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As used within this report, the terms "Company," "Simmons," "we," "our,"
and "us" refer to Simmons Bedding Company, a Delaware corporation, and its
subsidiaries.

PART T
ITEM 1. BUSINESS.
OVERVIEW

Founded in 1870, we are a leading manufacturer and distributor of branded
bedding products in the United States. We sell a broad range of mattresses and
foundations under our well-recognized brand names, including Simmons (R),
Beautyrest (R), our flagship product, and BackCare(R). Over our 135-year history,
we have developed numerous innovations, including the first mass-produced
innerspring mattress, the Pocketed Coil(R) innerspring, the "Murphy Bed," the
Hide-a-Bed(R) sofa and our patented "no flip" mattress. We also pioneered the
national distribution of gueen and king size mattresses and in 2001 introduced
the Olympic(R) Queen mattress, an extra-wide queen mattress. In 2004, we
introduced the HealthSmart (TM) Bed, which features a zip-off mattress top that
can be laundered or dry cleaned. For the year ended December 25, 2004, we
generated net sales of approximately $869.9 million which represents growth of
approximately 8% over the prior year.

The majority of our products are innerspring mattresses and foundations,
which comprise an estimated 80%-90% of the U.S. wholesale conventional bedding
industry, according to industry sources. We place particular emphasis on premium
products targeted to sell at higher-end retail price points of $799 and above
per queen set. Additionally, we focus on selling gueen and larger size
mattresses. For the year ended December 25, 2004, we derived approximately 65%
of our sales from premium mattresses with retail price points of $799 and above
(35% from above $1,000) and approximately 83% of our sales from queen and larger
size mattresses. We believe these product categories offer faster growth and
higher gross margins than other bedding segments. Primarily as a result of these
factors, our conventional bedding average unit selling price ("AUSP") for the
yvear ended December 25, 2004 was approximately 49% above the industry average as
reported by the International Sleep Products Association ("ISPA").

We sell to a diverse nationwide base of approximately 3,600 retail
customers, representing over 11,000 outlets, including furniture stores,
specialty sleep shops, department stores, furniture rental stores, mass
merchandisers and juvenile specialty stores. Our sales force added over 700 net
new retail accounts from January 2001 through December 2004, broadening our
revenue base and improving customer credit quality. We support these retailers
with significant advertising and promotional spending, as well as extensive
customer service.

We also distribute branded products on a contract sales basis, with an
emphasis on premium products, directly to the hospitality industry and
government agencies. Starwood Hotels & Resorts Worldwide, Inc. ("Starwood
Hotels") has selected our Beautyrest(R) mattress as a product for their Heavenly
Bed (R) program, a luxury hotel room program targeted at their preferred customer
club members. In addition, we license selected trademarks, patents and other
intellectual property to various domestic and foreign manufacturers.

We operate 17 conventional bedding manufacturing facilities and three
juvenile bedding manufacturing facilities strategically located throughout the
United States and Puerto Rico. Unlike many of our competitors that operate as
associations of independent licensees, we have national in-house manufacturing
capabilities. We believe that there are a number of important advantages to
operating nationally, including the ability to service multi-state accounts,
maintain more consistent quality of products and leverage research and
development activities. Our just-in-time manufacturing capability enables us to
manufacture and ship approximately 95% of our orders to our retail customers
when requested within five business days of receiving their order and to
minimize our working capital requirements.

We have proven research and development capabilities. We apply extensive
research to design, develop, manufacture and market innovative sleep products to
provide consumers with a better night’s sleep. We currently own 45 domestic and
196 international patents, and have 40 domestic and 60 international patent
applications pending.



We also operate 18 retail outlet stores located throughout the United
States through our wholly owned subsidiary, World of Sleep Outlets, LLC, and 47
retail mattress stores operating under the Sleep Country USA name in Oregon and
Washington through our subsidiary, Sleep Country USA, Inc. Prior to May 1, 2004,
we also operated a chain of specialty sleep stores in Southern California.

Thomas H. Lee Equity Fund V, L.P. and its affiliates ("THL"), Fenway
Partners Capital Fund II, L.P. and its affiliates ("Fenway"), and our management
and directors currently hold 71.8%, 8.5% and 19.7%, respectively, of the voting
stock of our indirect parent, Simmons Company, after giving effect to restricted
stock issued to management under Simmons Company’s equity incentive plan.

Simmons Company filed a registration statement with the Securities and
Exchange Commission ("SEC") on June 4, 2004 for an initial public offering of
its common stock. The number of shares to be offered and the price range for the
offering has not been determined. Simmons Company announced on July 19, 2004 it
was delaying the proposed initial public offering due to uncertain market
conditions.

INDUSTRY

We compete in the U.S. wholesale bedding industry, which generated sales
of approximately $5.6 billion in 2004, according to ISPA. While there are over
500 conventional bedding manufacturers in the United States according to the
U.S. Census Bureau, four companies (including Simmons) accounted for
approximately 59% of the conventional bedding industry’s wholesale revenues for
2003, according to Furniture/Today, an industry publication. The remainder of
the domestic conventional bedding market primarily consists of hundreds of
smaller independent local and regional manufacturers.

The U.S. bedding industry is historically characterized by growing unit
demand, rising AUSPs and stability in various economic environments. In 2004,
ISPA estimates that total bedding industry sales increased 11.1% over the prior
year. Annual growth of total conventional bedding industry sales has averaged
approximately 6.2% over the last twenty years. During this period, there has
been just one year in which industry revenues declined (0.3% in 2001). This
stability and resistance to economic downturns is due largely to replacement
purchases, which account for approximately 80% of conventional bedding industry
sales. In addition, high shipping costs and the short lead times demanded by
mattress retailers limited imports from China to less than 1% of the U.S. market
in 2004 according to the International Trade Association.

We believe that current trends favor increased consumer spending on
mattresses. These trends are particularly favorable for sales of mattresses at
the premium end of the market and queen and larger size mattresses, two areas
where we believe we are well-positioned. We believe that the factors
contributing to growth in these areas include:

- Rapid growth in the 39-57 year old segment of the population, the
largest and fastest growing segment of the population according to
the U.S. Census Bureau, a group that tends to have higher earnings
and more discretionary income and makes a disproportionate share of
the purchases of bedding products relative to the general
population;

- Growth in the size of homes, which increased from an average of
approximately 1,725 square feet in 1983 to approximately 2,320
square feet in 2003, and the number of bedrooms in homes in the last
twenty years, according to the National Association of Home
Builders;

- Strong historical and projected growth in the number of people
purchasing second homes, which grew approximately 17% from 1990-2000
according to the U.S. Census Bureau;

- Increasing consumer awareness of the health benefits of better
sleep, as evidenced by a study conducted by the Better Sleep Council
in March 2004, in which 90% of all respondents reported that a good
mattress was essential to health and well being; and

- Greater relative profitability that the bedding category provides to
retailers, particularly in higher-end products.

As a result of these and other trends, conventional mattress units sold in
the United States at retail price points of at least $1,000, as a percent of
total conventional mattress units sold, rose from 15.5% in 2000 to 19.8% in
2003, according to ISPA. Conventional mattress units sold by us at retail points
of at least $1,000, as a percent of total conventional mattress units sold by
us, rose from 20.7% in 2000 to 34.7% in 2004. Additionally, queen and larger
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size mattress units sold in the United States, as a percent of total
conventional mattress units sold, rose from 43.3% in 2000 to 46.5% in 2003,
according to ISPA. Queen and larger size mattress units sold by us, as a percent
of total conventional mattress units sold by us, rose from 66.0% in 2000 to
72.0% in 2004.

OUR STRATEGY

Our goal is to further enhance our position as a leading manufacturer and
distributor of branded bedding products. Key elements of our strategy include:

INCREASE MARKET SHARE IN PREMIUM SEGMENTS. We are focused on capturing market
share in the higher-margin and higher-growth premium segments, which include
mattresses sold at retail price points greater than $1,000. Our research shows
that over 80% of consumers in the market for a replacement mattress indicated
that they would look for a mattress that solves sleep problems and approximately
71% indicated that they would pay 20-30% more for a mattress that would improve
the quality of their sleep. To address this demand, we work closely with our
customers to develop promotional advertising and educate consumers, so as to
compete on mattress benefits rather than price. Sales at retail price points at
or above $799 for queen sets as a percentage of our sales have increased to
approximately 65% for the year ended December 25, 2004 from 42% in fiscal year
2000. Sales at retail price points at or above $1,000 per queen set as a percent
of our sales have increased to approximately 35% for the year ended December 25,
2004 from 21% in fiscal year 1999.

CONTINUE TO INTRODUCE NEW INNOVATIVE PRODUCTS. We plan to continue our
successful record of innovation and to introduce new products designed to
increase our unit sales and AUSP. In 2000, we introduced our patented "no flip"
mattress, driving an increase in Beautyrest(R) unit sales of approximately 27%
from 1999 to 2000. In 2002, we introduced a new BackCare(R) product line, with
features such as allergy care fiber that helps reduce allergens on mattresses
and an optional LivingRight (TM) adjustable foundation. As a result, BackCare(R)
unit sales and AUSP increased by 5.1% and 36.6%, respectively, for the year
ended December 27, 2003, and we added over 750 new BackCare(R) accounts in the
same period. In December 2003, we introduced Pocketed Cable Coil (TM) technology,
providing significantly more durability and enhanced motion separation benefits,
in our new Beautyrest(R) 2004 product line. Following the introduction, the
Beautyrest (R) sales increased approximately 14% in 2004. In 2004, we introduced
our patent pending HealthSmart (TM) Bed which features a zip-off mattress top
that can be laundered or dry cleaned. The HealthSmart (TM) Bed allows consumers
to wash away germs, stains, bacteria, odors, dustmites, and perspiration; a
feature never previously available in our industry. The HealthSmart (TM) Bed is
available on our Beautyrest(R), BackCare(R), and BackCare Kids (R) product lines.

We continue to look for opportunities to expand our product portfolio,
stimulate demand, raise our overall AUSP and deliver better sleep to consumers.

INCREASE CUSTOMER PENETRATION. We seek to improve the quality of, and
selectively expand, our customer base through the following dual-pronged
approach:

Expand Within Existing Accounts. Only 46% of our retail customers carry both of
our leading lines of mattresses, Beautyrest(R) and BackCare(R), and we believe
that with focused marketing and education of the retail buyer and salesperson,
we can significantly increase our penetration levels. In addition, we believe
our new product introductions will allow us to further penetrate our existing
accounts.

Target New Accounts. Senior management and sales management review a
comprehensive potential customer list on a monthly basis to identify and target
new accounts in markets where we are pursuing greater penetration. From January
2001 through December 2004, we added over 700 net new retail accounts
representing approximately $194 million in annualized sales.

OPTIMIZE COST STRUCTURE AND MANUFACTURING NETWORK. We intend to continue
managing our cost structure while driving revenue growth. Our "Zero Waste"
initiative, which started in 2001 and is focused upon safety, quality, service
and cost, has been instrumental in generating cost savings and expanding
margins. In 2003, we began a process to optimize our manufacturing network by
replacing and repositioning existing facilities. As a result of this
manufacturing network optimization strategy, we have opened three new
conventional bedding manufacturing facilities and closed four conventional
bedding manufacturing facilities. We believe we have additional
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opportunities to leverage further our manufacturing network and our selling,
general and administrative infrastructure.

PURSUE SELECTIVE ACQUISITION OPPORTUNITIES. We license our trademarks, patents
and other intellectual property to various domestic and foreign manufacturers
and distributors. These licensees generated sales of Simmons-branded products of
over $495 million in 2004. In 2004, we acquired certain assets and liabilities
of the crib mattress and related soft goods business of Simmons Juvenile
Products, Inc., a then-current licensee of ours. As a result of this
acquisition, we now manufacture and sell crib mattresses and related soft goods
to the growing infant market. We believe there may be opportunities to
selectively acquire other licensees and bedding businesses in the future.

CONVENTIONAL BEDDING PRODUCTS

We provide our retail customers with a full range of mattress products
that are targeted to cover a breadth of marketplace price points ($199 to $9,999
per queen set) and offer consumers a wide range of mattress constructions with
varying styles, firmnesses and features which enables us to serve the majority
of traditional consumer sleep needs.

Our mattress products are built from one of the following construction
techniques: Pocketed Coil (R) (Marshall Coil) springs, Pocketed Cable Coil (TM)
springs, open coil springs and/or foam. One of these constructions, the patented
Pocketed Coil (R) spring technology was originally developed by us in 1925 and
involves springs with rows joined in such a way so as to allow each coil to
depress independently of the adjacent coils, resulting in better conformability
to the sleeping body and the reduction of motion transferred across the bed from
one partner to the other. An upgrade to this technology was our patent pending
Pocketed Cable Coil (TM) technology which was introduced in October 2003 and
utilizes stranded wire for each coil to provide significantly more durability
and enhanced motion separation benefits.

Our newest product innovation is the HealthSmart (TM) Bed which was
introduced in October 2004 and is featured at premium retail price points
beginning at $1,299 per queen set in our Beautyrest(R), BackCare(R) and BackCare
Kids (R) product lines. The HealthSmart (TM) Bed features a removable, washable
top that allows consumers to launder theilr mattress tops to wash away stains,
germs, bacteria, dust mites, odors and perspiration just like when they clean
their sheets. In February 2005, we launched a multi-million dollar national
advertising campaign to communicate the benefits of our HealthSmart (TM) Bed and
demonstrate its functionality.

Beautyrest (R), our flagship premium product featuring the Pocketed Coil (R)
springs, has been our primary brand since we introduced the Pocketed Coil(R) in
1925 and we expect it to continue generating the majority of our sales. In
October 2004, Simmons introduced the new Beautyrest(R) 2005 line, which offers
both the Pocketed Coil (R) and Pocketed Cable Coil (TM) technology and, at premium
price points, features the new HealthSmart (TM) Bed. We began shipping the 2005
product line in December 2004.

Beautyrest (R) World Class (TM) Exceptionale(TM), Latitudes (TM),
Dreamwell (R), Thomas O’Brien(R) for Simmons, Karen Neuburger (R) and Joseph
Abboud (R) products are extensions of the Beautyrest(R) line. We licensed the
rights to use the Thomas O’'Brien(R) for Simmons, Karen Neuburger (R) and Joseph
Abboud (R) brands in 2003, 2002 and 2000, respectively. This unique construction
offers a different comfort level from the mainstream price point Beautyrest (R)
models and the combined benefits of comfort and reduced motion transfer. Many of
these luxury lines also feature upscale fabric covers.

BackCare(R), our second flagship brand, was re-introduced in October 2004
to include our patented Pocketed Coil(R) spring construction to utilize the
distinct and leveragable construction feature from our flagship Beautyrest (R)
brand. The BackCare(R) product line features the zoned coil unit, titanium
reinforced lumbar support and new zoned foams that work together to offer
support that mirrors the natural s-shape of the human spine. BackCare
Advanced (TM) offers the BackCare(R) gradient support in a series of unigque
constructions featuring foam core constructions in conjunction with contour
memory foam and contour natural foam.

BackCare Kids(R) which was recently redesigned in 2004 is specifically for
the unique sleep needs of children. BackCare Kids (R) offers three benefits, an
allergy care fiber to help reduce allergens in the bed that can cause allergic
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reactions, a Moisture Ban(TM) ligquid repellant, and a RiteHeight (TM) option for
bunk beds, trundle beds and day beds that are designed for a lower height
mattress.

Our Deep Sleep(R) brand was redesigned in 2004. The Deep Sleep(R) product
line i1s targeted at the traditional under $500 queen price points. This product
line offers comfort, durability and value. It utilizes a unique open coil
product construction in comparison to competitive more traditional open coil
units.

Every conventional mattress we manufacture features our innovative "no
flip" design which we were the first to introduce in 2000. This patented design
offers enhanced sleep benefits and product durability, along with the consumer
convenience of never having to flip the mattress.

Each of our flagship brands also features the patented Olympic(R) Queen
size, which is the first new size in mattresses distributed on a national basis
since Simmons began distributing king and queen sizes nationally in 1958, was
introduced in 2001. The Olympic(R) Queen offers consumers 10% more sleeping
surface than a traditional queen, without requiring the replacement of the
traditional queen frame with a wider frame. This product is targeted at queen
size mattress owners who would prefer a wider mattress, but are unwilling to
purchase a larger bed because of their existing queen bed frame or the size of
their bedroom. We offer specially designed Egyptian cotton sheets for our
Olympic(R) Queen mattresses which are sold by certain of our retailers and
through our internet website, www.simmons.com.

LivingRight (TM) adjustable foundations were introduced in late 2002 and
are now featured in our BackCare(R), BackCare Advanced(TM) and Beautyrest (R)
lines. LivingRight (TM) foundations broaden the traditionally older consumer
profile for adjustable beds to the broader market of all adults, reflecting the
trend towards using the bed as more than just a place to sleep (reading in bed,
working on the computer, watching television, gathering with the family, etc.).
The unique LivingRight (TM) design incorporates the benefits of adjustability in
a foundation that looks more like a standard foundation than traditional
adjustable beds.

Our Windsor Bedding Co., LLC subsidiary markets conventional bedding
products to the high-end luxury mattress category, under the Columbia(R) Fine
Bedding, Slumberland(R), and Royal Ascot(R) product lines. Our Columbia(R) Fine
Bedding products feature both full body support and gradient support designs by
utilizing a unique Pocketed Coil (R) within Pocketed Coil (R) construction and
luxurious natural fabrics and upholstery materials, such as cotton, wool, silk
and cashmere, employed in the construction of the mattress. The Columbia(R) Fine
Bedding mattresses are targeted to retail at price points ranging from $3,800 to
$6,000 per queen set.

We acquired the right to sell Slumberland(R) mattresses in the United
States in 2003. The Slumberland(R) mattresses are recipients of England’s
distinguished Royal Warrants by appointment to her majesty Queen Elizabeth II
and the Queen Mother. The Slumberland(R) mattresses feature advanced linear
Pocketed Coil(R) technology, hand-tufted inner workings and luxury fabrics. The
Slumberland(R) mattresses are targeted to retail at price points ranging from
$4,999 to $9,999 per queen set.

We licensed the Royal Ascot(R) brand, which is associated with many of the
world’s most prestigious goods, in 2004. The Royal Ascot(R) mattresses feature
full body support and gradient support designs and luxurious natural fabrics and
upholstery materials. The box springs are also uniquely constructed, utilizing
0ld world craftsmanship and leading edge springing technology. The Royal
Ascot (R) mattresses are targeted to retail at price points ranging from $4,299
to $5,299 per queen set.

We are also committed to offering our retailers and customers options in
the vibrant specialty bedding market with beds that utilize specialty wvisco
and/or latex. In 2003, we launched sang(TM), an all foam line, which we then
transitioned into the First Impression(R) brand in 2004. These brands feature
polyurethane foam and visco blended constructions and have been selectively
distributed within our retail base. In 2005, we intend to further expand our
specialty visco product line offerings.

JUVENILE BEDDING PRODUCTS

Our Simmons Juvenile Company, LLC ("Simmons Juvenile") subsidiary sells
Simmons branded crib mattresses that feature interlocking coil construction for
support and comfort that is durable enough to last through the toddler
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years. We sell Simmons branded soft good products, including items such as vinyl
contour changing pads and terry covers, vinyl replacement pads, and other
accessory items, through this subsidiary.

CUSTOMERS

Our strong brand names and reputation for high quality products,
innovation and service to our customers, together with the highly attractive
retail margins associated with bedding products, have enabled us to establish a
strong customer base for conventional bedding products throughout the United
States and across all major distribution channels, including furniture stores,
specialty sleep shops, department stores and rental stores. Additionally, we
distribute juvenile bedding products through mass merchandisers, furniture
stores and specialty retailers. We manufacture and supply bedding to over 11,000
outlets, representing approximately 3,600 retail customers.

We also distribute branded products on a contract sales basis directly to
institutional users of bedding products such as the hospitality industry and
certain agencies of the U.S. government. Major hospitality accounts include
Starwood Hotels, La Quinta Inns, Inc., and Best Western International, Inc. In
1999, Starwood Hotels selected our Beautyrest(R) mattress as a product for their
Heavenly Bed(R) program, a luxury hotel room program targeted at their preferred
customer club members.

Our ten largest customers accounted for approximately 30% of our product
shipments for the year ended December 25, 2004. No one customer represented more
than 10% of product shipments for the year ended December 25, 2004.

SALES, MARKETING AND ADVERTISING

Our products are sold by approximately 220 local field sales
representatives, backed by sales management at each of our manufacturing
facilities, as well as national account representatives that give direction and
support for sales to national accounts. This selling infrastructure provides
retailers with coordinated national marketing campaigns, as well as local
support tailored to the competitive environments of each individual market.
Additionally, we use 44 independent sales agents, principally in the area of
contract sales and sales of juvenile products.

Our sales support focuses on two areas:

- cooperative promotional advertising and other retail support
programs designed to complement individual retailer’s marketing
programs; and

- national consumer communications designed to establish and build
brand awareness among consumers.

We develop advertising and retail sales incentive programs specifically
for individual retailers. Point-of-sale materials, including mattresses and
foundation displays that we design and supply, highlight the differentiating
features and benefits of our products. In addition, we offer training for retail
sales personnel through an internally developed sales representative training
program. We believe that our sales training and consumer education programs are
the most effective in the industry. We have designed these programs, which are
delivered on-site at our retailers’ facilities, our manufacturing facilities or
our research and education center, Simmons Institute of Technology and Education
("SITE"), to teach retail floor salespeople product knowledge and sales skills.
We seek to improve our retailers’ unit sales, and increase their sales of
higher-end bedding. We also help establish individual incentive programs for our
customers and their sales personnel. Our sales force is trained extensively in
advertising, merchandising and salesmanship, all of which increase the value of
the marketing support they provide to retailers. We believe that our focus on
better sleep and on the training of our sales representatives and our customers’
retail salespeople differentiates us from our competitors.

SUPPLIERS

We purchase substantially all of our conventional bedding raw materials
centrally in order to maximize economies of scale and volume discounts. The
major raw materials that we purchase are wire, spring components, lumber, foam,
insulator pads, innersprings and fabrics and other roll goods consisting of
foam, fiber and non-wovens. We obtain a large percentage of our required raw
materials from a small number of suppliers, and for the
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year ended December 25, 2004, we bought approximately 75% of our raw material
needs from ten suppliers. We believe that supplier concentration is common in
the bedding industry.

We have long-term supply agreements with several suppliers, including
Leggett & Platt, Incorporated ("L&P") and National Standard Company. In
addition, our sole approved supplier of the zippers for the Healthsmart (TM) Bed
removable mattress top is YKK, U.S.A., Inc. ("YKK"). With the exception of L&P,
National Standard Company and YKK, we believe that we can readily replace our
suppliers, if or when the need arises, within 90 days as we have already
identified and use alternative resources.

L&P supplies the majority of certain bedding components (including certain
spring components, insulator pads, wire, fiber, quilt backing and flange
material) to the U.S. bedding industry. In 2004, we purchased approximately
one-third of our raw materials from L&P. Under our agreements with L&P, we are
required to buy a majority of our requirements of certain components from it,
such as grid tops and open coil innersprings. Our agreement with L&P for grid
tops and wire expires in 2010. The agreement for innersprings may be terminated
by L&P upon five years’ notice. National Standard Company is the sole supplier
available for the stranded wire used in our Pocketed Cable Coil (TM) products,
and our agreement with National Standard Company expires in 2006. Because we may
not be able to find alternative sources for some of these components on terms as
favorable to us or at all, our business, financial condition and results of
operations could be impaired if we lose L&P, National Standard or YKK as a
supplier. Further, if we do not reach committed levels of purchase, we may be
required to pay various additional payments to these suppliers or certain sales
volume rebates could be lost. If we fail to meet the minimum purchase
requirements, the various agreements with L&P will be amended to provide for
one-year terms with renewal rights, except that the grid top supply agreement
would become terminable by L&P with 180 days’ notice.

SEASONALITY/OTHER

For the past several years there has not been significant seasonality in
our wholesale bedding business. Our retail bedding business, which accounted for
$81.0 million, or 9.3%, of net sales for the year ended December 25, 2004 has
historically experienced, and we expect will continue to experience, seasonal
and quarterly fluctuations in net sales and operating income, characterized by
strong sales for the months of May through September, which impact our second
and third quarter results.

MANUFACTURING AND FACILITIES

We currently operate 17 conventional bedding manufacturing facilities in
14 states and Puerto Rico and three juvenile bedding manufacturing facilities in
three states. In 2003, we relocated our Auburn, Washington conventional bedding
manufacturing facility to a new facility in Sumner, Washington and we closed our
Jacksonville, Florida conventional bedding manufacturing facility. During 2004,
we also closed our Columbus, Ohio and Piscataway, New Jersey conventional
bedding manufacturing facilities and opened two new conventional bedding
manufacturing facilities in Hazleton, Pennsylvania and Waycross, Georgia. We
manufacture most conventional bedding to order and use "just-in-time" inventory
techniques in our manufacturing processes to more efficiently serve our
customers’ needs and to minimize our inventory carrying costs. We generally
schedule, produce and ship over 95% of our conventional bedding orders within
five business days of receipt of the order. This rapid delivery capability
allows us to minimize our inventory of finished products and better satisfy
customer demand for prompt shipments.

We invest substantially in new product development, enhancement of
existing products and improved operating processes, which we believe is crucial
to maintaining our strong industry position. Costs associated with the research
and development of new products amounted to approximately $3.7 million, $0.1
million, $3.0 million and $2.0 million for 2004, Successor ‘03, Predecessor ‘03
and 2002, respectively (for a discussion of Successor ‘03 and Predecessor ‘03
periods see page 13).

We keep abreast of bedding industry developments through sleep research
conducted by industry groups and by our own research performed by our marketing
and engineering departments. We also participate in the Better Sleep Council, an
industry association that promotes awareness of sleep issues, and ISPA. Our
marketing and manufacturing departments work closely with the engineering staff
to develop and test new products for marketability and durability.
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We also seek to reduce costs and improve productivity by continually
developing more efficient manufacturing and distribution processes at SITE, our
state-of-the-art 38,000 square foot research and education center in Atlanta,
Georgia. As of December 25, 2004, we had 18 engineers and technicians employed
full-time at SITE. These employees work to ensure that we maintain high quality
products by conducting product and materials testing, designing manufacturing
facilities and equipment and improving process engineering and development. We
believe that our engineering staff gives us a competitive advantage over most of
our competitors who do not have significant in-house engineering resources.

COMPETITION

While there are approximately 500 conventional bedding manufacturers in
the United States according to the U.S. Census Bureau, four companies (including
Simmons) account for approximately 59% of the industry’s wholesale revenues. We
believe that we principally compete against these three competitors on the basis
of brand recognition, product selection, quality and customer service programs,
including cooperative advertising, sales force training and marketing
assistance. We believe we compare favorably to our primary competitors in each
of these areas. In addition, only Simmons and Sealy have national,
company-operated manufacturing and distribution capabilities. According to
Furniture/Today, we are the second largest bedding manufacturer in the United
States, with an estimated 15.7% market share for 2003. Because our AUSP is
approximately 49% higher than the industry average, we believe that our market
share is significantly greater in the premium segments and queen and larger size
mattresses.

The rest of the U.S. conventional bedding market consists of several
smaller national manufacturers, with the remainder being independent local and
regional manufacturers. These local and regional manufacturers generally focus
on the sale of lower price point products. While we primarily manufacture
differentiated bedding products targeted for mid- to upper-end price points, we
also offer a full line of bedding products to our retailer base in order for
these retailers to maintain their competitive positioning.

WARRANTIES AND PRODUCT RETURNS

Our conventional bedding products generally offer ten-year limited
warranties against manufacturing defects. Our juvenile bedding products
generally offer five-year to lifetime limited warranties against manufacturing
defects. We believe that our warranty terms are generally consistent with those
of our primary national competitors. The historical costs to us of honoring
warranty claims have been within management’s expectations. We have also
experienced non-warranty returns for reasons generally related to order entry
errors and shipping damage. We resell our non-warranty returned products
primarily through as-is furniture dealers and our World of Sleep outlet stores.

PATENTS AND TRADEMARKS

We own many trademarks, including Simmons (R), Beautyrest(R), BackCare(R),
BackCare Kids(R), Deep Sleep(R), Olympic(R) Queen and Pocketed Coil(R), most of
which are registered in the United States and in many foreign countries. We
protect portions of our manufacturing equipment and processes under both trade
secret and patent law. We possess several patents on the equipment and processes
used to manufacture our Pocketed Coil(R) innersprings. We do not consider our
overall success to be dependent upon any particular intellectual property
rights. We cannot assure that the degree of protection offered by the various
patents, trademarks or other intellectual property will be sufficient, that
patents will be issued in respect of pending patent applications, that any
patents that have been issued or will be issued are or will be valid or
enforceable, that it will be commercially reasonable or cost effective to
enforce our patents or other intellectual property rights, or that we will be
able to protect our technological advantage upon the expiration of our patents.

LICENSING

During the late 1980’'s and early 1990's, we disposed of most of our
foreign operations and secondary domestic lines of business via license
arrangements. We now license internationally our Beautyrest(R) and Simmons (R)
marks and many of our trademarks, processes and patents generally on an
exclusive perpetual or long-term basis to third-party manufacturers which
produce and distribute conventional bedding products within their designated
territories.



These licensing agreements allow us to reduce exposure to political and economic
risk abroad by minimizing investments in those markets. We currently have 17
foreign licensees and 10 foreign sub-licensees that have rights to sell
Simmons-branded products in approximately 100 countries.

As of December 25, 2004, we had 11 domestic third-party licensees. Some of
these licensees manufacture and distribute juvenile furniture,
healthcare-related bedding and furniture, and non-bedding upholstered furniture,
primarily on licenses that are perpetual, long-term or have automatically
renewable terms. Additionally, we have licensed the Simmons (R) mark and other
trademarks, generally for limited terms, to manufacturers of occasional use
airbeds, feather and down comforters, synthetic comforter sets, pillows,
mattress pads, blankets, bed frames, futons, specialty sleep items and other
products.

In 2004, 2003 and 2002, our licensing agreements as a whole generated
royalties and technology fees of $9.6 million, $10.8 million and $9.0 million,
respectively.

EMPLOYEES

As of December 25, 2004, we had approximately 3,300 full-time employees.
Approximately 800 of these were represented by labor unions. Employees at six of
our twenty conventional and juvenile manufacturing facilities are represented by
various labor unions with separate collective bargaining agreements. Collective
bargaining agreements typically are negotiated for two- to four-year terms. Most
of our union contracts expire in 2005 or 2006.

The locations where our employees are covered by collective bargaining
agreements and the contract expiration dates are as follows:

<TABLE>

<CAPTION>

FACILITY LABOR UNION EXPIRATION DATE
<S> <C> <C>
Atlanta United Steel Workers of America October 2005
Los Angeles United Steel Workers of America October 2005
San Leandro United Furniture Workers April 2006
Dallas United Steel Workers of America October 2006
Los Angeles International Brotherhood of Teamsters October 2006
Kansas City United Steel Workers of America April 2007
Honolulu International Longshoremen and Warehousemen’s Union January 2009
</TABLE>

In 2004, the United Furniture Workers labor union at our San Leandro,
California manufacturing facility and the United Steel Workers of America labor
unions at our Kansas City, Kansas and Dallas, Texas manufacturing facilities
ratified new collective bargaining agreements. The new agreements did not and
will not have a significant impact on our operating results.

We consider overall relations with our workforce to be satisfactory. We
have had no labor-related work stoppages in over thirty years.

REGULATORY MATTERS

As a manufacturer of bedding and related products, we use and dispose of a
number of substances, such as glue, lubricating oil, solvents, and other
petroleum products, that may subject us to regulation under numerous federal and
state statutes governing the environment. Among other statutes, we are subject
to the Federal Water Pollution Control Act, the Comprehensive Environmental
Response, Compensation and Liability Act, the Resource Conservation and Recovery
Act, the Clean Air Act and related state statutes and regulations. We have made
and will continue to make capital and other expenditures to comply with
environmental requirements. As is the case with manufacturers in general, if a
release of hazardous substances occurs on or from our properties or any
associated offsite disposal location, or if contamination from prior activities
is discovered at any of our properties, we may be held liable, the amount of
such liability could be material and our financial condition or results of
operations could be materially adversely affected. We have undertaken the clean
up of environmental contamination at and in the vicinity of our former facility
in Jacksonville, Florida and are currently evaluating the results of those
efforts. In addition, we have submitted a revised final remediation plan for our
former facility in



Linden/Elizabeth, New Jersey and are waiting for a response from the New Jersey
Department of Environmental Protection. While the current estimate of such
liabilities is not material to our operations, future liability for such matters
is difficult to predict.

We have recorded a reserve based upon our best estimate to reflect our
potential liability for environmental matters. Because of the uncertainties
associated with environmental remediation, the costs incurred with respect to
the potential liabilities could exceed our recorded reserves.

Our bedding and other product lines are subject to various federal and
state laws and regulations relating to flammability, sanitation and other
standards. We believe that we are in material compliance with all such laws and
regulations.

Effective January 1, 2005, the state of California adopted new flame
retardant regulations related to manufactured mattresses and foundations sold in
California. The U.S. Consumer Product Safety Commission has stated its plans to
introduce new regulations relating to open flame resistance standards for the
mattress industry, which i1s currently expected to go into effect sometime in
2006 or early 2007. In addition, various state and other regulatory agencies are
also considering new laws, rules and regulations relating to open flame
resistance standards. Compliance with these new rules may increase our costs,
alter our manufacturing processes and impair the performance of our products. In
October 2004, we introduced new product solutions for distribution in California
to meet the new California standard. However, because new standards that differ
from California laws may be adopted in other jurisdictions, these new products
introduced in California will not necessarily meet all future standards.

FORWARD LOOKING STATEMENTS

"Safe Harbor" statement under the Private Securities Litigation Reform Act
of 1995. When used in this Annual Report on Form 10-K, the words "believes,"
"anticipates, " "expects," "intends," "projects" and similar expressions are used
to identify forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Such forward-looking statements relate
to future financial and operating results, including expected benefits from our
products. Any forward-looking statements contained in this report represent our
management’s current expectations, based on present information and current
assumptions, and are thus prospective and subject to risks and uncertainties,
which could cause actual results to differ materially from those expressed in
such forward-looking statements. Actual results could differ materially from
those anticipated or projected due to a number of factors. These factors
include, but are not limited to:

- the level of competition in the bedding industry;
- legal and regulatory reguirements;

- the success of new products;

- our relationships with our major suppliers;

- fluctuations in costs of raw materials;

- our relationship with significant customers;

- our labor relations;

- departure of key personnel;

- actions of our controlling stockholder;
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- encroachments on our intellectual property;
- product liability claims;

- interest rate risks;

- an increase in return rates;

- our level of indebtedness;

- future acquisitions; and

- other risks and factors identified from time to time in our reports
filed with the SEC.

There may be other factors that may cause actual results to differ
materially from the forward-looking statements.

All forward-looking statements attributable to us or persons acting on our
behalf apply only as of the date of this Annual Report on Form 10-K and are
expressly qualified in their entirety by the cautionary statements included in
this Annual Report on Form 10-K. Except as may be required by law, we undertake
no obligation to publicly update or revise forward-looking statements which may
be made to reflect events or circumstances after the date made or to reflect the
occurrence of unanticipated events.

11



ITEM 2. PROPERTIES

Our corporate offices are located in approximately 49,000 square feet of
leased office space at One Concourse Parkway, Atlanta, Georgia 30328. The
following table sets forth selected information regarding our wholesale bedding
segment manufacturing and other facilities we operated as of December 25, 2004
(square footage in thousands) :

<TABLE>
<CAPTION>
YEAR YEAR OF LEASE SQUARE
LOCATION OCCUPIED EXPIRATION FOOTAGE
<S> <C> <C> <C>
Conventional bedding manufacturing facilities:
Waycross, Georgia 2004 Owned 217.5
Mableton, Georgia (Atlanta) 1991 2007 148.3
Charlotte, North Carolina 1993 2010 175.0
Coppell, Texas (Dallas) 1998 2008 141.0
Aurora, Colorado (Denver) 1998 2008 129.0
Fredericksburg, Virginia 1994 2009 128.5
Hazleton, Pennsylvania 2004 2014 214.8
Honolulu, Hawaii 1992 2008 63.3
Janesville, Wisconsin 1982 Owned 290.2
Shawnee Mission, Kansas (Kansas City) 1997 Owned 130.0
Compton, California (Los Angeles) 1974 2005 222.0
Tolleson, Arizona (Phoenix) 1997 2007 103.4
Salt Lake City, Utah 1998 2008 77.5
San Leandro, California 1992 2007 250.6
Sumner, Washington (Seattle) 2003 2014 150.0
Agawam, Massachusetts (Springfield) 1993 2006 125.0
Trujillo Alto, Puerto Rico (San Juan) 1998 Owned 50.0
Subtotal 2,616.1
Juvenile bedding manufacturing facilities:
Oshkosh, Wisconsin 2004 2005 20.0
Ontario, California 2004 2006 15.7
York, Pennsylvania 2004 2006 29.0
Subtotal 64.7
Other facilities in Atlanta, Georgia:
Corporate Headquarters 2000 2011 49.0
SITE (Norcross, Georgia) 1995 2005 38.0

</TABLE>

Management believes that our facilities, taken as a whole, have adequate
productive capacity and sufficient manufacturing equipment to conduct business
at levels exceeding current demand.

In addition, as of December 25, 2004, our wholesale bedding segment
operated 18 retail outlet stores through our World of Sleep Outlets, LLC
subsidiary.

Our retail bedding segment operates 47 retail mattress stores and two
additional offices/warehouses through our indirect subsidiary Sleep Country USA,
Inc.
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ITEM 3. LEGAL PROCEEDINGS.

From time to time, we have been involved in various legal proceedings. We
believe that all current litigation is routine in nature and incidental to the
conduct of our business, and that none of this litigation, if determined
adversely to us, would have a material adverse effect on our financial condition
or results of our operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
Not applicable.
PART II
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.

There is no established public trading market for any class of our common
equity. As of December 25, 2004, there was one holder of record of our common
stock. As of December 25, 2004, there were 46 holders of record of class A
common stock and 126 holders of record of class B common stock of Simmons
Company, which indirectly owns 100% of our common stock.

In 2004, our indirect parent, Simmons Company, paid a dividend of $42.01
per share of Class A common stock, aggregating $162.7 million. Any payment of
future dividends and the amounts thereof will be dependent upon our earnings,
fiscal requirements and other factors deemed relevant by Simmons Company’s board
of directors. Each of Simmons Bedding Company’s and Simmons Company’s ability to
pay dividends are restricted by, as relevant, the terms of the senior
discount notes, senior credit facility, senior unsecured term loan and the
indenture governing the senior subordinated notes.

ITEM 6. SELECTED FINANCIAL DATA.
SELECTED HISTORICAL CONSOLIDATED FINANCIAL AND OTHER OPERATING DATA

Set forth below is selected historical consolidated financial and other
operating data for Simmons Bedding Company. We derived our historical Statement
of Operations and Balance Sheet data for 2000, 2001, 2002, 2003 and 2004 from
our consolidated financial statements. Our capital structure changed
significantly as a result of our predecessor company (the "Predecessor Company")
being acquired by THL in December 2003 (the "Acquisition") and the related
financing. Due to required purchase accounting adjustments relating to such
Acquisition, the consolidated financial and other data for the period subsequent
to the acquisition (the "Successor" period) is not comparable to such data for
the periods prior to the acquisition (the "Predecessor" periods). We refer to
the period from December 29, 2002 through December 19, 2003 as "Predecessor '03"
and the period from December 20, 2003 through December 27, 2003 as "Successor
103'"

The accompanying selected historical consolidated financial and other
operating data contain all adjustments that, in the opinion of management, are
necessary to present fairly the financial position of the Company for the
periods presented. All adjustments in the periods presented herein are normal
and recurring in nature unless otherwise disclosed. The information presented
below should be read in conjunction with our "Management’s Discussion and
Analysis of Financial Condition and Results of Operations," and our consolidated
financial statements and related notes and other financial information appearing
elsewhere herein.
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<TABLE>
<CAPTION>

<S>

STATEMENT OF OPERATIONS
DATA:

Net sales

Cost of products sold

Gross profit

Operating expenses:
Selling, general and
administrative expenses (1)
Amortization of intangibles
Licensing income
Other (2)

Operating income (loss)
Interest expense, net (3)

Income (loss) before
income taxes and minority
interest in loss

Income tax expense (benefit)
Minority interest in loss

Net income (loss)

BALANCE SHEET DATA:
Working capital (4)
Cash and cash equivalents
Total assets
Total debt
Total common stockholders’
equity (deficit)
OTHER DATA:
EBITDA (5)
Stock compensation expense
Transaction related expenditures,
including cost of products sold
Plant opening, closing charges
Management fees
Capital expenditures

</TABLE>

FOR THE
YEAR
ENDED

DEC. 30,
2000

(53 WEEKS)

<C>

$ 699,741
414,102

259,795

10,530
(8,437)

7,117

16,634

$ 37,338
5,765
469,378
365,060

(33,567)

$ 42,452
574

2,102
15,556

PREDECESSOR
FOR THE FOR THE
YEAR YEAR
ENDED ENDED
DEC. 29, DEC. 28,
2001 2002
(52 WEEKS) (52 WEEKS)
(DOLLARS IN THOUSANDS)
<C> <C>
$ 655,209 $ 708,595
379,131 369,617
276,078 338,978
241,800 284,164
11,414 1,246
(9,501) (9,002)
10,698 20,285
254,411 296,693
21,667 42,285
39,450 32,000
(17,783) 10,285
(7,676) 12,005
(470) (1,109)
$  (9,637) S (611)
$ 26,320 $ 10,326
3,264 7,108
432,175 411,031
340,583 290,782
(61,321) (81,336)
$ 58,369 S 82,922
14,847 15,561
2,764 2,353
5,729 7,961

FOR THE
PERIOD FROM
DEC. 29, 2002
THROUGH
DEC. 19, 2003

(356 DAYS)

<C>

$ 797,616
408,790

373,078

306
(10,444)

23,735

$ 24,407
68,415

22,399
4,137
2,844
8,791

SUCCESSOR
FOR THE FOR THE
PERIOD FROM YEAR
DEC. 20, 2003 ENDED
THROUGH DEC. 25,
DEC. 27, 2003 2004
(8 DAYS) (52 WEEKS)
(DOLLARS IN THOUSANDS)
<C> <C>
$ 8,717 $ 869,893
7,147 472,252
1,570 397,641
4,492 318,118
311 4,933
(326) (9,622)
449 3,801
4,926 317,230
(3,356) 80,411
4,661 43,758
(8,017) 36,653
(827) 12,039
$  (7,190) $ 24,614
$ 26,908 $ 18,025
3,670 23,854
1,183,119 1,301,734
770,253 752,139
280,277 260,607
$  (2,696) $ 103,636
- 3,347
1,727 7,901
286 13,549
49 1,702
- 18,206

(1) Includes the Predecessor Company’s variable stock compensation expense

related to director,

stock options of $0.6 million,

million for the years 2000,

$0 million and $3.3 million,
value of the deemed Class A common stock of our parent,

held by certain members of our

$15.6 million,

2002, and the Predecessor ’03.
Successor ‘03 and the year 2004 includes our stock compensation expense of

respectively,
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management in a deferred compensation plan of Simmons Company prior to the
termination of the plan in June 2004.

Includes ESOP expense of $7.1 million and $2.8 million for the years 2000
and 2001, respectively; goodwill impairment charges of $7.9 million and
$20.3 million for the years 2001 and 2002, respectively; transaction
expenses related to the Acquisition of $21.5 million for the Predecessor
'03; plant closure charges of $1.3 million, $0.4 million and $3.1 million
for the Predecessor ‘03, the Successor ‘03, and the year 2004, respectively;
and other charges of $0.9 million and $0.7 million for the Predecessor ‘03
and the year 2004, respectively.

Includes tender premium of $10.8 million for the 10.25% Series B senior
subordinated notes which were partially redeemed in connection with the
Acquisition and $8.9 million of unamortized debt issuance costs expensed
related to debt repaid in connection with the Acquisition for the
Predecessor '03.

Defined as current assets (excluding cash and assets held for sale), less
current liabilities (excluding current maturities of long-term debt and
liabilities held for sale).

EBITDA is a non-GAAP financial measure that is defined as net income before
interest expense, income taxes, depreciation and amortization. We use EBITDA
as a supplemental tool to measure our operating performance and, after
applying various adjustments, as a basis for determining the following:

- The allocation of our resources to our different business segments;

- The return on investment of acquisitions and major cash
expenditures;

- The compensation of our management;

- The vesting of Simmons Company’s restricted stock;
- The valuation of Simmons Company; and

- Our compliance with debt covenants.

We rely on EBITDA as a supplemental tool for measuring our operating
performance because we are and have historically had a highly-leveraged
capital structure which results in significant interest expense and minimal
cash tax expense. We believe EBITDA provides useful information to the
holders of our notes and security analysts by assisting them in making
informed investment decisions as we have historically been valued and sold
based upon multiples of EBITDA. EBITDA differs from Adjusted EBITDA, which
is defined by our senior credit facility (see "Management'’s Discussion and
Analysis of Financial Condition and Results of Operations - Liquidity and
Capital Resources").

EBITDA has important limitations as an analytical tool, and should not be
considered in isolation or as a substitute for analysis of our results as
reported under GAAP. For example, EBITDA does not reflect:

- our cash expenditures, or future requirements, for capital
expenditures or contractual commitments;

- changes in, or cash requirements for, our working capital needs;

- the significant interest expense, or the cash requirements necessary
to service interest or principal payments, on our debts;

- tax payments that represent a reduction in cash available to us; and

- any cash requirements for the assets being depreciated and amortized
that may have to be replaced in the future.
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Because

of these and other limitations, we rely primarily on our results

under GAAP and use EBITDA only supplementally. The following table sets
forth the reconciliation of our net income for the periods provided to

EBITDA:

<TABLE>
<CAPTION>

<S>

Net income (loss)

Depreciation and
amortization

Income taxes

Interest expense,

Interest income

EBITDA

</TABLE>

ITEM 7.

PREDECESSOR SUCCESSOR
FOR THE FOR THE FOR THE FOR THE FOR THE FOR THE
YEAR YEAR YEAR PERIOD FROM PERIOD FROM YEAR
ENDED ENDED ENDED DEC. 29, 2002 DEC. 20, 2003 ENDED
DEC. 30, DEC. 29, DEC. 28, THROUGH THROUGH DEC. 25,
2000 2001 2002 DEC. 19, 2003 DEC. 27, 2003 2004
<C> <C> <C> <C> <C> <C>
$ (18,121) S (9,637) $ (611) S (34,096) S (7,190) $ 24,614
24,800 35,711 39,335 22,059 656 23,084
(4,813) (7,676) 12,005 (8,845) (827) 12,039
net 39,989 39,450 32,000 45,092 4,661 43,758
597 521 193 197 4 141
$ 42,452 S 58,369 $ 82,922 S 24,407 S (2,696) $ 103,636

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS.

RISK FACTORS

Our business i1s subject to a number of important risks,

The bedding industry is highly competitive, and if we are unable to
compete successfully, we may lose customers and our sales may
decline.

Federal, state and local regulatory requirements relating to our
products may increase our costs, alter our manufacturing processes
and impair our product performance.

Legal and regulatory requirements related to, among other things,
our marketing and advertising practices and our compliance with
environmental and occupational health and safety, may impose costs
or charges on us that impair our business and reduce our
profitability.

Our new product launches may not be successful, which could cause a
decline in our market share and our level of profitability.

We rely on a small number of suppliers, and if we experience
difficulty with a major supplier, we may have difficulty finding
alternative sources, which could disrupt our business.

We are subject to fluctuations in the cost and availability of raw
materials, such as wire, spring components, lumber, cotton,
insulator pads, innersprings, fabrics and roll goods consisting of
foam, fiber, ticking and non-wovens, which fluctuations could
increase our costs or disrupt our production.

Because we depend on our significant customers, a decrease or
interruption in their business with us could reduce our sales and
profits.

A change or deterioration in labor relations or the inability to
renew our collective bargaining agreements could disrupt our
business operations and increase our costs, which could negatively
impact sales and decrease our profitability.
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- The loss of the services of any member of our senior management team
could impailir our ability to execute our business strategy and
negatively impact our business, financial condition and results of
operations.

- If we are not able to protect our trade secrets or maintain our
trademarks, patents and other intellectual property, we may not be
able to prevent competitors from developing similar products or from
marketing in a manner that capitalizes on our trademarks.

- We may face exposure to product liability claims, which could reduce
our liquidity and profitability and reduce consumer confidence in
our products.

- An increase in our return rates or an inadequacy in our warranty
reserves could reduce our liquidity and profitability.

- We are vulnerable to interest rate risk with respect to our debt,
which could lead to an increase in interest expense.

- Our levels of indebtedness.
- Risks related to future acquisitions
OVERVIEW

We are a leading manufacturer and distributor of branded bedding products
in the United States. We sell a broad range of mattresses and foundations under
our well-recognized brand names, including Beautyrest(R), our flagship product
line introduced in 1925, and BackCare(R).

Our operations are managed and reported in two segments. For the year
ended December 25, 2004, we derived over 90% of our sales from our wholesale
bedding segment, which consists primarily of the manufacture, sale and
distribution of premium branded bedding products. Our wholesale bedding segment
sells to a diverse nationwide base of approximately 3,600 retail customers
representing over 11,000 outlets, including furniture stores, specialty sleep
shops, department stores, and rental stores. Additionally, we distribute
juvenile bedding products through mass merchandisers and juvenile specialty
stores. Our wholesale bedding segment also sells mattresses to our retail
bedding segment, which as of December 25, 2004 operated 47 specialty sleep
stores in Oregon and Washington that sell to consumers principally premium
branded bedding products.

Highlights for the year 2004 included the following:

- For our wholesale bedding segment, conventional bedding sales grew
at a rate of 9.8%, which was less than the industry growth rate of
11.1%, as reported by ISPA. We believe that our sales growth was
less than the industry due primarily to our relatively higher growth
in prior periods as compared to the industry and certain industry
competitors implementing price increases in the second and third
quarter of 2004, whereas we did not increase our prices until late
October of 2004. Our growth rate was primarily attributable to the
roll-out of our 2004 Beautyrest(R) product line in January 2004. In
December 2004, we began shipping the 2005 product lines for all of
our conventional bedding products. The 2005 product lines contain
several new features including the HealthSmart (TM) Bed at retail
price points above $1,299, which features a removable mattress top
that can be zipped off the mattress and laundered or dry cleaned. We
continue to focus on selling premium products targeted to sell at
retail price points above $799 per gqueen set and on selling queen
and larger size mattresses. In 2004, we derived approximately 65% of
our sales from mattresses with retail price points of $799 and above
(35% from above $1,000) and approximately 83% of our sales from
queen and larger size mattresses.

- Our wholesale bedding segment was negatively impacted by inflation
in material costs. In late October 2004, we implemented a 12% price
increase on our 2004 product lines to help offset the increased
costs of materials. We anticipate that our material costs will
remain at these elevated prices for 2005, but we believe that our
new 2005 product lines are priced to address existing material costs
and anticipated inflation.

- Our wholesale bedding segment made strides toward improving our
manufacturing network by opening two new conventional bedding
manufacturing facilities in Hazleton, Pennsylvania and Waycross,
Georgia and closing our older manufacturing facilities in Columbus,
Ohio and Piscataway, New Jersey. The
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Hazleton and Waycross facilities commenced operations in March 2004
and August 2004, respectively. In 2004, we incurred charges, which
are expected to be non-recurring, of $13.6 million related to the
opening and closing of the manufacturing facilities.

- We sold our retail specialty sleep stores located in Southern
California on May 1, 2004 to Pacific Coast Mattress, Inc. ("PCM")
for cash proceeds of $6.3 million. As a result of this sale, the
number of our retail bedding segment retail stores decreased
approximately 50%. On a comparable store basis, sales for our retail
bedding segment increased 18.6% for 2004.

- On August 27, 2004, we acquired certain assets and liabilities of
the crib mattress and related soft goods business of Simmons
Juvenile Products Company, Inc. ("Simmons Juvenile, Inc."), a
then-current licensee of ours, for $19.7 million plus contingent
consideration based upon future operating performance not to exceed
$4.4 million. This acquisition provides us access to the growing
U.S. infant market. The results of our juvenile bedding business
from the date of acquisition are included in the results of our
wholesale bedding segment.

The following provides the details of these highlights and insights into
our financial statements, including critical accounting policies and estimates
used in preparing the financial statements, a discussion of our results of
operations and our ligquidity and capital resources.

CRITICAL ACCOUNTING POLICIES

In preparing the consolidated financial statements in conformity with
GAAP, our management must make decisions that impact the reported amounts and
the related disclosures. Those decisions include the selection of the
appropriate accounting principles to be applied and the assumptions on which to
base estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses and related disclosure of contingent assets
and liabilities. On an on-going basis, we evaluate our estimates, including
those related to the allowance for doubtful accounts, impairment of long-lived
assets, impairment of goodwill, warranties, co-operative advertising and rebate
programs, variable stock compensation, income taxes, litigation and
contingencies. We base our estimates on historical experience and on various
other assumptions that we believe to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values
of assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates under different assumptions or
conditions. Our management believes the critical accounting policies described
below are the most important to the fair presentation of our financial condition
and results. The following policies require management’s more significant
judgments and estimates in the preparation of our consolidated financial
statements.

Allowance for doubtful accounts. We maintain allowances for doubtful
accounts for estimated losses resulting from the inability of our customers to
make required payments. If the financial condition of our customers were to
deteriorate, resulting in an impairment of their ability to make payments,
additional allowances may be required. We evaluate the adequacy of the allowance
on a periodic basis. The evaluation includes consideration of "a review of"
historical loss experience, the aging of the receivable balances, adverse
situations that may affect the customer’s ability to pay the receivable, and
prevailing economic conditions. If the result of the evaluation of the reserve
requirements differs from the actual aggregate allowance, adjustments are made
to the allowance. This evaluation is inherently subjective, as it requires
estimates that are susceptible to revision as more information becomes
available. Our accounts receivable balance was $85.4 million and $65.9 million,
net of the allowance for doubtful accounts of $5.1 million and $5.0 million,
respectively, as of December 25, 2004 and December 27, 2003, respectively.

Impairment of long-lived assets. We assess all our long-lived assets for
impairment whenever events or circumstances indicate their carrying value may
not be recoverable. Management assesses whether there has been an impairment by
comparing anticipated undiscounted future cash flows from operating activities
with the carrying value of the asset. The factors considered by management in
this assessment include operating results, trends and prospects, as well as the
effects of obsolescence, demand, competition and other economic factors. If an
impairment is deemed to exist, management records an impairment charge equal to
the excess of the carrying value over the fair value of the impaired assets.
This could result in a material charge to earnings.

Intangible assets. We test goodwill for impairment on an annual basis by
comparing the fair value of our reporting units to their carrying values. Fair
value 1s determined by the assessment of future discounted cash flows.
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Additionally, goodwill is tested for impairment between annual tests if an event
occurs or circumstances change that would more likely than not reduce the fair
value of an entity below its carrying value. These events or circumstances would
include a significant change in the business climate, legal factors, operating
performance indicators, competition, sale or disposition of a significant
portion of the business, or other factors.

As part of the adoption of SFAS 142, we performed initial valuations
during the first quarter of 2002 to determine if any impairment of goodwill
existed and determined that no impairment existed. In accordance with SFAS 142,
we tested goodwill again at December 28, 2002 for impairment by comparing the
fair value of our reporting units to their carrying values. As a result, our
retail segment recognized a goodwill impairment of $20.3 million in 2002.
Management determined that no impairment of goodwill existed as of December 27,
2003 or December 25, 2004.

We evaluate trademarks, which are considered indefinite-lived intangible
assets, for impairment at least annually or whenever events or circumstances
indicate their carrying value might be impaired. In performing this assessment,
management considers operating results, trends and prospects, as well as the
effects of obsolescence, demand, competition and other economic factors. The
carrying value of trademarks is considered impaired when its carrying value
exceeds its fair market value. In such an event, an impairment loss is
recognized equal to the amount of that excess. Fair value 1s determined
primarily using either the projected cash flows discounted at a rate
commensurate with the risk involved or an appraisal. The determination of fair
value involves numerous assumptions by management, including expectations on
possible variations in the amounts or timing of cash flow, the risk-free
interest rate and other factors considered in managements projected future
operating results. We review the classification of trademarks as
indefinite-lived intangible assets every reporting period.

Warranty accrual. Our management must make estimates of potential future
product returns related to current period product revenue for our wholesale
segment. Management analyzes historical returns when evaluating the adequacy of
the warranty accrual. Significant management judgments and estimates must be
made and used in connection with establishing the warranty accrual in any
accounting period. Our warranty policy generally provides a ten-year
non-prorated warranty service period on all first quality conventional bedding
products currently manufactured. Our juvenile bedding products have warranty
periods ranging from five years to a lifetime. Our policy is to accrue the
estimated cost of warranty coverage at the time a sale is recorded. As of
December 25, 2004 and December 27, 2003, we had a warranty accrual of $3.7
million and $3.8 million, respectively.

Cooperative advertising and rebate programs. We enter into agreements with
our customers to provide funds for advertising and promotion of our products. We
also enter into volume and other rebate programs with certain customers whereby
funds may be rebated to the customer. When sales are made to these customers, we
record accrued liabilities pursuant to these agreements. Management regularly
assesses these liabilities based on forecasted and actual sales and claims and
management’s knowledge of customer purchasing habits to determine whether all
the cooperative advertising earned will be used by the customer, whether the
cooperative advertising costs meet the requirement for classification as
selling, general and administrative expense versus a reduction of sales, and
whether the customer will meet the requirements to receive rebates. Costs of
these programs totaled $113.3 million, $0.6 million, $99.2 million and $86.4
million for the fiscal year 2004, the period from December 20, 2003 through
December 27, 2003, the period from December 29, 2002 through December 19, 2003
and 2002, respectively.

Stock compensation expense. Prior to the Acquisition, we recorded variable
stock compensation expense, related to director and employee regular stock
options, utilizing the intrinsic value method as prescribed by Accounting
Principle Board Opinion No. 25, Accounting for Stock Issued to Employees ("APB
25") and related interpretations. Management estimated the employee service
period over which the compensation was awarded, generally four to five years.
Additionally, because the vesting of the plan options was dependent upon
achieving an annual Adjusted EBITDA target, management estimated the ultimate
number of shares that would vest. We recorded additional adjustments to variable
stock compensation expense for changes in the intrinsic value of vested regular
options in a manner similar to a stock appreciation right because the option
holder could compel us to settle the award by transferring cash or other assets
rather than our common stock. We determined the fair market value of our common
stock, including option shares, on a quarterly basis based upon a quarterly
valuation performed by Houlihan Lokey Howard & Zukin Financial Advisors, Inc.
Estimates were used in determining the fair market value of our common stock.
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In connection with the Acquisition, the stock option plans were terminated
and certain members of our management deferred $19.8 million of their proceeds
from the Acquisition into the deferred compensation plan of our indirect parent,
Simmons Company. The proceeds were deemed invested in shares of Simmons Company
Class A common stock. These shares were convertible into cash or common stock
based upon the outcome of certain events such as a change of control or initial
public offering. These shares had a put option that gave the holder the right to
cash based upon a quarterly valuation of Simmons Company’s common stock
performed by Houlihan Lokey Howard and Zukin Financial Advisors, Inc. The
changes in market value of the liability were recorded as variable stock
compensation expense. The valuation of the shares was based upon our intrinsic
value, which was estimated based upon our historical and forecasted operating
results, market conditions and historical comparable transactions. The deferred
compensation plan was terminated on June 3, 2004.

In connection with the Acquisition, we adopted The Simmons Company Equity
Incentive Plan (the "Incentive Plan") to provide restricted stock awards to our
employees, directors and consultants. Restricted shares of Class B common stock
representing up to fifteen percent (15%) of our capital stock (on a fully
diluted basis) may be issued pursuant to awards under the Incentive Plan. Awards
of restricted stock are made pursuant to restricted stock agreements and are
subject to vesting and other restrictions as determined by our board of
directors. Among other things, the restricted stock agreements provide, under
certain conditions, for acceleration in vesting of the stock upon a change in
control and all restricted stock vests on the eighth anniversary of the issuance
of the restricted stock. Upon issuance of restricted stock awards, compensation
cost is measured as the excess of the fair market value of the award over the
purchase price. The entire amount of compensation cost is recorded as deferred
compensation and amortized by a charge to stock compensation expense over the
period from the date the shares are awarded to the date restrictions are
expected to lapse. In making this determination, we continually reevaluate
whether attainment of the performance goals that would accelerate the lapsing of
the restrictions is considered probable. As a result of our 2004 operating
performance, 18.75% of the restricted stock shares vested in 2004.

We recorded stock compensation expense of $3.3 million, $0 million, $68.4
million, and $15.6 million for the fiscal year 2004, the Successor ’'03, the
Predecessor ‘03 and for fiscal year 2002.

Income taxes. Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized for future tax
consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax
bases and to operating loss and tax credit carryforwards. Deferred tax assets
and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to
be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized as income or expense in the period that
includes the effective date of enactment. A valuation allowance is established,
when necessary, to reduce deferred tax assets to amounts expected to be
realized.

As of December 25, 2004, we had net operating loss carryforward benefits
for federal income tax purposes of $116.5 million, including $15.3 million that
were generated by our SC Holdings, Inc. subsidiary ("Sleep Country"), that are
subject to use limitations imposed by the Internal Revenue Code, and state net
operating loss carryforwards of $60.0 million. Our net operating loss
carryforwards expire on various dates through 2023. Our management must make
estimates regarding the future realization of these net operating loss benefits.
Realization of the net operating loss carryforward benefits is dependent upon
future profitable operations and reversals of existing temporary differences.
Although realization is not assured, we believe it is more likely than not that
most of the net recorded benefits will be realized through the reduction of
future taxable income. However, due to the uncertainty regarding the realization
of certain tax loss carryforwards, as of December 25, 2004 we have recorded a
valuation allowance of $7.4 million against the deferred tax assets related to
Sleep Country’s net operating loss carryforwards, our state income tax credits
and foreign income tax credits. Based on the Company’s recent history of
earnings and expectation of future profits, the Company has determined that the
realization of a portion of Sleep Country’s net deferred tax assets, excluding
net operating losses, is more likely than not, and, accordingly, the valuation
allowance was reduced by $4.6 million during 2004. Since the valuation allowance
was recorded as part of the Acquisition purchase accounting, the reduction of
the valuation allowance in 2004 was accounted for as a reduction of the goodwill
for the Company’s retail segment.

Litigation and contingent liabilities. From time to time, Simmons and its
operations are parties to or targets of lawsuits, claims, investigations and
proceedings, including product liability, personal injury, patent and
intellectual
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property, commercial, contract, environmental, health and safety, and employment
matters, which are handled and defended in the ordinary course of business. We
accrue a liability for such matters when it is probable that a liability has
been incurred and the amount can be reasonably estimated. We believe the amounts
reserved are adequate for such pending matters; however, results of operations
could be negatively affected by significant litigation adverse to us.

RESULTS OF OPERATIONS

GAAP does not permit combining the results of our Predecessor period
(December 29, 2002 through December 19, 2003) with our Successor period
(December 20, 2003 through December 27, 2003) in our consolidated financial
statements. Accordingly, the consolidated statements of operations included
elsewhere in this filing do not present results for the twelve months ended
December 27, 2003. However, in order to provide investors with useful
information, the following table presents historical financial information for
the Predecessor period and the Successor period and on a pro forma basis for the
yvear ended December 27, 2003.

The unaudited pro forma information for the year ended December 27, 2003
gives effect to the following items as if each had occurred on December 29, 2002
(the first day of our fiscal year 2003):

- the Acquisition;

- the elimination of non-recurring charges resulting directly from the
Acquisition; and

- the termination of the deferred compensation plan.
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<TABLE>

FOR THE YEAR

DEC

ENDED
. 25, 2004

<CAPTION>
PREDECESSOR SUCCESSOR
PERIOD FROM PERIOD FROM PRO FORMA
FOR THE YEAR DEC. 29, 2002 DEC. 20, 2003 FOR THE YEAR
ENDED THROUGH THROUGH ENDED
DEC. 28, 2002 DEC. 19, 2003 DEC. 27, 2003 DEC. 27, 2003
<S> <C> <C> <C> <C>
Net sales 100.0% 100.0% 100.0% 100.0%
Cost of products sold 52.2% 51.3% 82.0% 51.1%
Gross profit 47.8% 48.7% 18.0% 48.9%
Selling, general and
administrative expenses 40.1% 46.8% 51.5% 37.8%
Amortization of intangibles 0.2% 0.0% 3.6% 0.6%
Licensing income -1.3% -1.3% -3.7% -1.3%
Goodwill impairment 2.9% 0.0% 0.0% 0.0%
Plant closure charges 0.0% 0.2% 5.2% 0.2%
Transaction expenses 0.0% 2.8% 0.0% 0.1%
Operating income 5.9% 0.2% -38.6% 11.5%
Interest expense, net 4.5% 5.7% 53.5% 5.4%
Income (loss) before
income taxes and
minority interest 1.4% -5.5% -92.1% 6.1%
Income taxes (benefit) 1.7% -1.1% -9.5% 1.9%
Income (loss) before
minority interest -0.3% -4.4% -82.6% 4.2%
Minority interest in loss -0.2% 0.0% 0.0% 0.0%
Net income (loss) -0.1% -4.4% -82.6% 4.2%

</TABLE>

The pro forma information for the year ended December 27, 2003 includes
the following adjustments resulting from the Acquisition and termination of the

deferred compensation plan:

- adjustment to cost of products sold of $(3.7) million, or

(0

.5)% of

net sales, to (i) reduce depreciation expense by $(2.9) million as a
result of the extension of the remaining average useful lives,
partially offset by the increases in the bases of property,
and equipment; (ii) reduce by $(1.7) million inventory recorded at
fair market value as a result of the Acquisition and sold during the
eight day period ended December 27, 2003; and (iii) increase
amortization of favorable leases by $0.9 million due to the step-up

to fair market value of leases;

plant

- adjustment to selling, general and administrative expense of $(73.0)
million, or (9.1)% of net sales, to (i) reduce depreciation expense
by $(3.2) million as a result of the extension of the remaining
average useful lives, partially offset by the increases in the bases
of property, plant and equipment; (ii) reduce management fees by

$(1.4) million to reflect the change in our equity-sponsor

management agreement; and (i1ii) reduce variable stock compensation
expense by $(68.4) million to reflect the elimination of our stock

option plans and deferred compensation plan;

- adjustment to increase amortization of intangibles by $4.4 million,
or 0.5% of net sales, to reflect additional amortization as a result

of increases in the bases of our intangible assets;

- adjustment to reduce interest expense, net by $(6.5) million, or
(0.8)% of net sales, to reflect the additional interest expense
associated with the new debt, less the interest expense associated
with the old debt retired and the elimination of one-time financing

charges resulting from the Transactions; and

- adjustment to increase income tax expense by $25.1 million based
upon our pro forma effective tax rate of 31% which resulted from the

elimination of non-deductible expenses associated with the

Transactions and termination of the deferred compensation plan.

The pro forma adjustments are based upon available information and certain
assumptions that we believe are reasonable under the circumstances. The pro
forma financial information does not purport to represent what our results of
operations would actually have been had each of the Acquisition and the

termination of the deferred
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compensation plan occurred on December 29, 2002 or to project our results of
operations for any future period or date.

YEAR ENDED DECEMBER 25, 2004 COMPARED TO PRO FORMA YEAR ENDED DECEMBER 27, 2003

Net Sales. Net sales for the year ended December 25, 2004 increased
$63.6 million, or 7.9%, to $869.9 million from $806.3 million for the pro forma
yvear ended December 27, 2003.

Wholesale bedding segment net sales increased $67.4 million, or 9.1%,
to $808.4 million for the year ended December 25, 2004 from $741.0 million for
the pro forma year ended December 27, 2003. For the year ended December 25, 2004
and the pro forma year ended December 27, 2003, our wholesale bedding segment
net sales reflect a reduction of $66.7 million and $49.5 million, respectively,
for cash consideration paid to our customers for certain promotional programs
and volume rebates in accordance with Emerging Issues Task Force of the
Financial Accounting Standards Board 01-9, "Accounting for Consideration Given
by a Vendor to a Customer or a Reseller of the Vendor’s Product" ("EITF 01-9").
Our sales reductions increased principally due to less co-op advertising
expenditures meeting the criteria of a selling expense in accordance with EITF
01-9 for the year ended December 25, 2004 compared to the pro forma year ended
December 27, 2003. The wholesale bedding segment net sales increase was
primarily due to (i) an increase in conventional bedding unit volume and average
unit selling price ("AUSP") of 3.5% and 6.1%, respectively, compared to the pro
forma year ended December 27, 2003; and (ii) the addition of $7.7 million of net
sales as a result of the acquisition of certain assets and liabilities of
Simmons Juvenile, Inc. for the year ended December 25, 2004. The increase in our
EITF 01-9 sales reductions in comparison to the prior year partially offset our
sales improvement. Our wholesale segment conventional bedding unit volume
increased due to increased Beautyrest(R) sales following the roll-out of the
Beautyrest (R) 2004 product line in the first quarter of 2004 and the addition of
new dealer accounts. Our improvements in AUSP were primarily attributable to a
shift in our sales mix toward our Beautyrest (R) branded product line following
the roll-out of the 2004 product line. Our Beautyrest(R) products generally have
a higher AUSP compared to our other significant branded product lines.
Additionally, our AUSP benefited from the 12% price increase implemented on our
2004 product line in late October 2004 to help offset inflation in material
costs and the shipment of our new 2005 product line in December 2005.

Our wholesale segment conventional bedding sales, exclusive of EITF
01-9 sales deductions, which is the methodology used by ISPA in estimating
industry sales, were up 9.8% over the prior year. In comparison, ISPA estimated
that for 2004 total U.S. bedding manufacturers’ sales were up 11.1% over the
prior year, comprised of an increase in unit shipments and AUSP of 3.9% and
7.0%, respectively. We believe that our sales growth was less than the
industry, due primarily to our relatively higher sales growth in prior periods
as compared to the industry, and certain industry competitors implementing
price increases in the second and third quarters of 2004, whereas we did not
increase our prices until late October of 2004.

Our retail segment sales for the year ended December 25, 2004
decreased $16.9 million, or 17.3%, to $81.0 million from $97.9 million for the
pro forma year ended December 27, 2003. Retail segment sales were negatively
impacted by the sale of our Mattress Gallery retail operations in May 2004.
Mattress Gallery contributed $12.9 million of net sales prior to our sale of
the operations compared to $40.0 million of net sales for the pro forma year
ended December 27, 2003. On a comparable store basis, sales for our retail
stores increased 18.6% for the year ended December 25, 2004 versus the pro
forma year ended December 27, 2003. Retail segment same store sales have
benefited from increased advertising which we believe resulted in a gain in
market share.

Cost of Products Sold. Cost of products sold as a percentage of net
sales, for the year ended December 25, 2004 increased 3.2 percentage points to
54.3% from 51.1% for the pro forma year ended December 27, 2003, resulting in a
gross margin decrease to 45.7% for the year ended December 25, 2004 from 48.9%
for the pro forma year ended December 27, 2003.

Our wholesale segment gross margin decreased 2.2 percentage points to
44 .6% of wholesale segment net sales for the year ended December 25, 2004 from
46.8% for the pro forma year ended December 27, 2003. Our decline in gross
margin was principally due to (i) the increase in EITF 01-9 sales reductions;
(ii) higher material costs resulting principally from inflation in prices for
steel and wood; and (i1ii) start-up costs for our new conventional bedding
manufacturing facilities. Our EITF 01-9 sales reductions increased 1.8
percentage points of wholesale segment net sales for the year ended December
25, 2004 compared to the prior year for the reasons mentioned above. Material
costs increased 2.3 percentage points of wholesale segment net sales for the
year ended December 25, 2004 compared to the prior year. To offset the effects
of inflation in material prices, we implemented a 12% price increase on our
2004 product lines in late October 2004 and began the roll out of our new 2005
product lines, which are priced to recover the higher material costs, in



December 2004. We incurred $5.0 million, or 0.6% of wholesale segment net
sales, of manufacturing costs associated with the opening of the Waycross,
Georgia and Hazleton, Pennsylvania manufacturing facilities in 2004. These
manufacturing costs are not expected to reoccur in future periods. Our labor
and overhead costs, as a percentage of wholesale segment net sales, decreased
0.6 percentage points as a result of (i) an increase in unit volume; and (ii)
operating one less manufacturing facility during most of the year.

Our retail segment gross margin of 46.3% of retail net sales for the
yvear ended December 25, 2004 decreased 4.5 percentage points versus the gross
margin of 50.8% of retail net sales for the pro forma year ended December 27,
2003. Our retail segment gross margin decreased primarily due to the selling of
inventory recorded at fair market value in connection with the Acquisition of
$3.8 million, or 4.7% of retail segment net sales for the year ended December
25, 2004. The sale of our Mattress Gallery retial operations, which had a lower
margin product sales mix than our Sleep Country USA retail operations,
partially offset the decreas