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Corporate Profile

Garan Incorporated is engaged in the design,
| manufacture, and sale of apparel for children,
women and men. Products include tops (shirts and
sweatshirts) and bottoms (trousers, skirts, shorts,
sweatpants and overalls). Generally, the fabrics are
cotton or polyester-cotton blends, tops are made
mostly from knit fabrics, and bottoms are~made from

knit and woven fabrics.
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b Report from the Chalrman of the Board
and the President

To our Shareholders B ' | .

Sales for our 2001 fiscal year increased to $257,157,000 over ﬁscal year 2000 sales of
$236,165,000. Net earnings for the year were $22,627,000 as compared to $17,026,000 for the
pI‘lOI’* year. y

In fiscal 2001, the Company ach,leved significant growth in our chlldrenswear business.
All of the children’s divisions which include infant-and toddler and boys and girls participated
in this growth. Our men and women’s business experienced a slight increase this past year.

Earnings for the year reflected savings resulting from'the adoption of the Caribbean

- Basin Parity Agreement as well as lower costs related to increased capacity in: our Central

America production, facilities. These facilities now account for a majority of the Company’s
productlon and also- give access to global raw material markets.

The Company, after more than 25 years, phased out of its sports llcensmg business,
primarily based upon a change in policy by, the National Football League and National
Basketball Association, which was the largest part of our Licensing business.

-

- Flexibility and- responsiveness in distribution methods have become increasingly
important to our customers and are mtegral to our customer replemshment programs. The
success of our Jena, Louisiana distribution facility led to'the conversion of two manufacturmg
buildings to distribution centers this year.

In June 2001, we repurchased 596,250 shares of Common Stock for an aggregate
purchase price of $17,887,500. Our balance sheet at September 30, 2001, after the repurchase,
remains very strong and liquid. In addition to our regular quarterly dividends the Board of

* Directors declared a special dividend of $0.90 which was paid on November 29, 2001.

|

R ,Sincerely, '
/&:z:c__ M kel
~ N 2 -
Seymour Lichtenstein ’ Jerald Kamiel
Chairman of the Board , , President



Five-Year Review

1999

1998

1997

- 2001 2000
Net Sales $257,157,000 $236,165, ooo §228,845,000 $194.197,000 $153.350,000
Cost of Sales” - . 188,480,000 179, 515 000 170,981,000 148,382,Q00 116,833,000
Gross Margin on Sales ,..68,677;000 : 56,650,,Q00 57 ‘864 000 45,815,000 . 36,417,000
Selling and Administrative Expenses 32,123,000 29,668,000 - 29, 318 000 25,126,000 22,915,000
Interest-on- Capitalized Leases I 86,000 103,000 89 000 o 1'11,000 119,000
Interest Income (1,884,000) (2,225,000) (2,513;000) (2,960,000) (2,773,000)
Earnings before Pr0v1s10n for Income S - »
Taxes 38,352,000 . 29,104,000 30,970,000 . 23,538,000 " 16,156,000
Provision, for Income Tzixes 1_5,725,'000 12,078,0b0 12,630,000 . 9,501,000 6,441,000
- Net Earnings $22,627,000 - $17,026,000 $18,340,000 $14,037,000 *$9,715,000
Earnings Per Shére—Basic $4.63 1 $326 - $3.52 $2 75 $1.92
—Diluted $460  $3.25 $3.49 $273 . $1.92
_ Average Shares Outstanding—Basic »4,'884,000 5216000 5210000 . 5,109,000 5,070,000
B —Diluted * 4918,000 5238000 5257000 5,150,000 5,070,000
Dividends Paid Per Share - $1.80 $180 $165. © 120~ $100
Current Assets $141,870,000 $128,980,000. $116,372,000 $112,116,000 $94,014,000
Current Liabilities 42,347,000 36, 289 ooo 38,970,000- 31,267,000 25,607,000
“Working Capital v 99,523,000 92,691,000 77,402,000 80,849,000 68,407,000
© Warking Capital Ratio T 335 ' 355 2.99 3.59 367
Total Assets $168,033,000- $163,592,000 $163,692,000 $146,173,000 $132,386,000
Long-term Obligations._ - ! “$1,710,000  $1.910,000  $2:150,000  $2,170,000  $2,807.000
Shareholders’ Equity - $122,564,000 $123,490,000° $120,127,000 $109,707,000 $100,786,000
\Comi_non Stock Issued-and . : o o N \
Outstanding 4,491,387 -5072337 5305737 5128719 5,069,892
==,



Management’s Discussion and Analysis of Financial

Condition and Results of Op'erationé_ N

: . , _
This Report contains forward-looking statements-within the meaning of Section 27A of the
™ Securities Act of 1933, as amended, and Section 21E of the Securities Exchange ‘Act of 1934,
as amended, that involve certain risks -and uncertainties. Discussions containing such -
- forward-looking statements may be found in the material set forth below in this Management’s
Discussion and Analysis of Financial Condition and Results of Operations as well as in this
‘Report generally. Without limiting the foregoing, the words believes; anticipates, plans,
expects, and similar expressions are intended to identify forward-looking statements. The
Company’s actual reeults could differ materially from those anticipated in such forward-
~ looking statements as a result of certain factors, including those appearing in this Report and
‘under the heading “Risk Factors” in the Company’s Annual Report on Form 10-K for the
fiscal year ended September 30, 2001. These forward-looking statements are made as of the

date of this Report, and the _Cornpany assumes no obligation to update such forward-looking -

statements or to update the reasons why actual results could differ materially from those
anticipated in such forward-looking. statements.

Net Sales ‘ _ . P ) ‘ -

Net sales mcreased by $20,992, 000 or 8 9%, to $257 157,000 in fiscal 2001 from fiscal 2000 net
sales of $236,165,000. Fiscal 2000 net sales increased $7,320,000, or 3.2%, from fiscal 1999 net
sales of $228,845,000. The increases in net sales in 2001 from 2000 and in 2000 from 1999 were
‘ pr1nc1pally in the Companys Childrénswear Division. - . -

-—

Gross Margin | o . B

Gross margin in fiscal 2001 was $68 677,000, or 26 7% of net sales as compared to $56,650,000,
or 24.0% of net sales, ini fiscal 2000. The increase in gross margin was due to various factors
including (a) duty savings- resulting from lower effective duty rates on a portion of the
Company’s Caribbean Basin production, (b) lower costs of production as a result of shifting
"more production to the Caribbean Basin, (c) lower costs associated with improved
manufacturing efficiencies, and (d) changes .in customer programs (product mix). The
Company is a beneficiary of the Trade and Development Act of 2000 pursuant to which a
portion of its garments produced in the Caribbean Basm are imported free of duty subject to
annual quotas. : ~

Gross margin in fiscal 2000 was $56 650,000, or 24.0% of net sales, as compared to $57,864,000,
or 25.3% of net sales, in fiscal 1999. The decrease in’gross margm was due principally to
product mix changes. -

B -Selling and Administrative Expenses; Interest Income

Selling and administrative expenses in fiscal 2001 - were $32,123,000, or 12.5% of net sales, as
compared to $29,668,000, or 12.6% of net sales, in fiscal 2000. The decrease in selling and
administrative expenses, as a percentage of net sales resulted from the increase in net sales
offset in part by amortization of the balance of the compensation expense relating to the
shares issued pursuant to the 1999 Restricted Stock Plan, all of which vested in fiscal 2001.

Selling and administrative expenses in fiscal 2000 were $29,668,000, or 12.6% of net sales, as
compared to $29,318,000, or 12.8% of net sales, in fiscal 1999. The increase in absolute dollars
was due primarily to increased activity relating to the continued expansion of manufacturing
facilities in the Caribbean Basin and a domestic distribution facility to support the offshore
expansion and was partially offset by decreased advertlslng expenses.

N
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Interest incomé in fiscal 2001 decreased to $1,884,000 from $2,225 ,000 in fiscal 2000 and
$2,513,000 in fiscal 1999. The decrease in interest income has been due to declines in interest
rates and in the level of investments pr1nc1pally due to the use of funds for the _Share .
repurchase referred to below.

Financial POSlthll, Liquidity, and Capital Resources

On April 30, 2001, the Company’s Board of Directors authonzed an offer to purchase up to
700,000 shares of Common Stock (including the associated Common Stock Purchase Rights)
at a purchase price.not in excess of $30 nor less than $26 per share. The tender offer
commenced on May 4, 2001, and expired on June 6, 2001, and a total of 596,250 shares of
Company Common Stock were tendered to and purchased by the Company. The purchase
price was $30 per share, and the total purchase price of $17, 887,500 was pard by the Company
on June 11, 2001.

On April 26, 2001, the Company ended the restriction period and fully vested the shares of
Company Common Stock issued in May, 1999, pursuant to the 1999 Restrrcted Stock-Plan. -

At September 30, 2001, workrng capital was $99,523,000, an increase of $6,832,000 from .
.September 30, 2000, working capital of $92,691 ,000. The major changes in the components of
working capital were. a) the increase in cash and cash equivalents, which reflects the
Company’s net income for the year and its decision to reduce its investments in long-term
securities reduced by the cash expended in the share repurchase referred to above and b) the
increased .income taxes payable as a result of the rncreased nét income,

,Cash used for investing activities totaled $616,000 in 2001 compared to cash prov1ded by
investing activities -of $2,578,000 in 2000. Capltal expendrtures were $4, 811 ,000 in 2001
compared with $8,726,000 in 2000.

" Cash used for financing activities totaled $26,846, 000 in 2001 compared to $14,535,000 in 2000.
The Company’s principal ﬁnancmg activities were the share repurchase referred to above and
‘payment of dividends.

Shareholders’ equity at September 30, 2001 was $122,564,000, or $27.29 book value per share
as compared to $123,490,000, or $24.34 book value per share, at September 30, 2000. The
slight overall decrease in shareholders’ equity reflects. the cash expended on “the share
repurchase referred to above offset by the Company’s net income and amortization,of the
remarnlng unamortized value of shares issued pursuant to.the 1999 Restricted Stock Plan. The
increase in book value per share was due to the decrease in the number of shares outstanding
at September 30, 2001. .

Management believes that the Company has sufficient working capital to finance its
operations and projected growth. There were no short-term borrowings outstanding during’
~ fiscal years 2001, 2000, and 1999, and management does not anticipate the need for any such

- borrewings. If necessary, the Company has the ability to obtam funds from a number of .
sources to meet 1ts~seasonal or long-term requrrements

!

-

Qualltatlve and Quantltatrve Dlsclosure about Market Rlsk

.

The Company does not believe 1t -is exposed to market risks with respect to any of its
investments; the Company does not utilize market rate sensitive instruments for trading or.
- other purposes. The Companys long term 1nvestments consist of United States Treasury
Notes maturing in 2003.

s
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Conéolidafed Balance Sheets

Assets . =~ September 30,2001 September 30, 2000.
“Current Assets; ' o ; - | '
. Cash and cash equivalents B $33,881,000 $14,580,000
" U.S. Government securities—slort-term - 0 6,436,000
" Accounts receivable, less estimated uncollectlbles of o
$493,000 at 2001 and $512,000 at 2000 - - 59,301,000 53,732,000
Inventories _ o 141,596,000 47,757,000
_ Other current assets : N C- , . 7,092,000 - 6,475,000
Total Current Assets | 141,870,000 128,980,000
U.S. Government Seciirities—long-term * S 3,500,000 7,695,000
Property, Plant and Equipment, net T ‘ / 16,109,000 18,878,000
Other Asséts - . N 6,554,000 ~ 8,039,000
. Total Assets - ' i ' , - $168,033,000 $163,592,000
Liabilities and Shareholders’ Equity .
Current Liabilities: : T -
Accounts. payable . o . $11,609,000 - $10,417,000
Accrued liabilities : 20,573,000 21,263,000
Income taxes payable 9,945,000 4,369,000
Current portion of capitalized lease obligations , 220,000 240,000
Total Current Liabilities : - ‘ 42;347,000 36,289,000
Capitalized Lease Obllgatlons, net of current. portion ) 1,710,000 1,916,000
Deferred Income Taxes A o ' - . 1,412,000 1,903,000
Shareholders’ Equity: ' ’
Preferred stock ($10 par value), 500 000 shares authorlzed
none issued
“Common stock (no par value), 15,000,000 shares authonzed;' )
shares issued: 4,491,387 at 2001 and 5,072,337 at 2000 ‘ 2,246,090 2,536,000
Additional paid-in capital ) ; . 5,§17,000 6,327,000
Unamortized value of restncted stock . S0 (3,073,000)
Retained earnings . © 114,501,000 117,700,000
-Total Shareholders’ Equity ) T '12_2,564,000 123,490,000
Total Liabilities and Shareholders’ Equity . - $168,033,000 $163,592,000

See notes to consolidated financial statemnents.



Consolidated Statements of Earnings ’

Years Ended September 30, |

| ] S T 2000 2000 1999
Net Sales ; $257,157,000 $236,165,000 $228,845,000
Cost of sales 188,480,000 179,515,000 170,981,000 .
+ Gross margin on sales 68,677,000 56,650,000 57,864,000
Selling and administrative expenses 32,123,000 - - 29,668,000 - 29,318,000 -
Interest on capitalized leases 86,000 103,000 L .89,000
Interest income (1,884,000) (2,225,000) .~ (2,513,000)
. Earnings before' provision for income taxes y 38,352,000 29,104,000 30,970,000
Provision for income taxes 15,725,000 12,078,000 12,630,000
Net Earnings . / $22,627,000 $17,026,000 . $18,340,000
Earnmgs per share—Basic $4.63 $3.26 $3.52
—Diluted $4.60 . . $3.25 - $3.49
Average shares outstanding—Basic ~ 4,884,000 - 5,216,000 5,210,000 -
—Diluted 4,918,000 ~ 5,238,000 5,257,000
Consolidated Statements of' Shareholders’ Equity
| » " - Unamortized .
] N Additional Value-of . : :
. . c - Common Paid-in Restricted . Retained
‘Years Ended 1999, 2000 and 2001 Stock Capital - Stock - Earnings Total
- Balance at September 30, 1998 $2,564,000 $6,792,000 $ 0 $100,351,000 $109,707,000
Net earnings | S . 18,340,000 18,340,000
Issuance of restncted stock 80,000 4,200,000 - (4,280,000) =
- Amiortization of restricted stock Lo 355,000 355,000
- Exercise of stock options 9,000 /280,000 . 289,000
Dividends paid—$1.65 per share . (8,564,000) . (8,564,000)
Balance at September 30, 1999 $2,653,000 $11,272,000 $(3,925,QOO) © $110,127,000 $120,127,000
Net earnings *~ ‘ o ‘ - 17,026,000 17,026,000
' Repurchase of stock ~ (125,000)  (5,219,000) ' (5,344,000)
Amortization of restricted stock : 852,000 852,000
‘Exercise of stock options ‘ 8,000 274,000 ~ 282,000
Dividends paid—$1.80 per share” ‘ : (9,453,000)  (9,453,000) -
Balance at‘September 30, 2000 $2,536,000  $6,327,000 $(3,073,000) $117,700,000 $123,490,000
Net earnings | Y 22,627,000 . 22,627,000
Repurchase of stock (298,000~ - (762,000) e .(16,827,000) (17,887,000)
Amortization of réstricted stock ‘ : /3,073,000 3,073,000
Exercise of stock options : -~ 8,000 252,000 o , ~ 260,000
Dividends paid—$1.80 per share - - - - ) - (8,999,000) (8,999,000)
+ Balance at September 30, 2001 ) $2,246,000 - $5,817,000 $ 0 $114,501,000 . $122,564,000
See notes to-consolidated financial statements. - C - . o
. - Yo - (O _ _ o
T o ", ' ‘ o ‘



Congolidateq Statements of Cash Flows

i

Years Ended September 30,

~ 2001 2000 1999 .

. Cash Flows From Operating Activities: o
Net earnings o $22,627,000. $17,026,000  $18,340,000
Adjustments to reconcile net earnings to net cash ﬂows - '

provided by operating activities: : o ) :

Deferred compensation 3,073,000 -852,000 355,000
- Depreciation and amortization 7,580,000 5,241,000 3,913,000

Deferred income taxes 236,000 54,000 (2,<114,000)

Changes in assets and liabilities: ‘ . :

° U.S. Government securities—short-term : 6,436,000 5,434,000
Accounts receivable ' ~(5,569,000) 5,649,000 - (16,818,000)
Inventories 6,161,000  (10,424,000) (4,557,000)
Other current assets : (1,320,000) (390,000) (171,000)
Accounts payable - 1,192,000 . 458,000 1,404,000
Accrued liabilities (690,000) . (1,232,000) 3,920,000
Income taxes payable - 5,552,000 (2,102,000) 2,453,000
Other assets ; 1,485,000  (1,547,000) = (1,095,000) -

_‘ - Net Cash Flows Provided ,by Operating Activities 46,763,000 13,585,000 _ 11,064,000

Cash Flows From Investing Activities: " '
Sale of U.S. Government securities—long-term - . 7,695,000 24,605,000 23,456,000
- Purchase of U.S. Government securities—long- -term (3,500,000) (18,301,000) (16,794,000)
Additions to property, plant and equipment (4,811,000)  (8,726,000) - (5,961,000)
Net Cash Flows Provided by (Used for) Investmg T : | ‘
Activities _ (616,000) 2,578,000 701,000
Cash Flows From Financing Activities: - E _ : .
Payment of dividends (8,999,000) (9,453,000) (8,564,000)
Repayment of capitalized lease obligations (220,000) (20,000) (137,000)
Proceeds from exercise of stock options 260,000 282,000 © 289,000
Repurchase of stock - - ' . \ (17,887,000)  (5,344,000) .
Net Cash Flows Used for Financing Activities - (26,846,000) (14,535,000)  (8,412,000)
Increase in Cash and Cash Equivalents _ 19,301,000 1,628,000 3,353,000
Cash and Cash Equivalents At Beginning of Year " 14,580,000 12,952,000 9,599,000
Qash and Cash Equivalenfs At End of Year $33,881,000 $14,580,000 $12,952,000
Supplemental Disclosures - ‘ ‘
Cash Paid During The Year For: R
Interest $86,000 $103,000. " $89,000
Income taxes 9,929,000 13,565,000 12,404,000

~

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

- - , , . ) N e . . .
"Note 1—Summary of Significant Accounting Policies

. Prznczples of Consolzdatzon

The consolidated financial statements include the accounts of the Company and its subsrd1ar1es all of which are
wholly-owned. Translation gains and losses on consolidation of fore1gn subsidiaries are not s1grl1ﬁcant and,- therefore no
comprehensive income or separate component of shareholder’s equity have been prov1ded All 1nter-company accounts and
transactions have been ellmmated in consohdatlon

b. Use of Estimates o - BN ~

The preparatlon of the ﬁnanc1al statements in conform1ty with generally accepted accounting pr1nc1ples requires management
to make estimates and assumptions that affect the amounts reported in the ﬁnanc1al statements and accompanying notes.
Actual results could drffer from those estimates. , -

"~ c. Revenue Recognition

~

_ Sales are recognizéd upon shipment of merchandise. The Company does not provide for allowances or return of goods éxcept
for cause. When an allowance or return occurs, it is accounted for as a reduction of sales. Sales allowances or returns are not
significant to the operations of the Company :

d. Inventories - ’ ' ‘ /' .

Inventories are stated at the lower of cost (prlncrpally standard cost which approxrmates actual cost on a first-in, ﬁrst out
- basis) or market. . .

X

e. Property, | Plant and Equipment. S L~

Property, plant and equipment are carried at cost. Depreciation and amortization for financial accountmg purposes are
provided by using the straight line method over the estimated useful lives of . the assets.

Leases of manufacturing facrhtles which are in. substance ﬁnancmg arrangements have been “capitalized, w1th the
correspondrng liability® mcluded in capltahzed lease obhgatrons -

f. Income Taxes’ <

Deferred income taxes ate provrded to reflect the tax effect. of timing differences in reportmg income and deductions for tax
and financial statement purposes under SFAS 109 whrch provides for accountmg for deferred income taxes using the liability -
method. - -

g Earnings_Per Share o < o .

Earnings per share are calculated on the bas1s of the welghted average number of common shares outstandmg dunng the
. period in accordance with the previsions of Statement of Financial Accounting Standards No. 128. Diluted earnings per share
considers the effect of potential common-shares such as stock options. The dilution for the years ended September 30, 2001 -
and 2000 is dué to the net incremental effect of outstanding stock options of 34, 000 and 22,000 shares, respect1vely

h. Cash and Cash Equivalents. T -
For purposes of the statements of cash flows, the Company consrders all highly liquid investments purchased with an orrgmal ‘
maturity of three months or less to be cash_equivalents. e ., :
i. Investments ‘
. t . - o

Financial instruments, which potentially subject the Company to concentration of risk, consist of cash and investments. The
Company places its investments in US Treasury obligations which limits the amount of credit exposure.

~




‘The Company’s investments are 'deéignated as trading or held-to-maturity. Trading securities are reportedat fair value, with
changes in fair value included in earnings. When the Company has the intent and ability to hold the securities to maturity

they are classified as held-to-maturity securities and reported at amartized cost.

~

‘ Note 2—Investments

- Investments in the held-to-maturity category amounted to $3,500,000 at September 30, 2001 and cons1sted of U.S. Treasury

Notes w1th contractual maturities as follows: = '

losses as at September 30, 2001.

‘Note 3—Inventories

Inventories consist of the following:

Raw materials ....... A PP P $ 6,627,000 $ 8, 338 000,
WOTK 11 PrOCESS ..ot vttt et e ieaaaes ... 6,070,000 8,817, 000 ‘
Finished goods ....... S e e e e 28,899,000 30,602,000
_ ' ‘ $41,596,000°  $47,757,000
Note 4—Property, Plant and Equipment
Property, plant and equipment consist of the following:; ' ) .
c ’ , : . N 2001 2000
Capitalized leased manufacturing plants ............. e i - $12,023,000 ,  $12,023,000
Machinery and equipment ...... [ e P, 29,366,000 25,393,000
Leasehold improvements ............ P A, - 6,257,000 5,786,000
Transportation eqQUIPIMIENTt-. . ... v .ttt de e ettt eeeeeneraneeenns L -4,008,000 3,383,000
‘ h L 51,654,000 47,085,000
Less-accumulated depreciation and amortization ............ R S 35,545,000 28,207,000
' ‘ $16,109.000  $18,878,000

-~

. $3,500,000 .
$3,500,000

The estimated fair value of 1nvestments approximates the amortized cost, and therefore, there are no unrealized gains or

2001

- 2000

The net book value of the. caprtahzed leased manufacturmg plants was $2 331,000 at September 30, 2001, and

$3,058,000 at September 30, 2000. -

N
v

Note S5—Capitalized Leases

Substantially all of the Companys leases of manufacturing facilities in the United States have been capitalized. Future
* minimum lease payments of principal and interest under leases capltahzed at September 30, 2001, are as follows:

2002 ... e O P - $262,000
2003 L e e e "~ 396,000
2004 ... P 232,000
2005 o T e i . 227,000
200, e e e e e 222,000
Later years .......... P 785,000
' . . . . 2,124,000
Less interest—2.35% t0 6.0% .........cooiiiiiiiiiiiiiiii e (194,000)
Total minimum lease payments ..:.................... e el 1,930,000
v - LeSs amounts due within one year ........ e e : (220,000)
‘ ' ‘ $1,710,000




Note 6—Income \Taxes ‘

The dlfference between the. total statutory Federal income tax and the actual income tax expense is accounted for as follows:

2001 2000 - - 1999
Percent of . Pércent of - : Percent of
- b . . . Pre-Tax i T Pre-Tax - . Pre-Tax
. ' ; o vAmount Earnings ’ Amount Earnings Amount Earnings
Federal statutory tax ’expense ...... . $13,423,000 350% -$10,186,000 35.0%  $10,839,0000 35.0%
State and local income tax expense, - - , ' . . t
net of Federal income tax benefit - [ ‘ : S e
~and other_ PPN . 2,302,000 o 6.0 1,892,000 65 1,791,000 5.8
Income tax expense ...............; '$15,725,0000 41.0% - $12,078,000 41.5% ,$12,630,000 40.8%
Income tax expense consisrs of the following components: ‘ - o
o o ) 2001 . 2000 , 1999
CUITENE &t vt v it s ettt it eeiieeeieeee, $15,489,000  $12,024,000 $14,744,000 ~
Deferred ..o i, R TRRT e 236,000 Y 54,000 -(2,114,000)
. ’ R $15,725,000 $12,078,000\ $12,630,000

. - l

Deferred income taxes are provided to reflect the tax effect of timing differences in reporting income and deductrons for tax
and financial statéement purposes, principally depreciation, pensron employee benefits, deferred compensation and:inventory.

Included in Other Current Assets at September 30, 2001, ‘and 2000, is $2,753,000 and $3, 456 000, respéctively, of current
deferred income tax debits, and included in Income Taxes Payable at September 30, 2001 and 2000 is $331 000 and $307,000,
respectlvely, of current deferred income tax credrts

P

N ote 7—Comm1tments

The Company is obligated under certam long term leases that do not meet the criteria for capitalization. The annual
minimum rental commitments (excluding escalation) of ‘these leases are:

2002 L TSR s $3,066,000

2003 SERINURE RO SN ... 25517.000

02004 Ll R A [ JR S L. 2,420,000
2005......... DURRTR AT SUPEUR RPN IRRTRTR TR “2/070,000 .
2000 .. e e e [ e 1,596,000
2007 and thereafter .............covieiieinininn.. P e e 4,911,000 j

Total rental expense charged to operatlons in 2001, 2000, and 1999 amounted to $3 178,000, $2 628, OOO and $2, 138 000,
respectively.

- : ' ' ' ) ‘
- Note 8—Shareholders Equlty a L , S -0 o

-

Pursuant to the Company s Rights Plan, as amended, each shareholder holds one right for each share of common stock, and
in the event any person acquires 20% of the Company’s common stock other than a result of a merger or other business
combination the Board of Directors determines was not effected for the purpose of acquiring Company stock, each right will
* give the holder the option to purchase one share of the Company’s common stock for $90, subject to adjustment. The rights
expire May 16, 2003, and may be redeemed by the Company for $.01 per right. As of September 30, 2001, 4,491,387 shares
of the Company s common stock were-reserved for issuance under the Company’s Rights Plan.

/ Note 9—Major Customers

The Company operates within one industry segment—the manufacture of apparel. Sales to one mass merchandiser accounted
for approximately 87% of the Company’s net sales in 2001, 87% i in 2000, and 89% in 1999. No other customer accounted for
more than 10% of the Company s net sales’in any of the three years. The Company routinely assesses the financial strength
of its customers and, as a consequence, generally does not require collateral or other security to support customer receivables.
Historically, the Company has not experienced significant losses related tcrrecelvables and management believes-that its trade
. receivable credit risk exposure is limited. o
. ) -
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+ Settlements

Note 10—Employment Agreements

The Company maintains employment agreements with four d1rectors three of whom are also ofﬁcers of the Company: The
employment agreements contain provisions that would entitle each of the four -directors to receive up ‘to 2.99 times the
average of the three highest annual compensation years out of the five prior years plus gross-up for excise taxes and
continuation of certain Henefits if there is a change in control in the Company (as defined) and his employment terminates. -
The maximum contingent liability under these agreements’in such event is-approximately $11,227,000. The employment
agreements also provide for severahce benefits, disability and death benefits and, as to one officer-director, consulting services

under certain circumstances.

Note 11—Pensmn and Retirement Plans

<

The Company contributes to defined benefit pens1on plans which cover all el1g1ble employees Pensmn costs are generally
funded currently. Pension expense amounted to $919,877 in 2001 $279,718 in 2000, and $253,899 in 1999. Pension information
under FASB No..132 is as follows: )

Chanfgle in Benefit Obllgatlons

Bene
- Service cost
Interest cost

Actuarial gain (loss)

t obligation at. begmnmg ofyear ............ e P

..............................................................

~

............................................................

I T T T T T T T R I T IR AT R P IS

‘Benefitspaid ...l PP v e

Settlements

Benefit obligafion at end of year

Change in Plan Assets

‘Fair value of plan assets at begmnmg of year

.............................................................

............................

Actual return on plan assets .................. e P

Employer contribution

R L T I e R R R R N I R R R B R A Y

Benefits paid .............. ...l e e

Fair value of plan assets at end of year ....... . S

Reconciliation of Funded Status ‘
Funded status ...... e e et e e

First Quarter Cantribution
Unrecognized net transition obligation

.............................................

Unrecognized prior SeIvice Cost .............ccoeeveivinn.... R
Unrecognized net actuarial 1oss «..........ooooin

Prepaid_benefit cost, Septembe‘r 30 .

Weighted-average Assumptions

Discount rate

Beginning of year ..............01..... L PR :

End of year

Expected return on plan assets
. Rate of compensauon increase

...........................................................

.........................................................

.........................................

Components of Net Periodic Benefit Cost

Service cost .......... ...l O S :

Interest cost

Expected return on’ plan assets
Amortization of net transition obligation
Amortization of prior service cost
Amortization of net actuarial loss

Curtailment loss

.........

...........................................................

......................................

Settlement loss ................ T e e . P

Net periodic benefit cost

-

—~—

2001

$15,517,516
552,873

. 1,158,849
2,578,870
(246,746;
(1,809,942

$17,751,420 |

$19,084,403
778,956
1,904,169
(246,7463

o (1.809,942) - .
- $19,710,840 ~.

$ 1,959,420
263,088
304,260
420,043
4,179.340

$ 7,126,156

L 775%
7.00%
9.50%
5.30%

$. 552,873

1,158,849 .

< (1,885.120)
1,387

164,327,

93,511
32,969
731,081

$ 919,877

- 2000

$15,691,610

580,760,

1,167,556
261,540
258243
(1,402,627

$15,517,516

$19,629,294
22177
893,802
(258243
(1,402,627

J .

_"$19,084,403

$ 3,566,887
1,354,255
378,163
609,663
1,324,062

$ 7,233,030 -

- 1.50%
7.75%
9.50%
5.30%

$ 580,760
1,167.556
(1,911,687)
737768
186,422
26.574

0

156,325

'$ 279718



;

The Board of Directors adopted on—January 1, 1995, a Supplemental Benefit Restoration Plan for certain employees to
_restore certain pension benefits which had been reduced by legislative action. During the fiscal year,the Company amended
the plan to eliminate a cap on income subject to the plan resulting in a one-time expense for the retroactive effect of such-

~ amendment. The Company is currently funding its obligations under the Plan and the 2001 2000, and 1999 expense “for such

plan was $1 400, (]00 $184,000, and $180,000, respectlvely

Note. 12—St0ck' Optibn Plan

- In 1989, the Company adopted a plan (<1989 Plan”) for granting stock optrons‘to employees to purchase common stock at
a price not lower than its fair market value at the Tespective date of grant, and 200,000 shares (as adjusted) were reserved
for issuance under the 1989 plan. On November 6, 1996, optrons to purchase ‘a total of 177,500 shares of the Companys .
Common Stock at an exercise price of $17 per share were granted to certain employees The options are exercisable until ten
- years from date of grant subject to certain conditions. No further options are available for grant under the 1989 Plan. In 1998,
the Company adopted a plan (1998 Plan) for granting stock options to employees pursuant to terms and conditions equivalent
to the 1989 Plan, and 200,000 shares were reserved for issuance. No options have been granted pursuant to the 1998 Plan,
and at September 30, 2001 200 000 options were available for grant thereunder. o

During fiscal 2001, 15 300 optrons wereéxercised for a total of $260 100 At September 30 2001, there were 69,755 optrons
outstanding all of which were exercisable.- - - ,

The Company applies Accountmg Pnncrples Board Op1n10n No. 25 (Accountmg for Stock Issued to Employees) and related
interpretations in accounting for its stock options plans. Accordingly, no compensatron expense is recognized when options
are granted. In October 1995, the Financial Accounting Standards Board issued SFAS No. 123 (Accountmg for Stock-Based
Compensation) which became effective for the Company during the current year. Had compensation expense been
determined based on the fair value methodology prescribed in this statement, net earnings and earnings per share for the
current year would have been reduced by approximately $248,000 or $.05 per share for options granted in fiscal 1997. The
fair value of the options granted during fiscal 1997 was estimated -at $2.33 on the date of grant using the Black-Scholes

optlon pricing model with the followmg assumptrons dividend yield 6%, volatility 19%, risk-free interest Tate of 6 5% and an =

expected life of 6 years. . . = N

Note 13—Restr1cted Stock Plan ) -

In May, 1999 the Company terminated the Supplemental Executive Ret1rement Plan (“SERP”), which had been adopted in’
1989 for certain executive employees to restore pension benefits which had been reduced by legislative action. In lieu of the
SERP, the Company adopted a 1999 Restricted Stock Plan (“Restncted Stock Plan”) for the benefit of the same individuals
~covered .under the SERP and issued 160,000 shares of Common Stock thereunder. .The shares issued pursuant to the
Restricted Stock Plan were subject to restrictions on transfer and certain other conditions. During the restriction period, plan
partrcrpants were entrtled to vote and receive dividends on such shares.

-

Upon issuance of the 160,000~shares pursuant to the Restricted Stock Plan, an unamortized compensation éxpense equivalent
to the market value of the shares on the date of grant was charged to shareholders’ equity to be amortized over the five year

B restriction_pe'rie'd. Orn April 26, 2001, the Compensation Commiittee elected to end the restriction period, and all shares issued

- pursuant-to the Restricted Stock Plan vested on that date. The compensation expense taken with respect to the restricted
shares during the years ended September 30, 2001 and 2000, was $3,073,000 and $852,000, respectrvely, and there will.be no
further compensation expense with respect to the Restricted Stock Plan. o -




~ » -

Note 14——Quarteﬂy Financial Data (Unaudited) T . R
Financial- data for the intetim periods of 2001 and 2000 were as follows: '
o . Earnings
| T " Net Gross Net Per Share )
Fiscal Year 2001 . . ‘ Sales Margins Earnings Basic Diluted
Quarters ‘ o 5 : : (In thousands, ekxcept‘per share amounts)
First ..... P e e e PR - § 55053 . %13589 §$4077 $.8 $ .80 -
Second .~.........illll P e e 56,685 16,380 . 5,538 1.09 1.08
~ Third .......... e e S 55,176 . 15917 4,856 1.00 .98
Fourth ...... P e [ e . 90,243 22,791 8,156  .1.82 1.80
Total e P .. $257157 $68,677 $22.627 $4.63* $4.60*
Fiscal Year 2000 -
Quarters - - N - g
First ......... L e $ 53345 §$11398 §$ 3184 § .60 $ .59
Second ............ e e e 54,668 13,407 3,937 T4~ 74
Third ... } 47941 12,041 - 3,085 .60 .60
Fourth ..... e e e 80,211 19,804 6,820 132 132
Total ....... e i, $236,165  $56,650  $17,026  $3.26  $325

* The number of shares outstanding for purposes of calculating earnings per share changed during the year primarily because
of the 596,250 share repurchase in June, 2001, and as a result the total of the fiscal 2001 reported quarterly earnings per share
does not equal the earnings per share as computed for the entire 12 months.

Independent“Aﬁditors’ Reporf L

Bearél of Directors and Shareholders
Garan, Incorporated -

1

A

We have audited the accompanying consolidated balance sheets of Garan, Incorporated and its subsidiaries as at
‘September 30, 2001 and 2000 and the related consolidated statements of earnings, shareholders’ equity and cash flows for
each-of the three fiscal years in the period ended September 30, 2001. These financial statements are the responsibility of the
Companys management Our responsibility is to express an opinion on these financial statéments based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examihing, on a test basis, evidence supporting the amounts and
disclosures in "the financial statements. An audit’ also includes assessing the accounting principles used and significant
" estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audlts
provide a reasonable basis for our'opinion. ‘ ! ..

In our opinion, the aforementioned financial statements present falrly, in all material. respects the consolidated financial
position of Garan, Incorporated and its subsidiaries as at September 30, 2001 and 2000, and the results of consolidated
operations, changes in shareholders’ equity and cash flows for each of the three fiscal years in the period ended September 30,
2001 in conformlty w1th auditing standards' generally accepted in the United States of America.

~

/ e ) _ o Citrin-Cooperman & Company, LLP

New York, New York ‘
November 9, 2001 .o . .
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Corporate Data

- TSN

Notice of Annual Meeting o T -

The Annual Meeting of Shareholders w1ll be held on March 1 2002 at 1: 30 PM at the Marriott, 1700 Jefferson
Davis Highway, Arlington, Virginia. ‘- o
Annual Report and Form 10-K | ’ I B S - |

: ‘Addition‘al copies of this repo\r\t and copies"of the Garanv, Incorporated Form 10-_K annual/report to the Securities
and Exchange Commission are available at no charge. Shareholders should make such requests.by writing to our
- corporate headquarters at 350 Fifth Avenue, New York New York 101 18 or by telephone at (212) 563-2000.

_Shareholder Records ' o ‘ oS T

Inquiries relating to shareholder records stock transfer change of ownershlp, and change of address should be
directed to the transfer agent listed on the followmg page. Shateholders requiring additional assistance may
contact Mr. Alexander J. Sistarenik, Treasurer, Garan Incorporated at the address shown above-or by telephone
at (212) 563-2000. : . . -

g r o - B

N

) Investor Inquiries

- ~

: Secunty analysts and investors seeking 1nformatlon about the Company may contact Mr Wllham J. Wilson, Vice ™

Presrdent—Frnance at the address shown above or by telephone at (212) 563- 2000

-
v

‘\ .

Common Stock Informatlon

" On November 9, 2001, the Board of Directors declared a regular cash dividend of $0.25 per share and a special

dividend of $0. 90 per share Wthh ‘were paid on November 29, 2001 to shareholders of record on November 21,
2001. ~ .

I

The Company s common stock is listed and traded on the American Stock Exchange under the symbol GAN. The-

high and low sales pr1ces during each quarterly period for fiscal years 2001 and 2000 are set forth in the table
below

: : k o : - 2001 2000
Quarters . -~ e ’ .. High =~ Lew High Low
First ....... S P e - $22.64 $1834  $33.00  $28.63
Second ......... N B e © 2537 22257 2925 23.63
Third oo v eee ettt e S 3295 2381 25.13 20.50

"~ Fourth ............ e e 37T 29.87 © 2413 2125

~

L Dlvrdends_ Paid per Share .
Quarters ' o _ o . 2001 o 2000 ‘

~ Dividends paid during the\ last two fiscal years Were as follows:

First — Regular ....... e $ .25 _ $.25
o — Special ..os 80 : 80 ¢
Second . — Regular .. ....... e e 25 o 25 ;N
Third - . — Regular ............. : 25 .25

Fourth — Regular ......7.............. PP 25 ‘ T 25

- Total SRR e SR SO %180 . 8180 -

As at December 17, 2001, there were 322 shareholders of record 1nclud1ng Cede & Company in its capacity as -

nominee for the Deposnory Trust Company.

N
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