitalization basis.

1PO Business Plan Highlights
During our IP0. we discussed two external factors

and four internal factors that contribute to the



Bobby Abraham, Chairnian and Chicf Fxccutive Officer,
and Davidd W, Cole, President and Chict Operating Olficer



“We've seen a
lot of growih from our Smiles brand diapers

mostly due to Paragon’s quality... they sell as well a5 our

national brands in our clubs. We really consider Paragon

Irade Brands an important partner in

long-term growth plans”

Clark Tyndall
sional Merchandise Manager
SAMY Club
ivision of Wal=Mart
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growth potential of our business and strengthen
our leadership position in the valus segment of
the diaper category
The external factors identified wera: (1) the
general shift of the retail trade toward emphasizing
quality in store brands to strengthen franchises and
improve profits and {2) the gensral shift in consumer
purchase behavior to value over brand image, particu-
larly in frequently purchased items such as diapers.
The internal factors identified were: (1) our
partnarships with key retailers: (2) our product
quality: (3) our product development strategies and
capabilities; and (4) our manufacturing capabilities.
To underscore our commitment to growing the busi-
ness, we also disclosed plans to invest $184 million
over the pariod 71983 through 1997, with approximately
two-thirds of the spending planned for the years
1993 and 1994. Tha investments were targeted toward
several key areas:

= First, to increase our capacity from 3 billion

units in 1882 to 4.7 billion units in 1997. We
indicated that the capacity additions for the years
1993 and 1994 would be approximately 10% a year,
with much of our growth expected to come from our
North American customars.

+ Second, to modernize our manufacturing eguipment
and processes to reduce costs. Our ongoing goal s
to share the benelits of this cost reduction with
our customers, while at the same time improving
our pretax oparating margins.

+ Third, to stay current with the continual innovation
of products in the diaper catagory by upgrading and
maintaining our equipment.

To ensure a strong balance sheet, while funding

the aggressiva invastment program, we indicated both

no dividend payments in the early yesrs of this program

and a conservative target debt to total capital ratio

of under 30%.

Busincss Flan Update
Our trade customars continue to emphasize the
importance of gquality and remain committed to growing
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their store brand franchises in the face of testing
challenges from the national brands Consumers have
reaffirmed their preference for value — guality at
a lower price — by buying our customers’ store brands
despite the narrowing gap in price compared to the
national brands. By building on our fundamentsal
internal strengths, we were able to leverage these
lavorable market trends.

We have strengthenad our relationships with
our trade customers. We have also emphasized more
customer-specific marketing, packaging impravements,
and promotional programs to optimize each retailer's
unigue image and strategy. In addilion, we are making

significant investments in developing systems for

¢lectronic deta interchange to efficiently interface
with trade customers

In the area of diaper product guality and develop
ment we already enjoy a two-to-one product performance
advantage over all value scgment competitors. National
consumer home use tests of our new Ultra thin diaper

product indicate that it is significantly preferred

over our current Ultra product and cont

ues Lo compar
favorably to tha leading national brand. We helieve
this continuing trend in our product guality will
help offset the narrowing price gap between store
brands and national brands

Paragon has made thres signi

cant improvements to
its training pant product since its introduction in
1892, These include upgrading the pad, adding a printed
backsheat, and introducing an improved elastic waist
system. Qur training pant production was on allocation
during most of 1993. We ars doubling our capscity
for 1994

We have alse significantly upgraded the economy
diapar product and package and expect that this will add
to our growth in the lower price segment of the market.

In the cost arena, both Paragon and ite competitors
have benefited greatly from the weakness in raw
material prices, particularly fluff pulp. More impor-
tantly, our modernization program aimed at sustainable
cost reduction is on track. The improved processing

capabilities of our machines are enabling us to use
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materials more efficiently and to increase machine
speeds. Additionally, in 1993 we restructured our
compensation system across the Company. We reduced
base wages and increased variable pay tied to perfor-
mance on volume growth, service to trade customers,

and profit targets. Furthermore, by working closely

with our supply partners, reduced our costs by
helping them reduce their costs. These actions.
combined wilh eenLinuing emphasis on training,
teamwork and problam solving, have enabled us to
achieve our goals of controlling costs while improv-
ing product quality. Every day, in everything we do,
Paragon continuas to move forward toward our goal

of becoming the lowest-cost manufacturer and the
toughest compatitor in the category

In 1993, we increased our capacily faster than we had
original ly projectad. Part of this increase was due to
the addition of new machines: however, a significant
purtion resulted from productivity incressss from
existing machines

Capital investment to manufacture cur new Ultra thin
diaper product will ba somawhat higher than expected.
In some instances. we reinstalled equipment and modi-
fied plants Lo accommodale changes. These changes
should give us sustainable. advantages in product
performance versus our value segment compebitors.

In terms of total capital investment, our current
plans for spending are somewhat behind projections as
our Ultra thin diaper introduction was delayed From
late 1993 to 1984 in favor of cost management priori
ties. However, we expect our spending te catch up
in 1994 and our overall capital expenditures for the
five year period to exceed our original projections
somewhat, due to increased capacity and higher than
anticipated costs for product innovations.

At year end, our balance sheet was stronger than
axpected with a cash balance of $8.8 million and no
debt. This position is the result of a strong oper
ating performance and Lhe unexpected benofit of tax
deductibility of goodwill amortization. Despite
the health of ocur balance sheet and our higher than

axpectad sales and earnings growth, we intend to

DISN
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retain our no-dividend policy for the foreseeable
future The basis for this decision is our plan to
continue investing in our base business. as well
as providing for growth in related businessas in

North America and in selected foreign countries.

New Busincss Opportunitics

The most important growth potential For Paragon
Trade Brands is in marketing disposable baby diapers
to rapidly growing markets outside the United States
and Conada. Mexico represents a prime opportunity
with its growth potential bolstered by NAFTA. In addi-
tion, joint offorts between leading U.S. and Mexican
retailers will give Mexican consumers access Lo more,
and cheaper, discretionary products

Another key area of opportunity is acquisitions

of, or joint vantures with, axisting manufa

rers
of baby, feminine and adult absorbent products who
are inLeresled in benefiling lrom our expertise in
absorbent technology. Direct entry into the North
American store brand segment of feminine hygiene
and adult incontinent disposahla products is

an alternative.

Risks and Uncertainties

Wnhile we are cautiously optimistic about our ability
to achieve our mid-term business growth plans in North
America and are planning for growth beyond our shoras,
we are keenly aware of the risks and uncertainties that
could cause us to resssess our plans. In particular,
1884 will be a major challenge for Paragon Trade Brands
@s we face continued competitive pressures from the
major brands, implement a national roll-out of our
Ultra thin diaper product. upgrade our packaging. and
add new capacity to meet anticipated growth.

We expect that competitive pressure from national
brands will continue as they institute product
impravements, raduce prices, ar increase promotional
spending. History shows that we can keep pave with
the product improvemsnts mors sffactively than any

other value segment competitor. By continually and

=|



“We carry the :
big hrandd Bames fike Fampers, Luve and Huggies
because the cuistomet expeces to Hnd ther when they shop with us.
We also carey ouy private label diapers ke thosel products e get fiom

Paragtin Trade Brands, These nro the diapers that bring the high profitability

inro aus diajier dapar vl valiies o the vust

ent, The're except

and of high quality. In Bk, we will nat put ger private fabet pame on

any product when the quality i nof equal o or bettor

than the brands”

Ron Cavlaon
Vie President, Private Labot

Amtricin St Lonipany (Lucky, 0500, ACME ’\hrkc(!)




“Our mission is to provide our

tomers the highest quality

ded services at (h

Bobby Abrahan,
el Bxocuttve OMicer, P




ogyressively mansging our costs and supporting the
retailers’ commitment to their store brands, we
believe we can of fset reasonable increases in
promotional spending without significantly eroding
our margins.

Beyond the business strategies outlined above,
we believe the technical sophistication of our Ultra
thin diaper product gives us a ganuine performance
advantage versus our value segmenl competitors,
thereby creating an added incentive for new customers
to switch to us as their supplier.

The operational risks inherent in switching to Ultra
thin diaper products and new packaging are formidable.
We are however adding rescurces as needed to ensure a
smooth transition for our customers. We are also adding
capacity to compensate for productivity slow-downs
during learning periods while starting up on the
new products.

Despite the relative simplicity of the disposabla
disper product, patent infringement is an area that
damands constant vigilance. In recent years, we have
tried to substantially lower our exposurs by obtaining
third-party legal opinions stating that our product
innovations do not infringe valid patents. In addi-
tion, we are developing our own patent portfolio to
improve our competitive advantage and to enable nego-
tiation of reasonable settlemants in the context of
litigation relating to alleged infringement.

Environmental concern regarding diapars and their
impact on the wastae stream — which captured headlines
a few years ago — has declined in the last two years
The decrease in press coverage resultad from growing
awaranass by the public and legislators of the signifi
cant impact ¢loth diapers have on scarce energy and
water rasources. Nevertheless, makers of disposable
diapers have the continuing responsibility to make
their products more environmentally friendly. This is
a priority for Paragon and its suppliers. We continue
to explore ways to make our products less bulky, to use
racycled or more plentiful resources, and to minimize

their impact on the waste stream

-




Our Most Enduring Strength

As a business entity, Paragon Trade Brands is an
organization rich in experienced Lalent from a wide
range of leading consumer companies. We are drawn
together by our common values and beliefs. our
emphasis on ethics and teamwork, and our commitment
to axcellence.

While we take pride in our equipment and syslems,
our people and culture are what truly sot Paragon Trade
Brands apart. Our commitment to investing in training
and development, listening to ideas. and providing
resources for solving problems has resulted in a
highly creativa and energized work force. We speed
the resolution of problems. simplify processes,
and anhance ndividual skills across the spectrum
of our organization by encouraging teamwork within
and across organizational levels.

Variable pay and benefits are a significant
component of all our employees’ total compansation
By Tinking that variability to a common set of measures
relevant to our customers and stockholdsrs, we have
developed a unily of purpose and interest. By recogniz-
ing effort and rewarding results, we have cresled a
culture of exceeding the expectations of our customers
and stockholders. Our culture, core competenciecs.
and financial strength aro focused on our mission of
providing our customers the highest guality products
at the lowest possible price, and will drive our

continued growth,

Sincerely,

by, Heorid

Bobby Abraham
Chairman and

Chief Executive Officer
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Tne MARKET MARKET SHARE TRENDS

Birth rates have declined, but the total market has increased ! The value segment has gained share. Consumers” growing
because children stay in diapers longer. | prelercnce lor superior value  quality ar a lower price—is
driving the share.
i
Billions of Diapers Sold”
16.8 16.8 17.0 I

Market Share”

1991 1992 1993 I
Rirthrate Trends™ | 1945 1930
4111 .

i [£8] 1993

Fosn 1ouy

Despite envirommental pressures,

disposable diapers are the preferved product.

Valu
Sepment

Houschold Penctration of D

osable Diapers/Clath®

199] 1902 1993

1992 1003

B Disposabile
Dual Usage
Cloth

“Paragon internl stimaic

“National Center for Health Statistics “Paragan mrernal arimare
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Wuere Peorir Buy

Consu

er buying habits are shifting away from traditional
supermarkets and drugstores 1o mass merchandise and club
autlets. We believe mass merchandisers and chubs represent a

significant appornmiry for growth

Consumer Purchasing by Dutlet Type’

9 &%
1% v -
4% 3%

1989 1991
W Fod
2 Dy,

Liiscount/Mass Merclandise
W Warchouse/Club

All Other/ Toy /Department

“Niclein Morkering
Rescarc

Provuct Quartty Bastp on CoNnsuMmLwr INput

Our commitment 1o in-home consumer testing
h

perfe

manie M ot dluring acmal

T
use. The most important diaper atribute to consumers

is absorbency Acontainment, In the Jast five years our

ormance is

leakage has dec

e, Our current p
comparable 1o the national brands and is superior to

all other value segment supplicrs.

Leakage Trends®

1989 res0

199!

“Paragon Trade frands survey dora



Moxiroring CORSUMER ACCEPTANCE ViA RErLy CARDS SUPERIOR STOMER SERVICE (8 & Tor PrRIORITY
Pasagon Trade Brands has made a concerted effort to gauge Hawless customer service is a top priority for our trade
consumer satisfaction thraugh ever a million reply cards customers, By making this our priority and investing in
inserted into our product packages. Paragon Trade Brands’ information systems lor tracking, we have achicved superior
Ultra diaper quality has consistently heen rated “high” with a Levels of service performance.

1993 score of 4.4 out of 5.0

Customer Service History

Paragen Quality
Overall D

‘ _/,.——-— prvet 1993

L o = B % shipped ontime B % shipped complete
1959 1990 1991 1992 1993 P P T

Paragen Trade Rramds wevey duta



NuMBer 1 I8 THE Tor 10 PRIVATE LasrL Foon Mark

In the ten fuord (grocery) markets with the highest private
label diaper volume shares, Faragon retailers represent 76% of

toral gracery dollars. These markets average 38% private label

share of diaper categary sales
Paragon-supplied retailers in the ten foed markers with
the lowast shares represent only 29% of total gracery dollars

“These markets average only 10% private label shave of dizper

category salvs.

Comparison of Paragon’s Market Prosence with
Private Label Market Share”

T6%

2w

Top 10 Privae  Bostom 10 Pelvare
Lubel Morkets Label Markets

Vlume Served by Paragon

B Average All Commad

& Average Private Label Market Sharc

stsosy Reswnnces nconparated. fnforsan; food daiu only—

52 wechr theough 12026793

I3

PARTNERSHIP RPsutts In §

During 1993, Paragon ‘Trade Brands’ top ten enstomers’
private label share of the entive diaper aiske was on
weighted average hasis greater than %, These results
were driven by the quality of our products combined with

i ions and retailer itment Lo their

store brands,

Private Label Share®

0%

21.6%

Taeal
(5%

Cumtarm,

r
i

Paragon wnreenal estimates, wrwomer pavided dara & IR Infoscun



Paracon's PRODUCTIVITY

ompany has increased its capacity by adding machines

and by increasing the speed of existing machines. As of the end
of 1993, the Company had 3 insalled diaper machines and

one training pant machine. The Company expects to continue

to add capacity to meet customer demand

Average Number of Diaper Machines

3

329
2.6
8.2
%
1991 qee2 1993
Diapers per Machine (in
10 106.2
101
%0
80
1990 qwer 1993

Carirar Exransion

The Company is committed to increasing its capacity,

lowering its manufacturing costs, and continuously offering the

latest product enhancements. These objectives, in part, will e
met through the Company's capital expenditure program.
T

Capacity Fxpansion category includes facility expansion,
addirional diaper andl training pant machines and productivity
improvements. The Machine Modernization category includes
cquipment expenditures for the modernization of pad forming,
and the new Ultra thin diaper. The Product Innovation,
Maintenance and Other category includes expenditures for
product enhancements, maintenance capital and compuer

systems. The Company anticipates increasing its capital

cexpenditures in 1994,

Capital Expa  thousands)

W Capacity Expansion

Machine Madernization

Product ation, Maintenance and Other



Tue Iveact or Pure

Fluff pulp as  percentage of the cost of goods sold has

decined i recent years pricarily due 1o 1

bhange in
market P ice and, in some cases, to a decline in usagie per
diaper, Much of the (luctuation has been cavsed by the
change in market price.

In 1994, the Company will begin shipping its Ulera thin

diaper which uses even less pulp. Over time, the Ulira thi

diaper should allow the Company to reduce s consmprion
of pulp by over $0%. 11ufT pulp will be replaced by additional
ally

quantities of super-absorbent materfals, which histo

have less price fluctu,

Average Prive/ Metric Ton

IFRe

I i

1959 1990 199

1992

Estimated Pulp Usage/ Metric Tons (in thousands)

i 150
103
81
I ‘“

e g i 102 994

DIsPosABLE DIAPERS AND THE ENVIRONMENT

Much attention has been focused on the environmental

effects of diapers as local municipalities, states and the nation
deal with salid waste management issacs. Studics have found

that while disposables generate morc solid waste, they produce

considerably less air and water pollution than cloth diapers.

They also use less energy and water than cloth.”

Energy Usage
Disposables use half as much energy as cloth diapers,

disposables cloth

Total Solid Waste
Disposables generate: four times as much total solid waste
as cloth diapers.

digables choch

Air Pollution
Disposables create balf as much sir pollution as cloth diapers.

disposcbles otk

Water Pollution
Disposables ercate one-sevanh as much water pollution as

disposables  cloih

cloth diapers

Water Usage
Disposables use one-fourth as nach water as cloth diapers.

dispasables  clorh

“Faergy und Envssonmental Profile Aualysi of Childron's Prsposable anad Closh Diapers,
Franklin Asociares, {rd 990,



A PERTORMANCE COMPARISON

Paragon cantinually benchmarks performance against

its competitors. Despite somewhat lower operating

wargins as a percentage of sales, Paragon's return on assets

is compar able 1o Value Line Houschald Goods In(hmry

Products and Toilktries/Cusmetics groups which are
comprised of successtul branded companies. The Company’s

vorurn on equity is lower because of an absence of debt.

EBIT ag a Percent of Sales

11 8%
11.8%
P .
[ &
Assel Turnover Ratio
34
1.4 il
Paragon 1iGH Tac
Return on Assets
23.9% 23.1%

15,3%

Paragon et Tal
ROFE
30.5%
% 22.5% l
Faragen HGI Tal
Debt/ Total Capital
33%
25%
% .
Raagon Mol s

Praducts and Taidereres! Covmetses deta and coleulation

Souree for Ha
Vitluee Line Publishing— October T and October 22, 19493 ksnues,
Houeehold Products group inchedes: Churrch £ hat, Clon
Finst Bramds Corp.. Generai Housewaree, Kimberly Clark, Lancaster Calony.
Newel! Co., Oneida, Praceer & Gamble, Rubbermaid, Sunbeam Oster.
Tealotsies! Countics group includes: Alberto Culves, von Producs, Bic
Gilleste, Hclen of Tray Coop., Helene
Neuiroger, Taubrands fnc., Winducre Corp.

(o) Uses pro forma EBIT, (b) exchedes the deferred vas asset, {o) exchules tas benefir
of §15,585,000,

. Colgone- Puhuelive,

Corporation, Career. Wallare,

2

— e e mm e = = e =

ALIGNING CusTOMLER, STOCKHOLDER, AND EMPLOYEE INTEREST

‘The Company's compensation philosaphy at all levels

ernphasizes the alignment of customer, stockhalder, and

employee interest. The key operative elements of this
philosophy are:

1) All employees” participate 1 a conmen bonus plan,
the funding of which i dependent on how well the Company

services s customers, based on the achievement of volun

sevvice, and opcrating margin targets.

2) All employees® participate in a defined contribution
pension plan in which the Company’s contriburion level is
heavily influenced by Company profits

3) In addition, almost all manufacturing employees
participate in a continuous improvement plan (gain-sharing),
driven by their achi

and profitabi

ving safety, quality, productivity, cost,

v improvements over the prior year.
4) Base pay for the CEO and the COO haye been set

below compes

ve levels while the performance-driven
component of compensation, both long- and short-term,

has been given greater importance in total compensation.

Company Totals for
Variahle Compensation

Pengion contribution $2,019,195
Bonus contribution $2,366,705
Total §4,355,900
Tortal as % of base pay 3%

Tap Management Compensation

Abraham, Cole,

Current CEO) CO0
Base pay 520,000 $193,200
Cash bonus™ 5256164 s161,333

Total cash

compensation”™ S456,164 §354,533
h conpensation as

amultiple of

Avg. employee pay 15 ]
Avg. hourly pay 17 12

C

Long-Term Incentives

s of restricted stock 9775

*94 grams of restricted stock 7,500 5,000
1PO) (93) stock options at $19 strike price WO 57,500
strike prive 38,330 25,000

94 siock options at 531

“Other thon the LaPuente hostely work force, which is covered by a spectfhc union contract.

20% disconnn

ikt in size






SELECTED FINANCIAL DATA

(DoVar anounts in mi 1] ions) Fizcal Years
1989 1990 1981 1992 1993
Earnings statement data'’

Sales, net of discounts and

allowances $292.7 $286.2 §396.3 94848 s562.9
Gross profit 8333 s$383 §734 5849 51053
Gross margin 11.4%  13.4%  18.6%  17.6% 18.7%
Operating profit (Toss) $(9.8) s (4.4) §33.4 5348 549.3
Operating margin - - 8.4% 7.2% 8.8%
Net carnings (loss)@ §(6.1) s (1.8) $21.0 s 21.1 s 45,8
Net margin - 5.3% 4.4 3. 250

Balance sheet data’™

Working capital 9229 9208 s276 831.9 827
Total assets 3119.3  8110.4 $122.4 s150.6 5244.2
Stockholders’ equity - - - $167.1

Investment by Weyerhacuser §93.0 5805 588 5108.8 -

Other data'™
Capital spending $18.9 $13.2 5152 §29.0 § 554
Depreciation and amortization $10.8 $12.4 5135 5156 § 225

Units sold (mi111ons) 2,006 1,907 2,535 2,993 3,435

Sea Yote 1 0f Motes to Financial Starements.

For earnirgs par thars inforation ces page 45.

12 Reflects tne benaf it to droom of $15.6 nillion relating to deferred Laxes due to U

of tha Oeibus Budget, Ascons) |iation Act of 1963 (sco Notes 1 and 3 of Nolos t Finwcial

Statemnte). 1 such tox ool 1L were oxcluded, Aot sarnings wauld bo 530.3 ard et nargin

wouldd a

0 Ineludes, 1.7 mi11ion for conputer safzware and dova lopent

|



CONSOLIDATED AND COMBINED BALANCE SHEET

(DoTlar asounts in thousands) Dacembor 26, Duceber 27,
1993 1992
{Nota 1)
Assets
Cash and short-term investments 5 8.785 s 58
Racaivables (Note 5) 46.498 43,076
Invantaries (Note 6) 36.571 24,286
Current portion of deferred income taxcs
(Note 3) 5.704 4.578
Prepaid expenses 1,243 309
Total current assets 97.801 72,304
Property and equipment (Note 7) 78.310 58,697
Construction in progross 28.841 18,252
Patents and trodemarks (Note 1) 1.739 2,198
Deferred income taxes (Note 3) 34,742 -
Other assets 2,735 1.178
Total assets 5 244,168 5 150,624

Liabilities and Investment by
Weyerhacuser Co./Stockholders’ Equity
Checks issued but rot cleared

(Notes 1 and 10) s 10,711 s 9,380
Accounts poyable a7 18,614
Accrued liabilities (Note 8) 25,266 12,411

Total current liabilities 77,084 40,375
Deferred incone taxes (Note 3) - 1,416
Commitments (Note 12)

Total liebilities 77,094 1,790
Investment by Weyerhasuser Co. = 108,834

Stockholders' equity (Notes 1 and 3):

Preferred stock: authorized 10,000,000
shares, no shares issued, $.01 par value

Common stack: authorized 25,000,000 shares,

issued 11,500,000, $.01 par value 186 -
Capital surplus 126.733 =
Foreign currency translation adjustment (436) -
Retained earnings 41,862 -
Total stockholders’ equity 167,074 -
Total 1iabilities and investment by
Weyerhasuser Co. /stockholders’ equity § 244,188 § 150,624

woompanying Notes to Financia] Statements.
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CoNsoLIDATED AND COMBINED EARN

{Dollar asounts in thousands) Yoar Ended
Deceabar 36, Dacefbar 27, Decender 29,
1993 1982 190
(Nota 1)
Sales, net of discounts and allowances § 662,943 3 484,776  § 396,323

Cost of sales, including purcheses by

the Privata Labal Diaper Business

of raw materials from Weyerhasuser Co.

totaling 59,881, $88,048 and $73,007,

respectivaly (Note 10) 457,613 399.919 322,884
Gross profit 105,336 84.857 73.439
Selling, general and administrative

oxpense, including costs allocated

to the Private Lahel Diaper Businass

from Woyorhaeuser Co. totaling $292,

33,480 and $3,830, respectively

(Note 10} 50,026 43,472 34,357
Research and development expense 5,015 6,627 5,704
Operating profit 49,295 34,758 33,318
Other income {expense), net (Note 2) (811) (747) 175
Earnings before incong toxes 48,384 3,m7 33,553

Provision for (benefit from}
income taxes (Note 3):

Effect of change in tax law (15,568) = =

Uther current and deferred taxes 18.044 12,814 12,585
Net tax provision 2,466 12,814 12,585
Net earnings s 45,828 s 21,103 5 20,968

o0 acoonpanying Notes to Financ

Frmncirs 1hao3 DAANDS, Iis .



CONSOLIDATED AND COMBINED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

(Dallar ancunts fn thousends)

(Note 1)
Balance, Decembar 30, 1990
Net earnings
Net return to Wayerhasuser Co.
Balance, Dacembar 29, 1881
Net earnings
Net return to Weyerhaeuser Co.
Balance, Decomber 27, 1882
Net earnings
MNet return to Weyerhacuser Co
Acquire net assets of Private
Label Diaper Business of
Weyerhaeuser Co
Sale of common stock
Trenslation adjustment
Balance, December 26, 1993

Sae accompanying Notes to Finencia) Statements.

Trveszsant by
Weyerhaeuser Co

$ 80,500
20.968
(12.623)
88,845
21,108
(1.114)
108,834
4,266
(6,188)

(106,912)

Conmon

Stock

Forsign
Capital Curreney
Surplus Translation

98,683 =
26,850 N

- (438)

T 126,733 s (a36)

ot
Earnings

ol

3 41,662

Famagon Taane Baawns, Inc



CONSOLIDATED aAND COMBINED STATEMENT OF CAsH FLOWwS

(Boller ano 0 thousands)

(Note 1)
Cash flows from operating activities:
Net eary

ings
Noncash charges to cornings:
Depreciation ond amortizatien
Deferred income Laxes
Changes in working cepital:
Receivables
Inventories and prepeid expenscs
Accounts paysble
Accrued lisbilities
Other
Net. cash provided by cparating
activities
Cash flaws From investing activities
Expenditures for property
and equipnent
Procesds from sale of property
and equipnent.
hcquire net ssserts — Privato
Label Diaper Businoss of
Weyerhacuser Co.
Other
Net cash used in investing
activities
Cash Tlaws From Financing activities:
Nat return to Weyerhaeuser Co
Daferred taxes credited (charged)
to dnvestment by Weyerhacuser Co.
Proceeds from bank credit focility
Repayments of bank credit faeility
Sale of common stock
Checks issued but not ¢leared
Net cash provided by (used in)
financing activit
Net increese (decres
Cash al beginning of period
Cash at end of period
Cash puid during the year for:
Interest
Income taxes (Noles 1 and 3)

]

in cash

Sea acconpanying Motes to Firancial Statements

Pausnn Tas

Year E"K‘-_e:' -
Usconber 26, Decoubar 27,  Dogumber 29,
1993 1892 181
s 45928 5 21,101 § 20,968
22,410 15,618 13,545
(17.831) (2,658) 1,806
(3.422) (3,806) (6.602)
(12,219) (3,376) (4.807)
22,503 5,440 1.968
10,658 338 1.874
(4800 (516) (43)
67,637 26,145 28.800
(63.660) (29.023) (16.235)
96 759 341
(35.000) -
(2.300) (945) (297)
(90.864)  (29,209)  (15.1971)
(6.188) (1.114)  (12.623)
243 (678)
43,300 - -
(43.,300) -
26.865 - -
1.217 3,987 (352)
31,954 3,116 (13,651)
8,727 52 (33)
58 3 38
s 8785 & 58 % [
$ 375 - 3
$ 16,047 s 15,670 5 10,779
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NOTES TO FINANCIAL STATEMENTS

Note I: Basis of Presentation

Significant Accounting and Reporting Policics

BASIS OF PRESENTATION AMD RELATED INFORMATION

On February 2, 1993, pursusnt Lo an agreement betwoen Woyorhasuser Company
(Woyerhasuser) and Paragon Trede Brends, Tnc. (Paragon or the Company),
Woyerhacuser transferred substantially all the net assets of its Private Label

Diaper Business (the Business) ta Paragon in exchange for 9,998,800 shares of
Paragon’s 5 01 par valua common stock and the payment of $35,000. The book value
of the rot assets acquirad From Weyerhaeuser in this transaction was $106,912 As
s result, tho financial statemants reflect the results of Paragon from February 2
to Decarbor 26, 1993 Tha results from December 28, 1992 to February 1, 1993 and
the years ended Decomber 27, 1397 and Dacember 29, 1991 reflect the results of
the Business

On February 2, 1993, Paragon issuad 1,500,000 shares of its .01 par value
common stock Lo Weyerhaouser in exchange for $28,885. The entire net proceeds
of this issuance wero Ussd ta reduce the borrowings under the bank credit
facility described in Note 8

The consolidated financial statemsnts include the accounts of Paragon and
its wholly owned subsidiary, Paragon Trade Brands (Canada) Inc. All significant
1

intercompany tronsactions and accounts are eliminated. The combined finan:
statements nclude the accounts of the Business,

CASH ANO SHORT-TERM TRVESTMENTS

For purposes of cash Tlow reporting, short-term inves
maturities of 90 days or less are considered as cash equivalents. Short-tarm

nts with ariginal

{nvestmente ars staved at cost. which spproximates fair value. The obligation
for outstarding checks is reflected s checks issued, but not cleared.

INVENTORTES

Inventories are stated at the lower of cost or market. Cost includes lebor.
muterials and production overhead. The last-in, first-out (LIFO) method is used
to cost domestic pulp and finished goods inventories. The first-n, first-out
(FIFD) methed is used to cost all other inventories. Had the FIFO method been used
o cost the domestic pulp and finished goods inventoriss, the amounts sl which
they are stated would have been $2.421 and $3,326 greater at Uecember 26, 1993 and
Dacemher 27, 1992, respectively.

PROPERTY AKD EQULFMENT

Paragon's property accounts ara maintained on an individual asset basis.
Betternents and replacements of major units are capitalized. Muinlenance,
repairs and minor roplacements are expensed. Deprecistion is provided on the
straight-line method at rates based upon ostimated useful lives as follows:

Buildings 20 to 40 yeurs
Building improvements 10 years
Machinery, ecguipment, furniture and Mixtures 3 to 10 years

The cost and related depreciation of property sold or retired is removed from the
property and el lowence for depreciation accounts and the gain or loss 1s recorded

Panason Thase B, Iee,



NOTES To FINaNcian S

EMENTS (CONTINUED)

PATENTS AND TRADEMARKS

Purchased patents and tradomarks are arortized on a straight-line basis over a
Five-to-ten-year 1ife. Amortization expense wos 9456 for the year ended Decenber 26,
1893, For cach of the two years ended Deceaber 27, 1992 and Decenber 29, 1991,
amortization expense wes $549 and 576, respectively. Accumslated amortization
was $3,434 and $2,978 at Decenber 26. 1993 and Deceber 27, 1992, respectively.
SIGNIFICANT SALES

The following table presents the percentage aof nel sales distributed through
one broker and the percentage of net sales to an individual customor whose sales
represent in excess ol 10% of net sales

Year Endod
Decenbar 26, Docosber 27, Decetcor 29,
1903 1982 1981
Net sales to:
Broker - 30% 0%
Customer 15% 14% 1%
INCOME TAXES

Paragon implenented Statement of Financial Accounting Standards (SFAS)

No. 108, "Aceounting fur Income Taxes," giving effect to the sccounting trestment
preseribed by SFAS No. 109 from its inception. SFAS No. 109 requires accounting
for income taxes based on the 1iability melhod and, accordingly. deferred income
toxes are provided Lo reflect temporary differences between financial and tax
reporting. Deferred tax sssets and |1abilities are measurcd based on enactad tax
lews and rales wilhoul anticipation of future changes. Effects on dafarred taxes
of enacted changes in Lax laws are recognized in income for financial statement
purposes 1n the period of enactment. The effect of the change in tha tax laws

from enactment of the Onnibus Budget Reconciliaticn Act of 1933 wes a banefic to
incame of $15,588 1n the 1993 consolidated statement of earnings.

For the paricd Decembar 28, 1892 to February 1, 1293 and the years erded
Decenbar 27, 1992 and Decenber 29, 1991, federal and state incoms taxes related
to the U.5. operations of the Bu
returns of Weyerhasuser. For foreign income tax purpases during the sams
period, the Canadian opsrations of the Business were included in the tax returns
of Weysrhasuser Canada Ltd. Income taxes in the accompanying financial statements
were computed assuming that the Businoss was a stand-alone entity. Cash paid for

nass were included in the consolidated tax

income taxes

a5 shown 1n the accompanying Statement of cash Mows for the year
onded Decambar 76, 1993 represents actual taxes paid by Paragon. For the years
ended Dacerbar 27, 1992 and December 28, 1881, the amounts shown represent the
aurrent portion of the Business' fncome tax prowision reflected in the investment
by Wayerhasusar

Undistributed earnings of the Company’s Canadian subsidiary totaled $1,331
for the period from February 2. 1993 to December 26. 1993, which. under existing
Taw, will not he subject to U.S. tax until distribuled as dividends. Since the

Fansais Tanie Renmos, Tue
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NOTES 10 FINAKCIAL STATEMENTS (CONTINGED)

cornings have been or are intended Lo be indefinitely reinvested in Canadian

operations. no provision hes been made for any .S, taxes that may bs applicable
1l distributed. Furthermore, any taxes paid to the Canadian Governmant cn these
earnings may be used, in whole or in part. as credits against Lhe U5 tax an any
dividends distributed fram such earmings. It is not practicable to est

mate the

amount of unrecognized deferred U.S. taxes on these undistributed earning
Deferred foreign incoma tax banefits for the pariods ended December 27, 1992
and Dacember 79, 1991, ware utilized by Weyerhssuser Canads Ltd. and are
tharafore included in investment by Weyerhssusor as of Decorber 27, 1992
and Decerber 29, 1991,

Lisbilities For workers' componsation claims that were incurred prior Lo
the Lransfer of the Business' assets and liabilities by Wevernasuser to Paragon
(see above) will be paid by Woyorhacusor. Tharefore, the liability for these
claims, and the rolated deforrad tax bemsfit, is reflectad in irwestment by
Weyerhanuser

Incoma taxes have been provided for a11 items included in the consolidated
and combined earnings statement, regardless of the pertod when such items
will he deductible for tax purposes. The principal temporary differences
batwean Tinancial and tax reparting arise from tax-hasis goodwill. depreciatien
and reservas not currently deductible

INVCSTMONT BY WEYERHAEUSER
Investmenl by Weyerhseuser represents the net, non-interest-bearing assets
invested in the Business by Weyerhaousor.

FOREIGN CLRRENCY
Non-U.S. assets and 1iabilities are Lranslated into U.§. dollars using

period-end exchange rates. Rewenues and expenses are translated at average rates

during the poriod. The net translation g

s and Tusses charged Lo investment
by Weyerhaeuser for Lhe period December 28, 1992 to February 1. 1993 and the years
ended Decenber 27, 1992 and Decerber 28, 1991, are not material Lo the financial

statements presented.

PEN: N AND PROFT
With the exception of assuning spansarship for the pansion plan of one plant.

SHARING PLANS

Paranon, as & new corporate entity, no longer participates in Weyerhasuser's
pensian plans. Pension ohligations for Paragon’s employoes through February 1,
1993 were rotainod by Woyorhasusor. Effectiva February 2, 1993, Paragon adoptod
both & definod contribution profit sharing plan e @ 401(k) savings plan covering
most of its employees. On October 1, 1993, the two plans were merged, enended

and restated into one plan, the Paragon Trade Bronds, Inc. Profit Sharing end
Savings Plan, The plan provides for both omplayer-matching contributions based
on voluntary salary deferrals of employess and discretionary employer con-
tributions. Plan participants are fully vested after five years of service

Contributions to the plan are based on various levels of erployes participat
Plan expanse for the period February 2. 1993 to December 26, 1993 wos 52,884,
Far the period December 28, 1992 to February 1. 1995 and the years ended

Decenmber 27, 1992 and December 29, 1991, the Business, under Weyerhaeuser,

Fanasos Tnass baanns, 15
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NOTES TO FINANCIAL STATEMENTS (CONTINURD)

porticipated in pension plans covering most of its employees The U5, plan
covering salaried employees provided pension benefits based on the employees”
highest monthly earnings for Five consecutive years during the final 10 years
before retirement. Plans covaring hourly employoes generally provided benefits
of stated amounts for each year of service. The Business received an allocated
charge from Weyarhaauser for ite share of pension costs for those enployees who
participated in Weysrhasusar's pansion plans. Contributions by Wewerhacuser

to 1ts U.8. plans were based on funding standards established by the Employee
Retirement Income Security Act of 1974 (ERISA).

POSTRETIHEMENT BENEFITS OTHER THAM PENSIONS

Paragon. @s @ new corporste entity (see above), does not provide postretire-
ment health-care or life insurance banefits to employees. The Business, separato
from Weyerhaeuser. did not implement SFAS No. 108, "Employer’s Accounting for
Postretirement Benelits Other Than Pansions,” which requires accounting for
these benelils on an accrual basis baginning in Tiscal 1983

The cash payments made, and expense racorded, for postrotiremont bonefits
other Lhan pensions was $268 and $233 in 1882 and 1981, respectively
POSTEMPLOYMENT BENEFITS

In November 1992, the Financial Accounting Standerds Bosrd issued SFAS
No. 112, “Employer’s Accounting for Postemployment Benefits,” to be effective
for fiscal years beginning after December 15, 1993. Management believes that
the future adoption of this pronouncement will not have a significant impact on

Paragon’s Financial positien or results of operations.

Note 2: Other Income (Expense), Net
No individual income or expense 1tem is significant in ralationship to
net earnings.

Note 3: Income Taxes
Frovisions for (benefits from) income taxes include the following

Dacember 26,  Decenbar 77,  Doesbor 28,

1093 1992 1981
Effect of change in tax low 5 (15,588) & - % -
Other current and deferred taxes:
Fedaral:
Current § 16,380 § 13,124 $ 9,007
Deferred (1,880) (2,268) 1.033
14,490 10,856 10,040
State
Current 3.268 2,446 1.772
Deferred (353) (229) 89
2,916 2,217 1,861
Foreign:
Current 638 - L
Deferred - (159) 681
638 684
Net tax provision 6 2,45 5 $ 12,585

Banaunn Taan Rraxns, e,



NOTES TO FINANCIAL STATEMENTS (CONT

uEn)

A reconciliation between the federal statutory rate and the effective Lax

rate follows:

Expected provision at the
statutory rate

Effect of change in tax law

State incoma taxes, net of fadaral
tax banefit

Rasearch and exparimental credit

ATl other, net

Net tax provision

December 26,  December 27,

1983 1987

16,934 3 11,566
(15,588)

1,895 1,385
(300) (75)
(485) 38

2,456 & 12,914

Decerber 28,
1881
s 11,408
1,759
(230)
148
5 12,585

Net deferred tax assets at December 26, 1883 were $40,446, net of a valuation
allowance of $693. The amounts recorded primarily reflect the following: (1) the
tax offects of a step up in the tax basis of the assets of Paragon as a result of
the February 2, 1993 transfer to Paragon of substantially all the assets and
Tiabilities of the Business and (2) an increase in the deferred tax asset due
the enactment of the Onnibus Budget Reconciliation Act of 1993, which replaced
the prior law for amortization of intangibles, including goodwill. Met deferred
income taxes are attributable to the follewing temporary differences:

Depreciation/emortization
Goodwi 11

Reserves not currently deductible
Packaga design costs

Land

ATl other, net

Valuation allowance

Net dafarred asset

Net deferred tax asset (liability)
attributable to:
Current assets and liabilities
Long-term assets and 1iabilities
Net deferred tax asset

Decemtwr 26 Decembor 27,
1893 1892

s 17,853 s (2.528)
14,059 -
5,606 4.374
1,27 1.008
1,850 -
600 308
593) 5
540,446 s 3.160
s 5,704 3 4,675
34,742 (1.418)

S 40,446 §  3.160

Panscon Tasos Buasws, Ine



NOTES TO FINANCIAL STATEMENTS (CONTINU

)

Note 4: Pension, Profit Sharing and Stack Option Plans
With the excoption of assuming sponsorship of 5 defined benefit retiramont
“arporate

plen for hourly erployees al its California plant.
entity (see Note 1). ro longer participatos in Weyerhaeuser's pension plans

Paragon, &s a naw

The Company's actuarial cost method used in delermining pension axpense for
the spensared plan is the projected undt credit method. The Funding ralicy

18 to contribute annually amunts sufficient Lo meet Lhe minimum requirsments
astablished by ERTSA. A participant's vested pereentage s 100% upon the cow
EBletion of Tive years of westing servica. Prior to Lhe completion of five voars

OF vesting service, 4 participsnt's vested percentage 1s zero. The pension
benofit payable ab rotirenent is based on a specified benefit amount multip ied
by the participant's years of banefil scrvice. Mot pension oxpense for the year
ended Decenhor 26, 1993 was $198.

An interost rale of 7.5% was assumed wit
on plan assets and the distount rate for delermining Lthe not present value of the
projected benefit obligation, At Docomber 26, 1993, the actuarial present valus
of the vested ond norwestad accumalated plan benefits axceeded the fair valus

respect Lo both the rate of return

of plan esscts by 8557.

For the period Decamber 28, 1892 to February 1, 1993 and the years ended
Deconber 27, 1992 snd Decenber 29, 1991, the Business participated in
Woyerhaeuser pension plans and roe d 83 its net pensicn cosl amounts
allocaled to 1L by Wayerhaeuser. The assels of Wovarhasusor's pension plans
were ineluded in a master trust and not segregated or othorwise restricled for
benefits of the Business, with the exception of the sponsored plan described
above. The annual pension expense allocated to Lhe Busingss wos epproximatsly
334, 531 and $444 for the period December 28, 1992 to Februsry 1. 1993 and the
years ended Dacember 27, 1992 and Decesbor 29. 1991, rospectively.

With regard ta stock options grented to key management and direclors during
the period Februsry 2, 1993 to December 76, 1993, the following is provided:

During the pertod
Options granted 401,500
Options oxercised

At ond af period

Options outstanding 401,500

Options exercisable -
Average price per share:

Options granted s 2012

Options outstanding s 2072

ParAany Trass Bramms. I
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Tes 10 FINANCIAL STATECMERTS (CONTINUED)

Note §: Receivables

Receivables ronsist of the Following:

Decemcer 26. Docosber 27,
1993 19497
trade 5 43,608 $ 45,725
2,157 685
51,855 45,410
Less: Allomence for doubtful accounts (5.357) (3.334)
Net recevables 3 45498 $ 43,076
Nate 6: Inventories
Inventaries consist of the following:
December 26, Deeerber 27,
1903 187
LIFD
Row @aterials — pulp s 4,428 s oaay
Finishad goods 13,787 5,827
FIFD
Rewr misler ials — other 6,270 6,438
Materials and supplies 15,682 14,391
40,047 27,283
Resurve for excess and obsolete items (4.,476) (2.997)
Net inventories 535,571 § 24,786

Note 7: Property and Equipment
ProperLy and equipment. at cost, are as follows:

December 26, Danenbar 27,
1993 1992

Land s 2.758 s 1,362
Buildings and improvemenls 27.581 22,803
Machinary snd aguipment 142,432 116,333
172,751 140, 288

Less: Allowance for depreciation {94,441) (83,591)

Nat proparty ard oquipnn

5 58 697

Fanacon Taant Bnaxss, Inc.
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NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Nate 8: Accrued Liabilities
Acerued 1iabilities are as follows:

Deconter 20, Uoconber 27
1983 1982

Payrol1—wages and salaries, incentive

ds. retirement, vacation and

severance pay s 12,537 5 6,248
Coupons outstanding 2.5643 1,972
Income taxes payable — currant 2.078 =
Other 8.108 4,191
Total 3 25.266 § 12,41

Note 9: Bank Credit Facility
Un January 25, 1993, Paragon entored inlo an agreement with a group of lendars

to provide a Five-year $70,000 revolving credit facilily. On November 5, 1993,

the credit facility was amended. In gen

. the amendment shortened the term

of the agreament from five years to three yeors, lowered the credit facility from
$70,000 to $60,000, romoved the banks'
covenants, lowered interest rates charged on borrowings, and gave the Company
mors Plexibility in purchasing and financing business acquisitions. An addi-
tional Cdns3,000 credit facility, guaranteed by Paragen, is availsbls to Paragon
Trade Brands (Canada) Inc. with terns reflecting those of the U.S. credit facil-
ity. A comimment fee of 6% is payable querterly on the unused partion of both
facilitias. At Decemher 26, 1993, Lhere were no amounts cutstanding under the
revolving credit facilities.

Borrowings under the bank credit facilities besr interest at oither (i) the
Altarnative Rase Rate, plus .375% per anmum or (i1) the reserva-adjusted LIRDR
{as determined by the agent bank). plus 1.375% per annum, at Paragon’s option
The "Alternative Base Rate” will mean the highest of (s} tha agent bank's prime

security interests, adjustad certain

rate, (b) the woekly average of the 90-day Federsl Resorvo reported certificate
of deposit rate, os edjusted for reserves and sssessmants, plus 1% per anoum,
and (c) the Federal Funds effective rate, plus 5% per annum




NOTES TO FINAKCIAL STATEMERTS (CONTINUED)

Note 10: Related-Party Transactions

CASH MANAGEMENT ACCOUNT

For the period Decenber 28, 1992 to February 1. 1993 and the years ended

enber 27, 1992 and Decenber 29, 1991, Weyerhseuser managed a cantralized cash
account. for disbursements mede by Lhe Business. The obligation for outstanding
checks is reflected as checks issued but not clesred; 1t was Weyerhaeuser's policy
to fund these checks when hey clesred the bank. Weyerhacusar alsc managed collec-
tion of the accounts receivable of the Business: cash collactions ware depasitad
in @ Weyerhaeuser account. Mo interest charge or credit was made by Weyerhasuser
Lo the Business.

PURCHASES

For the period December 26, 1392 to February 1, 1993 and the years ended
Docomber 27, 1982 and Decenber 28, 1881, the Business purchesed materials used in
the production and packaging process from Weyerhocuser at prices approximating
market value. These purchases included the following:

Fobruary 1, Decesber 27,  December 29,

1993 1882 1891

Fulp s 8,591 § 7B,739 5 66,584
Corrugated shipping containers

and other 1,080 9,308 6,423

Total § 9.8B1 § BB,04B_§ 73,007

ALLDCATED CHARGES

Waysrhasuser incurred and allocated certain direct and indirect expenses
for the benefit and support of the Business for the period December 28, 1992
to February 1, 1983 and the years ended Decomber 27, 1982 and December 29, 1881,
These services included treasury, legal. finance. accounting, insurance. ocou
pancy and other administrative costs. Management believes Lhat these expenses
were allocated on a reasonable basis. The total of these expenses included in
selling. general and administrative expense in the accompanying consolidated
and combined earnings statement amounted Lo 3202, $3,480 end §3.830 for each
of the three years in the peried ended December 26, 1993, respectively.

Pursuant to the transaction described in Note 1. Weyerhaeuser and Paragon
entered into @ corporate services agreement under which Weyerhssuser continues to
provide, for the compensation set forth in the agreement, certain of the services
referred to sbove. The agreement becane effective as of the closing date of the
transaction described in Note 1 for a stated initis] term, the length of which
deperdds on the type of services provided. The sgreement may be terminated, in
whole or in part, by Paregon st any time. The cost of such services for the period
February 2, 1993 to December 28, 1993 was nut significant in relation ro toral
selling, general and administralive expense




TO FINANCIAL STATEMENTS (CONTINULD)

INVESTMENT BY WEYEHHAFUSER
The Tollowing is an analysis of the investmant hy Wayerhasuser:

Docorber 26, Dacenbac 27, Docenbor 29,

1093 1992 1901

Cash collected by Weyerhasuser

frum the Business’ oparaticns $ (67,276)  $(474.469) $(389,480)
Cash provided by Weyarhasuser

to fund the Business’ cparations 38,826 331,423 268,011
Purchases of raw materials

from weyarhasuser 9.681 88,048 13,007
Costs allacated to the Businoss

by Weyerhaeuser 292 3.480 3,830
Research and development expense

incurred by Woyorhasuser and

charged to the Business 77 6,627 5,704
Income taxes (see Note 1) (487) 15,327 11,455
hssets purchased Tor or tronsferred

o the Business by Weyerhaguser 2,708 29,208 15,181
Procesds from sales of property

and- equipnent. - (758) (341)
Mot return Lo Weyerhacuser (6.188) (1.114)  (12,623)
Mot earnings 4,286 21,103 20,968
Net assets of the Business

acquired by Paragan (108,912)
Net change in irvestment

by Weyerhaeuser (108,834) 19,908 8,346
Investment by Weyerha

at beginning of pericd 108,834 88,845 B0.600
Investment by Weyerhacuser

at end of period & = 5 108,83 s BB 845
Averege balance during the period $ 9,542 % 97,188 s 85,893

OTHER ACTIVITIES

Far the pericd Decesbor 28, 1992 to February 1. 1993 and the years endad
Decenber 27, 1892 and Decomber 28, 1991, the Business. as described in Mate 1,
was. conducted by the Personal Care Products Division of Weyerhaeusar (PCP).
The financial statements of the Business do not include information relat-
ing to other businesses eonducted by PCP, including the adult incontinent
products and branded disposable diaper businesses of Woyarhaeuser. In manage-
ment’s opinion, the combined financial statements of tha Husiness reflect the

Business' share uf the revenues and costs, and assets and liabilities attrih-
utable Lo Lhe activities in which 1L was engaged during the periods presented
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Notes 1o FINANCIAL STATEMENTS (CONTINUED)

Note 11: Legal Proccedings

Procter & Gamble Company (Procter & Gamble) filed a ¢laim in the District Court
for the District of Delaware that the Company's producls infringe wo of Procter &
Garble's inner-leg patents. The Company believes, based upon the edvice of its
patent counsel. Lhal neither of the two Proctor & Gamble potents can be validly
construed Lo cover the Company’s products

The Conpany hes also had discussions with Kinberly-Clark Corporation
(Kimberly-Clark) concarning the inner-log gather feature on Lhe Company’s prod-
ucts. Kimberly Clark has offered tho Company a Ticense. upen payment of & royalty,
for rights under Kimberly-Clark’s patent(s) relating to the inner-leg gather
feature. The Company has taken the posi

ion, based on Lhe advice of its parent
counsel, that the patent coverage claimed by Kisberly-Clark is not applicabls
Lo the Company’s products and is of questioneble validity. Tha Company has beon
noLified that revisad patent claims in Fovor of Kimberly-Clark will be issued
shortly from the LS. Patent and Tradenark office. although the Company daes not
krow the nature of those revised claims.

Wnile it is difficult to estimate the potential effects on the Company. if any,
of tha matters discussed in Lhe preceding paragraphs, mansgement boliowes that
any outcome with rospect to these matlers will not have a material adverse effect
on the Campany’s financial pesition or results of operations

The Company 15 also @ party to other legal proceedings generally incidental to
its activicios. Although the final culcome of any legal proceeding is subject to a
qgreat. many variables and cannot be predicted with any degroe of certainty. manage
ment prosently believes thal any ultimate liability resulting From any such legal
proceedings, or all of them corbined, would nol have a material adverse effect un
the Company’s Financial posilion or results of operations

Note 12: Commitments

Paranon has operating lewsc agreements for cortain facilitios that expire
during the throo years 1994 through 1996. Future minimum Tease payments reguired
under these noncancelsble operating leases are:

1994 13 804
1895 & 624
1996 § a4

Rental expense for Fecilities and equipsent, excluding allocated Floor space
charges From Weyerheeuser (sos Note 10), was $1.922, $178 and 8278 for cach of the
three years in Lhe period onded December 76, 1993, respectively.

The Company has cormitmants to pay royalties for certain product features
Future minimum royalty payrents cequired under thuse royally sgreoments are

1994 B |
1995 t §

9
2

@
&
& F
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NOTES TO FINANCIAL S7at

ENTS {CONTINUED)

Commitments for capitel expenditures as of Dacember 26, 1993 are as follows:
1994 521,285

Other Company commitments include purchase commitmenls or raw materials from
In addi
tion. Paragon, as a part of its normal operations. has a collectiva hargaining
agreement 4t cne production facility that expires in 1994,

Weyerhaeuser end other third-party vendors at prevailing market rate:

PURCHASE COMMITHENTS

Paragon entered into 4 weed pulp supply contract with Weyerhaeuscr under which
Paragon will purchase ils requirements of bleached chomical wood pulp through
1997 at prices as favorable as thosa Wayerhaeuser charges other U.S. or Canadian
dispor customers for @ similar grade pulp. Either party may elect, on specilied
notice, to reduce the guantity of pulp purchased undor the contract to no less
than B0% of Paragon's requirements.

SUBLICTNSE AGREEMENT

Wayarhasuser and Paragon entered into en agreement providing, among other
things. for the sublicense by Weyerhoeuser Lo Paragan of cartain intellsctual
property rights that related to the Business. In exchange for these rights,
Paragon will pay Woyerhaguser the following emount:

1994 § 400

Nate 13: Net Pro Forma Earaings Per Comman Share (Unaudited)

Net pro forma earnings per comman share are besed on the average murber of
common and conmon equivalent shares outstanding and assume that the shares were
issued and autstanding for Lhe entire year snded Dacember 26, 1993,

Oecentior 28,
1983
{Unaud Lod)
Primary
Net pro forms earnings (Note 14) s 45,827
Average common and common
equivalent shares outstanding (000's) 11,500
Net pro forma sarnings per common Share 8 3.97
Fully Diluted
Net pro forma aarnings (Mote 14) 5 45 627
Average conmon and conmon
squivalent shares outstanding (000's) 11,573
Net pro forma earnings per common
share (Fully diluted) 4 3.94

This calculation is submitted in sccordance with Regulation $-K item
801 (b)(11). although not required by footnote 2 to paragraph 14 of APE Opinion
No. 16 bocouse it results in dilution of less than 3%

PARaes Tanis Buanos, fsc



NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Note 14: Unaudited Fro Forma C lidated Earnings § i

Fiscel Year 1393

Wistorical  Adjustamnts Pro Forna
(Uneudived)
Sales, net of discounts and allowances 5 562,943 % — 5 562.949
Cost of sales 457,613 —  457.613
Gross profit 105,338 - 105,336
Salling, general and
administralive expense 50,026 1087 50,450
A
Research and development expense 6,016 - 6.015
Qperating profit 19,295 (az) 48,871
Intersst expense 788 381
Other income (expense), net (623) - (823)
Farnings hefara income taxes 43,384 (477) 47,907
" provision Tar (benefit from)
income taxes:
Fffact of changa in tax lew (15,588) (15,588)
Other current and deferred taxes 18.044 (176)% 17,868
2,456 (176) 2,280
Net earnings s 45.928 3 (301) s 45.627
Net earnings per common share® 3 3.97

+ To rellont (1) omrt

< urpeoled Insuranca and other costs 7o PAregon in excess of tha historical darges

by Wigert L the Busiress for Ui period Dacanter 28, 1902 Lo February 1. 1893

To reflect the expoctad coste of corporato. acmiriztrative ond public winl reporbing
activitins not previously urdertaken by the Business and cthe costs of implemanting Parapon’s

emsloyne retirenont boral |Ls arogran for The pericd Decenber 28, 1992 tu February 1, 1983

sabivn Of defercad Tinancing costs related to the bunk ity

{if) interest wxpense sunen rate equal to the aversge LISOR rate for the relevant
period plus 1 7%, (113) comitmnl feas o 6% per sarum on the unised portivn of the hank
crediz Taci vy, and (19) intorest one 3t a0 assuned rate equsl To The averoge LIBOR rute

For the pariud.

Ta provide for the stute Lax offects of the pro forma adjustments described In

Notes (1}. (2) ond {3) ubove

Toede

! Mot eATNiNgE per comeon share are computed wwsuming 11,600,000 shares of comnon stock are

cutsianding far the entire perind presented  Poragon has geanted opticns 1w purchase 401,500

shures of coman stock To certain key wanagement ond directors

Famawom Taaon Snavos, 1ac,



NOTES TO FINANCIAL STATEMERTS (CONTINUELD)

Note 15: Quarterly Results of Operations (Inaudited)

iar Fan] Doveber 26, 083

First Sucore Thisa Fourth
Net. sales § 141,864 §138.452 ¢ 144,855 5 147,778
Gross profit 25,004 25,420 29,871 25,04
Net sarnings 7.530 4,625 24,632 7.4
Net pro forma earnings

(Note 14} 7.229 6,625 24,832 714
Net pro Forma earnings

per share (Note 14) 3 63 s 88 2.4 s 62

bt et L Lo iwome of €15,388 relating to deferred Laxes due to enactiant of tha

Cenvilwis Buiget Bawonciliution Act of 1903 (aee hotes 1 and 3.

REPOKRI OF INDEPENDENT PUBRLIC ACCOUNTANTS

To the Stockholders of Paragon Trade Brands, Inc.:
W have audized tha accompanying o

nhiditer balance sheel of Purpgon Trade Brands,

Ine. (Paragon) and Sdbsidiory, Tarnarly the Privats Lsael Disper Business of Keyerhacuser
Compeny (the Business), as of Docasber 26, 1983, and the rolald
of sarnings, chasges

lidater statements

in slackhalders’ sauity, and cash Tows Tor the year then ended (sce
Mote 1 of Notes to Financinl Stetevents), and the combinad balanca sheet of tho Businoss as
of December 27. 1992. ond tha ralated combined states
hof Lhe two years in the oeriod ended
el the

ngs, changes n invesLe

rent. by Wayerhsouser Gompony, el cash Flows for oo
Ducember 27, 1992, These 1)

5| stetesments are the responsibd lity of Paragan’s

Business’ menagencnt. ruspectivaly. Dur respsnsidility is Lo mpros

an opénion on these

financial stateronts based an our audits

b condue

i our sudits n sccordance with genorally accepted auditing standards
Trose standards reouire that wa plan and perforn the autil t obtain reasonable assur-
about whet,

t Cinangial staton
Tudes examining, on o test besis. ewidence suppos

the Financial statements. An sudit also includos

gre free of msteria] misstatosent. An awdit

and d

ing the amount:

the aocou

ing princioles

used and significanl wstimetes rade by management, s well 83 evaluating cthe overall

Fingncial statement presentation. We belicve thol our audits provide a reasonabile busis

far our opinion.

In our o
raterisl respects, the financial pesition of Paragen Trade Brands, Ine
of Devembar 26. 1993, and the rosulis af Wwir oparations and their
then ended, and the finare:
GCompony o of Decombar 27, 1902,
et of the ten years in the period erded December 27, 1992,
acceplog accal

Pinangaal statenents referred to sbove present fairly. in all

ubsidiary as

sh Floses for the ye

1 posiLicn of the Prive

Label Dioper Business of Weyerhasuser

d the resuits of its opsrations and its cash fiows for

conformity with ganorally

ting principles

Arthur Andgrsen & Co,
Washington
Fubruary &, 1994




MANAGEMENT’S DISCUSSION AND ANALYSTS OF FINANCIAL CONDITION
AND RESULTS OF OFERATIONS

Year Fnded December 26, 1991 V. Year Ended December 27, 1992

Results of Operations

Nat aarnings increased te $15.9 million in 1391 compared to $21.1 million
in 1992. Farnings, howsver. wara favorably impacted by a $15.6 million increase
in the daferrad tax asset as required by SFAS No. 108, "Accounting far Income
Taxes.” The increase primarily recopnizes amortization of acquired intangibles,
including goodwill, as a result of the Omnibos Budget Reconciliation Act of 1883
See Note 3 of Notes to Financial Statements. Farnings, excluding the offect of the
tax asset incresse, were $30.3 million in 1893 compared to $21.1 million in 1882,
a44% incroase

The improved earnings wors partdally arteiburable to higher sales duo to
volume incroasos. Farnings wore also favorably impacted by a decrease in cost
of sales as a percentage of net sales, partially offset by an absolute increase
in selling. general and administrative expense

Paragon Trade Brands, Inc, Unaudited Pro Forma Earnings Statements

(Dol ier amounts in thauswds. oxe

cpL oor share cala) =T Wocks Enduct

Decombor 78, Devember 21,
1283 1982
Net sales § 562,249 5 84,776
Cost of sales 457,613 399,919
Grass profit. 105,336 84,857
Selling, general srd sminisiralive
axpense 50,450 47,842
srch and development expense 6,015 6,627
Oparating profic 30,588
Intarost. oxpense 341 274
Othar income (oxpanse). net (823) {7y
Farnings befora income taxes 47,907 28,671
Provision for incoma taxes 17.868 1,227
Tnpact of tax law change (henefit) (15,688) -
Het. earnings — pro Forsa 5 45,827 $ 18,36
Net earnings per conmon share 53.97 $1 60



Net pro forma carnings increased B4% to $30.0 mi1790n in 1993, after adjust-
ing for the tax asset incresse of $15.6 million as discussed earlier, compared
to $18.3 million in 1992, Pro forma earnings per share increased 63% to §2.61
per share in 1993, after adjusting for the tax asset incresse discussed above,
compared to $1.60 per shara in 1882 Pro forma sdjustmenls reflect costs in
excess of historical charges by Weyerhacuser and the sdditional costs of boing
an independent public company.

Net Sales

Net sales were $662.9 million in 1993, & 16% incresse from tha $484.8 million
repurted in 1992. Unit sales increased 15%. to 3,435 million diapers, in 1993 from
2.993 million diapers in 1892 Revenues increesed at a slightly higher rate than
volume beceuse of shipments of a higher-priced mix of products, including train
ing pants introduced in the third quarter of 1932, and a slight overall price
increase due to shipments of reduced count products. Thess improvements were
offsel by increased promotional discounts and allowances in response to the
1992 end 1993 price reductions instituted by the nationsl branded manufacturers
and diapor-prica decresses in the Tatter part of the year due to disper-price
reductions announced by Procter & Gamble in April 1933

Net sales in Canada increased significantly in 1993 compared to 1992, The
Canadian increase primarily represenls an increase in unit wolume as price
incraases in Canada have been offsel by the devaluation of the Caradian dollar
in ralationship to the U.S. dollar mn 1993

Cost af Sales

Cost of sales in 1993 was $457.8 miliion compared to $399.9 million in 1992,
814% increase. As a percentage of net sales, cost of sales wos 81.3% in 1993
compared to B2.6% in 1992. The Tower costs in 1993 were principally caused by
lower raw material prices compured to 1992 offset by incroased labor, thin-psd

start-up and depreciation costs. Pulp pricas dropped approximately 19% in

1993, Other raw material pri ware also at slightly lower levels in 1993 when

conpared to 1882, The decrease in cost of sales in 1993 also reflects some improve-
mant in costs in the second half of 1893 dus 10 cost reduction and ped moderni-
zarion efforts.

Manufacturing efficiencies mproved in 1993, but were offset by sdditional
labor costs of the Lraining pant operations and thin-ped start-up costs incurred
late in 1993. Labor costs incressed B% in 1993 compared Lo 1992, Depreciation
costs increased over 56 million in 1993 due to additional disper-making capacity,
pad irprovement capital and training pant operations sdded during lata 1992 and
1993, Depreciation costs also included tho acceleration of depreciation die
to obsolescence of equipment as a result of ped mxdernization. Thasa costs are
expected to continue thraughout 1884

Selling, General and Administrative Expensc
Selling, general and administrative {"SG&A") expense increased to
360.0 million 1n 1993 compared to $43.6 millien in 1992, As a percentage of
net sales, however, this expense decreased tu B.9% in 1993 compared to 9.0%
in 1892, The incraase of 56 5 million represents the following additional

Paraces TaAD: bnamis, Tae,




cost of sceruals for performance-based compensation programs such as incantive
bonuses and profit sharing: additional costs of being an independent public
company; end increased pronotional exponses The promotional expenses wera in

response Lo branded pricing and promotional prossures in 1993 These increased
expenses were partially offset by Savings generated by the termination of the
Company ‘s relationship with its largest sales broker in the latter part of 1992
Oulside brokeroge costs fell dramatically during the first thres quarters of 1993
but have been partially offset by the sdditional costs of an internal sales force
It is anticipated that SGBA expense will increase as a percentage of net sales in
1994 to reflect higher promotional expenses. product introduction and informa-
tion services expendilures.

Pro forma SGRA expense rose to $50.5 millien in 1993 corpared to $47.6 million
in 1932, As a percentage of net sales, Lhis expense represented 9,0% in 1963
compared to 9.8% in 1992, Pro forma edjustments reflect costs in excess of
historical charges by Weyerhaeuser and Lhe additional costs of being an
indapendent public company

Research and Development Expense

Research and davelopment expanse dacraased to 56.0 millicn in 1993 from
$6.6 million in 1992, This expense is lowsr due to the discontinuaticn of an alter
native pad technology. It is anticipated that research and development expense
will dncrease 4n 1984 to raflect higher expanditures relating to new diaper
tochnologies

Year knded December 27, 1992 Vs, Year Ended December 29, 1991

Net parnings remained flat in 1992 comparad to 1881 with §21.1 million in 1992
compared to $21.0 million in 1891, Voluma and price increases in the second half of
1991 were offset by increasad pricing prossures, higher-cost product leatures,
additional labor costs of savan-day oparations, and hipher SGRA expense.

Revenues

Net sales increased 22% to §484.8 million in 1982 compared to $396.3 million
in 1991, Volume increased 18% to 2,993 million diapers in 1982 compared to
2,535 million diapers in 1981, principally as a result of increased sales to
existing trade customers, The dincrease in net sales also reflactad an increase
of approximately 7% in average unit sales prices instituted during the second
half of 1992.

Cost of Sales

Cost of sales in 1992 was $399.9 mi11ion compared to $322.9 million in 1891,
8 24% increase. As a percentage of net sales, cost of sales was 82 6% in 1682
compared to 81.5% in 1991, The higher costs were primarily caused by higher raw
material usage with the introduction of new diaper features such as inner-leg
gethers and wider tapes in the second half of 1991, Labor cost also increased
primerily due to the increased use of seven-day operating schedules on diaper
machines. These incressed costs were partially offsel by average lower pulp
prices in 1992 compared Lo 1991, Start-up costs were alsv incurred throughout
1982 in introducing the training pant product.

Pamacan Laaue Brasws, e



Selling, General and Administrative Expense

SGRA expenss was $43.6 million in 1992 compared Lo $34.4 million in 1991, As
a percentage of net sales, the expense was 9.0% in 1992 compared to 8 7% in 1991
Tha £9.1 million increase was primorily atlributable to increased packaging
axpense as a result of the introduction of the stages diapers and tho roll-out of
tha training pant product, increased Lrede cooparative merchandising expenses.
increased broker commissions due Lo volume increases, royalties for the inner-leg
gather and Muppet Babies artwor

. and increased diract sales staff in anticipation
of the termination of the relationship with the Compamy's largest sales broker in
the latter part of 1892,

Research and Development Expensc

Research and development expense increased to $8.6 million in 1992 from
$6.7 million in 1881 The increase was primarily relatad to research on new
super-absorbent pad technologies. development of the new training pant line,
development. of feature enhancements for existing product Tines and improvements
in the manufacturing process

Liquidity and Capital Resources

Tn 1893, net cash Flow from operstions was $67.6 million conpared Lo
§26.1 million in 1992. Aporoximately $16.5 million of the improvement was due
to improved operating results in 1993, A significant portion of the cash flow
improvement was generated in the first quarter of 1983 by changes in working cepi
tal items that reflected the one time impact of the spinoff from Weyerhoeuser.
The $22.5 million incresse in accounts payable partially reflects pulp and
corrugated purchases from Weyerhasuser, which ware previously cleared monthly
through intercompany Lransactions but are now raflocted as a third-parly pay-
able. Payable activily also increased due to increased spending levels Lo support
the capital improvement plan and the late 1883 increase in pulp inventories. The
$10.7 million increase in accrued 11abilities reflects sceruals for income taxes
that were previously on Weyerhaeuser's corporate books and increases in payroll-
related sccruals. Inventories increased by $12 million in late 1993 due to
increases in Mnished goods and pulp inventories. The finished goods increase
reflects @ buildup in inventoriss to Support customer service during the
thin-ped conversion in 1984. These inventories should decline late in 1994 aftar

the conversion is complete. Pulp inventories increased due to a special purchase
of pulp. These inventories will decrease during the firsL quarter of 1994

The cash produced from operations supported capital expenditures of
$53.7 milion in 1993 compared to $29.0 million in 1992. An additional $1 .7 million
was spent on computer software in 1883 conpared Lo 8.2 million in 1992. Capital
expenditures will increase during 1884 to support plans to build capacity, maks

pad improvements, improve manufacturing efficiencies and construct a corporate
headguarters building. Cash was also used to pay 59.1 millien of the $36 million
debt incurred in connection with the transfer of the Private Label Diapor
Business from Weyerhasuser. The remaining $26.9 million debt was repaid with
net proceeds from tha public offering. As of the end of 1993, the Company had
$B.8 million in cash and short-term investments.

Paauon TaABE BRaNDs, Inc
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The Company has access tu @ bank credit Facility of 350 million. In November
1993, he bank agreement in place al the time of the public offoring was smended
Generally, the smendnent shortened the term of the agreement from five years to
threa years, lowered Lhe credit facility from $70 million to $60 million, removed
the banks’ security interests, adjusted certain covenants, lowered interost
rates charged on barrawings, and gave the Conpeny nmore Flexibility in purchasing
and financing business acquisiLions. As of the end of 1983, there was no debt
outstanding against the credit facility.

The Company axpacts to borrow money egainst the credit facility during
the Tirst quarter of 1994 due to the anlicipated increosed 1894 capital
spending levels.

Future Realization of Deferred Tax Assct

The Company itplanented SFAS No. 109, “Accounting for Income Taxes." at its
4nception. SFAS No. 108 requires accounting For income Laxes based on the Tia
bility mothod and, accordingly. defarrad income taxes are provided to reflect
tonporary diffarences hetwsan Financial and tax reporting. The Company currently
has a et deferred tax asset of $40.4 million. $ignificant components of net
deferred income taxos include temparary differsnces due to depreciation/emorti
n (317.8 million), goodwill ($14.1 millien) and reserves not currently
deductible ($5.6 mi1110n) . Ta realize the full banafit of the deforred tax ssset,
the Company needs to genorate approximately $104 millicn in future taxable

wcome, Managemont balioves that the Company will genarata sufficient future tax

zati

able income for full realization Based on the nature of tha various components of
deferred income Laxes, the Company expects to realize approximately B5% of the
deferred tax asset within Tive years. The romaining 35% is expected to ba realized
in 6 to 14 years

New Accounting Standards

In Nowember 1992, the Financial Accounting Standards Bosrd issued SFAS No. 112,
“Erployer's Accounting for Postemployment Benafits,” to be effective fur fiscal
years beginning after Decesber 16, 1883, Management helieves that the future
aduption of Lhis statement will not have a significant impact on the Company's
financial position or results of operations

Inflation

Inflation has nol been a significant factor in the Company’s results of
operations in recent years due to the modest rate of price increases in tha
Uniled States and Canada.

Pamanan Tuass bnanos, Tne



CORPORATE INFORMATION

Paragon Trade Hrands, Inc.
Board of Directors

Bobty V. Abraham
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Will

Director
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President
Nisqually Partners
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David W. Cole
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Susan Barley

Vice President, General Counsel
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Stock Information

Ouerter Enden High
January 26 Lo March 28, 1983 8 29.7%
June 27, 1993 31.00
Septemser 26, 1993 24.00
Docesber 26, 1943 31.38

Stockholder Information

CORPORATE KEADGUARTEAS
Paragon Trade Grands, Tnc.
505 South 336th Street

Fadaral Way, Woshington 88008
Phane: 206-324-4509

ANMUAL MECTING OF STOCKHOLDERS

Tho Annunl Misting of Stockholders will
be hald at 8:30 a.n.. Tuesday, May 3. 1994,
4l the Washington Athletic Club. Noble
Auditorium, 1326 Sixth Avenue, Seattle,
Washingten.

Dotailed information regarding the
meating is cantained in the Motice of Anmual
Meeting and Proxy Statement to be sent to
wach stockholder of record as of Lhe close
of business on March 7, 1984

FORN 10-K
& COPY OF THE CONPANY'S FORN 10-K FILED WITH
THE SECURITIES AMD EXCHANGE COMMISSION AHD
OTHER ASPORTS MAY B OBTAINED LPON HEGUEST
AT THE COMPAMY'S HEADQUARTERS, ATTCNTION:
SHAREHOLOER RELATIONS.

TRANSFER AGENT

Cremical Bank

P.0. Box 24935

Church Street Station

Kow York, Naw York 10249

1-800-847-4273

S10CK LISTING

Paragon Trade Brands, Tnc. Gommon Stock
15 troded on the New York Steck Fxchangs.
Sysbol: FTB

Frice Rage

Low
8 20.50
16,00
16.26
23.25

#s of February 18, 1994, there were 228 holders of record of the Conpany’s common stock.
The Company has not paid dividonds on ils commn stock. The Baard of Directors will determine
future dividend policy based upon the Company's results of operation, financial comlition,
capital reguirenents and other ciroumstances. The Conpany’s credit facility prehibits the

Cangany fron paying divido
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