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Notes to Consolidated Financial Statement
R.G. Barry Corporation and Subsidiaries

(Dollar amounts in thousands, except for per share data)

(9) Employee Retirement Plans

R.G. Barry and its domestic subsidiaries have a noncontributory retirement plan for the benefit of
salaried and nonsalaried employee, the Associates’ Retirement Plan(“ARP”). The employees covered
under the ARP are eligible to participate upon the completion of one year of service. Salaried
participant benefits are based upon a formula applied to participant’s final average salary and years of
service, which is reduced by a certain percentage of the participant’s social security benefits.
Nonsalaried participant benefits are based on a fixed amount for each year of service. The ARP
provides reduced benefits for early retirement. R.G. Barry intends to fund the minimum amounts
required under the Employee Retirement Income Security Act of 1974(ERISA). Effective as of the
close of business day on March31, 2004, the ARP retirement plan was frozen, resulting in a curtailment
loss of $196 for the ARP in the first quarter of fiscal 2004, and the elimination of additional service
costs after the first quarter of fiscal 2004.

The funded status of the ARP and the accrued retirement costs, measured on September 30, 2005 and

2004, as recognized at December 31, 2005 and January 1, 2005 were:

2005 2004
Change in projected benefit obligation:
Benefit obligation at the beginning of the year $29,936  $30,971
Service cost - 196
Interest cost 1,744 1,792
Plan amendments - (1,743)
Actuarial loss 2,306 442
Benefits paid (1.874)  (1.722)
Benefit obligation at year-end $32,112  $29,936
Change in plan assets:
Fair value of plan assets at the beginning of the year $22,155  $21,142
Actual return on plan assets 2,517 2,786
Contributions 1,358 289

Expenses (495) (340)



Notes to Consolidated Financial Statement
R.G. Barry Corporation and Subsidiaries

(Dollar amounts in thousands, except for per share data)

2005 2004
Benefits paid (1.874)  (1.722)
Fair value of plan assets at year-end $23,661  $22,155
Funded status $(8,451)  $(7,781)
Contributions made in the fourth quarter 174 145
Unrecognized actuarial loss 6.603 4,613
Net amount recognized in the consolidated balance sheets $(1,674)  $(3,023)
Amounts recognized in the consolidated balance sheets consist of:
Accrued retirement costs,(including $767 and $1,443 in fiscal 2005 and
fiscal 2004, respectively, classified as current accrued liability for retirement
costs) $(8,451)  $(7,780)
Accumulated other comprehensive expense 6.777 4,757
Net amount recognized in the consolidated balance sheets $(1,674)  $(3,023)

At December 31,2005 expected benefit payments to plan participants from the ARP for each of the

next five years, and the next 5 year period in aggregate, are projected as:

2006 $1,881
2007 1.952
2008 2,039
2009 2,139
2010 2,172
2011-2015 11,591

R.G. Barry also sponsors a Supplemental Retirement Plan(“SRP”) for certain officers and other key
employees of R.G.Barry as designated by the Board of Directors. The SRP is unfunded,
noncontributory, and provides for the payment of monthly retirement benefits. Benefits are based on a
formula applied to the recipients’ final average monthly compensation, reduced by a certain percentage
of their social security benefits. For certain participants, the SRP provides an alternative benefit
formula for years worked past the normal retirement age assumed by the SRP. Effective as of close of

business day on March 31, 2004, the SRP retirement plan was frozen, resulting in a curtailment loss of



Notes to Consolidated Financial Statement
R.G. Barry Corporation and Subsidiaries

(Dollar amounts in thousands, except for per share data)

$932 for the SRP in the first quarter of fiscal 2004, and the elimination of additional service costs after
the first quarter of fiscal 2004, Effective as of Januaryl, 2005, the SRP was unfrozen with respect to
two “reactivated participants” who had been participants in the SRP prior to March 31, 2004 and were
designated by R.G. Barry’s Board of Directors. Effective as of January 1, 2005, pension benefit
accruals resumed for the reactivated participants; however, no pension benefits accrued for these two
individuals during the period beginning March31, 2004. From and after March 31, 2004, (a) no new
individual may become a participant in the SRP; (b) except with respect to the reactivated participants,
no additional pension benefits will accrue; (c) benefits will begin go be distributed no earlier than the
date a participant terminates employment with R.G.Barry.

The funded status of the SRP and the accrued retirement cost, measured on September 30, 2005 and

2004, recognized at December 31,2005 and January 1, 2005 were:

2005 2004
Change in projected benefit obligation:

Benefit obligation at the beginning of the year $7,799 $7,532
Service cost - 18
Interest cost 450 459
Curtailment/Plan Amendment 302 (154)
Actuarial loss 381 287
Benefits paid 599 343

Benefit obligation at year-end $8,333 $7.799
Change in plan assets:

Fair value of plan assets at the beginning of the year $ - $ -
Employer contributions 599 343
Benefits paid 599 343

Fair value of plan assets at year-end S - $ -
Funded status $(8,333) $(7,799)
Contribution during the fourth quarter 157 148

Unrecognized actuarial loss 1,476 1,214



Notes to Consolidated Financial Statement
R.G. Barry Corporation and Subsidiaries

(Dollar amounts in thousands, except for per share data)

2005 2004
Unrecognized prior service cost 205 -
Net amount recognized in the consolidated balance sheets $(6,495) $(6,437)
Amount recognized in the consolidated balance sheets consist of:
Accrued retirement cost, including current liability of $592
in fiscal 2005 and $220 in fiscal 2004, respectively $(8,130) $(7,882)
Intangible asset 205 -
Accumulated other comprehensive expense _1.430 _ 1445
Net amount recognized in the consolidated balance sheets $(6,495) $(6,437)

The accumulated benefit obligation for the SRP was $8,130 and $7,799 as of December 31, 2005 and
January 1,2005, respectively.
At December 31, 2005, expected benefit payments to plan participants from the SRP for each of the

next five years, and the next5-year period in aggregate, are projected as:

2006 $ 630
2007 644
2008 659
2009 676
2010 685
2011-2015 3,690

Weighted average assumptions to determine net costs for both the ARP and the SRP for fiscal 2005

and fiscal 2004 were:

2005 2004
Discount rate 6.00% 6.25%
Rate of compensation increase N/A 4.00%
Expected return on plan assets 8.50% 9.00%

The components of net periodic benefit cost for the retirement plans at December31, 2005, January 1,

2005 and January 3, 2004



Notes to Consolidated Financial Statement
R.G. Barry Corporation and Subsidiaries

(Dollar amounts in thousands, except for per share data)

2005 2004 2003
Service cost $ - $214 $923
Interest cost 2,195 2,251 2,263
Expected return on plan assets (1,849) $(2,015) (2,018)
Settlement/Curtailment loss - 1,128 -
Net amortization 356 222 298
$ 702 $ 1.800 $ 1.466

Weighted average assumptions to determine benefit obligations as of the December 31, 2005 and

January 1, 2005 were:

2005 2004
Discount rate 5.50% 6.00%
Rate of compensation increase 4.00% 4.00%

The qualified ARP is funded on periodic basis as required under ERISA/IRS guidelines. The qualified

plan assets are invested as of the measurement date for each fiscal year, as follows:

2005 2004
Cash and equivalents 3% 2%
Domestic equities 61% 61%
Domestic fixedincome securities _36% _37%
Total pension plan assets invested 100% 100%

The return on asset assumption used in the pension computations for the qualified ARP plan is based
on management’s best judgment of future anticipated performance of those invested assets based on
our past long-term experience and judgment on how future long-term performance will occur.

R.G. Barry’s nonqualified SRP is unfunded and payments, as required, are made when due from the
Company’s general funds.

R.G. Barry’s uses a measurement date of September 30 in making the required pension computations
on an annual basis. In 2006, R.G. Barry has potential pension related payments of $2,637 for unfunded,
nonqualified supplemental retirement plans as well as for payments anticipated for 2005 and 2006
quarterly estimated contributions to the funded, qualified associate retirement plan.

In setting the annual discount rate to measure its pension obligation and in consultations with its
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(Dollar amounts in thousands, except for per share data)

external actuarial consultants, R.G. Barry uses the Moody’s Aa Corporate Bonds rate as a general
guide. The rate used approximates the rate at which R.G. Barry’s pension liabilities could effectively
be settled at the measurement data.

R.G. Barry sponsors a 401(k) plan for all its eligible salaried and nonsalaried employee. Effective
January 1, 2005, R.G. Barry adopted a 3% non-contributory Safe Harbor 401 provision for all eligible
plan participants. During fiscal 2004, R.G. Barry contributed 50% of the first 3% of each participant’s
compensation contribution to the 401(k) plan, as established in the plan provisions that were in effect
during fiscal 2004. R.G. Barry’s contributions in cash to the 401(k) plan were $295, $52, and $87 for

fiscal 2005, fiscal 2004, and fiscal 2003, respectively.

(10) Shareholders’ Equity

During fiscal 2005, R.G. Barry’s shareholders approved the 2005 Long-Term Incentive Plan (“the
2005 Plan”). The 2005 Plan is R.G. Barry’s only equity-based compensation plan under which future
awards may be made to its employees of the Company and non-employee directors of R.G. Barry other
than the employee stock purchase plan in which employee of the Company may participate. There are
currently approximately 160 employees of the Company and eight non employee directors of R.G.
Barry who are eligible to participate in the 2005 Plan.

The 2005 Plan authorizes the issuance of 500,000 of R.G. Barry’s common shares, plus(i) the number
of shares that were authorized to be the subject of awards under the 1997 Incentive Stock Plan (the
“1997 Plan”) and the 2002 Stock Incentive Plan (the “2002 Plan”), which plans were terminated as to
new awards on May 20, 2005, but as to which awards had not been made as of May 20, 2005 and (ii)
any common shares underlying awards granted under the 1997 Plan and the 2002 Plan, which are
forfeited after May 20, 2005. In addition, no more than 500,000 common shares will be available for
the grant of incentive stock options under the 2005 Plan. At December 31,2005, the number of
common shares available for grant was 632,200, of which 50,500 and 101,700 common shares had
been available pursuant to the 1997 Plan and 2002 Plan, respectively.

The selection of participants and the nature and size of awards granted under the 2005 Plan are within
the discretion of the Compensation Committee (“the Committee”) of R.G. Barry’s Board of Directors.

The 2005 Plan provides for the grant of non-qualified stock options (“NQs”), incentive stock options
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(Dollar amounts in thousands, except for per share data)

(“ISOs”) that qualify under Section 422 of Tax Code, stock appreciation rights, restricted stock,
restricted stock units, stock grants, stock units and cash awards, each as defined in the 2005 Plan.
Grants of restricted stock, restricted stock units, stock units and cash awards may, as determined by the
Committee, also be performance-based awards, as defined in the 2005 Plan.

If an award granted under the 2005 Plan is forfeited, terminated, exchanged or otherwise settled
without the issuance of common shares or the payment of cash equal to the difference between the fair
market value of the award and any exercise price, the common shares associated with that award will
be available for future grants. The maximum number of common shares with respect to which awards
may be issued under the 2005 Plan to any individual during any calendar year is 200,000. The common
shares issued pursuant to the 2005 Plan may consist of authorized and unissued shares or treasury
shares.

Prior to the approval of the 2005 Plan, R.G. Barry had various equity-based compensation plans, under
which ISO and NQs have been granted. All grant awards are currently exercisable for periods of up to
10 years from date of grant at prices not less than fair market value at date of grant.

Plan activity for grants under the 2005 Plan and the other equity-based compensation plans under

which ISOs and NQs have been granted is as follows:

Number of Number of common  Weighted-average
common shares shares subject to NQs exercise price
subject to ISOs

Outstanding at December 28, 2002 866,100 445,600 6.46

Granted 202,500 59,200 3.43

Exercised (7,700) (20,000) 3.19

Expired/Cancelled (156,600) (39.900) 6.64

Outstanding at January 3,2004 904,300 444.900 5.91

Granted 75,000 150,000 2.52

Exercised (800) - 3.01

Expired/Cancelled (266,200) (142,600) 6.50

Outstanding at January 1,2005 712,300 452,300 $5.0

(W]
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(Dollar amounts in thousands, except for per share data)

Number of Number of common Weighted-average
common shares  shares subject to NQs exercise price
subject to ISOs

Granted 140,000 180,000 3.84
Exercised (69,000) (14,600) 3.46
Expired/Cancelled (143.900) 49,300 4.39
Outstanding at December 31, 2005 639,400 568,400 $4.94
Options exercisable at December 31,
2005 392,700 488,400
Options outstanding Options exercisable
Range of . . .
Number Weighted average Weighted Number Weighted
exercise prices . .. .
outstanding at remaining average exercisable at average
December 31, contractual exercise December 31,  exercise price
2005 life(years) price 2005
$2,50 and under 115,000 1.0 $2.21 115,000 $2.21
2.51-5.00 831,600 4,7 3.72 534,800 3.66
5.01-10.00 135,200 5.0 6.78 105,300 7.15
10.01-15.00 126,000 1.8 13.58 126,000 13.58
1,207,800 881,100

At the end of fiscal 2005, fiscal 2004 and fiscal 2003 the options outstanding under these plans were
held by 51, 65, and 80 employees respectively, and had expiration dates ranging from 2006 to 2015.
Stock appreciation rights may be issued subject to certain limitations. No such rights have been issued
or are outstanding at the end of fiscal 2005, fiscal 2004 or fiscal 2003.

R.G. Barry has an employee stock purchase plan, with approximately

506,000 shares available for subscription, in which approximately 180 employees are eligible to
participate. Under the terms of the plan, employees receive options to acquire common shares at 85%
of the lower of the fair market value on their enrollment date or at the end of each two-year plan term.

No common shares were subscribed and no common shares were purchased during the three-year
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(Dollar amounts in thousands, except for per share data)

period ending on December 31, 2005.

(15) Restructuring and Asset Impairment Charges

During fiscal 2005, R.G. Barry did not engage in any new restructuring initiatives. The amounts shown
below as restructuring adjustments and charges represent primarily the effect of reassessing during
fiscal 2005 the restructuring accrual relative to R.G. Barry’s ongoing lease commitment on a former

distribution facility in Mexico, and represents as well other exit costs associated with the restructuring

actions taken in fiscal 2004.

Accruals Charges Non-cash Paid in Accruals
Januaryl In2005  Adjustments  Write-offs 2005 December31
,2005 , 2005
Employee separations $927 $ - $ 31 $- $911 $ 47
Other exit costs - 312 - - 312 -
Noncancelable leases 1,732 84 1,192 - 1,672 1,336
Total restructuring $2,659 $396 $1,223 $- $2,895 $1,383

During fiscal 2004, R.G. Barry closed its manufacturing operations in Mexico in the first quarter;
closed its distribution activities centered in Mexico in the third quarter; closed related cross dock
distribution operations in Laredo in the fourth quarter; and completed closure of its operations offices
based in San Antonio in the fourth quarter. The company recognized asset impairment charges of
$7,098, with $4,202 related to net property, plant and equipment, and the remaining $ 2,896 related to

other non-current assets, primarily manufacturing patents and unamortized duty acceleration costs.

Accruals Charges Non-cash Paid in Accruals
January3 In 2004 Adjustments Write-offs 2004 January
, 2004 1, 2005

Employee separations $174 $4,201 $(10) $- $3,438 $927
Other exit costs - 2,736 - - 2,736 -
Noncancelable leases - _ 3316 - - 1.584 1,732
Total restructuring _ 174 10.253 _(10) - 7,758 2,659
Asset impairments - _7.098 - _7.098 - -

Total $ 174 $17,351 $3d0) $ 7,098 $7,758 $2,659
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During fiscal 2003, R.G. Barry closed its Goldsboro warehouse facility and upon closure, evaluated the
carrying value of this facility and recognized a $200 impairment loss, which was realized upon sale of
the facility in the second quarter 2003. In addition, during fiscal 2003, the Company recorded goodwill

impairment loss on its then 80%-owned Fargeot subsidiary

Accruals Charges Non-cash Paid in Accruals

December2 In 2003 Adjustments  yrite-offs 2003 January

8,2002 3,2004
Employee separations ¢ $ - $ - $- $1,356 $174
Noncancelable leases _ 208 - - - 208 -
Total restructuring _ 1,738 - - - 1,564 174
Goodwill impairment - 2,363 - 2,363 - -
Asset impairments - - 200 - 200 - -

Total $ 1,738 $2,563 $ - 2,56 $1,564 $174
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